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SENATE
Standing Committee
Banking and Commerce

di(, ¢ ’ 1964,

Accreditation and Qualifications of
ACtuaries, Committee on « « « o o o o o
ACtuaries s s TR R S S e
Affleck, J.D, Asst. Deputy Minister of
Justice.Q............
Air Transport Association of Canada
DocumentS...............C-l26#2
AlbertaWheatPOO].oooooooooooo
Analysis of Loans approved by Farm
credit corporation ® o o o o o 0 @ 0 @
dras, A, Canadian Labour Congress « « e
drew, Dr, G.Ce Executive Director
Canadian Universities Foundation « o .
Annis’ C.A. Dept. of Finance e 0o o o o o
Anmual Vacations and Holidays with Pay
in Federal Works, @ ndertakings
and BUSiHGSSGS ® e ¢ 0 o o o 0 0 0 0 @
Association of Universities and Colleges
of Canada ® ¢ o s 000606060060 0 0 ¢ S- 36
Bank of British Columbia 20 € 8.0 0. 8.6 0% #1.2.3
ofwes‘hemCanada..o....-coS- 6#1923
k of Western Canada, Report of
committee ® © o 0 0 ¢ 0 0 0 0 e 0 e 0 o S‘ 6 #h
Banking in Canada. Brief History,
Clayton Ederkin, Inspector General
°fB&nks...,,..,.......s-6
Belanger, Raynald, Board of Trade of

St. Romuald d'Etchemin
Bennett ’ woA.Co

Be“uut,t ] WOA. c.
Witness

Benson’ EoJo
Revenue -

C-126

000000003‘28
Premier of B.C. Brief . S-20 #A
Premier of B.C.

S- 20 #1

Ministe; ;f National
C-110

Minister of National
C-136

Bills considered by Senate
Committee on Banking and Commerce

Bills

C- 35
C- 90
C- 91
C- 92
C~ 9y
C-100

Criminal Code

To Amend National Defence Act
Income Tax Act

Customs Tarirs

Estate Tax Act

Farm Credit Act

Page

Pe 14-17

p033'7

Pe 112-18

p.l?
pe91-4

Pe 10-11

po?‘Bl

p.l2-M
p.73‘86

p.10-23
po7‘26

poBI‘Lo
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Bills
C-102
C-110
C-121
C-123
C-126
C-136
S- 6
S- 13
S- 17
S- 20

S~ 22
S- 28

S- 32
S- 34
S- 35
S- 36
S- 4
S- 45
S- 46

National Housing Act

Student Loans

Credit to Farm Syndicates

Dept. of Insurance

Hours of Work

Pensions

An Act to Incorporate Bank of Western
Canada :

An Act to Incorporate Laurentide Bank
of Canada

An Act respecting the Territorial Sea

_and Fishing Zones of Canada

An Act to Incorporate Bank of British
Columbia

An Act to Amend the Companies Act

An Act respecting the Quebec Board of
Trade

An Act to Incorporate World Mortgage
Corporation

An Act to Incorporate Nova Scotia
Savings and Loan Company

An Act to Amend the Corporations and
Labour Unions Returns Act

An Act to Incorporate the Assoclation
of Universities and Collges of Canada
An Act to Incorporate the Royal College
of Dentists of Canada

An Act to Incorporate the Canadian
Institute of Actuaries

An Act to Incorporate Settlers Savings
and Mortgage Corporation

giake’ Cassels, & Gr8Yd°no Brief « ¢ o o S~ 22 #h
ard of Trade of Metropolitan Toronto

Brief

S e e . A e S e & &G . S- 22 #h

Board of Trade (Quebec) See
Quebec Board of Trade o o ¢ ¢ o o o o S- 28

Bolton » G.E.

nn Alr Transport AssocCe. e o o 0-126 #2
Ber, R.W. Attorney-General, B.C.

rief S R W D S R R S R S~ 20 #1

WitHQSS 5 8 s Y e e 8 &N e & S- 20 #1

: S S @ e S B e B A SN S- 20 #2,

Bourn B ek L g e e S e 8 S- 20 #3

Brit'e’ JoA. Dominion Marine Assoc. o« « 0-126 #1
1sh Colnmbia) Bank of ¢« ¢ ¢ ¢ ¢ o o o S- 20

British International Finance (Canade)

Limited. IList of Glass "A" Shareholders S- 6 #2

Bruce’ DoIoWo

A Canadian Manufacturers'
$S0C.

20N e 6. 80 8 & 09

S- 22 #h

'po99'10h

p0105'6

p087-118
p.23'37
p0129-1h3
p.20h'5

p081-103

po72



S R g
: oA solavol [anolfigl S0I-D
snaa! Snobylf OLI-D
godaotboyl arts¥ of Sibeqld ISI-D
= sonsumal Yo JJged ESI-D
. #roW 10 etwoll  O8L-D
i+ ~ enolemed OEL=D
ey oh _ mhﬁmﬂo&nw of Joh ol - 3 -
R : absngd | =%
I Arinl sbﬁmw sdenogroonl of joh mA Tl --B -
S A ’ sbansd 3o
o8 SabiodbrxeT.oid sntiveqeer oA -mh VI =B
1 S e sbagsD 30 eencl gaide)? bas :
ki, sdaidded Yo dned sisrogivonl of dok mA 08 -2
fes o e R
i / m-;mquo.a:muw:um S8 -2
S ' iammww,mmnmm 8S -2
24 ehat?l
2 IR mmﬂ bisoH sdstoqrooal of dok oA SE -8
P e e . nolwwq';oo y %2 1
T um svoll ammm ol JoA mA L -2
: &m ' :dah:-ﬂo:&bﬂﬂ G ~L %
S s e A0k wirepdefl enolidl uaeds. g g
“aeldslocsal od? edmtoguoonl of Soh mh . € & |
Soe . abemel Yo segkiod bits ssiitexevis Yo
o oegelled Lsyod edd sdsteqioond m&a, PR
S | . abunsd o aieiined
um o sdsvoqrosnl of oA mhy H#B— E

= . aedisudol 1o .au:.tsgml &
: w.ammnmwazwusu 3 -2
o . noldetoqiod epsadvol bus .

BT N i L R T
‘k-% o:maruwwum}:m
B ® e & 8 89 e N * - =
T A so8  (osedeip) obvﬂbbuo&
&"8 L e S Pb!ﬂhmm
A IR osyﬁ W@ﬂ .3,5
l‘jﬁ" Ikntboo;toooo-oit ~"5T<
,610-..40..0.9:.'“'
-";,r'»it@ps.,_a‘ooccct, 1 S
"‘ja.-&hﬂtotcci‘ocgio ’
?u

m oovoeh stlue¥ molmbsod LA.U o
l'.:.,_-."‘."(oo”usac%“ M




Burke-Robertson, W.R. Parliamentary
Agent ® o 0 & o o o o o 0 o o o @

Letter asking consideration of Bil
be deferred until next meeting .
Campbell, Godfrey & Lewtras. Letter
Campney, Owen, & Murphy, Barristers.
Letter e © 8 ® o 0 0 o 0 0 ® 0 @
Canada ransion Pldn” & ¢.¢c ¢ % & ¢ &
Canadian Bar Association « « « o «
Canadian Institute of Actuaries, Bill
Incorporate e ® o ® o o o o o o o
Canadian Institute of Chartered
Accountants. BRIOl s o » 8 B%6 o
anadian Labour Congress * o o o o o
Canadian Labour Standards Code

Telegram from St. Lawrence Shipowners

ASSOCi&tion e © o o @ o o o o o @
anadian Manufacturers! Assoc. Brief
C&nadian National Hotels ¢« « o o o »
Canadian National Railway e o o o o
anadian Trucking Associations . « «
anadian Trucking Associations.
anadian Warehousing Association.
Cardin, Hon. Lucien. Assoc. Minister

National Defence

@ o & & o o o 0

Brief .
4

Brie

entral Mortgage and Housing Corporation

ambers, S.S. Canadian National
Railwayo BrIBL S ¢ o e % % % %
Clark, Hart D, Dept. of Finance . »
Committee on Accreditation and
Qualification of Actuaries . « .
Companies Act to amend Bill S- 22
I'i-ef L] L] [ ] L] L] . L L J . L L] L L
Letters e © o o o o o ® o o © 0 o
Section 37 not necessary « . « o
°r§°€ations and Labour Unions.Return
c LA L ] L] 4 a L] L -~ L] L ] L] L L L] .
Corry, pr. J.H, Principal, Queen's
University e © o o o 0 e 0 0 @
yne’ JoEo

Credit to Farm Syndicates « o« « « «
Criminal Code oy? ® o 0o o o o o o o
Criminal Code. (Habeas Corpus) . o
Tysier, A.C. Legal Secretary. Board
Trade of Metro. Toronto  « « « o
rtis, Dr. GeFe

Dean, Faculty of Law,

cuaUniversity of British Columbia « « &

hing, GOrdon. Assto

Deputy Minist
Of I-Amur L] L] L] L] L L] p‘l

S- 20
e o o - #3
#6
#7
#8
1 S-20
¢« o 0 #2
¢ o o #h
e o o #h
¢ o« o C-136
e o o S- 22 #2’3
to
e o @ S- hs
o o o S=22#,
e o o C=126 #2
. ° C—126 #2
L] L] S- 22 #h
o o o C=126 #1
o o o C-126 #1
e s o C-126 A1
. C-126 #1
« C-126 #2
e o o C- 90
o C-102
e o o C-126 #1
e o o C=136
* o @ S- hs
o o 0 #h
e o o #%4
e o o #h
]
e o o 5= 35
e o o 5= 36
«c e e S=- 61
#2
#3
e o o C=121
e o o C- 35
e o e C-35#1
of
o« o o S=22 #4
e 5= 36
er
e o o C=126 #1

p.129
p0173'h
p0191°5
Pe206-17

p0123
p.97-8

po95°6

p.lll-5

p.132-3
p0116-23
p075‘82
p.75-82
p.29-33
p029-32
p.121-3

po7-12
po75‘82
p.22
pe14-17
po99‘123

p.93-98
p086

p.7-10
Pe39-43
pPe51=55
p0113

p089-92
p.12-
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CuStoms Tariff ® * o @ o o o o o o o o
DeWolf, A.L. Dept. of National Revenue
DeWolf, A.L. Dept. of National Revenue
Dentists, Royal College of (Canada) See
Royal College of Dentists of Canada .
epto of SONUTATNION chunscosn'o o 5 & & o »
Dodds, I,M., International Brotherhood
of Temt ers . L] L I . L] L] L J kS . L J L]
Dominion Marine Association
Dominion Marine Association. Brief . .
Donaldson, J, Canadian Trucking Assocs.
Dorfman, Irwin C. Canadian Bar Assoc. .
Drury, C,M. Minister of Industry
Duffet, Walter E.
Eddie, A.Ro
Canada

Air Transport Assoc. of"

e @ & & o o & o 0 o O o e ° o

Elderkin, Clayton F. Inspector General of

S o ¢ ¢ ¢ ¢ ¢ 0 ® 0o 0 0 s 0 0 @

Estate Hax ACL o o o oo » 5 & ¢ v o M
Farm Credit Act v sve ¢ .o i e e o o o
arm Credit Corporation e o o o o o o
Farm Cregit Corporation. Analysis of

IO&ns Approved by e o o o o o o o o
Farm Machinery Syndicate Agreement . .
arm Syndicates, Credit t0 ¢ « o o o «
Farris, Hon. J.W. deB. Statement . . . .

ederal Works, Undertakings and Businesses,

® & o » o &

C- 92
C- 91
C- 94

S- L4
C-123

C-126 #2
C-126 #1
C-126 #1
Cc-126 #
S- 22 #2
Cc- 91

S- 35

C-126 #2

S- 6 #A
C- 94
C-100
C-121

S5-100
C-121
C-121
S- 20 #h

Vacations with Pay ® o o o o o o ® 0 o C-126

Flnance, Dept. of
inlaYson, G.De Counsel for Sponsors of
Wbrld Mortgage Corporation e o o o o
Fisheries Council of Canada. Brief on
Canada's National and Territorial
whters. e @ e o o @ © o o 0 o o @ o o
Fi§hing Zones of Canada o o o o o ¢ o o
Gllght and Flight Duty TIMe8 o ¢ 2 o » »
aTMeau, Msgr. Jacques. Associate
Director Canadian Universities
Foundation e ® o o o o o @ ® o @
Gord°n, Walter.. Minister of Finance
rdon, Walter. Minister of Finance
G hman, GOJ. ® ® & o o o o o o o o @
attlieb, A.E. Legal Division Dept. of
External Affairs

gourlﬂy, JeL. Dept. of National Revenue
Grain Elevator Operators e o 0o 0 0o 0 0 0
raydon’ A. (Barrister) Brief « ¢ o o
Gunderson, E.M., Provincial Director,
Vancouver, B.

c' e o @ ® o ° o o & o o

e o o o * 0 o ° 0 0 o o0 C-136

C-123 #1

S- 17 #1L

S- 17 #1,2

C-126 #2

S- 36
C- 91
C-123 #1
S= 45

S- 17 A1
C- 94

C-126 #2
S~ 22 #4

S- 20 #A1

p0125‘32
P.39-49
p.33-38
p025-36

pPe38-41
P«7=10

p.7-31

pol?
p022-2h

pe151-60

p.10-16

p.38
p«159-64
poll-17
pe.34-8
Pe54=61
pel4
Pe20-22

p.102
P.99-104

pe45-6
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Habeas Corpus o Bislatage o Sapipneis. o ©
Hand, A.M. Railway Association of Canada
Hayden’ S.A. Chairman e« ¢ o ¢ o o o o o
Hays, Harry. Minister of Agriculture « «
Heffelfinger, G. President of National
Grain Company o & bosdewe ~n® e Sa0L®
Hemens’ Hede CeMe AssocC. e o o o o o o
Hignett, F.W. Central Mortgage and
Housing Corporation « « ¢ o ¢ o o o o
Holidays with Pay in Federal Works .« «
Hopkins, E. Russell. Senate Law Clerk.
Memorandum S 9 & ® B &' S © S e "9
Opinion re Country Elevator Operators
Hours of Wbrk i e s e R S ¢ 808
Housing Act. See National Housing Act
HOutman’ Te Dominion Marine ASSOCe o o o
Humphrys, R. Committee on Accreditation
and Qualification of Actuaries « « « o
Humphrys, R. Superintendent of Insurance
L n "
Hurcomb, Capt. P.R. Dominion Marine
Association o Ste ® o oToibialhe o o 0
Hutchison, T.A.M. Canadian Institute
of Chartered Accountants « « « o o o o
Income Tax Act PRt EE R T B Rt B k. A
Insurance Dept. See Dept. of Insurance
surance, Superintendent of
" "

International Brotherhood of Teamsters.
Bﬂ ef * L ] L ] L] L L] L] L] - L J - . o . - L ]
W1tnesses R T O N T T e e e o e * =

Investment in land, machinery and
liveStOCk A 16 LG o 4t ATOIRLALS O

Ir"in’ F.R. Dapto of Finance « ¢ o o ¢ o

Jackson, E.S. Chairman. Committee on
Accreditation and Qualification of
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Second Session—Twenty-sixth Parliament
1964

THE SENATE OF CANADA

PROCEEDINGS
OF THE
STANDING COMMITTEE

BANKING AND COMMERCE

= To whom was referred the Bill C-35, intituled:
An Act to amend the Criminal Code (Habeas Corpus)”.

The Honourable SALTER A. HAYDEN, Chairman

WEDNESDAY, OCTOBER 14, 1964

No. 1

WITNESSES:

Mr. John R. Matheson, M.P.; Mr. T. D. MacDonald, Assistant Deputy
Minister of Justice

ROGER DUHAMEL, F.R.S.C.
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY
OTTAWA, 1964

21469—1



THE STANDING COMMITTEE

ON

BANKING AND COMMERCE

The Honourable Salter A. Hayden, Chairman

Aseltine

Baird

Beaubien (Bedford)
Beaubien (Provencher)
Blois

Bouffard

Burchill

Choquette

Cook

Crerar

Croll

Davies

Dessureault

Farris

Fergusson

Flynn

Gelinas

The Honourable Senators:

Gershaw

Gouin

Hayden

Hugessen

Irvine

Isnor

Kinley

Lambert

Lang

Leonard
Macdonald (Brantford)
McCutcheon
McKeen

McLean

Molson

Monette

O’Leary (Carleton)

Paterson

Pearson

Pouliot

Power

Reid

Robertson (Shelburne)
Roebuck

Smith (Kamloops)
Taylor (Norfolk)
Thorvaldson
Vaillancourt

Vien

Walker

White

Willis
Woodrow—(50).
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ORDER OF REFERENCE

1;3’}6{2ract from the Minutes of the Proceedings of the Senate, Monday, July

20, 1
<
& t'“P ursuant to the Order of the Day, the Senate resumed the debate on the
:. on of the Honourable Senator Lang, seconded by the Honourable Senator
Cr_lrd_, for second reading of the Bill C-35, intituled: “An Act to amend the
minal Code. (Habeas Corpus)”.
After debate, and—
€ question being put on the motion, it was—
esolved in the affirmative.
The Bill was then read the second time.
Sena’fhe Honourable Senator Leonard moved, seconded by the Honourable
Bank'or oebuck, that the Bill be referred to the Standing Committee on
Mg and Commerce.
'121;: 1que'st.ion being put on the motion, it was—
Olved in the affirmative.”
J. F. MacNEILL,
Clerk of the Senate.
R
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MINUTES OF PROCEEDINGS

WEDNESDAY, October 14th, 1964.

Pursuant to adjournment and notice the Standing Committee on Banking

and Commerce met this day at 10.45 a.m.

@ Present: The Honourable Senators Hayden (Chairman), Baird, Beaubien
Tovencher), Crerar, Dessureault, Farris, Flynn, Gershaw, Isnor, Kinley,

coang’ Leonard, McLean, O’Leary (Carleton), Roebuck, Thorvaldson, Vaillan-
urt and Vien. (18)

C In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Ounse],

ree On M01_:ion of the Honourable Senator Baird it was RESOLVED to report
Enolrflmendlng that authority be granted for the printing of 800 copies in
Bil% gh3 Sand 300 copies in French of the proceedings of the Committee on

Bill

pus)” C-35, intituled “An Act to amend the Criminal Code (Habeas Cor-

» Was considered.

The following witnesses were heard:
ﬁr- John R. Matheson, M.P.
T. T. D. MacDonald, Assistant Deputy Minister of Justice.

poneofn Motion of the Honourable Senator Vien it was RESOLVED to post-

her consideration of the said Bill.
At 1115 am, the Committee adjourned to the call of the Chairman.
Attest,

F. H. Jackson,
Clerk of the Committee.






THE SENATE
THE STANDING COMMITTEE ON BANKING AND COMMERCE
EVIDENCE
OTrTAWA, Wednesday, October 14, 1964.

The Standing Committee on Banking and Commerce, to which was

reterm?d Bill C-35, an Act to amend the Criminal Code (Habeas Corpus), met
S day at 11 a.m.

Senator Salter A. Hayden (Chairman) in the Chair.

The committee agreed that a verbatim report be made of the committee’s

Proceedings on the bill.

The committee agreed to report recommending au.thor%ty be granted for
the p_rinting of 800 copies in English and 300 copies in French of the
Committee’s proceedings on the bill.

The Crammax: Gentlemen, I call the meeting to order. We have a quorum.

e have for consideration this morning Bill C-35, an Act to amend the

Criming] Code, dealing particularly with habeas corpus. Mr. Tom MacDonald,

Assistant Deputy Minister of Justice, is here to give explanations which we

may require, Will you come forward, Mr. MacDonald? Senator. Lang, who

:Eggfgrfd the bill, is here. Is there a brief statement you would like to make,
T?

Senator Lang: Honourable senators, you will recall that this was a private
Inember,s

ohn M bill, when it was introduced in the Commons, sponsored by Mr.

- .~atheson. He is with us this morning and I think it might assist the
agg,lm,tttee if he were able to make some remarks on the purposes which
acted

acD this piece of legislation. Then, from a technical. point of view, Mr.
¢Donald of the Department of Justice, could deal with it.

AIRMAN: Shall we hear from Mr. Matheson first?
Hon. SENATORS: Agreed.

thig N]l:‘.ulohn Matheson, M.P.: Honourable sir, honourable sirs and gentlemen:
e

Ryan s Something which was suggested to me by Professor 'Stuart
as g VQ' » Who is known to a number of the members of the Ontario Bar
Mmany (:ry thf"dghtful practitioner, a senior counsel for many years, appearing
teachinlmles In the Court of Appeal. Latterly, he has held a p.rofessoral chair,
tion tog AW at the Queen’s University Law School. It was his recommenda-
"=lmenc1edrm-a 'some. three years ago that the Criminal Code wou}d be w1s§1y
a numlaerl.f)l Precisely this fashion. This is something he had discussed with

e f his colleagues in the law school.
dlSCuSSe

Justice McR d this with the former Chief Justice of the High Court, Chief
governme Ct U“er,'and I had occasion later, when there was a changg of
of Justie e i dlSCU_SS this matter at some length with thg present M_mlslter

e Unive’ Who, curiously, had been teaching precisely this same subject at
me, I g CIsity of Ottawa, and had made this recommendation himself. Beh.eve
am’ not (‘)atm:;lal‘zl?ce linyself in the category of a law tgacher, f}?r I ::ertalllnly

referred thig m:tve at all. However, it was the feeling of those to whom

ter that there was a certain virtue in having habeas corpus

The Cy
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in precisely the same position as these other ancient prerogative writs namely,
mandamus, certiorari and prohibition. It was the feeling that, somehow or
other, in habeas corpus we had fallen by the way, that when the code had
been enacted years ago it had been thought that appeal had been otherwise
provided. I believe there was evidence in the judgment of Chief Justice McRuer,
in the Re Shane case, to this effect.

What we are seeking to do by the bill is simply provide that a person who
is denied the right of habeas corpus at any stage, whether in issuance of the
writ or in its return, can go to the court of appeal. I see no reason why an
appeal should not lie on both sides. I do not think the argument from an
academic point of view should be that we are simply trying to get added
rights for an incarcerated person, rather that we seek to apply the rule of
law and to give greater dignity to this ancient and historic writ of habeas
corpus, feeling that at any stage we may place reliance and confidence in
our system of justice that all necessary details will be worked out.

The CHAIRMAN: May I interrupt you for a moment, Mr. Matheson? It seems
to me that when the revision of the Criminal Code was before this committee
some years ago—and we had a subcommittee to deal with the problem—we
were then concerned with the problem of how to deal with the issuance of
a writ of habeas corpus, in the first instance. I think the decision we made was
that we would prefer that counsel be able to go around and visit a judge until
he could find one who would issue a writ, rather than if he were denied by
the first judge he could then take an appeal.

We felt the interests of justice would be better served if you could find
a judge who would issue a writ. If you failed completely, that was the end
of it; but if you failed with one judge and then went to the court of appeal,
the matter had not resolved itself at the stage according to the state of
evidence, you would have a hearing and then an appeal.

Senator ROEBUCK: And there was the further question, when the writ
was returned and the applicant could not get the judgment he wanted, he went
on to another judge until he did get the judgment that he desired.

Mr. MATHESON: I am sure, sir, there is a need for this. It certainly does
not arise as long as the practice of moving around prevails. In Ontario, I
believe, there are upwards of 30 judges, are there not?

The CHAIRMAN: Yes.

Mr. MATHESON: I am sure as long as there was this ready appeal to a
more accommodating judge there would be no argument.

The CHAIRMAN: He may not be more accommodating, but he may be
more searching and analytical.

Senator O’LEARY (Carleton): Was it left solely to the discretion of a judge?

The CuHammMaN: At the issuance of a writ in the first instance, yes; but
that only required the jailor to deliver the body before a certain judge at a
certain date, and that judge inquires into the merits, whether the man is being
properly detained or not; so it is only a method of getting the person in jail
before a judicial officer who can inquire into the merits. That is correct, is it
not, Senator Lang?

Senator LaAnG: Yes.

Senator THORVALDSON: It is a matter of getting a judicial hearing.

T.he CHAIRMAN: That is right. Mr. Matheson, is this bill intended to shut
off this shopping around for the issuance'of a writ in the first instance?

Mr. M{\THESON: My feeling was, sir, that there are some things better
left to our ].ur.isprudence to fix and determine than to our commons or parlia-
ments, but it is always difficult, I believe, for lawyers, even in Parliament, to
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Teally m

ake good lawyer’s law, whereas, generally speaking, these things tend
t

0 resolve themselves better jurisprudentially. Pe;hzzs jﬁggmizs%pii;inmfgi

on that, I iscussed this with a man who : S :
respect, nalfl!:gre .glrsthur Martin, Q.C., and he was happy with thlsagﬁgfiig
as it was, thini{ing that the rule of lgw: and with searching ex »
@beas cor 1d be given greater dignity. :

I Woulzc)lu:octo‘l;e partigcularly worried about the fact that there Ilglihtslalfi:
to be an appeal at one stage or at another, because personally I W?:'l elevant
fied that the court of appeal would carefully search out everyt tlin% rfn sure
ad significant. T am TeAlly: Dt SOmpRiont 10, P8, DeVARA. Tais, an h :——could
that py, MacDonald—or Mr. Favreau had he been able to be her
€al with it much more exhaustively than I can.

The CHAIRMAN: The only comment I have at this_ stage is that é :-hltilz
the Proposed amendment does shut off a present practice, becauszi unde
aMmendment it you are refused a writ then your remedy is an appeal.

fhator ViEn: The code as it is at present does not allow, tﬁnde?uglglz
Drovisions of section 691 a person to go from one judge to anob er Jnted
At the same time. If we are of the opinion that an gppeal should e'tg'ra o
1o @ case, and a final judgment is delivered in the trial court on a peti éonth .
habeqg orbus, I would be in favour of the text of the law as it now stands, tha
1S 10 say, that an appeal be allowed at any stage of the proceedings; 0therW15?i’
1 a Petition were refused, it would be illusory if there were no appeal falnof‘i;:;l
; € judgment refusing the petition. If we grant an appeal from t ?f -
Judgment Which refused habeas corpus, we should also grant an appeal fro
% Judgment refusing the petition. i 2
. The CHARMAN: is logical and sound. All I am saying is tha

;s a Present practilcve gl?i&l igregard as being better than having to take appeal
Tom the first refusal by the first judge who is asked.

i Senator ROEBUCK: We thought that when revising the Criminal Code;
t there has been a change since then, probably because of Re Shane.

Mr MATHESQN' M i ble gentlemen something which
v - May I point out to honourable g .

gas come to py, attenti%n If)rom Mr. MacDonald. I think Re Shane close; th(_e
bOor to shopping around. However, there is the case of Regina versus 0",;"1
hg:fg ngates) (No. 2) (1964) Volume 2, Canadian Criminal Cases at page 71,
efo

29, 1 re Mr. Justice Farthing, of the Alberta Supreme Court, on August
s 963, which says:

Habeq

S corpus—Refusal by one Judge—Whether prisoner may renew
abplicatiq

n before another Judge.
A pr

i - by one
1Soner who has been refused a writ of habeas corpus

Judge may renew his application for discharge before another Jtudg::?c

3nd each Successive Judge to whom application is made must a

Wn view of the law applicable to it.

ere follows a detailed discussion of the law and among the many
g?siﬁi eXamineq is Re Shane. The case appears to represent a 'Scholarly study
o ¢ S Who duestion, so perhaps in fairness we should consider the matter
sprudentially still open. |
Senator LEONARD: How does the learned judge distinguish from Re Shane?
Mr, MATHESON:

am not I would like to refer that to Mr. MacDonald, because I
. completely familiar with the case.
o o CHAmRMAN: Mr.
€s the 'ud : %
Shane? Judge in this

is o

Matheson, the direct question is, at the moment, how
Alberta case distinguish between that case and Re

Senator ROEBUCK: This Rombough case was not an appeal, was it?
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Mr. MacDoNALD: I think Mr. Chairman, that the answer to that question
is in one sentence at page 76 of the report to which Mr. Matheson has referred,
in which Mr. Justice Farthing, after reviewing the cases, says: (where Mr.
Justice Farthing, the judge, says simply, after review the cases)—and I am
quoting now:

So, with the greatest respect, I prefer the judgment in ex parte
Johnston to that in ex parte Shane.

The Johnston case referred to, I take it, is Johnston and Shane, which was
the case before the court of appeal where the judgment was delivered by the
late Mr. Justice Morden immediately preceding the Shane case itself.

Senator THORVALDSON: The Shane case was the decision of one judge, or
was it appealed?

Mr. MacDonALD: Yes, it was the decision of the then Chief Justice of the
high court, Chief Justice McRuer.

Senator KiNLEY: There was a habeas corpus case where a man was going
to be deported, and it raised a great deal of furore in various parts of this
country. Do you remember that?

Mr. MacDoNALD: You have touched a very nostalgic note in me, Senator
Kinley, because that is the first time that I was ever in the Supreme Court.
The case which you refer to was the Peter Veregin case, the Doukhobor from

British Columbia.
Senator KINLEY: Can you get a writ of habeas corpus from any court
except the Supreme Court? Can you get it from a lower court?

The CHAIRMAN: From the judges of the Supreme Court of the provinces.

Senator KiNLEY: That would lessen the idea of “shopping”. You can get
it from a court in the same province, can you?

The CHAIRMAN: Any Supreme Court judge in the province in which the
person is incarcerated.

Senator KINLEY: He only says, “Produce the body”?

The CHAIRMAN: That is right.

Senator KINLEY: An appeal means delay.

Senator RoEBuck: Has Mr. MacDonald an—

Senator KINLEY: Just a minute now. It means delay, and I know an appeal
means a delay.

The CHAIRMAN: There is not much delay. I doubt if you could call it any
delay in criminal cases; they are moved along very quickly.

Senator KINLEY: Who do you appeal to, another judge?

The CHAIRMAN: The court of appeal.

Senator KINLEY: To the whole court?

The CHAIRMAN: Yes.

Senator KINLEY: It does not cause delay?

The CHAIRMAN: No, it could be heard within the month, if the parties
were ready.

Senator FLyNN: Is it the feeling of the committee to find a solution which
would retain the prerogative of “shopping” and at the same time give a right
of appeal? If so, maybe it could be achieved by adding a special paragraph:

An appeal lies to the court of appeal from a final decision granting
or refusing the relief sought in proceedings by way of habeas corpus.

—which would make a distinction with regard to habeas corpus.

The CHAIRMAN: Let us find out what Mr. MacDonald thinks about that.
Mr. MacDonald, there are two things. If the word “final” appeared in here
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ments I proposed in the Senate here today; and I would say it would be
a great mistake to deal with this matter in this manner.

The CHAIRMAN: I think that is a reasonable position, senator. This com-
mittee will most likely be sitting tomorrow, but I take it that is too soon.

Senator RoEBuUCK: No, that is too soon.
The CHAIRMAN: What is the wish of the committee?

Senator VIEN: Mr. Chairman, I think it would be most undesirable that in
a statute like the Criminal Code applicable to Canada, from one end to the
other, there should be conflicting decisions of the tribunals of one province
with the tribunals of another province.

Therefore we should make it abundantly clear, and I agree with the
honourable senator from Toronto-Trinity (Hon. Mr. Roebuck) that we should
take more time and possibly request the Department of Justice to prepare an
amendment which would have the effect of clearing the situation altogether.

I am all in favour of giving an appeal at all stages of the proceedings on
these special measures, and I think if we do give that appeal there will no
longer be any necessity of going from one judge to another in Ontario or else-
where. I appreciate the decision in Shane, and I agree with the decision that
when a judge of the first jurisdiction has given a decision it should not be
possible to go to another judge of the same jurisdiction to get a conflicting
decision. In my view we should give the right of appeal and if we do so we
should make it abundantly clear that the decision in Shane should apply
throughout. For that reason I would suggest that we should adjourn the
matter. There is no absolute rush involved. I agree with the honourable senator
from Toronto-Trinity that we should have more time and we should suggest
to the Department of Justice to bring in an amendment in the terms I have
mentioned.

The CHAIRMAN: Any further comments? Senator Lang?

Senator Lang: I would not like to see this matter too long in limbo, particu-
larly as far as the Province of Ontario is concerned. I think from a practical
point of view it would be difficult to change in view of the decision of Mr.
Justice McRuer in the Shane case. I think hardship could arise.

The CuAaRMAN: If this section is not proceeded with and there is an ap-
plication to a judge of the Supreme Court of Ontario and it is refused and the
party then goes to another judge and it is granted or a writ is granted, the
whole question comes up on the hearing on the merits whether the procedure
is regular in the light of the decision in Shane or not. In any event they
ultimately get to the court of appeal on that basis because there is always an
appeal on the merits.

Mr. MacDoNALD: It seems to me that in the earlier case of Shane and
Johnston the applicant having been refused, not the writ, but having been
refused discharge on the return of writ, then proceeded to appeal to the
court of appeal, but, if I remember correctly, the court of appeal said they had
no jurisdiction to entertain this appeal and Mr. Justice Morden went on and said

something to the effect that although the court could not deal with this matter -

as an appeal he would deal with it as an application to another judge, and it
was on that basis that Mr. Justice Morden wrote the decision which Mr. Justice

Farthing in the Alberta case said he would follow in preference to that of the
later Shane case.

The CHAIRMAN: I agree with what Senator Lang said, that there is such
a state of confusion in our law in Ontario that we should not take too long.

Senator RoEBUCK: I think it is better to do it right than to do it quickly-
For that reason I move that we adjourn.

e
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R Senator CRerAR: I would like to ask one question. As a layman I am rather

‘gm_)rant in these matters. This situation contemplates an appeal from the

decision of a judge to the court of appeal. Is that the end or does an appeal lie

Tom the court of appeal to the supreme court?

thatMr. MacDoNALD: Mr. Chairman, frankly I am not sure of the answer to
Question. It depends on the terms of section 41 of the Supreme Court Act,

clus,reading those terms I don’t think they point to an absolutely clear con-
ion

Senator Crerar: The thought in my mind is this—the decision of the appeal
t should be final.

The CraRMAN: Why?
Senator Crerar: Because the aim is, as I understand it, and if I understand
Irectly, to see that justice is done. I think an individual judge may err or
oth e 2 mistake. However if an appeal lies to the court of appeal and there are
hase; Judges, then I think that could be accepted as a situation where justice
that €en done. It occurs to me, and again I may be wholly wrong and ignorant,
the an appeal to the supreme court from that might clutter up the work of
SUupreme court,
Tesp Senator Rorsuck: That could be said with every case. It could be said in
morsc-t of every case that comes before the supreme court and this is perhaps
Mportant than any private litigation.
he CuaRMAN: It would be because the man is in jail.

Subjescin;:or BQEBUCK: It is the right of the subject and the protection of the
ean b p; at is mvolv.ed. I think a judgment of the Supreme Court of Canada
1ghly beneficial after we have made such amendments as we see fit.
he CHAIRMAN: Is the motion for adjournment accepted—is it carried?

Hon, SENATORS: Carried.

?‘inator ROEBUCK: At the call of the Chair. Don’t make it tomorrow.
€ Ccommittee adjourned.

cour

it ¢q
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ORDER OF REFERENCE
20 g’éil“aﬁ from the Minutes of the Proceedings of the Senate, Monday, July

motiOPuTSUant to the Order of the Day, the Senate resumed the debate on the
ot of the Honourable Senator Lang, seconded by the Honourable Senator
Crimgp, or second reading of the Bill C-35, intituled: “An Act to amend the

al Code. (Habeas Corpus)”.
After debate, and—

R € question being put on the motion, it was—
esolved in the affirmative.

The Bin was then read the second time.

Sena'f:e Honourable Senator Leonard moved, seconded by the Honourable
Banp.. Roebuck, that the Bill be referred to the Standing Committee on
‘“Ng and Commerce.
The question bein

ut on the motion, it was—
esolved in the s

affirmative.”

J. F. MacNEILL,
Clerk of the Senate.

21471— 3 15






MINUTES OF PROCEEDINGS

TuEspAY, March 23, 1965.

= Pursuant 4 adjournment and notice the Standing Committee on Bank-
€ and Ommerce met this day at 8.30 p.m.

bi Present. The Honourable Senators Hayden (Chairman), Aseltine, Beau-

len (Bedford), Beaubien (Provencher), Blois, Burchill, Choquette, Connol.ly

(Ottawq West), Cook, Croll, Davies, Dessureault, Fergusson, Gershaw, Gouin,

Mlcliessen, Isnor, Kinley, Lambert, Lang, Leonard, Macdonald (Brantford),
€an

> Pearson, Pouliot, Reid, Roebuck, Thorvaldson, Walker, White, Willis
and Woodrow. 32

C In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Ounse],

th Bill C_35 An Act to amend the Criminal Code (Habeas Corpus), was fur-
€r considereq.
Mi The following witness was heard: Mr. T. D. MacDonald, Assistant Deputy
ster of Justice.
“NH On motion of the Honourable Senator Croll it was Resolved to report
e Bil] w

ith the following amendment:

Strike out clause 1 and substitute therefor the following:
“l. Subsection (2) of section 691 of the Criminal Code is repealed
and the following subsections substituted therefor: ot
“(2) Except as hereinafter in this section provided, the provisions
of Part XVIII apply, mutatis mutandis, to appeals under this section.
(3) Where an application for a writ of habeas corpus ad subjicien-
dum. Is refused by a judge of a court having jurisdiction therein, no
application may again be made on the same grounds whether to the
Same or to another court or judge, unless fresh evidence is adduced, but
o1 appeal from such refusal shall lie to the Court of Appeal, and where
lt)}? Such appeal the application is refused a further appeal shall lie to
€ Supreme Court of Canada.
b (4),Where a writ of habeas corpus ad subjiciendum is granted
iril?:éy Judge no appeal therefrom shall lie at the instance of any party
e Ng the Attorney General of the province concerned or the At-
Ney General of Canada.
corp Whero. a judgment is issued on the return of a writ of habeas
pe alus ad subjiciendum, an appeal therefrom lies to the Court of Ap-
Cou{»tand from a judgment of the Court of Appeal to the Supreme
aDplicaOf Canada, with the leave of that court, at the instance of the
ttorn 0t or the Attorney General of the province concerned or the
€Y General of Canada, but not at the instance of any other party.
to v appeal in habeas corpus matters shall be heard by the court
Which

e -1€ appeal is directed at an early date, whether in or out of
P Prescribed sessions of the court.’”
® 0:00 pm. the Committee adjourned to the call of the Chairman.
est;
F. A. Jackson,

Clerk of the Committee.
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REPORT OF THE COMMITTEE

TuEespAy, March 23, 1965.

The Standing Committee on Banking and Commerce to which was re-
ferred the Bill C-35, intituled: “An Act to amend the Criminal Code (Habea$s
Corpus)”, has in obedience to the Order of reference of July 20th, 1964,
examined the said Bill and now reports the same with the following amend-
ment:

Strike out clause 1 and substitute therefor the following:

“1. Subsection (2) of section 691 of the Criminal Code is repealed
and the following subsections substituted therefor:

‘(2) Except as hereinafter in this section provided, the provisions
of Part XVIII apply, mutatis mutandis, to appeals under this section.

(3) Where an application for a writ of habeas corpus ad sub-
jiciendum is refused by a judge of a court having jurisdiction therein,
no application may again be made on the same grounds whether to the
same or to another court or judge, unless fresh evidence is adduced;
but an appeal from such refusal shall lie to the Court of Appeal, and
where on such appeal the application is refused a further appeal sha
lie to the Supreme Court of Canada.

(4) Where a writ of habeas corpus ad subjiciendum is granted bY
any judge no appeal therefrom shall lie at the instance of any party
including the Attorney General of the province concerned or the At~
torney General of Canada. ;

(5) Where a judgment is issued on the return of a write of
habeas corpus ad subjiciendum, an appeal therefrom lies to the Court of
Appeal, and from a judgment of the Court of Appeal to the Supremé
Court of Canada, with the leave of that court, at the instance of thé
applicant or the Attorney General of the province concerned or th€.
Attorney General of Canada, but not at the instance of any other party"

(6) An appeal in habeas corpus matters shall be heard by tbe
court to which the appeal is directed at an early date, whether in or out
of the prescribed sessions of the court.” ”

All of which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.
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THE SENATE

THE STANDING COMMITTEE ON BANKING AND COMMERCE

EVIDENCE
O1TAWA, Tuesday, March 23, 1965.

Bill The Standing Committee on Banking and Commerce, to which was referred

8.30 C-35, to amend the Criminal Code (Habeas Corpus), met this day at
-9V P.m.

Senator Salter A. Hayden (Chairman) in the Chair.

The CHAIRMAN: We have a quorum. 1 call the meeting to order.
Octolve have before us Bill C-35, the last meeting on which was held on
has ber 14, 1964. There have been discussions since then and' I thu}k progress
makeeen made in preparing a draft that would meet all viewpoints. May 1
T}? brief summary to start, and then I shall call upon Senator Roebuck.
mittin e plan of this writ of habeas coTpus is brief}y this: that mstgad of per-
amongg = l.awyef on behalf of a person who is In custody shopping around
corpus ‘;Znous judges until he may find one who may grant a writ of habeas
of habe e proposal here is that when a counsel applies to a judge for a writ
and Weas corpus, and all that means is “bring the body before me some flay
tion, th Wwill inquire into the detention”—if the judge turns down the applica-
dECi’s i rfnl the person detained or in custody has the r}ght fco appeal from’that
will proy f the judge grants the writ or directs the writ to issue, then the issue
next SteCEQd and at that stage the Crown would have no right of appeal. The
before tg would be the fixing of a day for a hearing, and the body is brought
decides %Judge and the hearing takes place on the merits, and the ]u'dge
he is novtv 1ether the man is properly and legally detained or 1.‘10‘&. 1f he decides
If he g legally detained, he makes an order discharging him from custody.
ecides he is legally detained he refuses the application. At that stage

this bi :
right ;1% would provide that the person affected by the order would have a

he ‘?é)eal to the court of appeal for the appropriate province.

decision of ):; question is as to what right of appeal there should be from the

€ consens e court of appeal to the Supreme Court of Capadg, and I think
€ served 'fus now would appear to be that the interests of justice would best

is th if appeal to the Supreme Court of Canada were only with leave. That

€ outli .
tline. Now, Senator Roebuck, you have something you want to say-

S

enetnztfi: ROEBUCK: Yes, but I shall not be long. I give that assurance because
have hag rﬁ . aII}ount of time on this bill on another occasion. I may say .I
measure in tiny d15.(3UISSions with the people particularly inte:rested in this
since I anaIYSe considerable time that has elapsed since it was introduced and
rence—but Eaei it at some length in the chamber, and I think I have concur=
who wag thec man can speak for himself—first from my friend on my left
says he will bspor}sqr of the bill (Senator Lang). Mr. Hopkins, our f:ounsel,
Matheson intruy it in the manner in which it is proposed to amend it. Jobn
the wordin oduced this bill in the Commons, and although we may change

g somewhat and its application to some exte

to him for havine init; nt, the real credit goes
clearly undeaVmg initiated this matter, and when we make a change, 1 want it
rstood that I for one have no criticism of John Matheson. 1 give him

all credit £ B
first instanzz,the initiative he has shown in the introduction of this bill in the

19



20 STANDING COMMITTEE

The bill itself is very short. It gives an appeal under all circumstances, an
appeal which lies to the court of appeal from a decision granting or refusing
the relief sought in proceedings by way of mandamus, certiorari, prohibition
or habeas corpus. That is to say there is a right of appeal given in that bill to
an application for writ of habeas corpus as well as the judgment which may
be given after the return of the writ.

I pointed out in the Senate, and I am going to read just a short paragraph
from what I said:

This bill as it now reads would confer a right of appeal in applica-
tions for writs of habeas corpus upon the Crown, represented as he may
be by the Attorney-General or one of his representatives, upon any one
detaining or having custody of another person, as well as upon the
applicant for the writ. In my opinion, if any judge is convinced that
someone in detention should be brought before the court in order that
his jailer, custodian or captor be required to justify his actions, that,
in my opinion, should be final.

The possible victim should be produced forthwith and immediately,
or at such time as the court may direct or order. There should be no
right of appeal to prevent or delay prompt inquiry into the legality of
his detention. There is no virtue in appeals against the issue of the
writ. Immediately and forthwith, let those in authority state their right,
if right does exist, by which they abridge the liberty of the subject.

I think I have the agreement of everybody here on that point. Once a
judge rules that a man should be brought before the court to determine whether
he is properly detained, then those who are detaining him should turn up and
say why, and if they have not the right to detain him then the man should be
freed. Reading again:

It is quite another matter when the writ is refused to an applicant
who claims to be the victim of illegal detention,—

There should surely be appeal available to an applicant to whom the
writ is refused, but to no one other than the applicant; certainly not to
those called before the court to account for some arbitrary detention of
another person. I think we should always have had that appeal, and
we should certainly have it now, since shopping from court to court has
been abolished, I think, by the obiter statement of Chief Justice McRuer.

The judgment on the return of the writ is, again, quite a different
matter.

I can think of circumstances in which the freeing of someone in
custody might be attended by serious consequences.

In order to carry that out I have an amendment to propose to the bill as
it is now before us, but in passing may I just say that this is not a new proposal
to some of us sitting around this table. Honourable senators will remember
that in 1951-52 the Criminal Code was revised, and it came to us for our
endorsation. A special committee was appointed, and we gave the matter
study for two sessions. In the proposal that came to us from the House of
Commons was a suggestion quite similar to the one in this bill; that is to say,
that the Crown or anybody affected by a writ should have an appeal. The chair-
man and I conferred upon it at that time, and we struck that out because at
that time shopping from judge to judge was a well-known established practice.
$1nce the_n, as the chairman has just told us, Chief Justice McRuer has ruled—
in an obiter statement, it is true, but nevertheless he did rule—that it was
not proper to shop from judge to judge, and from court to court.

%—&;
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We are now in a different position. We do need an appeal now, but we
do not need an appeal against the issue of the writ. So, honourable senators,
I am moving the following amendment to Bill C35:

Strike out clause 1 and substitute therefor the following:

“1. Subsection (2) of Section 691 of the Criminal Code is repealed
and the following subsections substituted therefor:

‘(2) Except as hereinafter in this section provided, the provisions
of part XVIII apply, mutatis mutandis, to appeals under this section.

There is nothing new in that.

(3) Where an application for a writ of habeas corpus ad subjiciendum
is refused by a judge of a court having jurisdiction therein, no applica-
tion may again be made on the same grounds whether to the same or
to another court or judge, unless fresh evidence is adduced, but an
appeal from such refusal shall lie to the Court of Appeal, and where
on such appeal the application is refused a further appeal shall lie to
the Supreme Court of Canada.

I wish to add there the words “with leave”.

The CHAIRMAN: Wait a minute. You mean, on the original application for
the writ.

Senator ROEBUCK: “Supreme Court of Canada”.

The CHAIRMAN: In relation to the original application for the writ, as
distinct from the decision on the merits?

Senator RoEBUCK: It is on the merits chiefly that I would like to proceed.

The CHAIRMAN: This paragraph (3) deals with appeals from a decision
where the writ will issue in the first instance.

Senator LEONARD: I think you ought to leave that alone.

Senator ROEBUCK: Very well. There you have abolished in the law the
shopping from judge to judge. I think we are all agreed on that. Then we give
an appeal, against a refusal of the writ, to the applicant and to the applicant
only:

(4) Where a writ of habeas corpus ad subjiciendum is granted by
any judge no appeal therefrom shall lie at the instance of any party
including the Crown.

(5) Where a judgment is issued on the return of a writ of habeas
corpus ad subjiciendum, an appeal therefrom lies to the Court of Appeal,
and from a judgment of the Court of Appeal to the Supreme Court of
Canada, at the instance of the applicant but not at the instance of any
other party with the exception of the Crown.

The CHAIRMAN: This is where you wish to add those words “with leave”.

Senator RoEBUcCK: This is where I want to add the words “with leave”.
That is a suggestion made by Mr. MacDonald, the Assistant Deputy Minister
of Justice, in a conversation with me only this afternoon. He thought it would
be better to make the application “by leave,” rather than as a right.

The CHAIRMAN: Where would you insert the words “with leave” in para-
graph (5)?

Senator ROEBUCK: In the fourth line, after the words “Court of Appeal”,
so that it would read:

Court of Appeal, with leave, to the Supreme Court of Canada.

Really, the difference is not great.

The CHAIRMAN: I think it would come in after the words “of the Supreme
Court of Canada”—“with leave of that court”.
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Senator RoEBUCK: That is more explicit. I am satisfied with that.

It comes at the instance of the applicant but not at the instance of any
other party, with the exception of the Crown.

There were quite a number of us who were at one time, if not now,
opposed to any appeal by the Crown—and this is a compromise. It does not
allow the person to whom the writ was directed—the Superintendent of
Prisons, for instance, or some person who is detaining another without right—
to delay matters by an appeal. Yet he is not entirely shut off; he may go to
the Attorney General and he may have an appeal. In that case, of course, with
the Attorney General involved and in command, probably a leading counsel
would be engaged and you would not have any finagling. There would be no
danger and the matter could proceed rapidly. But it would cut out all frivolous
or spiteful appeals, or attempts merely to delay the course of justice—by
giving the appeal to the Crown and to no one else.

The CHatRMAN: Now, your paragraph (6) is important.

Senator HUGESSEN: Before you leave paragraph (5) is there not some
double phrasing there? Why do you not say “at the instance of the Crown
but not at the instance of any other party”?

Senator ROEBUCK: Because we are making such a distinction there,
between the Crown and other parties. The Crown represents a party, the
Superintendent of Prisons may be a party, and I want it understood quite clearly
that the Superintendent has no right of appeal without the concurrence of the
Attorney General.

Senator HucesseN: I do not like the double negative in this phrase. Would
you say: “At the instance of the applicant or of the Crown, but not at the
instance of any other party”?

The CHAIRMAN: That would be a happier phrasing.

Senator RoEBuck: Very well. I would agree to that. That is only a change
in the phrasing.

The CHAIRMAN: “At the instance of the applicant or of the Crown”.

Senator RoeBuck: ‘“But not at the instance of any other party”. I want
it distinctly understood that Tom, Dick or Harry is not in a position to levy
these proceedings.

Senator HugesseN: That is all right.

Senator RoEBUcK: The next paragraph is:

(6) An appeal in habeas corpus matters shall be heard by the
court to which the appeal is directed at an early date, whether in or
out of the prescribed sessions of the court.

I picked that phrase out of the Supreme Court Act. It is in the Supreme
Court Act, which is a very well considered act and long established. You
will find a clause there that where the liberty of the subject is involved,
hol_iday seasons do not count. The court shall sit, irrespective of whether it
1s In the holiday season or outside it.

Honourable senators, that is my motion. I could speak for a long time but
I do not think it is necessary. Besides that, we have had so many conferences

here and so many honourable senators around this table have concurred in
my proposal, that I think I will leave it at that.

The CHAIRMAN: Mr. MacDonald the Assistant Deputy Minister is here,

and I think we should hear from him. Do you want to say something, Senator,
before he speaks?

; Senator Mz}cI?ONALD (Cape Breton): Mr. Chairman, since I had something
a(I) say about this in the Senate at the time, I want to say now that I would go
ong with the amendment and favour it, while at the same time saying I am
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not wholly convinced that the Crown should have an appeal in any case. I
have been impressed by the argument put forward by Senator Roebuck to-
night, and by other conversations with him, so I do think this is a reasonable
compromise between those who feel there should be no appeal and those who
feel otherwise.

The CHAIRMAN: It is a compromise as far as I am concerned, senator,
because I was basically opposed to giving the Crown any right of appeal.

Senator MacpoNALD (Cape Breton): So was I

Senator CHOQUETTE: I would like the sponsor of the amendment to tell
me where subjiciendum comes from, because we have subjudicie and we might
also have subjudiciendum. Where does “subjiciendum” come from?

Senator RoEBuUck: It is not French, it is Latin. While I cannot give you a
derivation of the word at all, it is a thoroughly established, very old ter-
minology, and it is used in the Supreme Court of Canada.

The CHAIRMAN: Yes, it is in the Supreme Court of Canada Act.

Senator RoEBUCK: In ancient law there was no appeal.

The CHAIRMAN: Senator, could I say something on the question of where
that word subjiciendum comes from? In the Administration of Justice Act,
1960, in England, is a definition, at page 1081 of the volume I have before
me. Section 17, subsection 2 says:

In this act “application for habeas corpus means an application
for a writ of habeas corpus ad subjiciendum. . . .”

Senator RoeBuck: I was going to point that out.

The CHAIRMAN: And also in the Supreme Court Act, section 57.

Senator RoeBuck: There are no fewer than five ancient writs of habeas
corpus. There was a writ which brought a prisoner from the jail to give
testimony; or to be charged anew there was a writ very much like our sub-
poena. There were two or three others—five in all.

The only way to be sure that you are attacking the right writ beyond all
question is to give it its full right, as is done here in this case of the House of
Lords, Secretary of State for Home Affairs v. O’Brien, and in which Lord
Birkenhead said:

We are dealing with a writ antecedent to statute, and throwing its
root deep into the genius of our common law. The writ with which we

are concerned today was more fully known as habeas corpus ad sub-
jiciendum.

Then he goes on to say:

In the course of time certain rules and principles have been evolved;
and many of these have been declared so frequently and by such high
authority as to become elementary. Perhaps the most important for our
present purpose is that which lays it down that if the writ is once
directed to issue and discharge is ordered by a competent Court, no
appeal lies to any superior Court.

I was very much impressed with that statement. However, as I said in my
address of July last to the Senate, I could imagine circumstances where the
release of an individual by act of a single judge might be followed by very
undesirable circumstances, and it is for that reason I now include in this
amendment an appeal to the Crown, but to nobody else, which, as I have
said, is a compromise.

The CHAIRMAN: Are you ready to hear Mr. MacDonald?



24 STANDING COMMITTEE

Senator WALKER: What about the wording of this amendment? I have had
a great deal of experience with your technique in these matters, Mr. MacDonald,
and I should like to hear from you.

Mr. MacDonNALD: Are you referring to the wording of the original bill,
Senator Walker?

Senator WALKER: No, I am referring to Senator Roebuck’s amendment.

Mr. MacDoNALD: Could I come to that later?

Senator WALKER: Yes, of course.

Senator PouLioT: Who is the gentleman who just spoke?

The CHAIRMAN: This is Mr. T. D. MacDonald. He is an Assistant Deputy
Minister of Justice. We have had him before us many times in the past.

Senator Pouvrior: Mr. MacDonald?

Senator WALKER: Yes; not Mr. Favreau.

Senator Pourior: And not Mr. Driedger.

Senator RoEBUCK: The Assistant Deputy Minister, for whom we all have
the highest respect.

Mr. T. D. MacDonald, Assistant Deputy Minister of Justice: Mr. Chairman, I do
not know just where to begin, and I will try to be very brief. This is a private
members’ bill, of course, and I am here to be of whatever assistance I can to
the committee. I think, in view of the general terms of reference that you
gave me, Mr. Chairman, in asking me to comment, that perhaps I should direct
myself first to the original bill and deal with three points which have arisen in
connection with it.

I would like to say that my views on this matter are already well known
to Senator Roebuck. We have discussed them at some length.

As to the use of the words “ad subjiciendum” I think that is completely
correct. I think that is the writ of habeas corpus that is envisaged. At the same
time I think I should say that the other writs that might be brought into the
fold by the use of the mere expression “habeas corpus” do not today seem to be
of such relevance that in practice any case would likely be swept into the
ambit of the section that was not intended. For example, the Criminal Code it-
self employs simply the expression “habeas corpus”. It is equally true that the
Supreme Court Act uses the words “habeas corpus ad subjiciendum” and so
does the Administration of Justice Act of the United Kingdom. On the other
hand, until some time ago, the Nova Scotia act used only the expression
“habeas corpus”, and that was also true in the case of at least one other prov-
ince. So while the expression “habeas corpus ad subjudiciendum”—

Senator CHOQUETTE: You say it like I do, “subjudiciendum™. I would like to
know what is the abbreviation. You are still pronouncing it “habeas corpus ad

subjudiciendum” and that is the way I say it. I am embarrassed with my
old Latin.

The CHAIRMAN: It is “subjudiciendum”.

Mr. MacDoNaLD: “Subjiciendum”. My whole point on that is that while
the correct expression, I believe, is habeas corpus ad subjiciendum, it does not
appgar to me that the use of the simple expression “habeas corpus” at this
partlcular time brings into the ambit of the section anything that was not
intended to be included.

The second point I should mention is the point about giving the Crown
afl appeal against the mere issue of a writ as contrusted with the order for the
discharge of the prisoner. I am not sure the bill in its present form does give
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the Crown such right of appeal, because the section in which the words
“habeas corpus” have been inserted now reads:

An appeal lies to the court of appeal from a decision granting or
refusing the relief sought, in proceedings

—and I will abbreviate it—
by way of ... habeas corpus.

It scarcely seems to me the mere issue of the writ, a procedural step, is
the granting of the relief sought, because the relief sought is the release of the
prisoner.

The CHAIRMAN: Is that right? In the first instance, I thought the relief
sought was to deliver the body before a judge.

Mr. MacDonaLp: Well, I suppose that this remains a matter of opinion,
Mr. Chairman. But I should think, with all respect, that the relief sought in
the proceedings is actually the discharge from custody of the prisoner.

The CHAIRMAN: There are two stages in the proceedings; the first is an
order to deliver the body so that the merits of the detention may be inquired
into, and the second stage is the hearing on the merits.

Senator RoEBUCK: The application for the writ does not affect the discharge
of the prisoner, only that he be produced in court.

Mr. MacDonNaLp: I should put myself on record by saying that to me
the relief sought is really the discharge of the prisoner, and it is at least ques-
tionable that the mere issue of a writ, directed to the jailer or the custodian to
bring the man in custody before a judge so that the question of his detention
may be inquired into, is in itself a granting of the relief sought, and if it is not
a granting of the relief sought, the Crown would have no appeal under the
present bill against the mere issue of the writ.

The third point that I should mention in connection with the present
bill is that section 41 of the Supreme Court Act, and perhaps I might read
it since it is quite short, says:

41. (1) Subject to subsection (3) and to section 44, an appeal lies
to the Supreme Court with leave of that court from any final or other
judgment of the highest court of final resort in a province, or a judge
thereof, in which judgment can be had in the particular case sought to
be appealed to the Supreme Court—

And subsection (3) simply says:

(3) No appeal to the Supreme Court lies under this section from
the judgment of any court acquitting or convicting or setting aside
or affirming a conviction or acquittal of an indictable offence or, except
in respect of a question of law or jurisdiction, of an offence other than
an indictable offence.

It seems to me that the result of the habeas corpus application, where
Successful, is simply to discharge the prisoner from custody, and habeas corpus
does not in itself deal with conviction or acquittal, and does not quash a
Conviction or acquittal. It appears to me there is likely an appeal to the
Supreme Court of Canada in these cases under section 41 of the Supreme
Court Act. One cannot be absolutely categorical about that, but on reading the
section that is what it would seem to indicate.

Senator RoEBUCK: Does not the Supreme Court Act say there should be
No appeal in criminal procedures?

Mr. MacDonaALD: Not quite. Section 40 says no appeal lies to the
Supreme Court lies under section 36, 38 or 39 from a judgment in a criminal
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cause, or in proceedings for or upon a writ of habeas corpus arising out of a
criminal charge, etc. But the section I am referring to is not 36, 38 or 39. It is 41.

The CHAIRMAN: If there is any likelihood of confusion or a possibility
of an interpretation that would be against what we are seeking to accomplish,
then we should spell it out in this amendment.

Senator ROEBUCK: Quite so.

Mr. MacDoNALD: Those are the three points which I thought it would be
useful to the committee to mention in connection with the present bill. Now,
as for the wording of the draft amendment, if you wish me to I will—

Senator WALKER: Have you been over it?
Mr. MacDonNALD: Yes, I have seen it, and have looked at it quite carefully.

Senator WALKER: Are you in favour of it? We know what it purports to
do. Are you satisfied with the wording of it?

Mr. MacDonaLD: Could I answer you in this way, Senator Walker: I
took the same ideas and I incorporated them in an alternative draft which
was prepared only late today. I did not have an opportunity to hand Senator
Roebuck a copy until I came here tonight. However, I have it here available
for the assistance of the committee if the committee wishes to have it.

Senator RoEBuck: I saw it for the first time a few minutes ago.

Mr. MacDonaLD: There are one or two points of detail that I would like
to mention, irrespective of the alternative, in the draft that has been moved.

The CHAIRMAN: Would you address yourself to those?

Mr. MacDonNALD: Yes, Mr. Chairman. The first occurs in the first line of
subsection (3). Perhaps I should say, in fairness to Senator Roebuck and to
preserve my very good relations with him, that I did not have a chance to
mention all these points to him. It refers to an application for a writ. It is
when an application for a writ is refused that the applicant is not permitted
to shop around. It seems to me that that should extend to more than the
mere application for the writ being refused; that the intention is that the
applicant cannot shop around either if the writ is refused in the first instance,
or even if on the return of the writ he is refused discharge from custody. In
other words, the words “application for a writ” cover only one of the situations
envisaged.

The CHAIRMAN: On that point it would appear to me that subsection (5)
deals with the situation on the return of the writ where a judgment is issued,
and then it provides for an appeal therefrom.

Senator Pourior: Now, Mr. Chairman, I have the book. I have gone to the
Encyclopedia Britannica in which matters of habeas corpus ad subjiciendum are
referred to, and if you will permit me I will read you a paragraph which con-
cerns habeas corpus ad subjiciendum:

The habeas corpus ad subjiciendum was sometimes used in cases of
illegal detention in private custody. In 1758 questions arose as to its
application to persons in naval or military custody, including pressed
men, which led to the introduction of a bill in parliament and to the
consultation by the House of Lords of the judges. (See Wilmot’s Opinions,
p. 77.) In the same year the writ was used to release the wife of Earl
Ferres from his custody and maltreatment. But perhaps the most in-
teresting instance of that period is the case of the negro Somerset (1771),
who was released from a claim to hold him as a slave in England.

M)_I point is that a writ of habeas corpus ad subjiciendum is something of
a restrictive nature, and when I speak of habeas corpus I mean habeas corpus,
period. The “ad subjiciendum” has no reason to be there, even if it was em-
ployed in the case of a negro in England 200 years ago.
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I am glad that the sponsor of this bill in the House of Commons is present
at this meeting of the committee tonight. He is the Member for Leeds, and
is highly respected. He took it upon himself to sponsor this legislation in the
House of Commons, and he is to be congratulated for that. But, his bill is com-
plete. The only difference is that the amendment is of a restrictive nature. It
applies only to habeas corpus ad subjiciendum, and besides that it creates two
appeals instead of one. There is a supplementary appeal to the Supreme Court
of Canada, and there is no shopping around. There must be new evidence laid
in order to have an appeal. I find that the provisions of the bill are more com-
plete than the amendment can be, and the amendment would tend only to
embarrass the judges in respect to approving the release of a man on a writ of
habeas corpus. I am strong for writs of habeas corpus, mandamus, quo warranto,
and habeas corpus—all those writs that date back to Magna Carta. We shall
not try to split hairs about it. We should speak of habeas corpus as habeas
corpus itself, with no distinction at all.

This is why I am strongly opposed to the amendment—and this has no
relation to the sponsor—and I am for the bill itself.

Senator CroLL: May I just ask this question? Mr. MacDonald read the
Supreme Court Act, which I have not seen, and that spoke of “habeas corpus”.
Then, why do we limit our habeas corpus in this fashion? There is more than
one habeas corpus proceeding. Why are we limiting it? Does this cover every
conceivable habeas corpus proceeding?

Senator WALKER: That is a good question, because there is habeas corpus
ad testificandum.

The CHAIRMAN: The limitation in habeas corpus you find in the English
statute; you also find it in the Supreme Court Act of Canada.

Senator ROEBUCK: And in the recent statute of 1960, the English statute,
it says that when habeas corpus is referred to what is meant is habeas corpus
ad subjiciendum.

The CHAIRMAN: Mr. MacDonald, the question was addressed to you and I
should not have attempted to answer it.

Senator LEONARD: Is there not habeas corpus ad testificandum, which is
not intended to be covered by this bill? That is only bringing a witness to
testify. This is excluding habeas corpus ad testificandum, that is why the words
habeas corpus ad subjiciendum are used. Is that right?

Senator ROEBUCK: That is right.

Senator CroLL: We could not get any better legal advice than we have got,
but I would like to hear Mr. MacDonald speak for a moment.

The CHAIRMAN: I have invited Mr. MacDonald to answer your question.

Mr. MacDoNALD: Senator Croll, there are a number of additional writs,
as Senator Roebuck has pointed out, and as has been pointed out otherwise.
I think that the use of the words habeas corpus alone does sweep in these
other writs which were not strictly intended to be swept in. However, it
would also appear that these other writs have today largely lost their use.

There is habeas corpus ad testificandum, for example. The object of this
writ is to enable a person who is in legal custody in prison to be brought up
before a court for the purpose of giving evidence as a witness. I do not think
that is employed for that purpose today. I think you will find provisions in
relevant statutes for bringing a witness out of prison to give evidence.

Then there is habeas corpus ad deliberandum and recipias. The object of
this writ is to enable the removal of a person from one custody to another for
the purpose of his trial. This again is usually covered by provisions in the code
or in the relevant act.
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Then there is a writ known as habeas corpus—recipias corpus. That has
been used in one case, which was the only case I could find in the time at my
disposal, indicating the use of it. I found that case, because I remembered it
from my practice in Nova Scotia. The writ was used back in the 1930s to
bring back for re-election to summary trial a number of persons who had
gone for jury trial. I think that covers them.

Senator RoEBUCK: We certainly do not want to give appeals into all those
matters.

The CHAIRMAN: So, in your view, it is in order and does not confuse, to
give this particular description of habeas corpus that this amendment is in-
tended to deal with.

Mr. MacDoNALD: “Ad subjiciendum’?

The CHAIRMAN: Yes?

Mr. MacDonaLD: No. My viewpoint is that this is strictly the correct
wording. My only question is whether the other things that have been swept
in, inadvertently if you like, are of great significance. I point out that the
Criminal Code throughout merely refers to “habeas corpus™.

The CHAIRMAN: That is your answer, Senator Croll. Are there any other
matters you want to speak on?

Mr. MacDonaLp: I would like to make one or two further comments, if
I may, on the draft amendment. I am not sure that I have made my point in
connection with subsection (3), so if you will bear with me I will make it
again.

Subsection (3) provides, in short, that you cannot shop around where
the application for the writ is refused. My suggestion is that the intention is
that you cannot shop around either, where the writ is issued but the discharge
is refused upon the return of the writ.

The CuAIRMAN: Is that not covered in paragraph 5?

Mr. MacDonaLp: No, with respect, Mr. Chairman, subsection (5) merely
deals with the right of appeal, and not with the question of shopping around.

The CHAIRMAN: Then what you are saying in effect is that if on return
of the writ, and there is a trial on the merits, and the judge rules against the
prisoner, there is a decision of a court ruling that the prisoner is properly
detained—in the face of that, are you suggesting there is the possibility in this
draft that counsel for such a person at that time could go back to another
judge and shop around at the stage of a hearing on the merits? I do not think
it is possible under this wording.

Mr. MacDoNaLD: I may be under a misapprehension there, Mr. Chairman,
but I thought that that was the very issue, because it is my impression that
shopping around is not restricted merely to the case where you do not get the
writ, but also applies to the case where you get the writ and have the prisoner
up before the court, and the court hears the case on the merits and says, “We
refuse to discharge the prisoner.”

: Senator RoEsuck: I do not think that was the English practice. Where a
Ju_dgment is rendered granting a man discharge—this judgment that I have
said—that is final, and has been for centuries in England.

' Mr. MacDonaLD: Yes, but the “decision” in question, Senator Roebuck,
with respect, is where this discharge is not ordered. My suggestion is that you
apply for your writ, your writ is refused, and under subsection (3) you can-
pot shop around. Whatever that right was, and it is a bit uncertain at the time,
is taken away.

Senator ROEBUCK: But this takes it away.

o Mr. MacDonaLD: But if you get your writ and you get the man and his
Jailor before the court, and the court hears the case on the merits, and then

_—
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refuses to discharge the prisoner, then my suggestion is that under subsection
(3) you can still shop around, and that that was not the intention.

The CHAIRMAN: I do not think you can, because subsection (3) only deals
with the procedures to the extent that a writ to deliver the body has been
issued. Then you have a hearing on the merits.

Senator LanNG: Would that not be res judicata, as a second time around?
I cannot conceive of going back on a matter adjudicated upon and finally dis-
posed of.

The CHAIRMAN: What is the next point?

Mr. MacDonAaLD: I do not want to flog the point, Mr. Chairman, but I do
want for the purpose of assisting the committee as far as I can, to put my view
on the record that shopping around is not restricted merely to the case where
you do not get the writ. Shopping around also applies to the case where you
do not get your discharge.

Senator PouLioT: You know very well there are many provisions under
federal statute and provincial statute which deprive judges of giving the right
of habeas corpus. It is done by legislation, and it is done during a war, and in
many statutes.

Mr. MacDonaLp: I did not make any research, Senator Pouliot, in con-
nection with that. I have never had occasion to review that area, so I would
not like at the moment, without inquiring, to measure the extent to which
habeas corpus has been restricted.

Senator PourioT: I know that it has been, and it is in the statute books,
and nobody complains about it.

The CHAIRMAN: What is the next point?

Senator WALKER: Mr. Chairman, I think it is clear, thank you very much.
I think subsection (3) is clear, as set out by Senator Roebuck, and I do not think
there could be any other alternative. Unless it is refused, there would be no
shopping around.

Mr. MacDonAaLD: If I may address myself to Senator Walker for a minute.
My point was that subsection (3) is the section in this bill which is intended, in
consideration of the right of appeal which is given, to discontinue the practice
of shopping around. My suggestion is that subsection (3) only goes half way:
it only prevents shopping around when you are refused the writ. It does not
prevent shopping around when you get the writ but are refused the discharge
of the prisoner.

The CHAIRMAN: After a hearing on the merits.

Mr. MacDoNALD: That is correct.

The CHAIRMAN: The hearing on the merits encompasses a judgment of the
court, and if you have that paragraph (5) gives you the right of appeal. You are
Suggesting that with a judgment of the court against me I could go to another
judge and ask him to issue a writ releasing the prisoner. With all respect, I
find that difficult to understand.

Senator CroLL: Mr. MacDonald, you have on other occasions been over-
ruled, with deference.

Mr. MacDoNALD: Many times.

Senator CroLL: Not too many times.

The CHAIRMAN: Can we move on to the next point? I think we have clearly
what your point is.

Mr. MacDonaLp: If I may add, Senator Croll, never more pleasantly!
MY second point relates to words that I feel a bit guilty about, because I believe

In a previous discussion I rather led Senator Roebuck into a trap—the words
21471—2
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in subsection (3) “unless fresh evidence is adduced”—as the result of my reading
to Senator Roebuck an excerpt from Halsbury. But on reconsideration of that
matter this afternoon, Senator Roebuck, it occurs to me that on habeas corpus
the court does not look at the evidence ordinarily, and that by putting the
words in there, an unintended inference is placed that the court is to look at
the evidence. The wording would be better if it were restricted to the previous
words, “on the same grounds”.

The CHAIRMAN: I think that would not take any of the strength out of this.

Senator RoEBUCK: I think I could agree with that. Didn’t we get those
words from the new English act of 1960 and not Halsbury?

Mr. MacDonNALD: What I gave you, Senator Roebuck, was a paraphrase in
Halsbury of the English act. It was the paraphrase I gave you.

Senator RoEBuck: I thought it was taken from the English act, but I am
not arguing about it.

Senator LEoNARD: Mr. Chairman, may I ask Mr. MacDonald a question?
Mr. MacDonald, as I read your amendment, it gives the Crown a right of appeal
on the original application on a writ‘of habeas corpus, if the writ is granted.
I think that is something on which the committee felt there should not be any
right of appeal, and I do not think there is any right of appeal added by
Senator Roebuck’s amendment.

Mr. MacDonaLp: When you speak about my amendment—

Senator LeEonArRD: The one you have given us tonight.

Senator CroLL: There is one you drew up, and it was passed to me. It was
the tentative one.

Mr. MacDonaLD: Is this it?
Senator LeEonarD: That is it.
Mr. MacDonaLp: It is the draft amendment.

The CHAIRMAN: Wait a minute. We are going to get a horrible record when
you are talking about this “draft amendment”. We have before us officially,
and in the record, an amendment proposed by Senator Roebuck. We haven’t
any other, and when we get reading this record afterwards with this talk about
“this amendment” what are we talking about?

Senator PourioT: I have a copy of the Encyclopaedia Britannica and it is

the same spelling. I want you to look at that so that we will not make any
mistake.

. The CHAIRMAN: There is an “ii” instead of “ji”. They write it both ways
in Latin.

Senator Pourror: I trust the Encyclopeedia Britannica.

_The CHAIRMAN: Let us come back to the legal procedure here. In con-
nection with the point Mr. MacDonald has raised about the adoption of the
words “unless fresh evidence is adduced”, it may well be that the section in
paragraph 3 would get along without those words, but Senator Roebuck has
gOOd_ preced.ent for including them, because the English Administration of
iIustlce A(EI; in 1960, in dealing with this and in limiting the appeal, uses the
té}llnguage un}ess f{'esh evidence is adduced in support of the application” so

at the applicant is not going back a second time on the same evidence.
Senator CroLL: Mr. MacDonald being aware of that, as I am sure he is,

some objection to it and he raises it by saying that the judge may feel

must. look at the evidence. That is the point he made. But the British have
ed with that for some time, have they not?

howM{‘ MacDonaLp: I do not know enough about the English practice and
141 1t may have been extended lately on habeas corpus to say that the
porting of those words into our act would have no unintended effect.

has
he
liv
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Senator CrOLL: Is it not a fair gamble to take where we are breaking some
new ground?

The CHAIRMAN: Reading the whole section as it refers to this language
which Senator Roebuck has incorporated in the new act, section 14 of the
Administration of Justice Act 1960, subsection (2) says:

No such application shall again be made by or in respect of that
person on the same grounds,—

This is the exact language we have in paragraph 3—

—whether to the same court or judge or to any other court or judge,
unless fresh evidence is adduced in support of the application;—

So that what we are adopting here, or adapting, whichever way you want to
say it, is the language of the English statute in exactly the same kind of situa-
tion we are trying to cover here. I would think we have a fairly good precedent.

Senator RoEBUCK: I thought so when I put it in.

Senator HUGESSEN: Mr. Chairman, the whole thing starts with the refusal
of a judge of an application. He must have some ground for the refusal. I think
the words “unless fresh evidence is adduced” are appropriate if the applicant
comes again, because there must be new evidence.

Senator LANG: One does not adduce evidence on an application.

Mr. MacDonALD: Again I do not want to labour this point, but I do want
to make it clear that in Canadian practice, generally speaking, on a habeas
corpus application the court does not retry the case and does not rehear the
evidence.

Senator HUGESSEN: Then on what ground does a judge refuse to hear the
application?

Mr. MacDonaLD: I would say chiefly on questions of law, Senator Hugessen.
I am sure the habeas corpus is not used as a means of retrying the case on the
evidence, and that is why I am afraid of this.

The CHAIRMAN: Is it retrying it on the evidence, or do you have another
application made? And if that application discloses the same grounds to sup-
port the issue of the writ then it will not be granted, but if that application
discloses fresh evidence, or, in other words, it is not on the same grounds, then
the judge will entertain the application although he may still refuse it.

Senator Roesuck: As I know the practice, when you make an application
you support it by affidavit evidence and an argument as well, and the judge
makes his decision as to whether he will issue the writ. Although the evidence
before him is affidavit evidence it is still evidence adduced; “evidence adduced”
is not limited to a man standing in the box.

The CHAIRMAN: No, the producing of affidavits is adducing evidence.

Senator CROLL: Mr. Chairman, we have had a full discussion of this—

The CHAIRMAN: Just one moment, Senator Croll, it may be that Mr.
MacDonald has another point to make.

Mr. MacDonaLD: I have several.

The CHAIRMAN: Will you proceed?

Mr. MacDonNALD: The next point, Mr. Chairman, still touches on subsection
(3). I draw the committee’s attention to the fact that subsection (3), as does
Subsection (5), gives an express right of appeal in habeas corpus. Section
691(1) of the Criminal Code reads:

An appeal lies to the court of appeal from a decision granting or
refusing the relief sought in proceedings by way of mandamus, certiorari
or prohibition.
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Appeals lie in those matters under the Supreme Court Act. The question I raise
is whether the express giving up of an appeal in this section in respect of
habeas corpus raises an inference against the appeal in other cases.

Senator RoEBUCK: Is the express appeal stated in the Supreme Court Act?

Mr. MacDonNALD: It is not express. Mandamus, certiorari and prohibition
are not expressly mentioned in section 41 of the Supreme Court Act. The
appeal exists merely under the general words of section 41.

Senator LEONARD: I think the real purpose of subsection (3) is to give the
right of appeal only in the case of the refusal, and that is why it is spelled
out specifically.

The CHAIRMAN: That is right.

Senator LEONARD: And that is why it should be spelled out specifically.

Senator WALKER: And it does not deal with the judgment at all.

The CHAIRMAN: No, the judgment comes in the next one.

Senator WALKER: I think the section is clear.

The CuaIRMAN: Is there another point, Mr. MacDonald?

Mr. MacDoNALD: Yes, I have two of them.

The CHAIRMAN: Let us have them.

Mr. MacDonaLD: They relate to subsections (4) and (5).

The CHAIRMAN: What is your point?

Mr. MacDoNaLD: The point in connection with subsection (4) is that it
appears to me it may cut across the actual practice in habeas corpus, because
frequently today, I believe, you do not employ two steps. You do not go to
the court and get the writ, and then have the writ returned with the prisoner
before the court, and then argue the question of the validity of his custody. The
whole thing is argued upon the application. In the light of that parctice I am
not sure what is the effect of talking about the granting of the writ in sub-
section (4).

The CHAIRMAN: Well, until the writ has been granted under what authority
will the jailor deliver a prisoner and bring him before a judge?

Mr. MacDonALD: He is not delivered, Mr. Chairman. It is argued in his
absence.

Senator RoeBuUck: It is only by order of the court, according to the
Supreme Court Act, that the argument may take place in the absence of the
prisoner.

The CHAIRMAN: I am talking about proceedings in the first stage where
you apply for a writ. The prisoner is not there at that stage. If the judge
refuses the writ the prisoner is not delivered before the judge for hearing on
the merits. What is your next point, Mr. MacDonald?

Mr. MacDonALD: The next point is with respect to subsection (5) where it
provides that the appeal lies at the instance of the applicant or the Crown,
but not at the instance of any other party. My point there is this, that I do not
know of any place in the Criminal Code where the words “the Crown” are
used.‘ I am not sure exactly what purport it would have there. I am not sure
that in practice every case of habeas corpus, where you would want to give an
appeal, is invariably in the name of the Crown. A writ of habeas corpus
will ordinarily be directed to the custodian.

i A'I‘he CHAIRMAN: qu do you get infco a jail without some involvement of
e Attorney General, either directly or indirectly, either the Attorney General
Or some person appearing on his behalf, which is called the Crown?
Mr. MacDONALD: Ordinarily, you do not.
The CHAIRMAN: You do not?

%




b

BANKING AND COMMERCE 33

Mr. MacDonNALD: But I think it is significant that in subsection (1) of the
section, it does not deal in terms of the parties as presently worded. It simply
says an appeal lies to the Court of Appeal, leaving the parties to be determined
in the ordinary way.

The CHAIRMAN: Would it make any difference to you if, instead of saying
“Crown” you said “the Attorney General of the Province”?

Senator WALKER: What term is used? You say the term “Crown” is not
used. What then has been used to indicate the same thing?

Mr. MacDoNALD: Such an expression, Senator Walker, as “a person con-
victed on indictment” on the one hand, or “the Attorney General of the
Province or the Attorney General of Canada” on the other hand.

Senator WALKER: Would you prefer the insertion of the words ‘“Attorney
General of the Province”?

Senator CroLL: You are leaving out the words “Attorney General of
Canada”.

Senator ROEBUCK: I represented the Crown for a good many years as
Attorney General and that was the phrase we used all the time, rightly or
wrongly.

The CHAIRMAN: The description of the position, or the authority, is, of
course, “the Attorney General in the right of the province or in the right of
Canada”. Is that the language that you would prefer?

Mr. MacDonaLp: Well, my preference, as far as language is concerned,
would be the language which is used now in subsection (1). With respect,
I do not see the danger of this appeal being asserted, if there is such a case,
by somebody who does not answer the description of the Crown.

The CHAIRMAN: That was not my question, Mr. MacDonald. You are
addressing yourself to the use of the word “Crown” in subparagraph (5) and
vou thought that “Crown” was a language not legally descriptive of who may .
be instituting an appeal. So what I did ask you was whether you would
prefer, in place of the word Crown: “at the instance of the Attorney General
in the right of the province or at the instance of the Attorney General in the
right of Canada”. I gathered that your criticism was of the word “Crown” in
subparagraph (5).

Senator CoNNOLLY (Ottawa West): What words are used in the appeal
section of the Code?

Mr. MacDoNALD: It is “Attorney General,” Senator Connolly.

Senator ConnNoLLY (Ottawa West): Without any qualification?

Mr. MacDoNALD: By definition, it means “the Attorney General of the
province,” but in certain sections of the Criminal Code, a concurrent right of
appeal is conferred on the Attorney General of Canada as well.

Senator WALKER: You feel it has to be spelled out for both? I want to
get your definition.

The CHAIRMAN: In the definition of the Criminal Code, “Attorney General”
means the Attorney General or Solicitor General of a province, in proceedings
in which this action is taken; and in respect of the Northwest Territories and
Yukon Territory, it means the Attorney General of Canada. So, when you
use the words “Attorney General,” if you use them here in place of “Crown,”
that is what you would mean.

Senator RoeBuck: I think that would be sufficient, Mr. Chairman. After
all, it is the Attorney General of the Province who has the carriage of the
Criminal Code and its administration.

The CHAlRMAN: So, we could put in the place of the word “Crown” the
words ‘“Attorney General of the Province”.
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An hon. SENATOR: Just “Attorney General”.

Senator RoeBuck: I am satisfied.

The CHAIRMAN: Are you satisfied, Mr. MacDonald, with the substitution
of the words “Attorney General” for the word “Crown’” in (4) and (5)?

Mr. MacDoNALD: Well, I am not completely satisfied, Mr. Chairman, that
this would let in all the appeals that, it will turn out, should be included.

Senator RoEBUCK: You want the appeal by anybody to whom the writ
has been directed, and therefore a party to the proceedings, to have an appeal?

Mr. MacDonALD: I do not want it so much, Senator Roebuck, as that I
question what is going to be the effect of departing from the general words
that are used in subsection (1) of the section.

The CHAIRMAN: Of course, there does not have to be uniformity as between
subsection (1) and the subsection (2) that we are designing.

Mr. MacDonNALD: Let me put it this way, Mr. Chairman, that I think the
Attorney General of a Province, or the Attorney General of Canada, would
be an improvement on “the Crown.”

The CuHaRMAN: I would have no objection to your inserting “Attorney
General of a Province.”

Senator CrorLL: But you are leaving out the Attorney General of the
Dominion.

The CHAIRMAN: No—both the Attorney General of a Province or the
Attorney General of Canada.

Senator CroLL: All right.

Senator RoeBuck: If the Attorney General of Dominion is included, I have
no objection.

The CuARMAN: Then, for “Crown” we include the Attorney General of a
Province.

Senator WALKER: Or of the Dominion.

The CHAIRMAN: Or of Canada.

Senator RoeBuck: Would that not give the Attorney General of Manitoba
a right to act in the Province of Ontario?

Mr. MacDonALD: Well, I think it should be the Attorney General of the
Province.

Senator RoeBuck: The province, and the province in which proceedings
have taken place.

The CralrmAN: I think it should be the Attorney General of the province
concerned, or the Attorney General of Canada.

Mr. Hopkrins: Yes, I would agree with that.

T}.le CHAIRMAN: Shall we put that amendment in paragraphs 4 and 5,
replacing the word “Crown”?

Senator WALKER: Yes.

Senator MacpoNaALp (Brantford): Mr. Chairman, it is obvious that I
have had no practice in connection with habeas corpus applications, but I want
to ask a question with regard to clause 3. If I apply for a writ of habeas

corpus and present evidence, and the application is refused, what do I get?
Do I get a judgment refusing the application?

The CHAIRMAN: There is an order refusing the application.

Senator MACDONALD (Brantford): i
would receive under (5)? msilid s e s

The CHARMAN: Under (5) is a judgment of the court on the merits.
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Senator MAcpoNALD (Brantford): Well, the other is a judgment on an
application after hearing evidence.

The CHAIRMAN: No. The first application is to have the prisoner before the
court, and there is an order for that granting a writ or refusing the writ.

Senator MAcDONALD (Brantford): All right. Then why do I have more
right to appeal from a order than I have to appeal from a judgment?

The CHAIRMAN: You have not, you have the same right.

Senator MACDONALD (Brantford): No, under (5) you say I have not a right
to shop around, because I have a judgment, but under (3) I have a right to
shop around.

The CHAIRMAN: No, you have no right to shop around under (3). That
right is taken away.

Senator MAcDONALD (Brantford): Why did I not have an equal right under
(3) under an order as I would have on a judgment?

The CHAIRMAN: Well, under (3) if the judge issues an order directing the
writ of habeas corpus to issue, I have the order and the prisoner is delivered
at the appointed date of hearing, and the hearing takes place on the merits. If
the judge refuses the order the prisoner and his counsel on his behalf have a
right to appeal that.

Senator MacpoNALD (Brantford): No, he had a right to shop around.

The CHAIRMAN: No, he has a right to appeal, or if he has fresh evidence
he can make another application.

Senator MAcpoNALD (Brantford): No, but under an order of the court,
according to this bill, a right is taken away from me to shop around, but under
judgment the right is not taken away from me to shop around.

The CHAIRMAN: There is no right under a judgment to shop around.
Senator ROEBUCK: There never was.

Senator MACDONALD (Brantford): Well, I cannot see why there would not
be an equal right, apart from this bill, to shop around in the case of an order.
I may be wrong; I do not know.

The CHAIRMAN: Under this amendment there is no right to shop around,
either at the stage of the issue of the writ or at the stage of judgment.

Senator MACDONALD (Brantford): It does not say that.
The CHAIRMAN: It certainly does.

Senator MACDONALD (Brantford): It does not say that. However, I am
asking for information. I am not convinced.

Senator CroLL: I will move the amendments as amended.
Senator LEONARD: These are Senator Roebuck’s amendments?
The CHAIRMAN: Yes, with the changes.

Hon. SENATORS: Carried.

The CHAIRMAN: Shall I report the bill, as amended?

Hon. SENATORS: Carried. :

The committee adjourned.
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ORDER OF REFERENCE

“A message was brought from the House of Commons by their Clerk with a
Bill C-90, intituled: “An Act to amend the National Defence Act”, to which they
desire the concurrence of the Senate.

The Bill was read the first time.
With leave of the Senate,

The Honourable Senator Connolly, P.C., moved, seconded by the Honourable
Senator Hugessen, that the Bill be read the second time now.

After debate, and—

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

The Bill was then read the second time.

The Honourable Senator Connolly, P.C., moved, seconded by the Honourable
Senator Hugessen, that the Bill be referred to the Standing Committee on
Banking and Commerce.

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

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS
THURSDAY, July 16, 1964.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 11.00 a.m.

Present: The Honourable Senators: Hayden (Chairman), Aseltine,
Beaubien (Bedford), Beaubien (Provencher), Bouffard, Burchill, Brooks, Cook,
Connolly (Ottawa West), Crerar, Fergusson, Gouin, Hugessen, Irvine, Isnor,
Kinley, Lang, Leonard, McCutcheon, Molson, Paterson, Pearson, Pouliot, Power,
Smith (Kamloops), Thorvaldson, Willis and Woodrow.—(28).

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel.

On Motion of the Honourable Senator Leonard it was Resolved to report
recommending that authority be granted for the printing of 800 copies in English
and 300 copies in French of the proceedings of the Committee on Bill C-90.

Bill C-90, “An Act to amend the National Defence Act”, was read and
considered.

The following witness was heard:
The Honourable Lucien Cardin, Associate Minister of National Defence.

On Motion of the Honourable Senator McCutcheon it was Resolved to report
the Bill without amendment.

At 11.30 a.m. the Committee concluded its deliberation of Bill C-90.

Attest:

F. A. Jackson,
Clerk of the Committee.



REPORT OF THE COMMITTEE
THURSDAY, July 16, 1964.

The Standing Committee on Banking and Commerce to whom was referred
the Bill C-90, intituled: “An Act to amend the National Defence Act”, have in
obedience to the order of refernce of July 15, 1964, examined the said Bill and
now report the same without any amendment.

All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.




THE SENATE
THE STANDING COMMITTEE ON BANKING AND COMMERCE

EVIDENCE
OrTAWA, THURSDAY, July 16, 1964.

The Standing Committee on Banking and Commerce, to which was referred
Bill C-90, to amend the National Defence Act, met this day at 11.00 a.m.
Senator Salter A. Hayden (Chairman) in the Chair.

The CHAIRMAN: We are proceeding now to consider Bill C-90. Is it the wish
of the committee that we should have the proceedings reported?

Senator LEONARD: Yes.

The committee agreed that a verbatim report be made of the com-
mittee’s proceedings on the bill.

The committee agreed to report, recommending that authority be
granted for the printing of 800 copies in English and 300 copies in French
of the committee’s proceedings on the bill.

The CHAIRMAN: We have with us on Bill C-90 the Associate Minister of
National Defence, Mr. Lucien Cardin, and also Brigadier-General Lawson
who is well known to this committee. We will ask the minister to make an
opening statement.

Hon. Lucien Cardin, Associate Minister of National Defence: Mr. Chairman and
senators, this is the first time I have had the opportunity and pleasure of
appearing before a Senate committee. I am happy to be able to do so in: con-
nection with Bill C-90. I have with me, as the chairman pointed out, Brigadier
Lawson and Group Captain MacLearn, who are, as you will well imagine, far
more experienced than I in this field.

However, as members of the committee have had yesterday, I understand,
a thorough explanation of what is proposed in the bill in the speech made by
Senator Connolly (Ottawa West), I think it would be adequate and sufficient if
I were just to make a very brief statement and then if there are questions to be
asked I shall do my best to answer them.

The bill we have before us today is designed, as you know, to implement
one of the most important policy changes forecast by the White Paper on
defence. Actually it is the first step towards integration, and the purpose of
the bill is to make possible the integration and control of the Canadian forces
at the top. As members of the committee will well realize the bill goes no
further than that. It does not provide for the amalgamation of the forces them-
selves, and further amendments to the National Defence Act would be required
for that purpose.

In effect the bill removes all references to the Chairman of the Chiefs of
Staff Committee, the Chief of Naval Staff, the Chief of the General Staff, and
the Chief of the Air Staff, from the National Defence Act, and to substitute
therefor one officer to be known as the Chief of the Defence Staff. The principal
amendment is to section 19 of the act which now provides for the appointment
of the Chairman of the Chiefs of Staff Committee and the Chiefs of Staff. It is
proposed that section 19 should be repealed and a new section substituted there-
fore under which the Governor in Council would be empowered to appoint
the Chief of the Defence Staff who under the direction of the minister will be
charged with control and administration of the Canadian forces.
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The other amendments contained in the bill are consequential upon the
amendment of substance, section 19, and it is proposed that the new act, if
approved, should come into force on proclamation. This will provide the neces-
sary time to amend the regulations and set up the new headquarter staff prior
to the effective date of the amendment.

I think, Mr. Chairman, that this bill which comes out of the White Paper
is an excellent one. It follows the recommendations in the White Paper, and
I understand that the White Paper has been thoroughly debated both in the
house and in your chamber. Therefore, I do not feel I should take any more of
your time by expounding further on the particular bill; and perhaps it might
be more useful for honourable senators to ask questions, if they have any to
ask, and then I would be delighted to answer them if I can.

The CHAIRMAN: Any questions?

Senator BourrArD: What about the 500 men that were dismissed from the
air force? Are the new regulations going to be applied to them?

Hon. Mr. CarpinN: Yes, I understand a statement was made to the effect
they may not be considered for the special benefits. That is not exact. These 500
air erew would definitely come within the terms of the benefits.

Senator BourrarDp: Thank you very much.

Senator LEONARD: In the appropriation bill the date of May 7 is used as
the date from which these special provisions are made for those who are com-
pulsorily retired. Is that so?

Hon. Mr. Carpin: No. Those who are compulsorily retired would not be
retired within six months. They may have been given a warning or advice
around May 7, but the actual compulsory retirement would take place some
time in August.

Senator LEONARD: But if you were retired before May 7, then the provisions
in the special appropriation bill do not apply? The only purpose of my question
is to make sure that these 500 airforce men Senator Bouffard referred to come
in under the terms of the appropriation bill by having been compulsorily retired
after May 7.

Hon. Mr. CarpiN: Yes, they were advised after May 7, and they do fall
within the benefits.

The CHAIRMAN: Any other questions?

Senator PEArRsON: What effect has this unification of the three services on
our other NATO partners?

Hon. Mr. CarpiN: Nothing but a considerable amount of interest in the
exercise we are going through. Several of our allies have been quite interested
in the experiment that is now taking place within our armed services. I under-
stand the United States and the U.K. are particularly interested in this, and
there are some statements made by eminent officers in both these countries
which claim this is eventually bound to happen in the armed forces of the
different nations. However, as you can well imagine, the problem of integration
both @n the United States and the United Kingdom is infinitely more difficult
?han it is in our relatively small forces. I think everyone is looking on to see
Just how successful this integration will be in our Canadian forces, and I am
quite optimistic, and so is Mr. Hellyer, that we can achieve this and that we
can end up with a very effective armed force.

Senator McCUTCHEON: Mr. Chairman, could the minister give us an esti-
mate as to the total amount of the special benefits which may be paid as a
result of the changes that have been described to us? And, secondly, could he

give us an estimate as to the increased annual burden on the armed forces’
superannuation fund as a result of these retirements?
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Hon. Mr. CARDIN: I do not know whether it is possible to give any definite
cost of these special benefits because, as you well realize, the differences in the
ranks of the people who are going to be retired make it difficult.

Senator McCuTcHEON: I appreciate that, but we were given a statement
last evening that purported to show or forecast the anticipated loss in personnel
by compulsory retirement and attrition. For example, we are going to lose 10
officers of the rank of lieutenant-general and major-general in the next two
years. Some may be by normal retirement and others by compulsory retirement.
I suggest that whoever made up the figures must have made an assessment as
to the ranks and the numbers.

Hon. Mr. CArDIN: We do not have the exact figures, senator, but I have
been told that through normal attrition there is a loss of about 12,000 per year.

Senator CoNNOLLY (Ottawa West): That is 12,000 through?

Hon. Mr. CarpIN: About 12,000 through normal attrition.

Senator CoNNOLLY (Ottawa West): Lost to the forces?

Hon. Mr. CARDIN: Yes.

Senator THORVALDSON: 12,000 retirements?

Hon. Mr. CARDIN: Yes.

Senator LEONARD: In the normal course, apart from the savings you are
going to effect as a result of this new movement under the bill, there would be
approximately 12,000 retirements or losses by attrition in a year, and they
would normally be replaced by new recruits; but when you start to lose 10,000

over a period of two years by compulsory retirement you feel a goodly portion
of that could be taken up through the normal retirements?

Hon. Mr. CARDIN: Yes.
Senator LEONARD: And you do not need to recruit as many new personnel

as you otherwise would be doing, and that is the way you have in mind that
the 10,000 loss in personnel will result?

Hon. Mr. CaArpIN: Yes. There will be the normal attrition and the com-
pulsory retirement of certain people that we feel are redundant, whose jobs
are no longer available. However, I think you will appreciate the fact we still
have to continue our recruiting in order to have new blood.

Senator LEONARD: But not to the same extent as would be the case were
this change not envisaged by this bill.

Senator POoweER: Would you recruit 10,000 less in a ye_ar? The normal
attrition is 10,000 a year. You have to fill that up by recruiting. Under these
new circumstances will you recruit 10,000 less?

Hon. Mr. CaArpIN: The reduction is over a period of two years, and we
would recruit less. Yes, it would be 10,000 less.

Senator POWER: What will be the net reduction of the armed services when
you are through with this? I am speaking of service personnel and not of
civilian. :

Hon. Mr. Carpin: 10,000 over the next two years.

Senator Power: 10,000 over the next two years?

Hon. Mr. CagrpIN: Yes, by some attrition and some compulsory retire-
ment.

Senator PoweRr: If it is not a state secret, what is the number of persons
in the army now, 110,000?

Hon. Mr. CarpIN: 120,000 in the three services.
Senator Power: 120,000 in the three services?
Hon. Mr. CarpiN: Yes.
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Senator POWER: So, roughly, at the end of two years you will have 110,000?
Hon. Mr. CArpIN: Yes.

Senator MoLsoN: Could I ask the minister a couple of questions? Are all
these 500 in the Royal Canadian Air Force air crew?

Hon. Mr. CArDIN: Yes, most of them are.
Senator MoLsoN: All commissioned air crew?

Hon. Mr. CARDIN: Yes, to the best of my knowledge, but not all pilots.
There are some air traffic control officers and things like that.

Senator MoLsoN: But they are on strength as air crew?

Hon. Mr. CarpiN: Yes, except the flying control officers.

Senator MoLson: The flying control officers were not previously air crew?
Hon. Mr. CaArpiN: Not necessarily.

Senator MoLsoN: Some were?

Hon. Mr. CarpIN: Some would be and some would not.

Senator MorsoN: The second thing I would like to ask the minister is,
how did it happen that the air force showed up immediately as having 500
redundant whereas the other two services to date, I do not think, have had
comparable numbers? How does this particular thing occur?

Hon. Mr. CarpiN: I understand, and I think I should make this point first
of all, that the 500 air crew are in a category which is considered as being
distinet from the reduction from the ordinary compulsory retirement of the
services. What happened, as I understand it, was that, I think it was during the
Berlin crisis, it was felt there should be an increase or that there was a potential
need for an increase in the number of air crew. A considerable number of
people were taken on and were kept on. It has been felt for some time that
these 500 redundant air crew should be released, but is only now we have
decided to reduce them completely, in line with the regular compulsory retire-
ment of the other 10,000.

Senator MoLsoN: These compulsory retirements are not confined to short
service commissions or men on short service?

Hon. Mr. Carpin: No, they are not confined to that. It will be right across
the board.

Senator THORVALDSON: Mr. Chairman, I was wondering, if there is an
attrition of about 12,000 a year, as was stated, why you have to have these
compulsory retirements at all. Is it not possible to do what you want to do by
the method of normal retirement?

Hon. Mr. Carpin: No. What happens is that we feel that there will no
longer be positions available for the people who are going to be compulsorily
retired, that their jobs are redundant, or something to that effect; and we
could not just by normal attrition arrive at what we want to achieve in the
Department of National Defence, and we have to go to this compulsory retire-
ment in order to achieve our objective.

The CHAIRMAN: Is not the answer you are not able to correlate between
the person who goes because of normal attrition and the person who is com-
pl,.llsoyxl'y retired? You cannot relate those two things. If a job is done away
with it is done away with, and there is no place for the man.

Senator THORVALDSON: I quite understand that.

Mr. Cardin, is there any policy of attempting to retire the older men
rather than the younger men, or is it going to be irrespective of age?
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Hon. Mr. CarpiN: I think the criterion that would be used would be the
requirement for the man. I think that is the basis of our whole exercise, and
now other factors, of course, will be taken into account. The main thing is to
decide whether or not we need that particular man.

Senator THORVALDSON: In general, who makes those decisions in regard to
what persons shall retire?

Hon. Mr. Carpin: Well, I would think this would be done by the chiefs
of the different staffs ultimately, and there is a procedure whereby, I think,
the ministers have a chance to take a look at the people who are going to be
retired of the rank of lieutenant-colonel and above. The commanding officers
in the different areas would also have some recommendations as to which
men should stay on and which should not. I would think that in the normal
exercise of the procedure the commanding officer would be able to find out
whether or not a man wanted to stay on or wanted to leave. Supposing you
have two of three people whose jobs are redundant, and you need only one.
There might be some people who would just as soon leave as stay. That type
of thing would be taken into consideration, but main criterion is the require-
ment.

Senator THORVALDSON: I am glad to have the answer that some regard
will be paid to the men themselves. Some will want to leave, and that will
be facilitated by the department.

Hon. Mr. CarpiN: Yes, but this is not going to be an exercise. It will be
more or less on a personal basis as between the C.O. It will not be done by a
formal writ of execution.

Senator THORVALDSON: The department will try not to be ruthless in this
regard?

Hon. Mr. CARDIN: Yes. It will take into consideration the desire.

The CHAIRMAN: Shall we take it that the department will proceed in a
way that could not be designated as ruthless?

Senator THORVALDSON: Yes.

The CHAIRMAN: If you put it in the way you put it it raises the old ques-
tion: When did you stop beating your wife?

Senator CoNNOLLY (Ottawa West): Justice shall not only be done but shall
appear to be done.

Senator HUGESSEN: Then this compulsory retirement will be among the
headquarters staff.

Hon. Mr. CArRDIN: Yes, that is where the greatest amount will take place.
We feel that the headquarters has overgrown itself.

Senator LEONARD: In the scale of special cash benefits that are set out
in the table given to us there does not seem to be any provision so far as I
can see for an amount to be given to men who have served less than five years.

Hon. Mr. CArDIN: That is correct.

Senator LrONARD: Do you contemplate there will be any of those com-
bulsorily let go?

Hon. Mr. Carpin: I think they would be at a minimum because they are
the younger ones. There may be a few involved, but I do not think there would
be very many.

Senator THORVALDSON: Mr. Minister, in that regard I think there was a
Question asked of the Leader of the Government in the Senate to the effect
that when these men were retired would they have some priority in respect of
Dositions that are open in the civil service. I think some attention should be
Paid to that because, after all, some of these people who will be retired are
Veterans who have served in the last war, or in some war.
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Hon. Mr. CArDIN: I am informed they would have the same priority as the
veterans have had in the past if they have served in the war. There is no other
advantage.

The CHAIRMAN: Are there any other questions?

Senator LANG: Mr. Minister, how long do you anticipate it will take for the
three services to be integrated?

Hon. Mr. CarDpIN: That is a very dicey question. I would hate to put a
definite figure on it, but it seems to me that three or four years would be a rough
guess as to how long it will take.

Senator LEONARD: At least?

Hon. Mr. CArDIN: Yes, at least. That is a minimum.

Senator SmrTH (Kamloops): Do you know anything about the normal rate
of drop-out of those who have been in the service five years or less? I under-
stand that there is a considerable drop-out at the end of the first period of
service?

Hon. Mr. CArpIN: Yes. What is it that you want to know?

Senator SmrItH (Kamloops): What is the normal rate of drop-out of those
who have only been in the service up to five years?

Hon. Mr. CarpIN: We do not have that figure. If you would like it I will try
to get it for you.

Senator SmiTH (Kamloops): Is it considerable?

Hon. Mr. CarpiN: Yes, it is considerable.

Senator THORVALDSON: Mr. Minister, I am just wondering if this term
“integration” is not being used rather loosely. I might be wrong, but I have
been of the view that there was not going to be an integration of the services as
such; that the three services would remain separate and pretty much as they
are. It is my understanding that the main purpose of this bill is to create one
chief of staff in the place of the three chiefs we now have.

Hon. Mr. CarpiN: That is correct, Senator. This particular bill is aimed at
having one chief of the defence staff. As I stated earlier, this is the first step to
be taken towards integration, but eventually, and according to the normal
evolution, the forces will automatically integrate themselves.

The CHATRMAN: Are there any other questions?

; Senator MoLsoN: I have one question. I do not wish to quibble, but I would
h}{e to ask the minister how the term “chief of operational readiness” was
picked instead of “chief of operations”. That seems to me to be an odd bit of
semantics.

Hon. Mr. Carpin: I think that is a very good parting question. I have no
answer for it.

The CHAIRMAN: Are you ready to report the bill without amendment?
Hon. SENATORS: Agreed.
The CHAIRMAN: Thank you very much, Mr. Minister.

Thg committee thereupon concluded its consideration of Bill C-90, to amend
the National Defence Act.
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, Wednesday,
May 27, 1964.

“Pursuant to the Order of the Day, the Senate resumed the debate on the
motion of the Honourable Senator Hayden, seconded by the Honourable Senator
Crerar, P.C., for second reading of the Bill C-91, intituled: “An Act to amend
the Income Tax Act”.

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

The Bill was then read the second time.

The Honourable Senator’ Hayden moved, seconded by the Honourable
Senator Crerar, P.C., that the Bill be referred to the Standing Committee on
Banking and Commerce.

The question being put on the motion, it was—
Resolved in the affimative”
J. F. MacNEILL,
Clerk of the Senate.
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REPORT OF THE COMMITTEE

WEDNESDAY, June 3, 1964.

The Standing Committee on Banking and Commerce to whom was referred
the Bill C-91, intituled: “An Act to amend the Income Tax Act”, have in
obedience to the order of reference of May 27, 1964, examined the said Bill
‘and now report the same without any amendment.

All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.




MINUTES OF PROCEEDINGS

WEDNESDAY, June 3, 1964.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 9.30 a.m.

Present: The Honourable Senators: Hayden (Chairman), Aseltine, Baird,
Beaubien (Bedford), Beaubien (Provencher), Blois, Cook, Crerar, Croll, Des-
sureault, Fergusson, Flynn, Gelinas, Gershaw, Hugessen, Irvine, Isnor, Lambert,
Lang, Leonard, McCutcheon, McLean, Molson, Paterson, Pouliot, Reid, Smith
(Kamloops), Taylor (Norfolk), Thorvaldson, Vaillancourt, Walker, White and
Woodrow. (33)

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel.

On Motion of the Honourable Senator Croll it was RESOLVED to report
recommending that authority be granted for the printing of 800 copies in
English and 300 copies in French of the proceedings of the Committee on
Bill C-91.

Bill C-91, intituled: “An Act to amend the Income Tax Act” was considered,
clause by clause.

The following witnesses were heard:

Mr. F. R. Irwin, Director, Taxation Division, Department of Finance.

Mr. D. R. Pook, Chief Technical Officer, Taxation Division, Department of
National Revenue.

Mr. A. L. DeWolf, Legal Branch, Department of National Revenue.

At 11.40 a.m. the Committee deferred further consideration of Bill C-91
until 2 p.m.

At 2.00 p.m. the Committee resumed consideration of Bill C-91.

The following witnesses were heard:
The Hon. Walter Gordon, Minister of Finance.
The Hon. C. M. Drury, Minister of Industry.

On Motion of the Honourable Senator Leonard it was RESOLVED to report
the Bill without any amendment.

At 2.45 p.m. the Committee adjourned to the call of the Chairman.

Attest.
F. A. Jackson,
Clerk of the Committee.
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THE SENATE
THE STANDING COMMITTEE ON BANKING AND COMMERCE
EVIDENCE

OrTawA, Wednesday, June 3, 1964.

The Standing Committee on Banking and Commerce, to which was referred
Bill C-91, to amend the Income Tax Act, met this day at 9.30 a.m.

Senator Salter A. Hayden (Chairman) in the Chair.

The committee agreed that a verbatim report be made of the com-
mittee’s proceedings on the bill.

The committee agreed to report, recommending that authority be
granted for the printing of 800 copies in English and 300 copies in
French of the committee’s proceedings on the bill.

The CHAIRMAN: We have a quorum. We have two bills before us this
morning, one of which is carried forward from the last meeting. We have Bill
S-22 to amend the Companies Act and we have Bill C-91 to amend the Income
Tax Act. Subject to what the committee may say, I propose we proceed with
the Income Tax Act first.

Hon. SENATORS: Agreed.

The CHAIRMAN: We have here Mr. F. R. Irwin, Director of Taxation, De-
partment of Finance and Mr. D. R. Pook, Chief Technical Officer, Taxation

Division, Department of National Revenue. We are not sure if Mr. Harmer will
be here.

Honourable senators, I propose we proceed section by section. Is that agree-
able?

Hon. SENATORS: Agreed.
The CHAIRMAN: Would you commence, Mr. Irwin, with Section 1?

Mr. F. R. Irwin, Director of Taxation, Department of Finance: Mr. Chairman,
man, and honourable senators, if you wish I will try to give a short word of
explanation about each clause or subclause.

In looking at subclause (1) to Clause 1, I suggest you might' at the same
time look at subclause (5) of Clause 3, because the two deal with the same
matter.

The CHAIRMAN: They are on page 4 of the bill.

Mr. IRwIN: Subclause 5 of Clause 3 provides that amounts paid by a tax-
Payer in connection with a notice of objection or an appeal from a tax assess-
ment may be deducted as an expense. Clause 1 provides that if expenses have
been deducted in connection with a court case and the court then awards costs to
the taxpayer, the taxpayer must take those costs that have been awarded to
him into income, if he is going to deduct costs or expenses incurred by him
in connection with the appeal. So he will be able to deduct only the net expenses
in connection with the appeal.

The CuAaIRMAN: Shall subclause (1) of Clause 1 carry, and also subclause
S on the top of page 4?
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Senator LEONARD: Just a moment, Mr. Chairman. We are bringing in sub-
clause 5 of Clause 3. I wonder whether the words in it narrow the taxpayer’s
right to deduct expenses by confining them just to the words “preparing,
instituting or prosecuting an objection”. Would a taxpayer have other expenses
which normally one would think would be allowable with relationship to his
assessment for tax which now would be disallowed because those expenses
must come strictly under this description.

The CHAIRMAN: What you mean, senator, is that if there were an indica-
tion from the department, for instance, that they were going to add to your
income as declared, or even if they had made an assessment and you had gone
down to them and discussed it with them but had never made an objection?

Senator LEONARD: Or if you got an opinion before you had got through the
question of an objection or an appeal in relation to it, normally one would
expect that that type of expense would be allowable. As far as I know, it has
been allowable. If a question is raised in connection with income tax, you go
and get an opinion, that is an expense you charge up against your taxable
profits. Up until now I will assume that was allowed. Now, you put in certain
wording, because of a question that has arisen with respect to the allowance
of taxes when you come to an objection or to-an appeal, and you specifically
state those expenses will now be allowed. Have you in spelling it out caused
the question to arise that unless you come strictly within the wording with
respect to a dispute as to a tax—have you eliminated other costs or expenses?

Mr. IRwiN: We had not foreseen this amendment as reducing a taxpayer’s
right to deduct expenses in any way. Mr. Pook may want to speak to this.
I understand there is no intention to change—

Senator LEONARD: Clearly any expenses that have been allowed hitherto
are still allowable, is that the situation?

Mr. D. R. Pook, Chief Officer, Taxation Division, Department of National Revenue:
That is right Senator. The object of this is to carry on allowable expenses from
the point where we used to cut off.

Senator LEoNARD: I think that clears the point. It is on record now that
it is not restrictive in any way.

The CHAIRMAN: Shall these two items carry?
Hon. SENATORS: Carried.

The CHAIRMAN: Then subsection 2, which is only the coming into force
date of the application of the amendment. Is that carried?

Hon. SENATORS: Carried.
The CHAIRMAN: Section 2, Mr. Irwin?

Mr. IrwIN: It adds a new paragraph (ba) to provide that payments
received by Canadian residents from the federal Republic of Germany or
from another governmental body in Germany, as compensation for persecu-
tion by the National Socialist regime shall not be included in completing the
taxpayer’s income, provided that these payments are not subject to income
tax under the Income Tax Act of the federal Republic of Germany.

~ The CHAIRMAN: Mr. Irwin, supposing they were subject, the person receiv-
ing that would be entitled to a deduction?

Mr. IRWIN: Oh, yes.

Senator REID: How many cases are there of that kind now?

g Mr. IRwIN: We do not think there are many cases, Senator, but where
this does exist a hardship may occur. I understand that the department has
not fcaxed these payments where they were made as lump sum payments, and
I think a great many of these payments were in that category.
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The CHAIRMAN: This would cover them even if they were annual
payments?

Mr. IrRwIN: This is intended to cover the annuity type of payment. I
think the annual type of payment is not taxed, but if there is any doubt, I
should think they would—

Senator MoLsoN: May I point out Mr. Chairman, that I believe (ba) was
mentioned; it should be (fa).

The CHAIRMAN: Yes, does that carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 3, Mr. Irwin?

Mr. IRwIN: Subclause 1 merely changes the expression “60 day” to read
“120 days”. This extends the period within which the employer may make
his payment into an employees’ pension fund. Some employers base part of
their payment into an employees’ pension fund upon the amount of their
profits for the year, and it was represented to the Government that 60 days
did not give employers in every case a chance to compute their profits and
make the payment. So the period was extended to 120 days, which brings it
into conformity with the date allowed in connection with deferred profit
sharing plans.

The CHAIRMAN: Does the subclause carry?
Hon. SENATORS: Carried.
The CHAIRMAN: Subsection 27

Mr. Irwin: Subclause 2 is a complicated amendment, because it does
three things. First, it closes a loophole existing under the present wording.
Second, it provides that an amount may not be deducted twice. Third, it
broadens the rules for deduction of contributions in respect of services in
past years. The first change I referred to, which closes a loophole, is considered
necessary because the law now says a taxpayer may make contributions in
respect of past years while he was not a contributor. It was suggested that
the wording of the law at present would permit a taxpayer to keep on year
after year contributing and deducting an amount in respect of only one or
two years in the past while he was not a contributor. The amendment is
intended to provide that he may make contributions in respect of only so
many years as existed during which he was not a contributor.

The CHAIRMAN: And during which he was an employee but not a con-
tributor?

Mr. IrwiN: Yes. The second part of the amendment is merely to make
certain that a taxpayer cannot deduct an amount under two headings of the
Income Tax Act. The third change broadens the rules concerning the deduction
of amounts contributed by employees in respect to past years. At present the
law allows an employee to make contributions in respect of past years while
he was not a contributor and also allows him to make contributions in respect
of past years while he was a contributor; but he may not do both. The amend-
ment will permit him to make contributions in respect of past years while
he was a contributor as well as making contributions in respect of past years
While he was not a contributor. The intent is to give a little more flexibility
to the employee who wants to make contributions in respect of previous
Periods of employment.

The CHAIRMAN: So as to build up his ultimate reward in the way of
bPension?

Mr. IrwiN: Yes.
The CHAIRMAN: Any questions on this? Shall the subparagraph carry?
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Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 3, on the top of page 3 of the bill, deals with
tuition fees of students.

Mr. Irwin: This extends the present right to deduct tuition fees to include
tuition fees paid by part-time students.

The CHAIRMAN: And also students in full time attendance at a university
outside of Canada?

Mr. IrwiN: That is in the present law, sir, and that deduction continues;
but for tuition fees paid to educational institutions in Canada the fees no longer
have to be paid for full-time instruction.

The CHAIRMAN: May I call to the attention of the committee that (gb)
is being repealed. The new (qgb) talks about being in “full-time attendance
at a university outside Canada in a course leading to a degree,”. Are you
suggesting that “in Canada” in the context in the statute is limited only to
“in full-time attendance at a college or other educational institution in Canada”,
and that reference to full-time attendance at a university and leading to a
degree can be a university anywhere in the world?

Mr. Irwin: It is my understanding that they have allowed the deduction.
The CHAIRMAN: Any question on this? Shall the subsection carry?

Hon. SEnATORs: Carried.

The CHAIRMAN: Now we have subsection (4).

Mr. IrwiN: Subclause (4) is another amendment to prevent double deduc-
tion of transfers from one kind of retirement plan to another.

The CrHARMAN: Could you illustrate?

Mr. Irwin: This amendment is necessary because section 11(1) (u) of the
act provides a deduction for amounts paid in the year, or within 60 days after
the end of the year, where these are transfers from a pension plan to another
pension plan, or they might be from a deferred profit-sharing plan into a pension
plan. Because this transfer may be made within a taxation year, or within 60
days thereafter, the possibility arose that a taxpayer might deduct it not only
in the year for which he was filing his return but also in the following year.

Let me give an example. Suppose he had made this transfer in the 60-day
period after the end of 1964, that would allow him to claim the advantage of
this provision of the law in 1964; but he might also then, because the actual
transfer had taken place in 1965, take advantage of these provisions in 1965.
The amendment is intended to prevent this double application of the benefit
provided by the law.

The CHAIRMAN: You cannot carry it back and carry it forward if you make
the payment after the end of the year?

Mr. IRWIN: Yes.
The CHAIRMAN: Carried?
Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 5 we have dealt with. Then subsection 6.

2 Mr. IRwIN: This amendment merely adds the underlined words which refer
t9 an agreement for sale”. The paragraph being amended deals with the situa-
tmn_Whe{'? depreciable property has been disposed of and part of the proceeds
of disposition—more generally referred to as “sale price”—include a mortgage
or hypothec on land. The law requires that proceeds of disposition be deducted
from t}le cz?p1ta1 cost allowance account of the taxpayer, or it might have to be
taken into Income. If this mortgage or hypothec on land, which has been part of
the proceeds of disposition, is subsequently sold for a loss—that is, for less than
its principal amount—this will show that the proceeds of disposition were over-
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stated, and some adjustment should be made. The adjustment takes the form
of allowing the taxpayer to deduct the loss realized on the sale of the mortgage
or hypothec. All this is already in the law. All the amendment does is add the
words ‘“an agreement for sale” to the section so that it will apply to that kind of
security.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 7 at the bottom of page 4.

Mr. Irwin: This clause is consequential upon the amendment provided by
clause 3(2), which I described, where an employer is making contributions in
respect of services in past years. The law has provided that if an employee
makes a contribution in a year in respect of past years which is in excess of
the $1,500 limit for that year he may carry the extra forward. It is necessary
to amend that provision because of the amendment provided by subclause (2)
of clause 3.

The CHAIRMAN: He is still in the position where he can make up to $1,500
of a contribution for past service and $1,500 for future service, and in years in
which he does not make that amount he can pick that up in a subsequent year.

Mr. IrwiN: He has to make the contribution in a year. Then if that exceeds
his limits for that year, the extra may be carried forward.

The CHAIRMAN: The law still is, if he makes a contribution less than $1,500
in respect of past service or future service, if he has room in the next year, or a
succeeding year, he can pick that up, to the extent of the limit of $1,500. If last
year, for instance, I contributed $750 for past service and $750 for future service,
in the next year I could go to $1,500 in each year to carry that forward—is that
right?

Mr. Irwin: I would think so. This would depend on the pension plan itself
agreeing to this.

The CHAIRMAN: Maybe it was not a fair question.

Senator CROLL: Mr. Chairman, the question occurs to me, and has bothered
me for some time, so I will ask it now: we have heard a great deal of talk
about pension plans here. What department of Government is responsible for
assuring themselves that the money put into the pension plans is there in the
pension plans, and that no one can reach for it and no one is dipping
into it?

Mr. IRWIN: At the present time I cannot assure you there is a depart-
ment of Government ensuring that pension plans manage their affairs or their
investment policy as prudently as some people think they should. This is a
problem which has received the attention of the groups looking into pension
plans in Ontario. I think it is mentioned in their report. I know it is a subject
of interest and concern to the Government of Canada, but the pension plans
are still a matter for the employer and his employees. True, they do have to
meet certain requirements if contributions to . those plans are going to be
deductible for tax purposes, but I think some people have expressed doubt
that the federal Government has the constitutional authority to step in and
tell an employer and his employees how they shall invest their funds and
What they shall do in matters which are entirely concerned with the adminis-
tration of their own pension plan.

Senator CroLL: What government authority is it suggested has that right?
The CHAIRMAN: The provincial.

Mr. Irwin: I would think the provincial governments would have that
Tight.
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Senator LEONARD: There was what was called a blue book which was
compiled to give certain regulations with respect to pension plans to qualify
as an approved pension plan for deductions for income tax purposes.

Mr. IRwiN: There was a set of instructions or ministerial regulations out-
lining the requirements pension plans must meet if they were going to be
accepted for registration for income tax purposes. That book was withdrawn
a number of years ago. Pension plans still have to be accepted for registration
before employer and employee contributions thereto can be deducted for in-
come tax purposes. But the role of the Department of National Revenue here
is to ensure that the deductions claimed by employers and employees are
warranted and that they are within the provisions of the income tax law.

Senator LEONARD: Since that was withdrawn there is now no compilation
of the requirements in order that the plan may qualify?

Mr. IrwiN: No, sir.

Senator MoLsoN: Do not pension plans have to file an annual statement
with the Superintendent of Insurance?

Mr. Pook: A pension plan as such would not file an annual return. It
depends whether it is a trust or whether it is an insured plan.

Senator MoLsoN: I am sorry I did not hear you.

The CHAIRMAN: He said it depends whether a plan is a trustee plan or
an insured plan. Certainly if it is an insured plan there would be no return.
If it was a trustee plan the trustees would have an obligation to make a
return.

Senator MoLsoN: To whom?

The CHAIRMAN: They would have to make a return on their operations
in order that the deductions on the plan might apply.

Senator McCuTcHEON: They would make no return.

Mr. IrwIN: They can be required to file a return but it is not automatic
since they are not taxable.

Senator CROLL: The plan, as I understand it is approved by the federal
Government through one of its departments.

Mr. IrwiN: It is not approved but it may be accepted for registration for
income tax purposes.

Senator CroLL: And from then on you lose all contact with it? You lose
all contact with it and for all purposes it then comes under the supervision,
if any, of the provincial governments.

Mr. Inwin: I would not say we lost all contact with it because each year
amounts are claimed for deductions for contributions to this pension plan,
and of course this plan may also be paying amounts out as pensions and will
have to submit information returns to the Government if it is making poy-
ments. So the Department of National Revenue does not lose contact with it.
However, I will agree that the Department of National Revenue is not charged
with the responsibility of overseeing its activities year after year.

Ser}ator pROLL: As far as you know no provincial government has taken
any action with regard to these pensions up to the present time?

Mr. IRwIN: I am not too well informed about the provincial action in this
field, but I don’t know of any action taken.
4 l‘éir. A.' C. Cry;ler, Legal Secretary, Board of Trade of Metropolitan Toronto: In
the ntario Pepglons Benefits Act which at the moment is not yet in force
€re are provisions under which the provincial government would assume

responsibility for supervising the solvency of th i
be over and above the trust. 78 L e
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The CHAIRMAN: Is that a general act or is it m relation to the contemplated
pension plan of the Ontario Government?

Mr. CrRYSLER: Originally you are correct, sir, but there have been certain
developments since and certain amendments have been made to that act
and perhaps I am expressing a personal idea here but I understand that will
be an act which eventually will apply to pensions other than those directly
administered by the state.

Senator CROLL: I come back to where we were a few moments ago, that
nothing at the moment has been done by any provincial government to the
knowledge of the governmental officials with respect to the solvency of these
various pension plans.

Mr. C. L. King, Canadian Institute of Chartered Accountants: The Government
of the Province of Saskatchewan requires a very detailed report from pension
plans and pension plan trustees including the filing of all documents and
reports of its operations.

The CHAIRMAN: Do they require an actuarial report on its solvency?

Senator CrorL: Is that anually?

Mr. King: I am not sure if it is every three years or every five years.

The CHAIRMAN: Any other questions? Does this subsection carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 7T—we have carried it all. Then on the bottom
of page 5, subsection 8—this is simply the coming into force date of the various
sections with which we have been dealing.

Hon. SENATORS: Agreed, carried.

The CHAIRMAN: Then section 4 on page 5 of the bill. This is a consequen-
tial amendment.

Mr. IRwIN: This repeals subsection 3 in section 12 of the act and is conse-
quential upon the amendment to be added in clause 5. That is where the new
section 18 is found.

The CHAIRMAN: Shall this carry?

Hon. SENATORS: Carried.

The CHAIRMAN: That deals with subsections 1 and 2. Now we come to
subsection 3 of section 4 of the bill.

Mr. IrwinN: This is a transitional provision to explain the necessity for the
subclause. I should explain that under the present provision of section 12 sub-
section 3 where a taxpayer is on an accrual basis and where he has an amount
owing to someone else, with whom he is not dealing at arm’s length, the law says
an amount charged or showing as owing may not be deducted unless it is actu-
ally paid by the end of the following year. However, if it should subsequently be
paid in the third, fourth or tenth year it may be deducted in that year. This
provision which was intended, in part at least, to block a loophole has also
opened the way for some abuse because it permitted a taxpaper to arrange
to make and deduct certain payments when it suited him best. For example,
a subsidiary company in one of the designated areas, subject to the three year
tax exemption, might find it to its advantage not to make any payments or claim
any deductions in the three year period, but to claim in another year when it
Was to its advantage. Because of this difficulty the present section 12, sub-
Section 3 is being repealed, and is being replaced by new rules. However, there
Will be some instances, I think, where payments have been charged on a tax-
Payer’s books and not yet pald Now that taxpayer will have been denied

that deduction since it was not actually paid within the time limit provided
in the present law, but that taxpayer would also expect to be able to deduct
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those payments when subsequently made. Subclause 3 says where there is
such an amount outstanding the taxpayer may deduct it if the amount is paid
before 1967.

The CHAIRMAN: There is some hardship in that, I would think, Mr. Irwin,
because the act may have been set up under the law when it was perfectly all
right to carry on in that way, even when there was a long arm relationship,
as long as you could deduct the payment when you made it. I can see there
may be progressive payments over five or ten years which, in this situation,
are deductible only when they are paid. You are now putting a limit, and if
you don’t revise the schedule of payments so as to take care of these outstanding
items, and if they are not paid by 1967, no matter when they are paid they are
not deductible. Is that correct?

Mr. IRwiN: That is correct, sir. On the other hand, it was believed by the
Government that there should be some finality to this; that some cut-off date
had to be established, and it seemed at the time that this was being prepared,
at any rate, a reasonable period.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: The substance is in section 5 which creates the new sec-
tion 18. Is that right?

Mr. IrwIN: Yes, sir. This amendment adds a new section to replace the
provisions of section 12(3). Under the new rules an expense will be deductible
in the year it is charged on the books of the taxpayer, but if the amount has
not actually been paid by the end of two years from the end of that taxation
year then the amount will be added back into the income of the taxpayer; or
the taxpayer and the person to whom the amount is owing can get together
and sign an agreement that the amount has been converted into a loan—that
is, it is deemed to have been paid and loaned back to the taxpayer.

The CHAIRMAN: In which event, the deduction stands?

Mr. IrwIN: Yes, sir.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: That takes us halfway down page 6. Subsection (2) is
simply the date of coming into force. That is, it is applicable to an outlay or
expense incurred in 1964 or subsequent years. Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 6 of the bill?

: .Mr. IRwIN: Subclause (1) adds two new paragraphs. The new paragraph
(i) is similar to the amendment we looked at in subclause (6) of clause 3. It
adds the underlined words “agreement for sale of or”. This particular amend-
ment_ deals with the situation where a mortgage or an agreement for sale is
sold in the same year as the depreciable property.

’_I‘h_e new paragraph (j) deals with the sale of an interest in a partnership,
and is intended to continue a practice that has been followed for a good many
years. When a member of a partnership sells his interest in the partnership
:ﬁ:t sale may 1nc1ude' a sha_re in cgrtain depreciable property, and it is felt that
= ar;(;mgl Il‘ule dealing with cap.ltal cost allowance, whether it be recapture
if minal loss, should apply w1ﬁh respect to that depreciable property. Also,

a new member of the partnership is acquiring an interest in the partnership

he too will want to know wher i is ri :
t e he stand
capital cost allowance. R e

The CHAIRMAN: Yes, this became necessary because you had a court deci-

sion to the effect that the sale of an interest i i £
the assets of the partnership? e T
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Mr. Irwin: That is right, sir.
The CHAIRMAN: This is to overcome the implications of that decision?
Mr. Irwin: Yes.

Senator LEONARD: This requires an evaluation of the depreciable assets in
relation to the total interest sale?

The CHAIRMAN: Either an evaluation, or the agreement should allocate
various portions of the price to the various types of assets being sold.

Senator LEONARD: Yes, that is what I mean.

The CHAIRMAN: Yes. Shall this subsection carry?

Hon. SENATORS: Carried.

The CHAIRMAN: And subsection (2), the date of coming into force?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 7?

Mr. IrwiN: This will permit a taxpayer to claim his brother or sister as
a dependent for income tax purposes, if the brother or sister is a dependent
and is in fulltime attendance at a school or university. At present a taxpayer

may claim a deduction for his adult brother or sister only if he or she is
dependent by reason of mental or physical infirmity.

The CHAIRMAN: Carried?
Hon. SENATORS: Carried.

The CHAIRMAN: Section 8 of the bill, on page 8. This is the provincial
abatement feature is it? '

Senator McCuTcHEON: This is the family allowance.
The CHAIRMAN: Oh, yes; I am thinking of section 9.

Mr. IrwiIN: This is an annual amendment which provides that the parents
who receive family assistance shall be treated for income tax purposes as if
the children were in receipt of family allowances.

The CHAIRMAN: Carried?
Hon. SENATORS: Carried.
The CHAIRMAN: Section 9 is the one dealing with provincial abatement?

Mr. Irwin: Yes, Sir. This provides that the abatement in 1965 shall be
21 per cent instead of 19 per cent, and that the abatement in 1966 shall be
24 per cent instead of 20 per cent.

The CHAIRMAN: Carried?
Hon. SENATORS: Carried.
The CHAIRMAN: Section 10?

Mr. IRwIN: This substitutes the underlined words for the words “a tax-
payer”. This is an amendment for clarification. The section being amended
permits a taxpayer to elect an averaging formula for a certain kind of income.
It was never intended that this formula would apply to a corporation or a
trust, but there was some doubt under the existing wording, so this is intended
to make it clear that it is available only to an individual other than a corpora-
tion, trust or estate.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 11 of the bill? This is at the top of page 9.

Mr. Irwin: This is to delete the reference to section 40A. This is an amend-

Mment which was inadvertently omitted last year. Section 40A was repealed
in 1963.

The CHAIRMAN: Yes. Carried?
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Hon. SENATORS: Carried.

The CHAIRMAN: Section 12?

Mr. Irwin: This deals with the rate of tax on non-resident owned invest-
ment corporations.

Senator McCUTCHEON: That is changing what was done last year, bringing
it up to where it stood before?

Mr. IrwiN: Yes, Sir.

The CHAIRMAN: As and from January 1, 1965?

Senator McCuTcHEON: Yes. It is 15 per cent now.

Mr. IrwIN: Yes.

Senator McCuTcHEON: This merely continues it?

Mr. IrwiN: Yes, Sir. ;

The CHAIRMAN: Well, it was going to be 20 per cent starting on January 1,
1965. This eliminates that provision.

Senator McCutcHEON: A lot of people never thought it would be 20 per
cent.

Senator LEoNARD: This is making prophets out of some people.

The CHAIRMAN: Yes, this is establishing our reputation as seers and
prophets.

Senator McCUTCHEON: Yes.

Hon. SENATORS: Carried.

The CHAIRMAN: Section 13?

Mr. IRwIN: Subclause (1) of this clause is intended to clarify one of the
requirements which must be met in order to qualify as a manufacturing or
processing business for purposes of the designated area program. One of the
requirements is that net sales from processed or manufactured goods must
equal 95 per cent of gross revenue, and “net sales” are defined to exclude certain
rebates. This amendment is to provide that this exclusion or deduction for
rebates shall apply both to net sales and to gross revenue, so that the formula
will be more fair.

The CHAIRMAN: Otherwise you were locked into a spread of 5 per cent
only. Is not that it?

Mr. IRwIN: Yes. Under the present law this requirement might be very
restrictive in certain cases.

The CHAIRMAN: Yes, because the net sales were defined as being the gross
revenue less a considerable number of deductions?

Mr. Irwin: Yes, sir.

The CHAIRMAN: That is section 13(1) of the bill. Shall this subsection
carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection (2), which is at the top of page 10?

Mr: IRWIN: This extends the period within which any manufacturing or
brocessing business in a designated area may qualify.

Senator McCUTCHEON: In this connection, Mr. Chairman, may I say that
Iam sorry I was late. I stayed to the end of the breakfast.

The CHAIRMAN: I did not.

Senator McCUTCHEON: I missed whatever may have been said during the

opening few minutes of this meeting. Is it proposed that the minister be with
us to deal with any of these sections?

A The CHAIRMAN: W}}at I had in mind, subject to the committee’s view, is
that if there are any points that develop on which it is felt that the committee
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would like to hear the minister then we should accumulate them. However,
here should be some indication from the committee as to this as we go along.

Senator McCUTCHEON: I think the committee might be interested in hearing
from the Minister of Industry as to what has taken place to date with respect
to this whole group of sections relating to designated areas. I forget the terms,
but I think the committee would like to know what certificatees have been
issued, what aplications for certificates have been received, in what areas, for
what amounts, and so on.

The CHAIRMAN: If it is statistical information that you wish then I think
this witness can give it to you. Is that right, Mr. Irwin?

Mr. IrwiN: Within certain limits, sir. I have some information which I
received from the Department of Industry. The Hansard for the House of Com-
mons of Wednesday, May 27, at page 3644 contains an answer, where it states:

Since this legislation was enacted on December 5, 1963, and up to
date May 25, 1964, 60 new processing businesses have declared their

intention to establish in such a manner as to benefit from the designated
area tax incentive program.

The planned employment reported by the new businesses is 5,215.

I am informed by the officials of the Department of Industry that over 200
inquiries have been received by the Department of Industry.

The CHAIRMAN: How many certificates have been applied for? Have you
thata information?

Mr. IRwIN: They will probably have very few applications for certificates.
The department cannot issue a certificate until it has been established that the
business is in commercial production and I think it can only certify that a

business is a new manufacturing or processing business after the end of its
year.

The CHAIRMAN: That is why we are making an amendment this year so
as to provide also for a notice of intention. Is not that right?

Mr. Irwin: I am informed that several new manufacturing or processing
businesses are already in production even though this law only became effec-
tive on December 5, 1963.

Senator McCutcHEON: I still think it would be helpful if the minister
could speak to this rather than Mr. Irwin. My view is that these sections gen-
erally, this type of incentive so-called, generally results in a windfall to
companies who would have gone ahead with what they were doing, whether
the section is there or not; and I do not think that is a matter that Mr. Irwin
would want to discuss.

The CHAIRMAN: I am not trying to impede your desire for information,
senator. I would like to see it 150 per cent satisfied. I am wondering how we
can get evidence from any departmental officer that certain people who have
either engaged or who have located in a designated area were going to locate
there anyway. :

Senator McCuTcHEON: I do not think we can get that information from
any person but I suggest that if we knew who the people were that have
located and where they have located, many of us could come to a judgment
on the matter.

The CHAIRMAN: I would think that until the certificates were actually is-
Sued we might not be able to get the information.”

: Senator McCutcHEON: May I ask if any certificates actually have been
1ssued?
20968—2
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Mr. IrRwiN: I cannot answer that, sir. The information I have from the
Department of Industry is that some new manufacturing or processing busi-
nesses are already in production. I do not know whether the Department of
Industry has given them certification that they have come into commercial pro-
duction on a given date. :

The CHAIRMAN: We can check on that.

Mr. Irwin: I might add, if I may, that it is my understanding—and this
is based on what I have heard from officials of the Department of Industry—
that they believe they are restricted in the information they can give about
particular taxpayers and the intentions expressed to put particular businesses
in designated areas. It may be a matter of some importance to a business that
its intentions to proceed in an area be not known too early.

Senator McCuTcHEON: I can appreciate that, Mr. Irwin. That is the point
the Minister of Finance made when he drew back from his first suggestion
that he would give names; but where persons are already in commercial pro-
duction there should be no objection to our being given the names and locations.

The CHAIRMAN: I have made a note here to ascertain whether any certifi-
cates have actually been issued. If they have, I think we are entitled to get
the information.

Senator McCuTtcHEON: Can we not go a little further and get information
about the firms which Mr. Irwin says he is advised by the departmental offi-
cials are not now in commercial production, even though, because of the pro-
visions of the act, the actual issuance of the certificate is delayed.

The CHAIRMAN: Let us take that carefully. It does not follow that because
a corporation is in commercial production or is in what is a designated area,
that it is going to apply for a certificate or that it is operating in such a manner
that it would be entitled to apply for a certificate.

Senator McCutcHEON: The whole purport of the minister’s answer was
that he was familiar with a great many firms and that some of them are now
in commercial production.

The CHAIRMAN: Those are two headings—have any certificates actually
been issued; and is there any new operation now in a designated area?

Senator McCutcHEON: If there is 'a new operation in any form there,
presumably there is an intention to take advantage of the tax abatement.

The CuarrmAN: We will have to get in touch with the Minister of Industry.
Subject to that, does subclause 2 on the top of page 10 carry?

Hon. SEnaTORs: Carried.

; Mr. IrwiN: Subclause 3 makes a technical change in the rules for deter-
mining if a new business is being carried on in a designated area. The law at
presgnt requires that two conditions must be met before a business will be
considered as being carried on in a designated area.

Brieﬁy, those two requirements are: (1) Ninety-five per cent of all the
machinery, equipment, other than delivery equipment, and buildings owned
or _leased by the person and used in the business, must be situated in the
designated area; and (2) Ninety-five per cent of the machinery or equipment
owned or leased by the person and used in the business must be acquired
before June 13, 1963 and be previously unused.

Senator McCuTcHEON: Must be acquired after.

i Mr. IRWI'N:_I beg your pardon—must be acquired after. In order to apply
ese rules, it is necessary to place a value on the assets in question. The
ggesent law refers to capital cost. Capital cost has a special meaning in Section
e of the Income Tax Act but those rules are not applicable to Section T1A.
oreover, the use of the expression ‘“capital cost” made it possible for tax-
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payers to qualify without acquiring any substantial amount of new assets in
the designated area. There might, for example, be an arrangement between
a parent company and a newly established subsidiary in a designated area,
under which assets worth substantial amounts of money would be sold to the
subsidiary for, say, $100. The subsidiary then would only have to acquire
several hundred dollars worth of new machinery in order to meet the test
that 75 per cent of its equipment was new.

Senator McCuUTCHEON: It might transfer it at its then capital cost, which
might be then very low, for used equipment, and put it on its books at the
same value. As a matter of fact, between a parent and a subsidiary, for capital
cost purposes, you would not do it the other way. So this is just closing a
loophole.

The CHAIRMAN: Except for the qualification in the original section “and
had been used for any purpose whatever before June 14, 1963”.

Senator McCuTcHEON: Ninety-five per cent. But suppose I have a very
old piece of equipment which I have written down to $1, I transfer it to my
subsidiary for $1.

The CHAIRMAN: It is much easier to meet the 95 per cent rule then?
Senator McCUTCHEON: Very much so.

The CuHAIRMAN: Shall subsection 3 carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 4, I take it, Mr. Irwin, is simply a determina-
tion of value; and I think you have coupled that with your explanation?
Mr. IrRwin: Yes.

The CHAIRMAN: Shall subsection 4 carry?
Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 5, on page 11 of the bill, deals with Notice of
intention. :

Mr. IrRwIN: The purpose of this amendment is to provide for the situation
where an area which is now designated might in the future cease to be a desig-
nated area. It is intended to protect the taxpayer who has made plans to pro-
ceed in an area that is now designated and to ensure that he will not lose the

benefits he had counted upon if the area should cease to be designated in the
future.

The CHAIRMAN: Then you have the rules for interpretation. Any ques-
tions?

Senator McCuTcHEON: I would like Mr. Irwin to run over this rule; I
would like an explanation.

Mr. IrwiN: The new paragraph (7) permits a taxpayer to file a notice of
intention, and the new paragraph (8) provides that if a certificate was issued
during a period when an area was designated or a notice of intention was filed,
as now provided in paragraph (7), that area shall continue to be regarded as
a designated area with respect to that business. It is also provided that the
area shall continue to be regarded as a designated area if a business com-
menced manufacturing or processing in reasonable commercial quantities be-
fore the area ceased to be designated, or within twelve months thereafter. There
1s a further provision to cover the business which had signified its intention
of proceeding, but which had not come into commercial operation before the
area was designated and had not come into commercial operation within a
Year after it ceased to be designated. In this case, the minister must be satis-
filed that the taxpayer had made substantial progress towards getting into
Production before the area was designated and had proceeded with—I think
he expression is—

20968—23
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The CHAIRMAN: You mean before the area had ceased to be a designated
area?

Mr. Irwin: Yes, if it had made preparations before the area ceased to be
a designated area, and after the area ceased to be designated had proceeded
with reasonable expedition to cause the business to commence manufacturing
or processing.

The CHAIRMAN: Shall the subsection carry?

Senator McCuTcHEON: No, Mr. Chairman. I would like to discuss that sub-
section with the minister. I am concerned about the discretionary powers there.

The CHAIRMAN: Do you mean, with the Minister of Industry?

Senator McCuTcHEON: In this case, yes, the Minister of Industry.

The CHAIRMAN: To discuss with the Minister of Industry as to subsection
(7) of section 13. Do you want this section to stand, or shall we carry it?

Senator McCuTcHEON: If the minister is going to come, I think it would
be as well to stand the section.

The CHAIRMAN: Subsection 5 of the bill, the new subsection (7) of the
act, stands.

Senator McCUTCHEON: Yes.

The CHAIRMAN: Then we can defer the coming in force date of this sub-
section too, until you hear the minister?

Senator McCuTcHEON: Right.

The CHAIRMAN: So we now go to section 14 of the bill.

Senator CRERAR: Before you go to section 14, Mr. Chairman, may I make
a comment? There is a lack of clarity in some of these sections. Subsection (7)
of section 13 affords a good illustration of what I mean. On the fourteenth line
we find “ceased to be a designated area it shall,”. You have to do down to
line 32 to find out what “shall” refers to. All I have to comment is that that
is very clumsy construction. I would offer the suggestion that the departmental
officials or someone should be able to state these matters in a much more in-
telligible form, so that the ordinary layman can follow it. It is all right for
expert lawyers like Senator McCutcheon or Senator Hayden.

Senator McCuTcHEON: Do not iriclude me in that category.

Senator CRERAR: They are accustomed to thinking out these things.

The CuHAIRMAN: The only comment I make, Senator Crerar, is that many
sections in the Income Tax Act are really complicated, and this one by compari-
son, if you put it beside those sections, would be the essence of simplicity. That
is only a comment.

Senator LEoNARD: Has Mr. Irwin the present list of designated areas?

The CHAIRMAN: That was given when the bill came in last year, but still -

remains the same.
Mr. IRwIN: It is the same list. I am sorry that I have not that list with me.
The CHAIRMAN: We now proceed to section 14 of the bill, on page 11.
Mr. IrwiN: It deals with scientific research, and the new subsection is to
provide that expenditures of a current nature for scientific research carried
on outside Canada shall be deductible in computing income if the research is
related to the taxpayer’s business.

: Senator McCUTCHEON: Normally, it is a question of whether this was money
laid out to earn income.

i The CH‘AIRMAI\.I: The only test heretofore has been whether the money was
ai qut to earn income, but if this section becomes law, if the object of
scientific research relates to the business, that qualifies.

R IRESEN———
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Senator McCutcHEON: If related to the business?

The CHAIRMAN: If related to the business; whereas heretofore you simply
established that it was an expense laid out for the purpose of scientific research.

Shall subsection (1) carry?

Hon. SENATORS: Carried. _

The CHAIRMAN: Now subsection 2 on the top of page 12.

Mr. IrwiN: This amendment adds the underlined word, and is intended to

correct a misleading reference to section 27 of the act. Section 27 refers to
taxable income. This is a tidying-up amendment.

Senator LaAnG: I understand there is some anomaly in these sections with
respect to research consultants who are involved solely in the business of
research, that is, actual research projects for income, and research projects
for their own purposes.

Mr. IrwiN: I believe I understand the situation to which you refer, Senator,
and that is, that profit made on research done for other persons may reduce
the amount of increased research expenditure as computed under the present
law arising from research done on their own account. This problem has been
brought to the attention of the Minister of Finance only recently, and I believe
he has indicated that he would study this matter.

Senator Laneg: Is it a complicated matter? I am wondering if it assumes
too much.

Mr. IrwiN: You will find any amendment to the Income Tax Act now is
bound to be complicated. I would not like to suggest it is a simple amendment,
or one that would be prepared in a hurry.

The CHAIRMAN: I think maybe Senator Lang meant, is the consideration
a simple one, or does‘it involve a lot of complicated problems?

Mr. IrwiN: I think the problem is clear enough.

The CHAIRMAN: Then subsection 2 carries?

Hon. SENATORS: Carried.

Senator McCutcHEON: I take it that both subsections 1 and 2 permit only
deductions of amounts actually expended?

Mr. IRwIN: Yes.

The CHAIRMAN: Subsection 3.

Mr. Irwin: This is to re-define the expression “expenditures on scientific
research”. This is made necessary by the change in subclause 1.

The CHAIRMAN: Shall subsection 3 carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 4—carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 15 of the bill?

Mr. IrwiN: This deals with registered retirement savings plans. It is a
relieving amendment. The law presently requires that the annuity to be
brovided under registered retirement savings plans must be a level annuity.
There is one exception. That is, the annuity may be reduced by the exact
amount of the payment under the Old Age Security Act. The amendment is
to introduce a degree of flexibility to permit this reduction to be any amount up
to the amount of the old age security payment.

The CHAIRMAN: Carried?

Hon. SEnATORs: Carried.

The CHAIRMAN: Subsection 1—carried?
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Hon. SENATORS: Carried.
The CHAIRMAN: Subsection 27?

Mr. IrwiN: This also deals with registered retirement savings plans, and
again it is intended to prevent a double concession being received by the
taxpayer in respect of amounts transferred from one plan to another.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 3, the coming into force date, carries?
Hon. SENATORS: Carried.

The CHAIRMAN: Section 16 of the bill.

Mr. Irwin: This deals with sale of accounts receivable. The subsection
being amended provides rules to cover the situation where a business, including
its accounts receivable, has been sold. The amendment will permit this section
to encompass the sale of receivables arising from loans made in the course of
the business.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 2, the coming into force date, carries?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 17 of the bill.

Mr. Irwin: This will permit a taxpayer to file a single notice with the Tax
Appeal Board.

The CHAIRMAN: Carried—that is subsection 1 of section 177

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 2 of section 17.

Senator LEONARD: What would the fee be otherwise?

The CHAIRMAN: $15 on each notice, is it not?

Mr. IRWIN: Yes.

Senator MoLsON: At present?

The CHAIRMAN: Yes, at present.

Mr. IrwinN: I do not think it has been administered that way, but there
was a court decision, I think, which denied the taxpayer the inclusion of a
number of appeals in one document, and this is to permit the department to
carry on with what has been the practice.

The CHAIRMAN: But strictly under the law it is $15 an appeal?
Mr. IRwIN: I suppose so.

The CHAIRMAN: However, this does away with that.
Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 3 of section 17.
Mr. IRWIN: This provides for the transition.
The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

.The CHAIRMAN: Section 18 of the bill.

Mr. IRWIN: This is a corollary of the amendment just referred to, and
covers appeals to the Exchequer Court.

The CHAIRMAN: Carried?
Hon. SENATORS: Carried.

The CHAIRMAN: And all that section carries.
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Then section 19.

Mr. Irwin: This repeals the special 5 per cent tax imposed in 1963 on
increased dividends paid in a certain period before the end of 1964 by a com-
pany that did not have a degree of Canadian ownership.

The CHAIRMAN: Carried?
Hon. SENATORS: Carried.
The CHAIRMAN: Section 20.

Mr. IRwiN: Subclause 1 provides that the rate of non-resident withholding
tax on dividends paid by a company that does not have a degree of Canadian
ownership shall be 15 per cent and not 20 per cent, starting in 1964.

The CHAIRMAN: 1965.

Mr. IRwWIN: Yes, starting in 1965, as was legislated last year.
The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 2?

Mr. IRWIN: Subsection 2 provides for the coming into effect of the new
rules concerning the degree of Canadian ownership. This provides that the new
rules will not apply to dividends declared on or before March 16, 1964 unless the
taxpayer elects to have them apply. The new rules will apply to all dividends
declared after March 16, 1964.

The CHAIRMAN: Carried?
Hon. SENATORS: Carried.
The CHAIRMAN: Subsection 3?

Mr. IRwiN: This amendment deletes the provision for refunding that part
of the non-resident withholding tax levied in excess of 15 per cent. It is no
longer necessary since the 20 per cent rate is not to come into effect.

The CHAIRMAN: This is a special provision that has application in rela-
tion to a company that did not have a degree of Canadian ownership until
possibly the end of 19667

Mr. IRwWIN: Yes, sir.

The CHAIRMAN: And it would have paid 20 per cent in the period of 1965
and 1966, and would get a refund of that 5 per cent if it became a company
having a degree of Canadian ownership by 19677

Mr. IRwIN: Yes, sir.

Senator McCUTCHEON: You are not going the one step further and making
any provision for refunds in the case of companies now subject to 15 per cent
withholding tax subsequently acquiring a degree of Canadian ownership?

_ Mr. IRwIN: That provision was put in the law last year and is not being
disturbed.

The CHAIRMAN: The 10 per cent is enjoyed if you qualify with the necessary
degree of Canadian ownership.

Mr. Pook: As revised, this section provides if they get the degree of Cana-
dian ownership for the 1967 period and have paid 15 per cent in the meantime,
they can get 5 per cent back.

Senator LEONARD: Back to what date, June 13?

The CHAIRMAN: No, it would be earlier than that.

Mr. Pook: It would be credited after June 13, 1963.

Senator LEoNARD: That is the answer to Senator McCutcheon’s question.
The CHARMAN: Satisfied?

Senator McCuTcHEON: I think I am, but if I require a degree of Canadian
OWnership by January 1, 1967 and I have not the degree of Canadian owner-
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ship today, on my dividends of non-residents I am holding 15 per cent tax. If
I acquire the degree of Canadian ownership by January 1, 1967, as I understand
it, this section provides, in effect, a refund of the difference between the 10
and 15 per cent with respect to the dividends to be declared after June 13,
1963 and before January 1, 1967, is that correct?

Mr. Pook: That is correct, sir.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 21 of the bill?

Mr. IrwiN: This is to change the reference to a subsection. It is made
necessary by a re-numbering of a subsection in 1963.

The CHAIRMAN: Simply a correction?

Mr. Irwin: Yes.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 22 of the bill?

Mr. IrwiN: This deals with the special tax on the adjusted profits of a
branch office maintained in Canada by a non-resident corporation. It provides
the rate of tax shall remain at 15 per cent and not be increased to 20 per cent,
starting January 1, 1965.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 2 also carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 23 of the bill.

Mr. IRwiN: Subclause (1) provides an amendment for clarification. The
section of the act being amended provides that where gift tax has been paid
on a gift of property and the value of that property must be included in the
estate of the donor because the gift was made within the period of three years
preceding death, then any amount by which the gift tax exceeds the estate tax
may be refunded. The amendment merely clarifies the calculation of the
amount of estate tax that is attributed to the gift.

Senator McCuTtcHEON: What do you mean by that?

Mr. IRwiN: The present provisions of the law say that the amount of any
duty or tax payable in respect of the death of the donor, under any act of
Parliament that imposes succession duties or estate taxes or in respect of any
property or the successor to any property, shall be the estate tax that is
attributed to the gift. On examining this we found that it wasn’t clear what
amount of estate tax was referred to. For one thing, the reference to succes-
sion duty, should be deleted.

The estate tax has what one might call a gross duty, and that may be
abated in some provinces. It may also be reduced because of credit for foreign
estatg _taxes. And I think it may also be reduced by what we call the “notch”
provision if the value of the estate is close to $50,000. It was considered neces-
sary to clarify what one meant by estate tax attributable to the gift for pur-
poses of this section. This amendment provides it shall be the estate tax after
making any deduction permitted by subsection 1 of section 9—that is the
deduptlon In respect of the provinces or the provincial abatement, and before
making any other deduction permitted by that section.

T'he CHAIRMAN: That increases that factor, and therefore would reduce
the difference between the amount of gift tax paid and the other amount sO
that the over-payment would be less.
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Mr. IrwiN: Yes, sir, the larger the estate tax attributed to the gift, the
smaller is the amount by which gift tax would exceed the estate tax.

Senator McCuTcHEON: This amendment is in favour of the department.
It is not relieving.

The CHAIRMAN: That is right.

Mr. Irwin: There was uncertainty before. It was not known how much
of the estate tax should be attributed to the gift.

Senator LEONARD: I thought it would be simpler to look at it the other
way around, where it would be deducted from the gift tax. Is there some
special reason why you should go back and get the refund?

Mr. Irwin: The amount refunded is only the excess of gift tax over the
estate tax. I believe for estate tax purposes the amount of the gift tax
is taken into consideration.

The CHAIRMAN: You mean in arriving at the estate tax the value of the
estate has been reduced by the amount of the gift tax paid?

Senator LEonARD: Up to the amount of estate tax payable, is that right?
Because you are talking about the excess.

The CHAIRMAN: If a person dies within three years of making a gift, after
he has paid gift tax, then his estate tax valuation is as though he has not paid
the tax.

Mr. IrwiIN: I am not as familiar with the estate tax as I should be. Perhaps
Mr. DeWolf will comment.

Mr. A. L, DeWoli, Legal Division, Department of National Revenue: Mr. Chair-
man, where a deduction is taken under subsection 1 of section 9 of the Estate
Tax Act, the amount of the gift tax that is refunded is the difference between
the estate tax that is payable after making the deduction for the provincial
tax and the gift tax that has been paid. This is so that a person will be in the
same position as if he had paid no gift tax at all. He gets a refund of that
difference between the estate tax he actually has to pay to the federal
Government and the gift tax he has to pay.

The CHAIRMAN: Starting off you include in his estate the amount of the
gift as though he had not made it.

Mr. DEWoLF: That is right.

The CHAIRMAN: You do not reflect the actual gift tax paid as a disburse-
ment?

Mr. DEWoLF: The disbursement would have been made before the person
died.

The CHAIRMAN: You don’t add that back in?

Mr. DEWoLF: The disbursement made as an asset of the estate? I am
afraid I am not familiar with the policy as to what we do. It seems to me it
would be an asset of the estate. I would say it was an asset of the estate.

Senator PATERsON: Would the witness illustrate a hypothetical case to
make it clear.

The CHAIRMAN: Would you do that, Mr. DeWolf, please?

Mr. DEWoOLF: Say a person makes a $20,000 gift two years prior to his
death, and he has paid gift tax, we will say, of $2,000. Let us say that with
respect to that gift, after the provincial credit has been taken into account,
the estate tax would be $1,500. Then there would be a $500 refund. That $500,
I am of the opinion, would be an asset of the estate.

Senator LEoNARD: Under this new section, that is the point, is it?

Mr. DEWoLF: I believe we administered it that way before. This is simply
clarifying the position we have been taking prior to the amendment.
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Senator LEONARD: You say the $500 would be refunded to the estate under
this section of the Income Tax Act?

The CHAIRMAN: Yes, but it would be an asset of the estate.

Senator LEONARD: The estate then is $20,500, and if he had not made the
gift there would be $500 less.

Mr. DEWoLF: He has made a gift of $2,000, which would make a total
of $22,000. Then there would be a credit for the gift tax paid up to the extent
of $1,500, so there would be $500 returnable to the estate, and that $500
returnable to the estate would be an asset.

The CHAIRMAN: I hope it stops somewhere, otherwise it is like the pussy
cat chasing its tail.

Senator McCuTcHEON: I am glad it has been clarified.

The CHAIRMAN: Senator, if you say that then I know it has been clarified.
Subsection 1 of section 23 carries?

Hon. SEnATORS: Carried.

The CHAIRMAN: Subsection 2.

Mr. IrwiN: I don’t think I can add anything to the explanatory note op-
posite this amendment. It is consequential on an amendment in the Estate Tax
Act.

The CHAIRMAN: Yes, we made it here. Shall this section carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Then section 24.

Mr. Irwin: This amendment is intended to make clear that amounts
returned to the employer upon the winding up or reorganization of a pension
plan must be included in his income.

The CHAIRMAN: Yes, we are dealing with subsection (1) of section 24—
that is, superannuation or pension benefits; is that right?

Mr. IrwiN: Yes, this amendment is intended to make clear that the
amounts returned to the employer upon the winding up or reorganization of
a pension plan must be included in his income.

The CHAIRMAN: And this arises, I think, by reason of a decision in the
courts which held that, on the language as it stood in the act, on a winding
up this was not a payment under the pension plan. You will find the rules
are broadened to provide that any payment out of a fund that goes back to
the employer must be included as income.

Mr. IrRwiN: Yes.

Hon. SEnATORS: Carried.

The CHAIRMAN: Section 25 of the bill. Mr. Irwin, let us see you find your
way through this.

Mr. IRwiN: Mr. Chairman, there is no short explanation for all the parts
of tl'fis clause. The main purpose of the amendments is to ensure that Canadian
Partl_cipation in a company shall be an equity interest if the company is to
qualify as a company with a degree of Canadian ownership.

The CHAIRMAN: To start out with is this a fair statement, that any benefit
that may arise as the result of the language of section 25, and going on right
throggh to the end of the bill before us, would be in the area that in respect
of dividends paid to nonresident shareholders in a Canadian company there
would be a 10 per cent deduction instead of a 15 per cent deduction?

Mr. IRWIN: Yes, dividends paid by a company that can qualify are subject
to nonresident withholding tax of 10 per cent as compared with 15 per cent.
¢ The CHAIRMAN: In other words, if the Canadian company with nonresident
shareholders has the degree of Canadian ownership as defined in the sections
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before us then the nonresident shareholders would endure a 10 per cent
withholding tax instead of 15 per cent, so our revenues would be 5 per cent
less?

Mr. Irwin: Yes, Sir.

The CHAIRMAN: Now, from the point of view of income tax, forgetting for
the moment special depreciation, there is no other benefit; is that right?

Mr. IRwIN: There is no other benefit.
Senator McCuTcHEON: Except special depreciation.

The CHAIRMAN: That is what I said. On special depreciation if you qualify,
having a degree of Canadian ownership, you would be entitled to that special
50 per cent deduction?

Mr. IRwIN: A 50 per cent rate in respect of new equipment which other-
wise would fall into Class 8 that is acquired by a manufacturing or processing
business in the 24-month period beginning June 13, 1963.

The CHAIRMAN: Yes, and when you say “in a manufacturing or processing
business” are you using those words with the meaning they have when applied
to a designated area?

Mr. IrwiN: They are described in the regulations, Sir. This is not quite the
same as in section 71A of the act.

The CHAIRMAN: But is it limited in its application to section T1A, or
would it apply to any manufacturing or processing business where new
machinery was acquired within a certain period of time?

Mr. IrwiIN: It is not limited to companies qualifying in designated areas.

The CHAIRMAN: So those are the only two areas in which the sectiqns we
are now going to look at would provide any benefit from the point of view of
taxation?

Mr. IrwIN: Yes, Sir. I might add that the amendments, while they are
intended to change and strengthen the rules, are relieving in some respects in
that it is no longer necessary that all the voting shares of a company be listed
on a prescribed stock exchange. I am sure honourable senators will remember
that this was a point that was raised before the committee last year. The
amendments also facilitate qualification by subsidiaries and sub-subsidiaries of
companies that can qualify.

The CHAIRMAN: The one difficulty I can see in the listing on a stock
exchange is that unless your voting shares are equity shares—unless they com-
bine the two features—it would be impossible, having regard to the regulations
of the exchange, to list less than the full amount of a particular class of shares.
Your requirement for equity shares is 50 per cent. Your requirement for voting
shares otherwise is that a class of voting shares is listed, and not more than
75 per cent of those voting shares can be owned by one nonresident person or
a number of nonresident persons, and then you go on to provide:

and a class or classes of equity shares of the corporation representng
in the aggregate not less than 50% of that part of the paid-up capital
of the corporation

that was referrable to equity shares must also be listed on a prescribed stock
exchange. What I am pointing out is that you cannot list-50 per cent of a class
of stock. You must list the whole issue.

Mr. Irwin: I think that is correct, Sir. I might add that the problem here
Was that having provided that a company could qualify by listing a class or
classes of shares, it was feared that a company might create a small insignificant
class and use that to qualify, so it was considered necessary to provide that the



28 STANDING COMMITTEE

class which was to be used must be a substantial portion of the equity share
capital of the company.

The CHAIRMAN: Is it possible under these sections to have other than
company shares qualify as equity shares?

Mr. IrRwiN: Participating perferred shares would qualify.

The CHAIRMAN: Now, I would say that practically all preferred shares,
participating or nonparticipating, carry a fixed rate of dividend. Would you
agree with that?

Mr. Pook: A fixed rate of preference, but they are not limited to a fixed
rate of dividend if they can participate over and above the preference.

Senator LEONARD: Do you think that an ordinary participating preferred
share qualifies under the definition of an equity share?

Mr. Pook: I think it could be an equity share.

The CHAIRMAN: In those circumstances—yes, if you look at the definition
of a nonparticipating share—you will find it on page—

Senator LEONARD: Page 24.

The CHAIRMAN: Yes, it says:

“non-participating share” means a share the owner of which is not
entitled to receive, as owner thereof, any dividend other than a dividend,
whether cumulative or not,

(i) at a fixed annual rate or amount, or

(ii) at an annual rate or amount not in excess of a fixed annual rate
or amount.

That would mean if you had a participating share that is entitled to, say, 5 per
cent or 6 per cent—that is, a fixed rate—but being participating, of course,
it has a right to participate in the profits of the company on a winding up, and,
therefore, you say if it has that participating right it is eligible to be a class
of equity share?

Mr. Pooxk: Yes.

Senator McCuTcHEON: You said, Mr. Chairman, “on winding up”. Surely,
the ordinary concept of a preference share is that it has a right to a fixed
dividend by reason of its priority over common shares, and after payment on
the common shares it is, on some bases, usually equally thereafter.

The CHAIRMAN: That is one type of participating share, but you may also
havse the other type that is participating in the sense that it participates in the
equity on winding up.

Senator McCuTcHEON: Yes, but you said “in the profits”; you mean in the
whole equity.

The CHAIRMAN: What I mean is this, that you may have two classes. You
have what are known as Class A shares where you have a preferred dividend,
and thereaitgr that class of share may participate ratably with the common
shareholder in the dividends paid, or the common shareholder may get a certain
amount, and then participate equally. But, I am talking about a share on which
you get a 5 or 6 per cent dividend, and then the rest of your participation is
to the extent of the premium on redemption, for instance—

Senator LEONARD: But not in the profits.

The CHAIRMAN: Not in the profits, as such, no.

Senator McCUTCHEON: On that inte i

3 : rpretation, surely most preference
shares will be participating shares? % 5
The CHAIRMAN: On that basis, yes.

Senator McCuTcHEON: But if your interpretation—
The CHAIRMAN: I am not clear that they agree with that.
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Senator McCuTcHEON: We can see what the officials have to say.

Mr. Pook: I would not agree that the preferred stock would be a partici-
pating stock if it is not entitled to receive dividends before winding up for
redemption before a fixed rate.

The CHAIRMAN: If there is a premium payable on redemption, that is a
participation, is it not?

Mr. Pook: It is not a dividend.

The CHAIRMAN: It is deemed to be a dividend, is it not?

Mr. Pook: I am not sure even of that.

Senator HUGESSEN: In that case, every preferred stock would be a partici-
pating stock, because practically all of them have agreed to a premium on
redemption.

The CHAIRMAN: I am trying to get the points clarified.

Senator LEONARD: It seems to me that the word “dividend” on line 22,
page 24, is what really confines this nonparticipating share to a preferred
share in the ordinary sense of the word—preferred as to dividend,—but it does
not bring in any question of a premium on redemption or any question of a
distribution of outward capital. That would be my feeling.

The CHAIRMAN: Of course, the premium on redemption comes into other
aspects of determination, as to what are the circumstances under which a share
is an equity share, for instance.

Mr. Pook: I do not think that the act deems a premium on redemption to
be a dividend.

Senator LEoNARD: That is what I think.

Mr. Pook: There will be circumstances under which some part of the
premium, perhaps all of it, depending on the measure, might be deemed to be
received by the shareholders as income, but the corporation is not deemed to
have paid a dividend.

The CHAIRMAN: The question is whether we are talking about participat-
ing in the corporate sense that we ordinarily understand it, or whether you
have some special definitions or provisions confined to participating for the
purpose of income tax.

Senator LEonaARD: I think a nonparticipating share would qualify under
equity share except for the use of these words “other than nonparticipating
share”.

The CHAIRMAN: Yes.

Senator LEoNARD: Having eliminated that in that clause, and then what
we have eliminated are the kind of shares that are defined in (f) on page 24,
which are clearly preferred shares in the normal sense of the word—normal
preferred as to dividend.

Senator HUGESSEN: Regardless of whether they are entitled to premium
on redemption.

Senator LEoNARD: That is right.

The CHAIRMAN: Having said that, where does that leave us, Mr. Irwin?
Does it leave us in the position that a share which is called a participating
share is eligible or can qualify under these provisions in section 25, etc. of the
bill as an equity share?

Mr. Irwin: I think the share which has a preference as to dividend but
also has a right to participate after that preference has been met, as described
here, can qualify as an equity share.

_ The CuarMAN: The rest of it would be arguing applications. I think it
1s not any part of my job. Are there any other questions?
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Senator MoLsoN: It says participating preference share and also voting.

The CHAIRMAN: Yes, then voting, in all circumstances. The three key
expressions in here would appear to be equity shares, nonparticipating shares
and there is one more, what is in law a participating share.

Senator McCuUTCHEON: Where does that leave us with respect to the
definition of equity share, looking particularly at subclause 1 (b) which says
an equity share is a share, other than a nonparticipating share, the owner
of which has, as owner thereof, a right to a dividend and to a part of the
surplus of the corporation, upon the redemption of the share, and so on, at
least as great, as the right of the owner of any other share, other than a
nonparticipating share. The ordinary participating preference share does not
confer a right on winding up, say, in excess of the par value of that share
plus possibly a stated premium- thereon; so does not this provision, even
though there may be voting, bar a participating preference share?

The CHAIRMAN: I understand Mr. Pook and Mr. Irwin to say that a so-
called preference share which on winding up is redeemable at par, but which
carries preferred dividend at a fixed rate, and which has full voting in all
circumstances, would not qualify as an equity share.

Senator McCutcuHEoN: That is what I understand.
Senator LEoNARD: Just a minute.

The CeHAIRMAN: I understand the conclusion from what was said to be
just what I have stated.

Senator LeonaArRD: Will you say it again?

The CHAIRMAN: That is, that you have a preference share which carries
a fixed rate of preferential dividend and it has full voting in all circumstances,
and on winding up, or on redemption, it is redeemable at its par value, then
that is not an equity share for the purpose of—

Senator LEONARD: Because it has not the right to participate in any extra
dividends.

The CHAIRMAN: Secondly, if you have a feature of it that on redemption
a premium is payable, I also understood Mr. Pook to say that even with a
premium payable on redemption, that does not mean that that kind of share
is an equity share for the purposes of the section.

Mr. IrwiN: You have ruled out this kind of share from being an equity
share, by stating that it had a fixed rate of dividend and has not a right to
share in any further distributions of dividends.

: The CHAIRMAN: And the premium which would be payable on redemp-
tion, you would not regard as being a right to any part of the surplus?

Mx:. Irwin: I think that is correct. That would not offset the feature of
not being able to share in distributions—

The CHAIRMAN: That raised a very interesting question of provisions in
the Dominion Companies Act, under which you may set apart, out of your
surplus, your ascertained or net profits in liquid form, you may set aside an
amount which will enable you to redeem your preference shares; and when
you have done that, what was formerly paid up capital in respect of those
shares becomes a capital surplus. In those circumstances, having used my
surplus to accomplish my redemption, is that the kind of right to a part of a
surplus that is included in this definition of equity share; or have you looked
at those provisions in the Dominion Companies Act?

If it is not a question that you can readily answer—

& Mr. IRWINE I know‘I could not give a ready answer to it, and of course
- ;s da rather difficult thing to give rulings and opinions on these very compli-
ated matters, without knowing a great many of the sides to each question.
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The CHAIRMAN: I would not ask for anything that would amount to a
ruling, but if you do not want to venture a view, I am not pressing.

Are there any other questions in relation to these sections? There are a
lot of words and I call your attention particularly to the provisions at the
bottom of page 24 and the top of page 25, if you want to find out when an
equity share is not deemed to be an equity share. That is interesting in itself,
because you may satisfy the requirements of these provisions, Mr. Irwin, as I
understand it, to be an equity share, but if certain other conditions exist, that
is, if that horrible thing which you define as a nonparticipating share intrudes
itself too much or with certain characteristics, then the equity share is not
deemed to be an equity share.

Mr. IrwIN: Yes, sir. These provisions are necessary because it was brought
to the attention of the Government that it might be possible to defeat the in-
tention of this section by establishing a comparatively small number of very
high preference shares that might then have been available to Canadians, or
25 per cent of them made available to Canadians, and in that way providing
that the very large number of real equity shares owned by the parent company
would not be counted. It was therefore necessary to introduce these rules,

which admittedly further complicate the provision, to block these devices which
were foreseen.

The CHAIRMAN: Yes. The net result, as I stated the other day, is that you
could conceivably have a company Canadian-owned 100 per cent, and it would
not have a degree of Canadian ownership under the statute.

Mr. IrwiN: This possibility was brought to the attention of the minister by
the experts who looked at the bill after its introduction.

Senator McCuTcHEON: There is a very serious problem related to accelerated
depreciation.

Mr. IrwiN: There might be a problem of a loss in accelerated depreciation.
We could not assure the minister there were such companies, and we said
if we had to take care of this it would mean a further complicated set of rules,
and the decision was that while this is a possibility we do not see it as being
a serious problem.

Senator HUGESSEN: Perhaps we could pass this section as is, and invite
Mr. Irwin to come back next year with amendments.

The CuAIRMAN: I think that is an excellent idea, Senator Hugessen; only
I would think that inevitably there would be amendments proposed next year
to sections that take as long to study as do these sections. There are bound to
be bugs inherent in the very language used here. So we would like to have
you back, Mr. Irwin, and it is nice to know that you will be back inevitably;
but we would welcome you back even more so if you did not bring such
complicated language. Any other questions? Frankly, I do not know at this
time that it would be fair to deal with particular cases with these officials
who are here to interpret what the act means. Do you not think it is possible
to have a simplicity of language to cover the situation, and then there would
not be any more loopholes for yourselves than you may be permitting by the
language you have used here, Mr. Irwin?

Mr. IrwiN: May I say I wish it were possible.

The CHAIRMAN: Is not the basic thing you are trying to do, is to correlate
voting shares that would be representative of a certain capital investment in a
company; and you say that having 25 per cent of the votes is one test, but
there are many ways around it, and the voting shares would not have a 25
ber cent relation to the capital investment over all in the business, so you
Want to tie in equity and voting shares to the extent of 25 per cent each; isn’t
that right?
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Mr. Irwin: I think all I can say in answer, as an official, is that we would
certainly like to have a simpler approach to this, if we could devise, with
suggestions such as yours, a better and more easily understood and applied
rule; if that could be done, we would be very much in favour of it.

The CHAIRMAN: I have found in the courts that when you state something
generally you get along much better when trying to enforce it than when you
get into the particularities you have here. A general statement is sometimes
much more beneficial to the department, I would think. However, that is just
one man’s opinion.

Shall we have further discussion on section 25, or are you ready to pass
this section, with due attention to the prophesy that Senator Hugessen has
just uttered, that Mr. Irwin will be back next year with amendments?

Senator MorsoN: Much less complicated ones, I hope!
The CHAIRMAN: Shall section 25 carry?

Senator McCuTcHEON: I am wondering if the minister would not like to
discuss this, Mr. Chairman. I would like to know something of the magnitude
of the problem. The minister has announced the desire to have a minimum of
25 per cent of stock held in Canada by a company, in order to earn the special
benefits, such as the lower withholding tax and the accelerated depreciation.
I think that is still subject to being defeated by very large companies in existence
today. Let us say a company had only one class of shares, where there is no
foreign shareholder, holding more than 75 per cent, but he only owns 75 per
cent, and there are a number of non-related shareholders owning 24 per cent,
and 1 per cent is in the country.

As I read the act with these amendments, that company has a degree of
Canadian ownership and is entitled to the lower withholding tax and to ac-
celerated depreciation. I suggest that as long as you have that situation, which
was pointed out last fall, and which still exists, we should not pass a section
like this. I do not pretend to understand it. There are a number of expressions
in the bill I cannot understand at all, and I think some of the other members
of the committee are in the same position. Let us know what is the magnitude
of the problem first. I would like the minister to come and tell us.

The CHAIRMAN: As to the magnitude of the problem, Senator, I do not
know what minister could tell us about that. Do you mean the philosophy of
the matter?

Senator McCuTcHEON: No, not the philosophy. He had a set of rules last
year which he brought in; they were reasonably complicated, but they were
not in the same class with this new set of rules. Now, how many companies
have come to his attention in which changes were made in capitalization in
order to avoid his rules; and what was the measue of his tax loss as a result
of what might have been; what was the measure of the additional accelerated
depreciation; what was the capital cost allowance those companies might be
entitled to claim and so on?

The CHARMAN: My difficulty is in appreciating why this test of degree
of Canadian ownership is applied to the question of depreciation.

Senator McCuUTcHEON: I cannot understand that at all.

Tlr_xe CHAIRMAN: Because, for instance, the expenditures on additional
Canadian manufacturing or processing is highly beneficial to Canada. It means

Increase in purchasing power in Canada, and in income tax revenues, and all
those things.

Senator McCUTCHEON: Increased employment too.

Tpe CHAIRMAN: Yes; the minister said the primary purpose of some of
these incentives was employment.
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Senator McCuTcHEON: Surely, a workman out of employment is just as
happy if General Motors builds a new plant and hires a lot of people as if
some company with a degree of Canadian ownership does?

The CHAIRMAN: I can tell you that as far as the Minister of Industry is
concerned, on the plan we have, he will be here at 2 o’clock. If we carry this
section, I must say we have some witnesses here on the Companies Act I would
like to hear, seeing we agree to take them today. Do I understand this section
carries or does not?

Senator McCuTcHEON: I would like it to stand until we can discuss it with
the Minister of Finance. ’

The CHAIRMAN: As I understand it, it is not anything particularly in
this section. It is the objective of the section you want to discuss?

Senator McCuTcHEON: That is right.

The CHAIRMAN: What is the view of the committee? Do you wish to carry
this section or stand it?

Senator Isnor: Carry it.

The CHAIRMAN: I do not know whether I can secure the Minister of Finance,
but maybe we can, for 2 o’clock.

Senator LEONARD: I think that as Senator McCutcheon would like to have
the Minister of Finance here we should stand it. We have stood other sections
for the Minister of Industry.

The CHAIRMAN: I will endeavour to secure as well the Minister of Finance
at 2 o’clock, but I know the Minister of Industry will be here at that time.

Senator McCuTcHEON: There is no particular urgency about getting this
passed, is there? The law is in force now.

The CHATRMAN: Except we are piling up a lot of work for the consideration
of this committee. We have the Companies Act and about three or four private
bills. We have bank bills in various stages.

Senator McCuTcHEON: We could go ahead with some of those.

The CHAIRMAN: We will not be sitting again until next Tuesday or Wednes-
day. I know these provisions are the law now, so we are not interfering with
the law. Let us try for 2 o’clock and see if the Minister of Finance will be
able to attend as well.

We have stood section 25, and we have also stood section 13(7) until 2
o’clock. Is that the wish of the committee?

Hon. SENATORS: Agreed.

The CHAIRMAN: Subclause 5, I meant, of section 13. It is adding subsection
7 to section 7T1A of the act.

Senator LEONARD: Did we deal with subsections 6, 7 and 8 on page 25?

The CHAIRMAN: On which?

Senator LEONARD: On page 257

The CHAIRMAN: We stood the whole section.

Whereupon the committee adjourned consideration of Bill C-91.

The committee resumed at 2 p.m.

The CHAIRMAN: We now have a quorum and we are resuming our hearing
on Bill C-91. There are several questions to be put to the Minister of Finance,
Mr. Gordon.

. Senator CroLL: Can you spare a minute to give us some background to
this. Some of us had to be absent. What led up to this?
20968—3
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The CHAIRMAN: The specific question that Senator McCutcheon wanted to
ask was in connection with the companies that met the requirement of having
a degree of Canadian ownership under the law of 1963, how much that was,
did it amount to a substantial amount in dollars, and to what extent one would
say the revenues of the country had suffered because of the way in which they
were able to accomplish this without having any substantial investment in the
equity of the companies. I think that was the sort of question, Mr. Minister.
Is that correct, Senator McCutcheon?

Senator McCuUTCHEON: Yes, what I was interested in was clause 25 of the
bill which is a lengthy one, extending five or six pages, or maybe more. It sets
out a new set of rules for defining the degree of Canadian ownership. Now a
degree of Canadian ownership, if this bill passes, affects companies in two
ways. If they do not have the required degree of Canadian ownership, their
foreign shareholders pay 15 per cent withholding tax instead of 10 per cent,
and such companies, for example companies engaged in manufacturing proc-
esses, are not eligible for accelerated depreciation. The definition is a very
complicated one and, frankly, I do not understand it, and I think I am not
unique in that. The Act is becoming complicated. I want to inquire from the
minister if we should not retain the definition of a year ago, which was an
uncomplicated one, instead of this complicated definition, which is still further
complicating the act. I suspect there are still loopholes in this definition, and
if we go on like this we will have another long complicated definition next
year. I want to know from the minister if there was a substantial number of
companies taking advantage of the loopholes, which I admit existed in the
former definition, how important those companies were to the economy, and
what was the effect on the revenues. What I am suggesting Mr. Chairman, is
that if the number of companies, the size of the companies and the effect on
the revenue was not consequential we would be much better off to stay with
the definition we had.

The Honourable Walter L. Gordon, Minister of Finance: Mr. Chairman and
senators, I can assure Senator McCutcheon first of all that the Government
felt that this was important. They felt that there were loopholes, important
loopholes, and that these should be dealt with as soon as possible. If you
remember the last time I had the honour of appearing before this committee,
some honourable senators raised questions about certain companies which
they felt were going to be excluded from taking advantage of this particular
section. They felt that it was not perhaps the intention to exclude them, and
I undertook at that time, which was late November, if I remember correctly,
or early December, to review the individual cases again and to propose amend-
ments in the next budget to take care of them if it seemed that this was the
proper thing to do.

These amendments, among other things, do, I think, take care of most of
the objections in difficult cases that honourable senators pointed out to me
a few months ago, and that I undertook to do something about. That is one
reason why I suggest we should not defer dealing with these particular
amendments because to the extent that they are relieving they were in-
:croduced at the suggestion of this committee. I am grateful to you for bring-
Ing the matter to my attention last fall, as you did.

In addition to that, it was brought to my attention and to the attention
of the Government that it would be possible for certain companies—I will
glve you a mmplg illustration—to qualify as companies with a degree of
Canadgan owner_shxp by selling new issues of redeemable preferred stock to
Canadians. Having done this, under the old definition the companies would
have qualified not only to pay the lower rate of withholding tax on dividends
payable to their shareholders, 100 per cent of whom in the case of the common
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stock could be nonresidents, but in addition they would be able to take
advantage of the very generous incentives in the form of fast capital cost
write-off.

Some companies, I was informed, did this. They did qualify by issuing
redeemable preferred stock, but I was also informed by a number of lawyers
and accountants that there were other companies which had noted this particu-
lar way of avoiding these provisions but which did not move on it right away
because they assumed that in the next budget these particular loopholes, if
I may call them that, would be closed. I think this was drawn to my attention
within a few days after I had appeared before you, or after the act was passed,
and the first opportunity I had to indicate that the Government would prob-
ably do something about this was in the course of a speech I made early in
January. I had received so many queries about this that I indicated in the
course of a speech that this would probably be dealt with in the amendments
that would be included in the next budget.

I had invited members of the accounting and legal professions to give me
the benefit of their practical experience in any revisions of this particular
section, and I am very grateful to a number of them who really did a great deal
of work, and who suggested various ways by which the clear intention of the
Government could be avoided by various devices—devices by which it was
possible to get around the section as it was then drafted.

At the same time they were very helpful in suggesting ways in which the
section could be tightened.

I, like you, Senator McCutcheon, would feel a lot better if this had been
drafted in one paragraph or, perhaps, a few more sentences. I was not satisfied
with the suggestion that a very simple amendment should be introduced, and
that the whole matter be left to the courts to decide, because it seemed to me in
a case like this of a new idea, or a new concept or a new piece of legislation,
that the Government should do its best to make its intentions clear, and that
it should not be left for some considerable time for a decision to be reached.

Quite apart from everything else, it is the desire of the Government, and
one of the expressed objectives of the Government, that wholly-owned subsi-
diaries in this company should gradually make some of their stock available to
Canadians. This is firm Government policy. It was repeated, if I remember, in
the last budget to make sure there would be no misunderstanding on that score.
I am not vain enough to think that I have convinced Senator McCutcheon and,
perhaps, some others that this is a good thmg, but at least the Government is
completely consistent on it.

The CHAIRMAN: At least, we know it is your policy.

Hon. Mr. GorpoN: That is good. I am glad to know it is the policy. That is
why I do not think there is any more need to say anything further. That is the
burpose of those amendments. I think I can speak for the Government in saying
that we think they are necessary; otherwise I suppose we would not have put
them forward; and we think they should not have been delayed.

When you ask me about the number of companies that might have got
around the expressed intent of the Government if no amendment had been made,
again I cannot specifically answer that, as I do not know. This was very widely
discussed in professional circles and the feeling was that the expressed policy
Or intent of the Government would have been frustrated if this change had not

een made.

Senator McCuUTCHEON: Mr. Chairman let me ask the minister another
Question. He stated the Government policy, and that is the Government policy.
As T recall it, he did not introduce the resolution; it was done, I believe, by
Tegulation. When he brought down his budget in June last year he indicated

20968—33
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that the incentive for accelerated depreciation for manufacturing and processing
companies—because it does not apply to companies in the service in other fields
—was an incentive to produce employment, to reduce unemployment.

This bill makes no distinction between companies with a degree of Canadian
ownership and those without a degree of Canadian ownership, in so far as the
so-called designated areas are concerned. I wonder what the minister would say
as to leaving the discriminatory withholding tax—and the minister knows my
views on that and I do not have to elaborate them—but eliminating the
diserimination as to accelerated depreciation. Surely, if the purpose of that was
to increase employment, the minister should be happy to have employment
increased, no matter who accomplishes it.

Hon. Mr. GorpooN: In the first place, I must take exception to your
word “discrimination”. Nothing is being taken away from anybody. Incen-
tives are being offered. If you start off in a certain situation and, after this
amendment, if you are just as well off as you were before, I do not feel
that the word “discrimination” is a proper one.

Senator McCuTcHEON: Let us say the discrimination will be eliminated
by this bill.

The discrimination otherwise would have existed in 1965.

Hon. Mr. Gorpon: You are talking about—

Senator McCuTcHEON: The withholding tax.

Hon. Mr. GorpoN: But you use the words to apply to both forms of in-
centive and to that extent—

Senator McCuTcHEON: I will take back the word “discrimination”. I will
ask you simply why is it less important to have—

Hon. Mr. GorpoN: You are asking about policy of the Government as
applied to the June 1963 budget. This bill, I would remind you, is merely
amending certain of the provisions and it does not purport to offer any new
incentives. The incentives offered in June 1963 were of two kinds, (1) those
that applied for two years only to Canadian companies or companies with a
degree of Canadian ownership. I think you are quite right that if they had
applied to everybody, the incentives would have had much broader a base.
But the fact is that these incentives, as far as I can tell, are having a very
great impact on the economy. There is no doubt in my mind that this
particular incentive of 50 per cent write-offs has had a lot to do with the
increased business activity that has developed since last summer. I think
that the fact that they were for two years only from June 1963 and that they
were very generous or very broad in their application—both those factors
have undoubtedly meant that certain expansion has gone ahead that would
not have done so otherwise. I think this has had a fair amount to do with
the improved situation in the country.

There were two objectives, one to get the economy into high gear, the
othex.' quite different, to persuade, if you like, the owners of wholly-owne
subsidiary companies in Canada to make other stock available to Canadians:
We felt, with the incentives that were offered across the country as a whole
to Canadian companies—companies with a degree of Canadian ownershiP,
that that would probably do the trick, except in these areas of slower growth:
Thgre we felt that there should not be—

Senator McCuTCHEON: Don’t use the word “discrimination.”

__ Hon. Mr. G(?RDON: I was not going to. There we felt that every possible
mducemen’g—whlch is very different from discrimination—should be offer

to compgmes to construct new businesses for those areas of slower g‘rOWth'
I am deh_ghted to be able to tell you that a number of companies are doing
this. T might even include a company that the senator was pretty intimately
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associated with at one time, that I am very hopeful will take advantage of
these inducements to construct two new important developments in two sep-
arate areas where the need is very great. I do not think I need to go
farther. The president of the company has written to me about this. The
letter has been published, and he has made statements about it, and he
suggested that this was a pretty effective form of inducement. I think it is
going to work out.

The CHAIRMAN: On that point, Mr. Minister, will you have another look
at this question of accelerated depreciation from the point of view of com-
panies qualified with a degree of Canadian ownership under the law as it now
stands, who committed themselves to construction programs on the basis that
they were entitled to the law, as it stood, on accelerated depreciation?

Unfortunately, when you made your changes in the law this year by this
bill, some of them became disqualified; but they cannot cut short their pro-
gram, and the ones who are here are those whose fiscal year which started in
1963 ends some time in 1964; and since you make these provisions apply to
the year 1964, and since their fiscal year ends in 1964, it is a 1964 taxation
period. Therefore, they are going to find themselves without any right to take
the benefits of accelerated depreciation. You have protected companies in the
same relation to dividends. However, in relation to these benefits of accelerated
depreciation in that period only the company was entitled to think as a matter
of law that there should be the same concession. You do not need to make an
amendment to the bill to do it; all you have to do is to rewrite your regulations,
and anything you can do by exempting a dividend applies equally to exempting
in a new application of this rule that you now have, and they are entitled
to the benefit of it. They have embarked on it in good faith. Otherwise, you are
doing a retroactive job of taxation, and we do not like retroactive taxation
unless it is beneficial to the taxpayer.

Hon. Mr. GorpoN: Mr. Chairman, I am impressed with your eloquence,
and I must say that you are very persuasive. I do not think that you would
wish me to do more than to say that I am always pleased to take a second
look at anything.

The CHAIRMAN: I do not think that I have ever asked you to do more
than that.

Hon. Mr. Goroon: I would be glad to discuss the matter further, but you
will not interpret this to mean a promise?

The CHAIRMAN: I do not interpret it as other than an undertaking to have
a good look at it.

Hon. Mr. Gorpon: Yes, I will do that.

Senator McCuTcHEON: Mr. Chairman, we are running short of time, and
I am not going to delay the minister, who has other commitments. Would
the minister care to say—and I appreciate it is a short time since the legisla-
tion came in, though it became substantially effective in June of last year,
although the bill was not passed until December—what have been the results
of these provisions designed to persuade companies controlled outside Canada
to make a reasonable degree of equity participation available to Canadians?

Hon. Mr. Gorpon: First of all, people waited until the bill was passed,
which was on December 5, I think. Then it immediately became clear that
some amendments of the kind that are before you now would almost certainly
be required. The people who came to see me—and there was a number of com-
panies—said they would certainly not make any decision one way or another
until they found what amendments to the existing law were likely to
emerge from the next budget. I have seen the number of companies who have
indicated that they propose to comply with the stated objectives of the Gov-
ernment and to make stock available to Canadians, but that they will wait
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until Parliament has finally dealt with the legislation before taking any definite
steps. There is no immediate hurry from their standpoint.

The CHAIRMAN: The word “finally”, as you use it, Mr. Minister, is intri-
guing.

Hon. Mr. GorpoN: Perhaps that was the wrong word. I did say ‘“Parlia-
ment,” and I wanted to make it quite clear I included the Senate and your
committee.

The CHAIRMAN: No, that is not what I mean. I thought in the same sense
you could say the definitions we had last year for a degree of Canadian own-
ership were final, to the extent any person who proceeded on the basis of those
should have a sense of security.

Hon. Mr. Gorpon: Yes, perhaps, but I do not think any of us who partici-
pated in this discussion a year ago, including yourself, if I may say so, Mr.
Chairman, were entitled to think the definition in the form it was in last year
was final, because you, or various members of the committee, had already
suggested changes, and I had undertaken to look into them. I am not prepared
to say this is the last word on this legislation, because I do not think there is
any finality in these matters.

The CHAIRMAN: No.

Hon. Mr. Gorpon: But I would hope that perhaps when I have the pleasure
of appearing before you next year it will be on another subject.

The CHAIRMAN: Whatever is the occasion that brings you here, we are
happy the occasion occurs to bring you here.

Senator McCuTcHEON: We are all very happy about the relieving pro-
visions, and we would hope the minister might be able to simplify the rest of
the section.

In passing, I would just like to say, since you referred to a company with
which I was associated some time ago, I think if the minister investigated the
pressures on that company from provincial governments to develop timber
limits they might otherwise lose, he might find the announcement of plans was
merely fortuitous and was not nearly as tied in with these sections as he
thinks. I do not blame the president of the company for writing to him. If I
were president of that company I would be delighted to get this tax windfall
that he is going to get.

Hon. Mr. Goroon: Well, he did not emphasize—

e Senator McCuTcHEON: I am sure that he did not put that emphasis in his

etter.

: Hon. Mr. GorpoN: He came to see me several times, and I think you are

interpreting something you perhaps are not in a position to interpret any more.
~ The CHARMAN: I think there is a good principle you should follow in those

things, Mr. Minister. That is: never question blessings; accept them.

Hon. Mr. Gorpon: Thank you very much.

The CHAIRMAN: Thank you, Mr. Minister.

Now, honourable senators, do you want to hear Mr. Drury? I think Sen-
atpr McCutcheon had a couple of questions he wanted to ask. They had to do
Wlt.h the certificates, if any, which may have been issued under the manufac-
turing and processing in designated areas legislation. Are you able to say to
what extent operations in any of the designated areas have proceeded to 2
stage of commercial production short of the issuing of certificates? To what
extent would you say people have taken advantage of the legislation and are
In various stages which will lead to reasonable commercial production?

Hon. C. M. Drury, Minister of Industry and Minister of Defence Production: 'I
am not sure, Mr. Chairman, how familiar honourable senators are with this
legislation, but in fact it provides very simply that within a designated area
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a taxpayer who undertakes, within that area, a new enterprise, and this is
defined, may avail himself of the rights to accelerated capital cost allowances,
or an income tax holiday. This is a matter of right and does not depend on
any discretion on the part of the Government or any official. He must, of
course, obtain a certificate that in fact the definitions of the new enterprise
have been met and that the enterprise began commercial operations within a
period laid down in the act.

The first time then that a company has an interest in approaching the
Government is first to ascertain what the law is all about, and to secure what
kind of interpretations they can, and to try to ascertain informally whether
the kind of operation envisaged is the kind to qualify for the income tax
holiday and the accelerated depreciation.

The next stage of communication with the Government—and the first
one is purely optional, if they have good lawyers they will not come to see
the Government at all—the next stage, which might be considered perhaps
the first stage, is just prior to filing income tax returns. They must obtain
from the area development agency or the Department of Industry, a certificate
that in fact they did enter into commercial operations, and in fact met the
criteria of new enterprises. This certificate is required to support their claim
for freedom from corporation tax. It is only needed then as a consequence
of this act having entered into effect only last November. The regulations
under it having been promulgated in January of this year no corporation
income tax filing has had time to mature, and we have not yet been asked
to issue any of these certificates. Consequently none have been issued, and I
would not expect that we would issue any until just prior to the filing of
corporate tax returns. The reason for that is that the act requires that the
company will fulfil all these criteria during the fiscal period, and obviously
one cannot issue a certificate in July in respect of their operations in August,
September and the balance of the year. You have to wait until the end of
the year before this certificate can be issued. So, as I said, none have been
issued and it is unlikely that any will be until the end of the next year.

Secondly, I understand there is some interest in what companies, and the
extent to which companies are taking advantage of this. On this the only
information we have is in respect of corporations or enterprises seeking
information and interpretations who voluntarily disclosed to us their plans
and intentions. If they feel adequately advised they are able to read the law
themselves and apply it, and they may not come near us themselves.

Consequently the area development agency will only be aware, not
through information, but on the basis of its general intelligence, as to who is
going to take advantage of this. It is conceivable that an enterprise could set
up in a designated area, but come to the conclusion that even though they
are in a designated area the balance of economic advantages lies in their not
seeking to take advantage of this in purchasing used machinery, incorporating
subsidiaries, etc. So apparently there may be new enterprises, or apparently
new enterprises, or a new economic activity in a designated area, the manage-
ment of which will not take advantage of this. We cannot say at this stage
who will avail themselves of these provisions.

Senator McCuTcHEON: What the minister is saying, and I want to get
this clear, is that there may well be industries going into designated areas
who go in for reasons of their own economic advantage and the incentives
have nothing to do with their going in there.

Hon. Mr. Drury: That is conceivable. I am just putting this forward as
a hypothesis. I know of no instance.
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The CHAIRMAN: Senator, there is this illustration of it, that a company
may decide to locate in a designated area with the intention of operating in the
red for two or three years. It might say: “We want to carry on as a branch
operation so that we can charge those losses against our general operations, but
a tax holiday is of no benefit to us if we have no profits to go on a holiday
with”.

Senator McCuUTCHEON: Yes, but the other side of the medal is that they
go into the designated areas not because they are designated areas but because
it suits them to locate there.

The CHAIRMAN: It might suit them because there is a labour force there
more readily available than elsewhere.

Senator McCuTcHEON: That, or for other reasons.

Senator CrRoLL: Are they not playing so that they cannot lose? If they do
all right then they take advantage of the—

Senator McCuTcHEON: No, no.

Senator CrorLL: Don’t they?

Senator McCuTcHEON: No.

Hon. Mr. DrRURY: It is hard to do both, I think, Senator. I think Senator
McCutcheon has set forth a conceivable hypothesis—I suggest it is quite
conceivable—that if there were economic advantages in establishing a new
enterprise in these designated areas, the reason for their designation—namely,
the failure of enterprises to go there—would not have existed.

The CHAIRMAN: Are there any other questions?

Hon. Mr. DrurY: In respect of the response there has been I would say
again that the only new enterprises of which we have knowledge are those
which have declared to us their intention and, indeed, have discussed their
plans with respect to what they intend to do. The total number of these is of
the order of some 70 new enterprises in all of the 35 designated areas to date.

Senator CroLL: Involving what?

Hon. Mr. DrRURY: We had a figure of $150 million of investment.

Senator CroLL: $150 million of investment, and—

Hon. Mr. DrurY: And a total employment of around 5,000.

Senator McCuTcHEON: Mr. Chairman, the minister knows my views, and
I do not have to explain them here. I agree that it would be quite improper
for him to disclose to the committee the people who have declared their
intentions, and so on, but it was stated this morning by one of the officials
that certain new enterprises were in commercial production in designated
areas, although the official suspected that no certificates had been issued. The
minister has confirmed that latter point. Now, could the minister tell us which
companies these are that have gone into commercial production in the
designated areas, and in which areas they have located?

The CHAIRMAN: Just a minute.

Senator McCuTcHEON: These companies are in business now.,

Senator CRoLL: But no certificates have been issued.

Hon. Mr. Drury: No certificates have been issued, nor does one know
whether they are going to be applied for. Until such time as a certificate is
Issued it would be just a guess on my part if I were to endeavour to say what
the corporate policy is going to be, and what the income tax—

Senator McCUTCHEON: And what the motive was.
Hon. Mr. DRURY: Yes, or what the motive was, or might have been.
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Senator McCuTcHEON: Then, can I ask the minister one more question? He
will in due course be issuing certificates. Will he make public the names of the
firms to which he issues certificates, and the areas in which they are operating,
otherwise we have no basis for judging the effectiveness of this legislation
at all.

The CHAIRMAN: I think at that stage, if Parliament is sitting, you will get
the information.

Senator CROLL: Does not a return have to be made under the act?

Hon. Mr. DrRURY: No, there is no return. The certificate does not disclose
any information in relation to the payment of income tax. I would imagine there
would be no objection to publication of a list of those corporations which had
applied for a certificate, which merely states that they were in commercial
operation.

Senator McCuTcHEON: That is, of those who applied. You may turn some
down. It is those who obtained certificates in the areas that operate.
Hon. Mr. DrRURY: That is correct.

Senator McCUTCHEON: It is only on that basis that I wanted the minister
here. In subsequent years, we will understand the benefit of this provision.
For some years we cannot possibly judge the effectiveness of the incentive.

The CHAIRMAN: The minister has undertaken this.
Senator McCuTcHEON: Thank you.

The CHAIRMAN: We stood paragraph 7 of Clause 13 of the bill, Shall
Section 25 carry?

Hon. SENATORS: Agreed.

The CHAIRMAN: Shall I report the bill without amendment?
Hon. SENATORS: Agreed.

Whereupon the committee adjourned.
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, Wednesday,
May 13th, 1964:

“Pursuant to the Order of the Day, the Honourable Senator Hayden moved,
seconded by the Honourable Senator Crerar, P.C., that the Bill C-92, intituled:
“An Act to amend the Customs Tariff”’, be read the second time.

After debate, and—

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

The Bill was then read the second time.

The Honourable Senator Hayden moved, seconded by the Honourable
Senator Crerar, P.C., that the Bill be referred to the Standing Committee on
Banking and Commerce.

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

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

WEDNESDAY, May 20, 1964.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day 9.45 a.m.

Present: The Honourable Senators: Hayden (Chairman), Aseltine, Bouffard,
Brooks, Cook, Croll, Davies, Farris, Fergusson, Flynn, Gelinas, Gershaw, Gouin,
Hugessen, Isnor, Lang, Leonard, McCutcheon, McLean, Molson, Pearson, Power,
Reid, Taylor (Norfolk), Thorvaldson, White, Willis and Woodrow. (28)

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel.

On Motion of the Honourable Senator Aseltine it was Resolved to report
recommending that authority be granted for the printing of 800 copies in
English and 300 copies in French of the Committee’s proceedings on Bill C-92.

Bill C-92, intituled: “An Act to amend the Customs Tariff”’, was read and
considered.

The following witness was heard: Mr. C. A. Annis, Director, Tariff Division,
Department of Finance.

On Motion of the Honourable Senator Molson it was Resolved to report
the Bill without any amendment.

At 10.10 a.m. the Committee concluded its deliberations on the above Bill.
Attest:

F. A. Jackson,
Clerk of the Committee.



REPORT OF THE COMMITTEE

WEDNESDAY, May 20, 1964.

The Standing Committee on Banking and Commerce to whom was referred
the Bill C-92, intituled: “An Act to amend the Customs Tariff”’, have in obedience
to the order of reference of May 13, 1964, examined the said Bill and now report
the same without any amendment.

All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.
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THE SENATE
STANDING COMMITTEE ON BANKING AND COMMERCE
EVIDENCE

OrTawA, Wednesday, May 20, 1964.

The Standing Committee on Banking and Commerce, to which was
referred. Bill C-92, to amend the Customs Tariff, met this day at 9.45 a.m.

Senator Salter A. Hayden (Chairman) in the Chair.

The committee agreed that a verbatim report be made of the
committee’s proceedings on the bill.

The committee agreed to report recommending authority be granted
for the printing of 800 copies in English and 300 copies in French of
the committee’s proceedings on the bill.

The CHAIRMAN: Honourable senators, it is very difficult to see a principle
in this bill except to collect money, and I should think the best way of
dealing with it would be to proceed section by section. We have here today
Mr. C. A. Annis, Director, Tariff Division, Department of Finance and Mr.
J. Loomer, officer, of the same division. Mr. Annis, will you take up the
burden?

Mr. C. A. Annis, Director, Tariff Division, Department of Finance: Honorable
senators, as is always the case with tariff bills, the real substance of this is
in the amendments to Schedule A of the Customs Tariff. There are upwards
of 20 such amendments.

Your chairman already gave a fairly complete summary of those, in
introducing the bill on second reading. I would be glad to run through the
content of it again if that is considered desirable. Would you like me to run
through the items or do you think it should be assumed that senators are
familiar with it?

The CHAIRMAN: I think the first series of items arises out of the Tariff
Board reports. I think the committee would be interested in having a short
and concise statement.

Mr. ANNIS: The amendments which arise out of the Tariff Board’s
reports are contained in Part I of Schedule A of the bill. What Part I does
1s implement a package of tariff changes which was negotiated for the pur-
DPose of implementing the recommendations which the Tariff Board made in
two reports. One of those reports was a rather minor one relating to glass-
Ware and chinaware for decorating. It covered only about $1 million a year
of trade.

Senator PEArsoN: What do you mean by “negotiating”?

Mr. AnxNIS: What I mean is that the items on which the Tariff Board
Teported covered a group of items most of which were bound by the gap
Opened up during the previous trade negotiations under The General Agree-
Ment on Tariffs and Trade.

Senator CrorLL: In most cases, the United States?

7
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Mr. ANNIS: So that before it was possible to re-write the items it was
necessary to have our commitments in that respect re-negotiated, and this
was done in the winter.

Senator CROLL: What are the items?

Mr. ANNIS: One can say, in generalizing, all the items in Part I of
Schedule A. All of the items except three were as recommended by the Tariff
Board, and resulted from the Tariff Board package. Those three were intro-
duced as outside compensation in the conduct of the negotiations.

Senator CrROLL: How do you identify them?

Mr. ANNIS: They are not identified in the bill; but the Chairman did make
remarks on this, and I will recapitulate. They referred to bread, montan wax
and barytes. Those were the three items not referred to in the Tariff Board
report, and introduced in the package in order to secure agreement with the
United States, to secure their agreement to the changes regarding oil field
equipment, and which have been recommended by the board and that the
Government decided to implement. There will be no substantial change, and
in any change there might be it would be a very slight reduction, but if
any it would be so small that really in taking account of estimating revenues
no adjustment was made.

The CHAIRMAN: These three items were really intended to be taken as
sweeteners?

Senator CroLL: Although, we were not giving up very much actually.

Mr. Annis: No, not very much. I might say that the changes affecting
glassware and chinaware did not involve any increase on balance at all. In
the changes in oil field equipment, there were some increases and some deduc-
tions in duties. The view of our trading partners, in which we had no choice
but to concur, was that on balance there was a slight increase in the rates
involved in the oil field equipment, and that consequently a small amount
of outside compensation was called for; so in the negotiations agreement which
was reached there was included these three small items to which I have
referred. In removing the duty from bread, I might say that bread imports
are very small; in fact, it is a very trivial item in imports.

Senator CroLL: What are the exports of bread, and to where is it
exported?

Mr. Annis: A fair amount over the border at various points. Some right
across to Ogdensburg, some in the Buffalo and Detroit areas, and smaller
amounts to areas bordering on New Brunswick; and out west.

Senator CroLL: A larger amount to New York State?

Mr. ANNIS: Yes; not as much as half the total, probably a quarter of what
goes to the whole of the United States.

Senator CroLL: And what raised the ire of the United States?

Mr. ANNIS: The fact that some Canadian bread was moving in. The total
would not amount to more than $1 million a year. There are no statistics.

Senator CROLL: It has been moving in there for how many years?

Mr. Annis: For a good many years; but there has been some tendency for
the amount to increase somewhat in the last few years; however, relatively
the United States consumption of bread is still a mere drop in the bucket.

The CHAIRMAN: The particular places to which bread goes—Senator Croll
got upset—such as Buffalo and Ogdensburg.

M;‘. ANNIS:. Yes. At Buffalo some of the bread truck drivers got exercised
about .1t and rals‘ed quite a fuss. Montan wax may be a derivative of a refining
operation from lignite petroleum, and is used in the production of carbon paper:
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It is an alternative to some other types of wax, which were already free of duty;
and the effect of the change here in removing the duty from montan wax is to
put it on a basis of equality with waxes with which it is competing in Canada.

Senator CRoLL: What did we give up that was vital or important in this
bill?

Mr. AnNIS: I would say that we did not give up anything which was
important in a trade sense. Removing the duty from bread was important in a
presentational sense, in that the United States already had free entry of bread.
Some imports were removed from Canada into the United States, and while the
volume was modest it led to a certain amount of agitation there, and they were
able to beat us over the head because Canada imposed a duty on bread. We have
since taken it off, and this has removed the stick to beat us with. I think this
has been a real help in dealing with public opinion and the agitation that had
arisen in parts of the United States, particularly in New York State.

Senator CROLL: We negotiate with the government of the United States?
Mr. ANNIS: Yes.

Senator CROLL: What would have happened if the governor had not vetoed
that bill and the bill passed by the legislature had legislative effect?

Mr. ANNIs: If that bill had not been vetoed it would have meant that no
bread could be sold in New York State unless it either had been produced there
or had been produced, let us say, under the supervision of the health authorities
of New York State. There is a presumption that Canadian bread had not been
able to meet those qualifications, and would have been excluded. This would
have been a real source of embarrassment to Washington. However, they, like
ourselves, have a little problem in conflicts of jurisdiction, and I suspect the
result would have been that Canadian bread would not have gone into New York
State, and the Washington government would have been saying it was embar-
rassed about this but that, while they were sorry, there was nothing they could
do. I am expressing a personal view.

Senator REID: What about item 6837

Mr. ANNIS: Item 683 relates to Barytes. Sometimes this is called baryte,
or sulphur spar. Technically, I think they call it barium sulphate. Barium is a
metal, and barium sulphate is a sulphate of that metal which is found in various
places in the world. It may be found in limestone veins or decomposed lime-
stones. It is used for a number of purposes. We should distinguish between the
two. One purpose is in the production of drilling mud or drilling oil wells, and
for that purpose it was already—and for some years has been—free of duty.
Free entry is preserved under this new bill.

Senator DAVIES: I notice that for item 196, newsprint paper, the general
tariff is 25 per cent. Is that imported from the United States?

Mr. ANNIS: Very little is imported.

Senator DaviEs: We do not import any newsprint from the United States,
do we? :

Mr. ANNIS: We do not import any significant amounts of newsprint
from any country. The purpose of this change was to clarify the fact that
Newsprint is free of duty under both the British preferential and the inter-
Mmediate tariff. There has been some confusion previously because of the
GATT provision, and people got the mistaken impression that newsprint was
dutiable. The other group of uses of barytes is in certain manufacturing
Operations. In one it is used as a component of paint; and it is used in
Combination with some other chemicals too. It is used to make lithophane.
t is also used in the manufacture of glass and as a filler for paper. For these
Purposes barytes had been dutiable at 25 per cent prior to the introduction
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of this bill. The effect of this is to reduce that rate of duty under the m.f.n.
tariff from 25 to 20 per cent. This is regarded as an adequate level of protec-
tion for the Canadian producers of barytes. At the same time, for those who
need special qualities this reduction will enable them to bring it in at a
little lower rate. The third purpose is to help sweeten the package and
secure agreement with the Americans on the oil field package. We have had
no complaints at all from the producers about this rather modest reduction.

Senator MoLsoN: Is there any substantial production of barytes in
Canada?

Mr. ANNIS: Yes, although I have not the actual statistics here. We do
know it is produced in a number of places in the west, primarily for use
as a component of drilling mud.

Senator WHiTE: Is barytes somewhat like talc?

Mr. Ann1s: It has some similarities.

Senator WHITE: Talc is used in many of the products you mentioned.

Mr. AnNIs: Yes, and in fact bentonite is used with barytes. Barytes and
bentonite may be used, together with some other additives, in the production
of drilling mud.

Senator WHITE: Is there a tariff on tale coming into this country?

Mr. ANNIS: Yes. The basic rate on tale, not otherwise provided for, is
15 per cent, but for some special uses it is 5 per cent.

Senator WHITE: That would be 15 per cent from the States?
Mr. ANNIS: Yes, from the States.

The CHAIRMAN: The next group of items appears in section 1(b), and
there are no tariff increases there.

Mr. ANNIS: Yes, sir, that is right. In section 1(b) there are about a
dozen amendments. Four really provide for extending into 1965 or 1966 exist-
ing free entry provisions which would otherwise terminate on July 1. The
most important relate to aircraft and aircraft engines of a type or size not
made in Canada. There are some other items which are relatively less
important.

Senator BOUFFARD: Is there any increase in the tariff rate for the import
of whiskey, gin, rum, etc.?

Mr. Annis: No tariff increase. The change which is made does not affect
the rate of duty as such, but it does indirectly affect the amount of duty
collected in some cases. When whiskey, rum, etc. are imported in bottles,
regardless of the size of bottle, duty will be collected on the actual contents
or amount of beverage. Under the old arrangement if it was imported in a
certain size of bottle the duty would be collected based on a standard content.
For instance, if it was imported in a bottle of 26% ounces the duty was
collected at that rate. However, if it was imported in a 25-ounce bottle the
duty paid was as on a 26%-ounce bottle under the old arrangement.

Senator BrRooks: Do we get these aircraft parts from the United States,
or Great Britain and other countries?

Mr. ANNIS: Almost entirely from the United States, sir.

Senator BrOOKS: Do we manufacture any large quantity of parts in
Canada?

Mr. Annis: Of oil field equipment?
Senator BROOKS: These items we are discussing now.

Mr. AnNis: You are speaking of the aircraft now?
Senator BROOKS: Yes.
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Mr. AnnIs: Yes, a certain amount. The item we are speaking of now
that provides for free entry is confined to parts of a type or size not made
in Canada. So if one is thinking of the free entry provision it relates to prod-
ucts not made in Canada; but there are certain other parts and components we
do make. We make certain types of aircraft and certain parts and components
of those. One general comment might be worth making, and it is this, that in
the field of aircraft production it just is not possible to produce aircraft eco-
nomically for the Canadian market alone, and if an aircraft is to be produced
in Canada it has to be produced for a market wider than Canada alone. For
that reason there are certain types of aircraft we do mnot produce at all,
whereas there are some types we produce in substantial volume for both the
Canadian and export market.

Senator REm: What kind of material is drilling mud?

Mr. ANNIS: Once upon a time it was just what it said, a mixture of local
earth and water; but as oil drilling has become more sophisticated oil drillers
have found it best to tailor make their mud. They will use a combination of
components in it, bentonite, barytes and some other chemicals. They even
use asbestos fibre.

Senator REm: Is it imported?

Mr. AnNIS: Yes, but most is made locally, where the drilling operation is
taking place.

Senator DAVIES: Does anything coming under the British preferential
tariff have to be made in Britain?

Mr. ANnis: It has to be made in the Commonwealth countries and have
50 per cent Commonwealth content, but not necessarily from Britain.

Senator DAvViEs: Not actually manufactured in Britain itself?

Mr. ANxnNis: No.

Senator DAvIES: What about the most-favoured-nations countries, are they
Commonwealth countries?

Mr. ANNIS: They include all the Commonwealth countries which get still
more favourable treatment under the British Preferential Tariff; but in addi-
tion it applies to almost all the world, all of the members of the General
Agreement on Tariffs and Trade, which includes the chief trading countries and
a number of others. In general, the only countries to which it does not apply
are a few ex-satellites—East Germany, Bulgaria, and a few other countries of
that sort.

Senator IsNOR: Regarding section 3, does that mean that no matter when
the goods were imported, whether they were placed in the warehouse a year
ago or more, they still are subject to the duties as outlined in this bill if taken
out of the warehouse today?

Mr. ANNIS: Yes. Saying the same thing in different terms, it means, as
is usual with budget tariff resolutions, that the provisions come into effect on
:I.lidnight of the night following the budget. The new rates apply from that
1me.
it The CHAIRMAN: The only other item in the bill is this drawback item, is
1t not?

Mr. AnNIs: Yes. This drawback item, Schedule B, replaces a previous
Provision and, again, it is a bit of a relieving provision. It arises from the Tariff

oard report on glassware and provides for a drawback of 60 per cent of the
0 per cent duty that otherwise would apply on machine-made tumblers if
hey are used for production in Canada of cut or decorated glassware. This
Tesults in a net rate of 8 per cent, and replaces a previous provision providing
Or a rate of 10 per cent.



12 STANDING COMMITTEE

The CHAIRMAN: Are there any other questions?

Senator THORVALDSON: I asked a question in the house the other day with
regard to the regulations that are referred to. I wonder if we might have some
explanation as to the extent of those?

Mr. ANNIS: This applied to the aircraft item, did it?
Senator THORVALDSON: Yes, it did.

Mr. ANNIS: In fact there aren’t any regulations under that item. Provision
was made in the statute some time ago for regulations, apparently in the thought
they might be necessary. It has been continued under this present act, but in
fact there are no regulations. I might add that in some respects aircraft is like
certain other items where regulations are called for. If one looks at the item, for
example, covering ships, you find provisions for regulations and there are
regulations covering coasting, etc.

Senator REID: On page 4 of Schedule A we see “Feeds for use exclusively
in the feeding of trout. On and after July 1, 1966.”

Mr. Annis: I think this item originated in the reverse way. Until provision
was made for feed for trout, this item came under the general basket item.
Several years ago representations were received by the Government to the effect
that no satisfactory feed for trout had been developed in Canada. These rep-
resentations came particularly from British Columbia, and on checking it was
found that Canadian fish feed producers, while producing other items, agreed
they had not been able to develop a satisfactory feed for fingerling trout, and
they had no reason to oppose a provision for free entry for a temporary period.
That provision was made for one year, which is to end July 1, this year, and
on rechecking it has been found that the section remains as it was a year ago.
The Canadian fish feed producers still recognize they haven’t a satisfactory feed
for this purpose. The people in British Columbia still want continued free entry
of American feed. This contains that provision for a further two years. It may be
that in the meantime Canadian suppliers will be able to supply this.

Senator MOLSON: Item 696a—moving picture films, etc. In the comparative
schedule in our Minutes, there is no rate set out.

Mr. Axnis: This arises from a printing error where the last two or three
lines which should have appeared there were left off. In addition to what you
have there, there should be another line or two referring to these goods entering
under these conditions when certified as educational, scientific and cultural
materials and providing for free entry. I might say the effect of the amendment
is to provide free entry for video tape recordings for educational purposes. It
will then be on the same rates as films.

Senator MoLsoN: Of course for commercial purposes they are still under
tariff?

Mr. ANNIS: Yes.

The CHAIRMAN: Shall I report the bill without amendment?
Hon. SENATORsS: Agreed.
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English and 300 copies in French of the Proceedings of the Committee on
Bill C-94.

Bill C-94, intituled: “An Act to amend the Estate Tax Act”, was read and
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W. I. Linton, Administrator, Estate Tax, Succession Duties and Gift Tax,
Department of National Revenue. ;
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Attest:
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THURSDAY, May 21st, 1964.

The Standing Committee on Banking and Commerce to whom was referred
the Bill C-94, intituled: “An Act to amend the Estate Tax Act”, have in obedi-
ence to the order of reference of May 20, 1964, examined the said Bill and now
report the same without any amendment.

All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.



THE SENATE

STANDING COMMITTEE ON BANKING AND COMMERCE

EVIDENCE

OtrTAwa, Thursday, May 21, 1964.

The Standing Committee on Banking and Commerce, to which was
referred Bill C-94, to amend the Estate Tax Act, met this day at 9.15 a.m.

Senator Salter A. Hayden (Chairman) in the Chair.

The committee agreed that a verbatim report be made of the
committee’s proceedings on the bill.

The committee agreed to report, recommending that authority be
granted for the printing 800 copies in English and 300 copies in French
of the committee’s proceedings on the bill.

The CHAIRMAN: We have a quorum. Bill C-94 is before us, and we have
a representative from the Department of Finance, Mr. E. H. Smith, Taxation
Division; and members from the Department of National Revenue, Mr.
W. I. Linton, Administrator, Estate Tax, Succession Duties and Gift Tax,
Mr. J. L. Gourlay, Legal Division, (Prosecution Collections), Mr. A. L. deWolf,
Legal Division (Opinions and Regulations).

Senator LEONARD: Mr. Chairman, may I interrupt for a moment? On the
notice paper appeared also a bill respecting the Bank of Western Canada,
and I thought we might dispose of it at this time if I ask that it stand.

The CHAIRMAN: Bill S-6 stands.

Perhaps the four gentlemen will come forward. I think in a bill like this
we should proceed section by section, and get the explanations as we go along.
Who is going to be the spokesman? Mr. Smith is going to do so. Perhaps
you will give a brief explanation of section 1, Mr. Smith.

Mr. E. H. Smith, Taxation Division, Department of Finance: Mr. Chairman
and senators: The committee will observe that the underlined words “or
income from” are the only addition to the section. This subsection is one of
many subsections which bring into tax various kinds of property so as to
include them in aggregate net value. The change is merely to make sure
that the words now in the law, “any interest,”—in a settlement with a
reservation of benefit—will extend in every province to the case where there
1s income to the settlor during his life. The present words are quite good
enough for nine provinces of Canada, but under the Quebec Civil Code it
has been held I believe, that the settlor does not have an interest in property,
?nd therefore it is necessary to make the law uniform throughout Canada
Including Quebec, and to add the words “or income from” such property.

Senator REmp: Have you had trouble with these words?

Mr. SmrtH: That is correct.

Senator LEONARD: In just the one province?

Mr. SmrTH: Yes.
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Senator THORVALDSON: Has the matter gone to the courts?

Mr. SmatH: No.

Senator CRERAR: How much are you losing or gaining by the change?
Mr. SmvatH: Very little I think. Perhaps I could ask Mr. Linton.

Mr. LinToN: In a sense, not anything, because until just recently we
interpreted the section as it stands to mean in all ten provinces what it
means in the other nine, and it was discovered in this one case that, as Mr.
Smith said, having the income does not, in Quebec, give an interest in the
property. In the case that arose, as it happened, the property was also taxable
under another section. So in fact little revenue has been lost. And little is
likely to be gained.

The CHAIRMAN: This is precautionary, then; you won’t lose anything?
Mr. LinTon: That is right.

The CHAIRMAN: Shall the new subsection 1 of section 1 carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 2 of section 1, Mr. Smith?

Mr. SmatH: Mr. Chairman, this is the section that is designed to block a
tax avoidance device that Senator Lang referred to in the Senate chamber.
Perhaps it might be worth while going over the device again briefly?

The CHAIRMAN: Yes.

Mr. SmarH: This amendment adds a special provision to defeat a tax
avoidance device involving the use of an insurance policy linked to an
annuity. Generally speaking, insurance is only taxable if it is owned by the
deceased. In this case the testator forseeing his death, especially if he is in
extremely bad health and otherwise uninsurable, can arrange with an
insurance company or with some insurance companies, at least, to take out
a policy on his life on condition that he also takes out a single premium
annuity for an amount somewhat in excess—about 10 per cent in excess—
of the face value of the insurance. His wife or other beneficiary will own
the insurance. He would pay, let us say, $110,000 for a single premium
annuity, and she would take out a $100,000 insurance policy on his life. When
he dies a few months later the $100,000 insurance policy is not taxable and
$110,000 has been subtracted from the estate. The idea of this amendment is
that in this case the insurance policy will, in spite of the fact that it is not
owned by the deceased, be taxable; but as a measure of relief, if it so happens
that the face amount, of the insurance policy is worth more at the time of
the death than the net value of the annuity—and by that I mean the amount he
has paid for the single premium less any annuity out-payments up to the
time of his death—the section will include in aggregate net value the lesser
amount. This alternative is just a minor addition to avoid any possible
hardship where the deceased in fact lived a considerable time and the annuity

1?uf;-payments were in effect included in his estate. We don’t want to tax him
wice.

The CHAIRMAN: As I understand it this amendment would bring into tax

any situation where a person who died had an annuity and where some person
else had a policy on his life?

“Mr. SmiTH: No, as I understand it, sir, this is to apply only when the two
can be linked together.

The CHAIRMAN: But the difficulty in the past that has led to this amendment
as I understand it, was that you were not able to link them. You could establish
the fact that an insurance company had issued an annuity to Mr. X who was
uninsurable. You could establish the fact that maybe his daughter had bought
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a policy on the life of her father from the same company. But, my under-
standing was that you were not able to establish that they were related in the
sense that one was contingent on the other being done.

Mr. LinToN: You could establish it, but without some section such as
this you could not reach it by the Act. The present amendment only extends,
to those contracts which are issued, one conditional upon the other.

The CHAIRMAN: It says “expressed or otherwise”.

Mr. LinToN: I do not think it will ever be difficult to establish that the
insurance is contingent upon the annuity purchase. This could always be
ascertained, but even if it was ascertained there was no way of reaching
it by the act as it stood.

The CHAIRMAN: Do you mean there was no way of ascertaining that this
was or was not planned to reduce the estate?

Mr. LinTon: I think we could do that, but to impose tax on it seemed to
be beyond our power.

Senator LEONARD: I take it that if this type of transaction has been
effected by a man not yet dead this amendment will touch it on his death?
It is retroactive to the extent that such a transaction which has now been
accomplished will come under the section in respect of a man not yet dead?

Mr. LiNTON: Only if the contract was entered into after Budget night
on March 16. :

Senator CRERAR: It will not affect anything beyond that?
Mr. SmitH: That is in the application section, Senator.
Senator CRERAR: Is the evil this is designed to cure widespread?

Mr. SmrtH: We think there might be a hundred policies or so, and we
have had some indication since the Budget that more were in process.

Senator CRERAR: They would be substantially large policies, I take it?
Mr. LinToN: Generally, although not always.

Senator CoNNOLLY (Ottawa West): Mr. Chairman, is there any possibility
of taxing a transaction like this under the gift tax section?

Mr. LinToN: We have never thought so.

Senator CoNNoOLLY (Ottawa West): That is, as a benefit conferred? Per-
haps there are technical reasons.

Mr. LintoN: I think there are technical reasons.

The CHAIRMAN: It might end up by not being a benefit because the person
who bought the annuity, although uninsurable, might live a long time after
he took out the policy, and on his death there would be nothing of value
left, or very little.

Mr. SmrrH: We did consider attacking this through the gift tax, but we
thought that that was not the best way of doing it.

The CHAIRMAN: Carried?
Hon. SENATORS: Carried.

The CHAIRMAN: Subsection (3) of section 1 of the bill; this is where you are
adding the words “or income from” in relation to marriage settlements. This
has particular application in the Province of Quebec?

Mr. SmrtH: That is correct, sir.
The CHARMAN: Carried?
Hon. SEnxaTOrs: Carried.
The CHAIRMAN: Subsection (4).



10 STANDING COMMITTEE

Mr. SmatH: This is a relieving section. Subsection (4b) of section 3 of the
act presently provides that there shall be included in the value of the estate
of the deceased as a death benefit—it is as a death benefit that it is included—
the value of the proceeds of a policy of insurance effected on his life in the
course of his employment, except to the extent that the proceeds were pay-
able to the employer. This amendment provides further exceptions to this rule.
The additional exceptions are where the proceeds of the policy were payable
to a subsequent employer—we found we had not covered that—or where they
were paid to an individual or corporation not related to the deceased in any
way, and where the policy, having been assigned to the deceased, was not
reassigned to the employer of the deceased, or to the proceeds of a fund
established to pay pensions or death benefits. This is a relieving amendment.

What happened was that the act generally taxed death benefits, but when
it was originally passed it did not include this kind of policy, and when the act
was amended to include it it was found that the net had been cast a little
too wide and it was catching some things we did not want to catch. This is
a retreat from that.

Senator CRERAR: This will increase the revenue?

The CHAIRMAN: No, just the opposite. It will decrease the revenue.

Senator CRErRAR: Well, I think the more of it for that.

The CHAIRMAN: I thought that would please you.

Senator ConnoOLLY (Ottawa West): Is this the case of where an employer
pays a premium on a policy on the life of an employee and then the employee
has the policy assigned to him? Is this the situation?

Mr. LinToN: This is a situation that under the present law falls under this
section, and this amendment removes it, though it may fall under another
section.

Senator ConNoLLY (Ottawa West): The employer is the owner of a policy
on the life of the employee, presumably an executive of the company whose
life is insured so as to take care of any trouble that might result after his death
in getting a suitable replacement, or for whatever purpose they want to use
the money—

Mr. LinToN: As long as it is payable to the employer it is not taxable, but
under the present act unamended if the employee leaves the employment and
acquires the policy it is still taxable no matter what he does with it. Under
the amendment, if he acquires the policy and then assigns it to his wife and
lives for three years it escapes tax. This is one of the two main things the
amendment is designed to do.

Senator ConnNoLLy (Ottawa West): Or if he assigns it to a subsequent
employer?

Mr. LinToN: Yes, or if the employee assigns it to a subsequent employer.

Senator ConNoLLy (Ottawa West): What about the case of the original
employer who owned the policy and paid the premiums and who assigned it t0
the employee who left his employ and went to another company and who then
reassigned it to his new employer? Who would then own the policy? I supposé
the present law would apply from there on too?

Mr. LintoN: The present law would tax that, but I think that it would not
be taxable under the amended section. That is relieved.

Senator LEONARD: I take it that the life insurance companies have had an
opportunity of making representations to the department or to this committee
with respect to any of these amendments affecting life insurance policies?

Mr. LiNnToN: Yes. This amendment is really pursuant to representations that
have been made by them with respect to the excessive hardship imposed by
the present section. This has been discussed with them.
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Senator IsNorR: Mr. Chairman, I would like to carry that a little further. I
understand the first part of the explanation with respect to group insurance,
but on the death of an employee that amount is sometimes placed to the credit
of group insurance and thus naturally lessens the premium for future years.
Has that any connection whatsoever with this clause?

The CHAIRMAN: If an employee who is part of a group insurance policy
leaves?

Senator IsNoOR: Yes.

The CHAIRMAN: And he does not take—

Senator IsNOR: Yes, the employer has the say as to whether that remains
as a payment on the next premium.

The CHAIRMAN: If he does not take anything with him he has not anything
that is of benefit to him.

Senator IsNor: I am thinking of the employer’s position.

The CHAIRMAN: It subsequently goes to reduce the cost of the insurance.

Senator IsNOR: Yes, and that enters into the profit and loss statement.

The CHAIRMAN: We are not dealing with that here.

Senator IsNor: It is still an asset.

The CHAIRMAN: It is an asset of the company.

Senator ISNOR: Yes.

The CHAIRMAN: But it is committed to this group insurance plan. Mr.
DeWolf, have you any comment to make on that?

Mr. DEWoLr: As I understand it, that will reduce the premium for the
next year in the case where the employer is required to pay the premiums.
Anything that is left over would reduce the premium.

The CHAIRMAN: Yes, it would not enter into the matter of the estate.
Carried?

Hon. SENATORS: Carried.
The CHAIRMAN: Now, subsection 5, at the top of page 3.

Mr. SmiTH: This amendment also is designed to look after a case that
arose in the province of Quebec. It has to do with community of property.
It provides that when a husband and wife are in community of property and
a disposition—Ilet us say, a gift—has been made out of that property before the
death of either of the two spouses, the disposition shall be deemed to have
been made by each of them according to his or her share in the community
of property. At the moment, if the husband dies, let us say, within three years
of making the disposition, the gift, the whole of the gift will be taxable in
his estate. On the other hand, if the wife dies first, as the law now stands
nothing would be taxable.

Under the Old Dominion Succession Duty Act and under the Quebec suc-
cession duty law this is not the case.

What we are attempting to do here is to make the federal estate tax
conform with the Quebec law so that no matter which spouse dies first, the
disposition will be taxed on the estate of whoever dies according to his share
in the community of property. If it is a 50-50 share, then 50 per cent of the
gift I was referring to would be included in the estate of the wife, if she died,
or 50 per cent in the estate of the husband if he died.

Senator SmiTH (Kamloops): Is that the situation in all the other provinces
except Quebec at the present time?

Mr. SmritH: Yes—well, there would not normally be community of prop-
€rty. The problem does not arise in other provinces.

Senator SmitH (Kamloops): I am thinking of an equity of 50-50.
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Mr. SmITH: There is a joint property provision in the law, but this is
not the one.

Senator LEONARD: Is this sharing in the community easily capable of
ascertainment?

Mr. LinToN: Yes, that offers no difficulty.

The CHAIRMAN: Shall subsection 5 carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 6 simply deals with the coming into force date
of the various provisions we have looked at. Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 2 of the bill, Mr. Smith.

Mr. SmiTH: Yes, this is a relieving provision too, Mr. Chairman. Perhaps
I should go back a little bit. Honourable senators may recall that Section 7
of the act provides that where a testator leaves a gift to a charity, the Govern-
ment of Canada or certain other bodies, there is a deduction from his estate,
but this has to be an absolute gift. Where a gift is made subject to a power
to encroach—

Senator DAVIES: ‘A what?

Mr. SmiTH: Where a gift is made subject to a power to encroach—if the
widow, for example, is given the power to encroach on the capital—then this
is not an absolute gift and only in certain circumstances can the gift be
allowed as a charitable deduction, let us say, in the husband’s estate. This
provision here is designed to make the present exceptions a little broader.

At the moment when a widow renounces her right to encroach within two
years it is possible to allow the amount of the gift to the extent it has not
been encroached on, as a deduction in the estate of the husband. But cases
have arisen where a widow died within two years without having made up
her mind to renounce and, in effect, of course, she has renounced by the very
act of dying and, therefore, it is only proper to give relief in such a case.

Senator LEoNARD: Have you given any consideration to lengthening that
period of two years? Does not that seem somewhat on the short side?

Mr. SmrtH: I think this was considered in 1962 when this whole question
was gone into very carefully, the question of being a little more generous
about the allowance of a charitable gift where there was a power to encroach,
and at that time the decision was to extend it from one to two years.

The CHAIRMAN: To the extent the widow may have encroached within
the two years and then she renounced, that amount of encroachment is added
to the value of the estate, is it not?

Mr. SmitH: Yes.

The CHAIRMAN: So if you made it three years instead of two years your
revenue would not suffer by reason of that?

Mr. SmrtH: No.

Senator LEONARD: It is probably an administrative matter, is it not? You
want to know where you stand?

Mr. SMITH: Yes, an executor wants to know where he stands too.

The CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Subsection 2 deals with the coming into force date. Carried?
Hon. SENATORS: Carried.
The CHAIRMAN: Section 3 of the bill.

Mr. Smrri: Mr. Chairman, I think Senator Lang gave a very clear
exposition of this in the chamber. This has to do with the federal-provincial
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arrangements. Previous to this amendment the situation was that there were,
shall we say, two regimes in the provinces. There was one where seven prov-
inces levied no duty and they received instead a payment from the federal
Government equal to half the duty the federal Government received in
respect of estates of persons dying in those provinces or property situated
there.

In the other three provinces there was an abatement from the federal tax
otherwise payable of 50 per cent. It was proposed last November, at the federal-
provincial conference, that the 50 per cent should be changed to 75 per cent,
and the sharing should be on a 75-25 basis. The provinces of Ontario and
Quebec, who are presently having their tax systems investigated by com-
mittees, said in effect they would prefer not to change their rates to move
up to take advantage of this extra 25 per cent room, but they would rather
get a payment instead equal to the 25 per cent. In order to accommodate that
point of view we now have three regimes. We have the case where seven
provinces levy no tax and get a 75 per cent payment, an abstention payment,
if you like. Then there is the case of British Columbia which has moved up
its rates and which will get no payment, but in that province there will be a
75 per cent abatement. The old 50 per cent abatement will still apply to Ontario
and Quebec, plus the 25 per cent abstention payment. So it is necessary to have
a complicated amendment to keep in the old 50 per cent and to add the 25 per
cent for a designated province. The province to be designated by regulation
will be British Columbia at the present moment.

The CHAIRMAN: And the prescribed province is?

Mr. SmiTH: A prescribed province is the province of Ontario and the
province of Quebec. British Columbia is still prescribed for 50 per cent, but is
designated for 25 per cent.

The CHAIRMAN: They have moved their rates up?

Mr. SMmiTH: Yes.

The CHAIRMAN: Is that clear?

An Hon. SENATOR: Clear as mud. ;

The CHAIRMAN: If there are no questions, carried?

Hon. SENATORS: Carried.

The CHAIRMAN: You are dealing with the situs of shares in subsection 3.
That is a little complicated too, is it not?

Mr. SmrtH: Yes. If the last one is as clear as mud, I do not know what
we will do with this one.

The CHAIRMAN: We will import a little barytes, which we have heard
about in our customs considerations lately. It is a sort of drilling mud, and
perhaps we could drill through this to some understanding with it.

Mr. SmaTH: Perhaps I could start off, and if I get into difficulties Mr.
Linton is always very good on this business of situs.

Honourable senators may recall or may have heard of a tax avoidance
device which existed under the act before it was amended in 1962. This arose
because of the differential I referred to a minute ago between a province
Where there was no abatement and a province where there was a 50 per cent
abatement. The situs rule in the act for shares is that if the shares are
transferable in the province where the deceased is domiciled, and it is a
brescribed province, for federal purposes they will be considered to be situated
there and there will be an abatement in respect of the tax on those shares.
But if there is no transfer office in the province where the deceased is
domiciled then there are certain other rules to determine where the shares
Would be.
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Perhaps, Mr. Chairman, I should describe the way it would work with-
out this amendment. If the deceased was domiciled in say Alberta, a province
where no tax is levied and if there was no transfer office in Alberta, the
shares would be considered to be where the nearest transfer office was. If
a testator has set up a personal corporation to hold his assets and then
arranged that there would be no transfer office in his province of domicile,
Alberta, but also arranged that there would be two transfer offices else-
where, one in British Columbia and one in Ontario, the way it could work
is that when his estate was being assessed the assessors would look to the
nearest transfer office, which would be British Columbia, and they would
allow a 75 per cent abatement in respect of the tax on the shares of this
estate. Then presumably the representative of the estate would make sure
that the shares were not transferred in British Columbia, which levies a tax
at roughly 75 per cent of the federal tax, but would make sure he transferred
them in a province where there was a tax that is equal to 50 per cent of
the federal tax; that would be Ontario—or Quebec. In that case the tax he
would pay to the province would be two-thirds of the tax that he would
have paid to British Columbia. So he would get the higher federal abate-
ment, but he would have paid the lower provincial tax. This would be unfair
to the province of British Columbia. Either British Columbia would lose
revenue or the federal Government would lose revenue.

In any case, it would distort these federal provincial arrangements for
sharing, as described a minute ago, including the payments of equalization, as
well as tax abstention payments; and it is a tax payments avoidance device the
provinces are particularly anxious should be blocked.

The CHAIRMAN: I take it that this is intended to do the blocking?

Mr. SmitH: Yes.

Senator Davies: It is a bit complicated.

Senator SmaTH (Kamloops): Will this put a stop to the difficulty
encountered in taxing estates in British Columbia that occurred some time ago?

Mr. SmrrH: I think I know the ones you refer to. The old amendment in
1962 was designed to do that. The same problem arises with a smaller scope, and
with fewer provinces involved today, because of the differential between 75
and 50 per cent. The ones you are referring to had a differential of 50 per cent
and nothing.

Senator CReERAR: Do all the provinces levy estate taxes?

Mr. SvaTH: No; just the provinces of Quebec, Ontario and British Columbia.
The other seven provinces share in the federal estate tax.

Senator CRERAR: In those three provinces is the tax uniform?

Mr. SmrTH: In the three provinces, no sir, the tax is not uniform; although
I understand that the provinces do have arrangements with each other to
give a credit for a tax levied by the other. For instance, I understand that
British Columbia would give a credit in respect of tax levied by the other
taxing provinces, within certain limits.

The CHAIRMAN: That is to avoid the imposition of double taxation.

Shall the section carry?

Hon. SENATORS: Carried.

The CHATRMAN: Subsection 4 simply provides for the coming into force.

Section 4 is a penalty section affecting statements that the executor may
make. Have you any comment to make on that, Mr. Smith?

Mr. Smrra: I am not sure that I can comment beyond what is in the
explanatory note, Mr. Chairman. I could mention that, as Senator Lang
mentioned in the Senate chamber I believe, that this is similar to section 56(2)
of the Income Tax Act, which has been accepted by Parliament for some time:
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Senator LANG: Mr. Chairman, I wonder if Mr. Linton might explain why
the present section has been found to be inadequate.

Mr. LinToN: Perhaps Mr. Gourlay is better equipped to answer that than
I am.

The CHAIRMAN: Mr. Gourlay, is not the answer that you have in the present
act a civil penalty, and also for offences where people can be prosecuted for
various mis-statements, etc., or things they do or do not do; but the civil
penalty in the act is in relation to wilfully avoiding or attempting to avoid pay-
ment of an amount; whereas this bill proposes a civil penalty in relation to:

Every person who, knowingly, or under circumstances amounting
to gross negligence in the carrying out of any duty or obligation imposed
by or under this act, has made, or has participated in, assented to or
acquiesced in the making of, a statement or omission in a return, state-
ment or answer. . . .

So they cover different things.

Mr. J. L. Gourlay, Legal Division, Department of National Revenue: They
cover different things, Mr. Chairman; and also because the estate tax is only
filed once, at the end of a person’s life it is very difficult to actually prove
the necessary ingredient “wilfully”. The circumstances are such that in many
cases you are dealing with elderly people who are completing this return,
and it is very difficult to evaluate. We felt it was very difficult to prove the
necessary ingredient to impose the penalty, and we would like a penalty a
little wider but not quite as difficult to prove.

The CHAIRMAN: You wanted a deterrent.

Senator CRERAR: Am I to understand that if a person carelessly but not
intentionally gave wrong information he would be penalized?

The CHAIRMAN: No.

Mr. GourLAaYy: No, I would not think so, sir.

Senator CRERAR: Well, that should be clear.

The CHAIRMAN: It says, “knowingly or under circumstances amounting
to gross negligence;” so that is more than being careless.

Shall the subsection carry?

Hon. SENATORS: Carried.

Subsection 2 is simply the coming into force date.

Section 5 of the bill, Mr. Smith?

Mr. SmatH: Clause 5 of the bill does for the tax on foreign estates what
clause 3 of the bill does for the tax on domestic estates; that is, it changes
the abatement from 50 per cent to 75 per cent on property situated in British
Columbia. For example, there will be a 75 per cent abatement, for the estate
of someone in Seattle who owns property in British Columbia.

The CHAIRMAN: Shall section 5 carry?

Hon. SENATORs: Carried. ;

The CHAIRMAN: Section 6 of the bill?

Mr. SmrITH: This is another relieving section, Mr. Chairman. Honourable
Senators will notice the change from $1,500 to $2,500 in the amount that can

e transferred on notice but without consent in the case of, for example,
2 deposit in the bank. In addition to that, there is added to the section
another relieving provision for money payable under a policy of sickness or
accident insurance which can also be transferred without consent of the min-
Ister, to the value of $2,500. So this is purely a relieving section designed to

elp the widow, for instance, when she is in somewhat straitened circum-
Stances after the death of her husband.



16 STANDING COMMITTEE

Senator FERGUSSON: Mr. Chairman, may I make a comment? The women’s
organization will certainly be very gratified by this amendment because the
brief they have presented to the Government pointed out that $1,500, which
was the capital limit, was not in these days of high prices large enough to
provide enough ready cash necessary for widows to continue living and paying
their bills. I just want to say that I hope the other recommendations in some
of these briefs will get the same sympathetic consideration.

The CHAIRMAN: Shall this section carry?

Senator LEONARD: Mr. Chairman, I gather that the experience of the
department has been that there is very little loss of tax, if any, resulting from
the exemption of $1,500. That figure is so designed to make sure that the limit
is kept within reasonable bounds, and that there is no trickling away of tax-
able assets. If that has been the experience do you not consider that the
amount of $2,500 might very well be increased and there would still be no drib-
bling away of taxable assets?

Mr. Linton: It is hard to say where you cross the border in that respect.
There is nothing magic about the figure of $2,500. It was thought that $1,500
was too low under the present circumstances. Whether there would be any
danger if it were raised to $3,000, I do not know. It is desirable to have some
protection. I point out that the amount of $2,500 is in relation to each bank
branch. If a man has six accounts in six branches he would have six times
$2,500.

Senator LEONARD: Or six assets.

Mr. LiNTON: Yes.

Senator LEONARD: Perhaps the department might keep it in mind, and if
there is still no loss of tax the amount might be increased from $2,500 in
due course.

Mr. SmrTH: Perhaps I might add that the figure of $2,500 was suggested
in a brief from the Canadian Federation of Business and Professional Women’s
Clubs, and that figure was accepted.

Senator LEoNARD: Yes, and I am making another suggestion.

Hon. SENATORS Carried.

The CHARMAN: Shall I report the bill without amendment?

Hon. SENATORS: Agreed.

The meeting thereupon adjourned.
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, Wednesday,
June 17th, 1964.

“Pursuant to the Order of the Day, the Honourable Senator Connolly, P.C.,
moved, seconded by the Honourable Senator Vaillancourt, that the Bill C-100,
intituled: “An Act to amend the Farm Credit Act”, be read the second time.

After debate, and—

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

The Bill was then read the second time.

The Honourable Senator Connolly, P.C., moved, seconded by the Honour-
~ able Senator Vaillancourt, that the Bill be referred to Standing Committee on
Banking and Commerce.

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

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

THURSDAY, June 18, 1964

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 9.30 a.m.

Present: The Honourable Senators: Aseltine, Baird, Bouffard, Burchill,
Connolly (Ottawa West), Croll, Hugessen, Isnor, Lambert, Molson, Pearson,
Reid, Smith (Kamloops) and Taylor (Norfolk)—14.

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel.

In the absence of the Chairman and on Motion of the Honourable Senator
Taylor (Norfolk) it was RESOLVED that the Honourable Senator Bouffard
be elected Acting Chairman.

On Motion of the Honourable Senator Pearson it was RESOLVED to report
recommending that authority be granted for the Printing of 800 copies in
English and 300 copies in French of the proceedings of the Committee on
Bill C-100.

Bill C-100, “An Act to amend the Farm Credit Act,” was considered clause
by clause.

The following witness was heard:
Mr. G. Owen, Chairman, Farm Credit Corporation.

On Motion of the Honourable Senator Connolly (Ottawa West) it was
RESOLVED to print as appendix “A” the Analysis Table read by Mr. Owen.

On Motion of the Honourable Senator Pearson it was RESOLVED to
report the Bill without amendment.

At 1.00 a.m. the Committee adjourned to the call of the Chairman.
Attest.

F. A. Jackson,
Clerk of the Committee.
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REPORT OF THE COMMITTEE

THURSDAY, June 18, 1964

The Standing Committee on Banking and Commerce to whom was referred
the Bill C-100, “An Act to amend the Farm Credit Act”, have in obedience
to the order of reference of June 17th, 1964, examined the said Bill and now
report the same without any amendment.

All which is respectfully submitted.

Paul H. Bouffard,
Acting Chairman.
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THE SENATE
THE STANDING COMMITTEE ON BANKING AND COMMERCE

EVIDENCE

Ottawa, Thursday, June 18, 1964

The Standing Committee on Banking and Commerce, to which was
referred Bill C-100, to amend the Farm Credit Act, met this day at 9.30 a.m.

Senator PAuL H. BouFFARD (Acting Chairman) in the Chair.

The Committee agreed that a verbatim report be made of the
committee’s proceedings on the bill.

The committee agreed to report recommending authority be granted
for the printing of 800 copies in English and 300 copies in French of the
committee’s proceedings on the bill.

The ACTING CHAIRMAN: We have with us this morning Mr. G. Owen,
Chairman of the Farm Credit Corporation. If it is agreeable with honourable
senators, I would ask Mr. Owen to explain the main provisions of Bill C-100.

Mr. G. Owen, Chairman, Farm Credit Corporation: Honourable senators,
actually there is not a great deal in this bill. There are really two, possibly
three, significant features.

Senator CoNNOLLY (Ottawa West): In the Senate yesterday I said there
were Six.

Mr. OWEN: The others can also be important. The principal objective, of
course, is to provide us with more money so that we can continue our lending
operations.

The second proposal is for a very substantial increase in the amount we
can lend to individual farmers.

The third proposal is for a change in interest rates so that the amount in
excess of the present limits under the act will bear an interest rate which will
allow us to make loans without adding to our losses, at least, to cover the cost
of making these loans.

These are the principal features of the bill. There are many other items
in it. I wonder if it might be best if we went clause by clause?

The AcTING CHAIRMAN: I think that would be the best way. Let us talk
about clause 1 first, the definition of “farming”. What is the change?

Senator REm: I am one of the best beekeepers in the country, and I would
like to know the reason for bringing beekeepers under this. This surprises me.

Mr. OweN: I think possibly one of the reasons was the fact that beekeeping,
first, is looked after by the Department of Agriculture. Beekeepers are eligible
under the Farm Improvement Loans Act, and it was the only kind of farming
Specifically excluded from this act. We do not expect there will be many
farmers, specialized beekeepers, who will come to us for loans; but the Bee-
keepers’ Association themselves felt it was discrimination against them.

Senator REemp: From what province?

i
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Mr. OweN: The association has a secretary here in Ottawa.

Senator REip: For the whole of Canada?

Mr. OWEN: Yes.

Senator PEARSON: On what would you base their security?

Mr. OWEN: As security we would have to base the value on the assets, the
immoveable property, the house, the land, and any buildings they might have.
The house and land together would have some value. There would be the
building in which they might have their extracting equipment, and this would
not be large. There are some specialized beekeepers, not many but some, who
transfer properties from one to the other.

Senator REIp: Have you had any applications from the beekeepers?

Mr. OweN: Five last year.

Senator REmp: All in Canada?

Mr. OWEN: Yes. We do lend to people who are farming, and keeping bees
on the side. This is carried on quite often as a secondary enterprise. How-
ever, I don’t think this will make any great change in the number of loans
we make to these specialized people, but it was to remove the fact that they
were specifically excluded.

Senator ConnoLLY (Ottawa West): I suppose it is fair to say, Mr. Owen,
that if you have an application from a beekeeper for a loan, he can only
get one up to the maximum allowed by your regulations, depending upon the
security he has to offer?

Mr. OweN: This is right.

Senator ConnNoLLY (Ottawa West): So that you would be making your
evaluation on his assets, his land, his buildings, equipment, and so on, and
then you determine the extent to which you could lend him money?

Mr. OwWeN: That is right.

Senator REIp: But you could not evaluate the bees he has?

Mr. OweN: Under this we would almost exclusively be relying on real
estate, buildings, etc. We are limited to 75 per cent so there is no danger here
of our making loans which would not be secure.

Senator REm: Does the question arise in British Columbia or does it arise
here?

Mr. OWEN: We have had one request from British Columbia that I know of.

Senator Rem: Just one?

Mr. OWEN: There were three that I know of from Ontario.

Senator REm: Nothing from Quebec? Is that a good reason for changing
the act?

Mr. OweN: It is just a question that this is one kind of farmer being
excluded specifically. We felt it was reasonable to allow them in, so that if
they had a proposition where we could help them, we would be able to do so-

Senator REID: Have you staff qualified to examine bees?

Mr. OWEN: We are capable of appraising the real estate. If we come
across a problem with respect to assessing his management with respect to
bee;, then we would seek assistance from those who are qualified in the
business.

Senator CROLL: A new job.

Senator PEARSON: I know one case where a beekeeper lives right in town

and 1?eeps his bees there. He takes his bees out into the country and scatters
the hives there.

Mr. OWEN: That is a practice.
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Senator PEArRsON: But the land is not owned by him.

Mr. OweN: That is right. We lend only on the security of the land he
owns, and we have to be sure of that.

Senator PEArRsoN: Would you make a loan on the value of the house in
the town?

Mr. OwWeN: If he had his plant there and was operating from there, and
if his principal occupation was beekeeping.

Senator PeEarsoN: That is what it is.

Senator RE: It would be hard to find that out. There are many people
who keep bees in their spare time. Many of them do not need to give their
full time. That is one of the reasons for my questions this morning.

Mr. OweN: Unless his principal occupation were beekeeping, we would
not be able to lend to him.

Senator RE: I know that in many cases it is done at home. It is just a
hobby.

Mr. OwWeN: Those people would not be eligible.

Senator Rem: I doubt if any businessman would be looking for a loan.

Mr. OWEN: I do not think there would be much of that.

Senator REIp: Come back next year and I will have you on the spot. I
will want to find out just'what you are doing.

Senator CroLL: One further question occurs to me in regard to the un-
specified interest rates that you fix, for that portion of the loan which is beyond
the fixed interest rate.

Mr. OwWeN: That is in clause 4?

Senator CroLL: I have one question on that. When you fix that amount,
what do you include? Do you include anything for administration?

Mr. OWEN: Yes.
Senator CroLL: What is that, approximately?

Mr. OWEN: Our costs of administration during the past year amounted to
.87 per cent of the capital.

Senator CroLL: How does that compare with the loan made by private
institutions, for administration?

Mr. OWEN: Their lending is, of course, entirely different. Some of them
make very sizeable loans for large buildings. Others lend on housing. The only
real comparison I can give you is that when the Glassco Commission was
examining our operations, one of its members, a man who had spent some time
in a detailed study of our work and who had wide experience in a mortgage
company, expressed surprise that we were able to administer loans on this
percentage, that in his company it had cost more.

Senator IsNOR: You have not answered Senator Croll’s question. What is
the difference? You must know that?

Mr. OWEN: You mean, specified in dollars and cents?
Senator IsNor: Yes, on a percentage basis.

Mr. OWEN: Between ourselves and private companies?
Senator ISNOR: Yes.

Mr. OwWEN: That I cannot say, because I have not made an examination of
the administrative costs of private companies. There are no private agencies
lending in the same type of lending field that we are in.

Senator IsNor: Well, take a similar type of lending field; it is the cost of
doing business.
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Mr. OwWEN: As to the cost of doing business, when you make large loans
on commercial buildings or small loans on houses, it is quite a different thing
from making loans on farm businesses. I cannot give you any specific figures
and I have not got any comparison.

Senator CroLL: What did the Glassco Commission say on it, if anything?
Mr. OWEN: They said nothing about the cost of administration.
Senator CrorLL: Nothing?

Mr. OweN: I will say that the cost of administration, percentagewise, has
steadily declined over the past eight or nine years. That is as far back as I have
examined the figures.

Senator CoNNOLLY (Ottawa West): In other words through the Farm
Credit Corporation and in the Canadian Loan Board operation?

The Acting CHAIRMAN: Does that include the amount of money you have
to spend in making an examination of property, and so on?

Mr. OweN: That is right, plus the fact that we are a Crown corporation
and pay for our offices and services, not like a Government department where
these are provided by another department. If we get buildings or other things
from the Department of Public Works, we pay rent for them.

Senator ConnoLLY (Ottawa West): Were you with the Canadian Farm
Loan Board?

Mr. Owen: I was there from 1950 to 1952. For a period I was with the
Veterans Land Act, then I returned to the Farm Loan Board. In 1960 I joined
the Farm Credit Corporation.

Senator ConNoLLY (Ottawa West): So you have seen this through a period
of time?

The Acrting CHAIRMAN: Are there any other questions on clause 1?

Hon. SENATORS: No.

The ActiNng CHAIRMAN: Clause 2, concerning the capital of the corporation,
which I understand is increased from $16 million to $24 million.

Mr. OweN: That is right. It increases the borrowing authority by $200
million.

Senator PEARSON: Is the money that you receive back from borrowers in
annual payments put back into the Consolidated Revenue Fund?

Mr. OWEN: Some of it is and some of it we re-lend.
Senator PEARSON: You keep it like a revolving fund?

Mr. OwWeEN: We borrow money from the Department of Finance on 2
specific repayment schedule. If the farmers pay us back quicker than the repay-
ment schedule calls for, and we get extra money, we turn around and re-len
this rather than keep it sitting around. If we use part of it to pay back to the
Minister of Finance, this reduces our debt to the Minister of Finance and allows
us to go back and borrow more.

Senator ASELTINE: I think Senator Pearson went a little further than
that‘. _He wanted to know if the money the farmer paid back was lent, 113
addition to the amount that you were borrowing from the Minister of Finance-

Mr. OweN: It is, except that part of it which we must use to pay back t0
thfe _Mlnlster of Finance, because we have specific repayment terms with the
Minister of Finance. But we re-lend any surplus from what is paid back to us-

. Senator IsNoR: You have gone up from $400 million to $600 million, e
1s a 50 per cent increase.

Mr. OWEN: That is right.
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Senator PEARSON: Let us suppose for the sake or argument that you lend
out the full $600 million and you get a large volume back. Could you reinvest
the amount paid back so that you would have, say, $700 million out?

Mr. OWEN: If we got a large amount back from the farmers, we would not
have $600 million out. When he pays it back he is reducing the amount of our
investment in mortgages, but we cannot exceed the $600 million plus the
capital, which would be $24 million, making a total of $624 million, plus any
amount of reserve which we also have invested in mortgages.

Senator BURCHILL: In other words, this is a revolving fund?

Mr. OWEN: It is very much like a revolving fund.

Senator BURCHILL: In that respect it is different from the National Housing
Act, where any payments coming back from housing loans go to the Receiver
General?

The Acting CHAIRMAN: We had that yesterday.

Senator BURCHILL: But this is a revolving fund, it goes back to you?

Mr. OWEN: It goes around again.

The Acting CHAIRMAN: I understand they have to repay the Minister of
Finance a certain percentage of the amount loaned during the year, and then
when that amount has been repaid the balance in the fund can be re-loaned.

Senator BUuRcHILL: Would you tell us the distribution of loans as far as
provinces are concerned. :

Mr. OWEN: Are you talking of the distribution of current business or capital
outstanding?

Senator BURCHILL: Capital outstanding.

Senator CoNNOLLY (Ottawa West): I should have given that yesterday in
the Senate but I thought I had been speaking long enough.

Mr. OWEN: At the moment the outstanding loans, rounded off in thousands
of dollars, are as follows:

Bribish SCOMBIbIa 755 Sl 07w @ b o pis sl $17,394,000
ATERl et e e R e SR e O o 82,411,000
SASKATONEIRIL Lai T Tt & T2 s w4 s AR AR 97,066,000
WAL ol e Sl i o il o i S ARl 3 Dl 24,587,000
@4y o - e GRS R e R T R 95,292,000
3 1211 vy e AL PR O S SRR T R e ML e 22,140,000
N - BrutisWiek it 5 o 2 st tofe o mid S in e st 3,982,000
NovaySeBRIE =ik S s oib o vie, S S s LAt s 2,413,000
Prince. Edward - Islandi’. o0 setaisi saRa e iings 4,992,000
Newdormualand: "o | G s el e e e S b 76,000

To explain these figures I should point out that the figure in the Province
of Quebec in relation to the size of their agricultural industry is small. The
reason for this is that since 1937 the province has been lending money at 2} per
cent, so farmers would not come to us for money when they can get it there
at 21 per cent. Since the beginning of 1962 the province has been paying half of
the interest that we charge farmers, so when we charge a farmer in the province
of Quebec 5 per cent interest the province pays half of that interest for him. As
a result of that our volume has increased to the point where last year we lent
something in excess of $14 million in the province of Quebec, though the prov-
ince itself lent another $27 million. This explains why that one province in
relation to its agricultural size has that amount.

Senator BURcHILL: Is that the only province in the dominion that does
that?
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Mr. OweN: That is the only province in the dominion that rebates in-
terest. I would say the two other most active are Manitoba and Nova Scotia.

Senator ASELTINE: Could you give us any information with regard to the
$27,500 loans, where they are made? For instance, how many of that size
are made in the province of British Columbia, how many in Saskatchewan,
and so on?

The AcTING CHAIRMAN: These are the large loans that can go up to
$55,000?

Senator ASELTINE: Yes.

Mr. OWEN: This is the number of loans on Part III—

Senator CoNNoLLY (Ottawa West): Supervised?

Mr. OWEN: Yes, supervised loans, as of 31st March, 1964. This is not
necessarily the number we have approved, but the number we have actually
paid out to farmers:

15 AT § T 6T 101500 1122 b g o A SO B R P B LIS i TR o S 95
AIDETTa on s s o S e S aiav eny o as 145
ST e 0 o o 0 G st e S A e R STRCRSIEA I ) B G ot 202
Mattitobalah i Balte 2o 5 o e v A N aa d g ety s 64
Gt arien] sl e S s e ISR 331
BT e et e iR I W M BT, @ NS Jo v e bl s et 409
NS BEURSMRICRT 5ol 2o A enatbet T U s T Te terilin s el bl S RS 31
178150 s Ty 1 et S SR RNE R SR B 8 s B PR, S 24
PrineesBdwardsibsiant b, . e i Sl sl s i 34

Senator ASELTINE: Those figures are the total number of those loans?

Mr. OWEN: Yes, that is the total number.

Senator ASELTINE: That are oustanding?

Mr. OwWeEN: That we have actually made under this part of the act.

Senator ASELTINE: Up to March 31st, 1964°?

Mr. OweN: That is right, sir.

Senator IsNOR: They would be pretty small loans in Quebec?

Mr. OweN: No, they are large.

Senator IsNnor: 409 loans, and only $22 million.

Mr. OWEN: Where I said 409 loans, I am referring, of course, to Part III
loans, only, and the average loan in Quebec during our early years of opera-
tion was larger than in most other provinces because the province lent only
up to $15,000 and people came to us who wanted more than $15,000. That is
why we have more Part III loans in Quebec than any other province, and
’ghey are actually fairly large loans. These are Part III or supervised loans
In which we are lending on chattels as well as lands and buildings.

Senator PEARSON: Have you a breakdown of the Part III loans in Quebec?
I mean, what the money was used for?

Mr. OwWeN: I do not think we have the purposes broken down between

Part II and Part III. T can give you the purposes of the loans, the percentage
that goes into the various things.

- Senator ConNNoLLY (Ottawa West): I gave that yesterday. Perhaps the
senators do not need it now.
. Mr. OWEN: I do not think I have it broken down for provinces. I can
glve you a breakdown by provinces of these purposes, if you wished. This is
quite a detailed table. As you can see, to give you a breakdown of all the
purposes and all the provinces would take me a good deal of time. If you
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like, I could make a copy of this sheet available, to be placed in the record,
if you wished.

Senator ConNOLLY (Ottawa West): You could hand it to the reporter.

The AcTING CHAIRMAN: To be annexed to the report?

Hon. SENATORS: Agreed.

(For Table see Appendix “A” to today’s proceedings.)

The AcTiNG CHAIRMAN: Are there any other questions on section 2?

Senator IsNxor: I just want to follow up a question asked by Senator
Burchill because of the study now being made by the Finance Committee.
The question is this: all repayments are made directly to you, is that right?

Mr. OweN: That is right.

Senator IsSNOR: Then you do your own bookkeeping as far as your loans
are concerned?

Mr. OWEN: Yes, the complete accounting of our own.

Senator Isnor: I think that is important because we have been told of
another department where all the loans are repaid directly to the Finance
Department of the Government.

Mr. OWEN: We handle our complete service; we do our own accounting,
collect all our own money,

Senator CoNNOLLY (Oftawa West): And you have a good many regional
offices? I did not refer to that yesterday, but perhaps it should be mentioned
here.

Mr. OWEN: Yes, we have, as a matter of fact, seven branch offices where
the loans are approved—one for each province, except the Atlantic provinces,
where we have one central office for the four. Then we have 27, what we call,
supervision zones across the country, and we actually maintain about 126 field
offices, where the farmer can come in and see our men for discussions.

The ActiNng CHAIRMAN: All that is included in the administration costs?

Mr. OWEN: Yes, the maintenance of all these offices, the payment of rent
and all the people their expenses.

The AcTiNG CHAIRMAN: Are there any other questions on section 2?
Hon. SENATORS: Carried.

Senator REm: In section 3, why do you leave out the grandchildr'en? There
should be provision made for the grandchildren on the farm. Why bring all the
farmer’s other relations in like that? Just read the list:

...a son, son-in-law, daughter, daughter-in-law, nephew, niece, brother
or sister or a step-child or foster-child of the borrower,...

Mr. OWEN: I presume the grandfather would lend to the father, and the
father would lend to the son.

Senator REmp: What is the reason for the change? What is the demand?

Mr. OWEN: I will explain the kind of thing we are trying to get at. Very
often a farmer will come in to us and say, “I have had my son working with me
seven, eight or nine years, and I have hardly paid him any wages. He is married
and wants to start farming on his own. I have not any money to give him, but I
want to be able to give him $10,000 to start farming. Would you lend me
$10,000 because I have not the cash to give him to make the down payment on
a farm?”

Senator REmn: Why make a payment to the son, son-in-law, daughter,
daughter-in-law, nephew, niece, brother or sister or a step-child or foster-child
and not a grandchild?
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Mr. OWEN: Any one of these, we felt, might be working with the father
who is the farmer.

Senator REID: What demand have you had to make the change?

Mr. OWEN: We have a fairly large number of people who want to borrow
money for their sons. If we made it just for the son the first thing we would
know would be that the father wanted to help a daughter who maybe has been
married and has been working with her husband for the father. We did not
want to make it too restrictive, but wanted it to give us the leeway to help
those genuine cases where a father wanted to help some of his children to
become established in farming.

Senator CoNNoLLY (Ottawa West): Again, the amount of the loan is tied
in to the value of the security the father can make available?

Mr. OwWEN: Yes, and his repayment capacity.

The Actine CHAIRMAN: Section 4, interest rates.

Senator REID: On section 4, what would your largest loan be there? It says
$20,000 and amounts in excess of $20,000.

Mr. OWEN: This deals only with interest rates, and the maximum loan is
under sections 6 and 7. It is $40,000 under Part II of our act, and $55,000 under
Part III. ‘

Section 4 provides the interest on the first $20,000 under Part II would be 5
per cent and on the first $27,500 under Part III will be 5 per cent. On any
amount in excess of that will carry a rate which will pay us our costs of lending
that extra money.

Senator BurcHILL: That top rate might vary?

Mr. OWEN: Yes, it means we are paying 5-3/8ths per cent for the money
we are borrowing and lending at 5 per cent, and it is costing us about .87 per
cent to administer it.

The Acting CHAIRMAN: Shall that section carry?

Hon. SENATORS: Carried.

The ActinG CHAIRMAN: Section 5?

Senator PEARSON: On section 4 on page 3, lines 10 to 15 or 16, that is not
quite clear to me.

Mr. OweN: It was not quite clear to me. We spent some time drafting this
to say that we wanted it to say. What we will do is we will look at our own
entire operations. This subsection 4 merely says how we will prescribe this
higher interest rate. It says we will take into account the cost of money, which
is now 5-3/8ths per cent, the cost of administration of our overall operations,
which is now .87 per cent, and a little for losses. I would not want to predict what
the Governor in Council would approve, but it is close to that.

Senator ASeLTINE: It is likely to be around 7 per cent?

Mr. OwWEN: Oh, it will be that high.

Senator Pearson: I think Senator Brooks asked this question in the
Senate yesterday. You take your administration costs and possible losses. There
?nret;(i):‘:e losses now on the 5 per cent loans to farmers. Would that be included

Mr. OWEN: Oh, no. We cannot use the provision here. In establishing this
rate, we are taking our overall operations and saying what over all we usually
have to pay our way. That rate, whatever it is, will apply to these excess
amounts, and we could not load this to charge these people on the lower amount.

The ActiNG CHAIRMAN: Shall section 4 carry?

Hon. SEnATORs: Carried.

The ActiNG CHAIRMAN: Section 5, Mr. Owen?
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Mr. OWEN: Section 5 arises from the fact that some provinces in examining
our legislation are recognizing that we are taking mortgages in the name of the
Crown in the right of Canada. They have taken the stand that municipalities
cannot sell for taxation purposes any property which is mortgaged to our cor-
poration. We have mortgages on over 40,000 farms, and if they should all sit
back and say, “You can’t sell my property for taxes,” it would not be good for
us or the municipalities. This section is designed to place us in the same position
as any other mortgage lender so that municipalities can collect taxes in the
circumstances I have outlined.

Senator ASELTINE: Do they have much trouble getting farmers to pay
taxes?

Mr. OWEN: We feel the question of collection of taxes is the responsibility of
the municipality. I will confess that occasionally some municipalities—

Senator ASELTINE: Your amortized payments do not include taxes?

Mr. OweN: No. We do have this little difficulty that occasionally a munici-
pality might not be zealous in collecting taxes, knowing they will get them back
sometime, anyway, because they are aware that we have a mortgage. However,

as much as possible we do leave tax collection and tax payments to the re-
sponsibility of the municipal authorities.

Senator ASELTINE: Sometimes you have to pay the taxes?

Mr. OwWeN: We will have to pay them to save our interest, and then we
will have to start collection action against the individual borrower.

Senator CoNNOLLY (Ottawa West): You add the amount of the payment
to the loan?

Mr. OweN: That is right; and they become in arrears immediately.
Senator ASELTINE: You have a mortgage clause to that effect.

The Acting CHAIRMAN: Shall section 5 carry?

Hon. SENATORS: Carried.

The Acting CHAIRMAN: Section 6?

Senator REm: I should like to know why section 6 speaks of the loan not
exceeding $40,000, while in section 7 it says $55,000?

Mr. OwWEN: Clause 6 refers to loans in Part IT of the act which are secured
by mortgages on farm land only. Section 7 is referring to mortgages under Part
III of the act, which is secured by land and chattels, and which is supervised
by the corporation. These are the loans where we provide the capital for
chattels as well as land, to help the young fellows to get established, and it is
limited to farmers up to 45 years of age.

Senator PEARSON: Supposing a man wants to borrow for his son or daughter,
does that age of 45 refer to that son or daughter?

Mr. OWEN: A son or daughter can borrow. If a father wants to borrow for
“his son, he is not eligible under the section, because he is under 45 years of age.

The AcTING CHAIRMAN: Shall section 7 carry?

Hon. SENATORS: Carried.

Senator ASELTINE: How do you allocate the legal work amongst the
solicitors, say in the Province of Saskatchewan? When the Farm Loan Board
Was operating the work was all done by lawyers in Regina and Saskatoon,
and other centres. This corporation was set up in 1959, was it not?

Mr. OwWEN: The fall of 1959, yes.

Senator ASELTINE: The work was allocated and given to solicitors
throughout the province, which was divided into districts. Are you following
that principle? I was told recently that the legal work had all gone back to
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Saskatoon and Regina and Prince Albert and that the rural legal fraternity
were not getting any of this work any more.

Mr. OweN: This is not quite the circumstances. In 1960 we had the
province divided up into field areas, and we had a solicitor in each field.

One of the problems was that sometimes this field boundary might not be
properly adjusted, there might be a farmer at the corner of this farm boundary
who could much easier go to a closer town. We also found in many areas
lawyers with only a few loans to deal with, and when that occurs, they don’t
care whether they have our work or not. So we reduced somewhat the number
of lawyers. I agree we did put loans with lawyers in certain places in land
title offices, for instance, because they can do it quicker. We used to have 31
lawyers in Saskatchewan, and at the moment we have 20 or 22.

Senator IsNOrR: In other words, this is a more efficient system you are
working under than in 1959?

Mr. OWEN: We believe it will be. Our argument is that if you give a
man enough work to make it important to him to keep it, then you can
require that he do it in a hurry; but if you give him only a little work and it
does not mean anything to him, whether he gets it or not, you are under the
difficulty of getting him to do it in a hurry. Under this system we think we
shall get quicker disbursement of the loans.

Senator MoLsoN: Do you use any other professional men than lawyers,
such as chartered accountants?

Mr. OwWEN: No. We have our own accounting staffs, and we do our
accounting in a centralized location with our own staff. We do hire other
professional people. We like to feel that all our local representatives in the
field are professional appraisers and agriculturists.

The ActiNng CHAIRMAN: This is work of research for land purposes.

Shall this bill be carried without amendment?

Hon. SENATORS: Carried.

The Acting CHAIRMAN: Thank you, gentlemen.

Senator CoNNOLLY (Ottawa West): Mr. Chairman, I should like to thank
Mr. Owen and his officials for their helpful work this morning; we are very
grateful to them.

Mr. OWEN: Thank you. Any time you wish information about our opera-
tions, we shall be glad to provide it.

The committee adjourned.
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During the Fiscal Year Ended March 31st, 1964

APPENDIX “A”
FARM CREDIT CORPORATION
ANALYSIS OF THE PURPOSES FOR WHICH LOANS WERE APPROVED

Total Loan Working
Approved Land Purchase Land Debt Improvements Livestock Equipment Taxes Other Debts Capital Legal Costs
Province Amount Amount % Amount % Amount % Amount % Amount % Amount % Amount % Amount % Amount %
British Columbia... 5,632,100 1,633,309 20.0 1,768,479 31.4 687,116 12.2 236,548 4.2 219,652, 3.9 — - 1,053,203 18.7 — — 33,793 .6
Alberts, ..oocose0ns 27,157,600 17,652,440 65.0 3,258,912 12.0 3,002,167 14.7 1,765,244 6.5 162,046 .6 27,188 .1 81,473 .3 54,315 .2 162,045 . .6
Saskatchewan. ..... 25,200,900 20,362,327 80.8 3,150,113 12.5 082,835 3.9 126,005 .5 226,808 .9 100,804 4 126,005 .5 50,401 .2 75,602 .3
Manitoba........... 7,460,800 5,058,422 67.8 1,350,405 18.1 537,178 7.2 96,990 1.3 52,226 .7 59,686 .8 200,971 3.9 — — 14,922 .2
Olitario; .v. I\ hives 24,766,000 8,519,504 34.4 8,915,760 36.0 2,501,366 10.1 544,852 2.2 207,192 1.2 49,532 .2 3,665,368 14.8 — = 272,426 1.1
14,710,400 5,043,002 40.4 4,048,486 31.6 1,574,013 10.7 176,525 1.2 132,394 .9 — - 2,133,008 14.5 —_ - 102,972 Ay |
New Brunswick. . .. 945,200 163,520 17.3 222,122 23.5 227,793 24.1 51,086 5.5 32,137 3.4 18,904 2.0 215,506 22.8 i _ 13,232 1.4
Nova Scotia........ 821,800 161,895 19,7 179,152 21.8 159,429 19.4 32,872 4.0 50,952 6.2 17,258 2.1 208,737 25.4 -_— — 11,505 1.4
Prince Edward
Island 1,245,700 206,477 23.8 338,830 27.2 237,929 19.1 82,216 6.6 77,233 6.2 — — 203,049 16.3 — —_ 9,066 .8
Newfoundland...... 68,600 2,470 3.6 16,464 24.0 33,477 48.8 686 1.0 6,860 10.0 — — 7,762 11.3 — — 801 1.3
National Total..... 108,009,100 59,793,366 55.4 23,848,723 22.1 10,933,303 10.1 3,113,024 2.9 1,258,400 1.2 273,342 .3 7,085,072 7.3 104,716 .1 698,254 .6
1062-63.....000000ss 90,924,300 50,328,737 55.4 21,031,344 23.1 7,620,514 8.4 2,731,805 3.0 1,013,017 1.1 261,678 .3 7,186,760 7.9 98,533 .1 651,822 .7
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, June 16th, 1964.

\) “Pursuant to the Order of the Day, the Senate resumed the debate on the
‘ motion of the Honourable Senator Connolly, P.C., seconded by the Honourable

Senator Vaillancourt, for second reading of the Bill C-102, intituled: “An Act
to amend the National Housing Act, 1954”.

After debate, and—

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

The Bill was then read the second time.

The Honourable Senator Vaillancourt moved, seconded by the Honourable
Senator Lambert, that the Bill be referred to the Standing Committee on Bank-
ing and Commerce.

The question being put on the motion, it was—

Resolved in the affirmative.”

J. F. MacNEILL,
AR Clerk of the Senate.
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MINUTES OF PROCEEDINGS

WEDNESDAY, June 17th, 1964.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 10.00 a.m.

Present: The Honourable Senators: Aseltine, Baird, Blois, Bouffard, Brooks,
Burchill, Cook, Connolly (Ottawa West), Croll, Fergusson, Flynn, Gershaw,
Gouin, Hugessen, Irvine, Isnor, Lang, McLean, Molson, Pearson, Reid, Smith
(Kamloops), Taylor (Norfolk), Thorvaldson, Vaillancourt and Walker—26.

In attendance: Mr. E. Russel Hopkins, Law Clerk and Parliamentary Coun-
sel.

In the absence of the Chairman and on Motion of the Honourable Senator
Taylor (Norfolk) it was RESOLVED that the Honourable Senator Bouffard be
elected Acting Chairman.

On Motion of the Honourable Senator Croll it was RESOLVED to report
recommending that authority be granted for the printing of 800 copies in English
and 300 copies in French of the proceedings of the Committee on Bill C-102.

Bill C-102, intituled: “An Act to amend the National Housing Act, 1954”,
was considered clause by clause.

The following witness was heard:

Mr. H. W. Hignett, Vice-President, Central Housing and Mortgage Corpo-
ration.

On Motion of the Honourable Senator Burchill it was RESOLVED to re-
port the Bill without amendment.

At 11.10 a.m. the Committee concluded its consideration of Bill C-102.
Attest:

F. A. Jackson,
Clerk of the Committee.



REPORT OF THE COMMITTEE

‘WEDNESDAY, June 17th, 1964.

The Standing Committee on Banking and Commerce to whom was referred
the Bill C-102, intituled: “An Act to amend the National Housing Act, 1954”,
have in obedience to the order of reference of June 16th, 1964, examined the
said Bill and now report the same without any amendment.

All which is respectfully submitted.

PAUL H. BOUFFARD,
Acting Chairman.






THE SENATE
THE STANDING COMMITTEE ON BANKING AND COMMERCE

EVIDENCE

OrTawa, Wednesday, June 17, 1964.

The Standing Committee on Banking and Commerce, to which was referred
Bill C-102, to amend the National Housing Act, 1954, met this day at 10 a.m.

Senator Paul H. Bouffard (Acting Chairman) in the Chair.

The Acting CHAIRMAN: We are going to deal with Bill C-102, an act to
amend the National Housing Act, 1954. We have with us this morning Mr. H. W.
Hignett, Vice-President, Central Mortgage and Housing Corporation, Mr. A. D.
Wilson, General Counsel, CMHC, and Mr. K. D. Tapping, Secretary, Board of
Directors, CMHC.

The committee agreed that a verbatim report be made of the com-
mittee’s proceedings on the bill.

The committee agreed to report, recommending that authority be
granted for the printing of 800 copies in English and 300 copies in French
of the committee’s proceedings on the bill.

I think, if it is agreeable to honourable senators, M. Hignett, who is
familiar with the whole bill, can give us the information the committee would
like to have. I would ask Mr. Hignett to comment on the bill now.

Mr. H. W. Hignett, Vice-President, Central Mortgage and Housing Corporation:
Mr. Chairman, honourable senators, after the detailed explanation of the bill
given by my minister, Mr. Nicholson, and Senator Connolly (Ottawa West),
perhaps honourable senators would not wish me to go through the bill in detail,
but merely comment on the two major sections of the bill, section 7 which deals
with urban renewal, and section 8 which deals with public housing.

The urban renewal provisions of the National Housing Act were first in-
troduced into the act in 1944. For the first 10 years, until 1954, the section was
not widely used, the only major project carried out during these years being
the Regent Park North project in Toronto. Since 1954 there has been much more
activity. There have been 17 projects in 12 municipalities, with a total invest-
ment of $70 million.

Senator ASELTINE: Where are these located?

Mr. HicNETT: There have been projects in St. John’s, Newfoundland, Hali-
fax, Montreal, Toronto, Sarnia, Winnipeg and Vancouver.

Perhaps a more encouraging development has been the interest demons-
trated by municipalities in the problem itself. And under the National Housing
Act there have been urban renewal studies of the 50 larger urban communities
in Canada and these 50 cities have identified the problem within their own
boundaries, and will establish a program of priority for dealing with it. About
$1 million has been spent on this kind of study generally in the last six years.

7



8 STANDING COMMITTEE

Senator CroLL: By CMHC?
Mr. HigNeETT: By CMHC under Part V of the National Housing Act.
Senator ASELTINE: Is this money paid back?

Mr. HicNeTT: No, that is a grant. There was a series of grants to each
municipality, and grants have been made to 50 municipalities. In the work that
has been done it has been found that the present provisions of the act are much
too inflexible.

At the moment the act will only permit the corporation to bear one-half of
the cost of acquiring or clearing a substandard area. The only tool we have is
the bulldozer. We can only go in and help a municipality acquire substandard
areas and demolish everything that is there. The second restriction has been the
requirement in the act that the area concerned must be substantially housing
before the clearance, or the cleared land must be used for housing purposes.
The studies that have been carried out reveal that in most Canadian cities—our
cities are generally young—there are not large sections of the downtown areas
that need clearance. On the other hand, there are substantial areas where a
combination of treatment is required, that is the acquisition, clearing and rehabi-
litation of that which is the worst; saving and conservation of that which is on
the edges of the areas and which is deteriorating; the replacement of municipal
services that are perhaps 70 or 80 years old, to meet changing conditions, and
the replanning of areas to a new use. These are some needs we have not been
able to deal with under the present act, and the purpose of section 7 of this bill
is to deal with some of these problems. For example, section 23A enables the
corporation to contribute to half the cost of the preparation of an urban renewal
scheme. This is new.

Senator Brooks: Would this be slum clearance?

Mr. HiecNETT: Yes. This would be the demolition of completely substandard
buildings to be included in such a program. This bill also removes the restric-
tion that there must be housing either before or after the clearance.

There are commercial areas of cities that are now blighted. There are sub-
standard commercial areas, but when cleared the best use of the land is still
commercial, and it will be possible when this bill is enacted under the Na-
tional Housing Act to deal with such projects and make contributions for such
purposes.

Section 23A enables the corporation to contribute half the cost of the scheme
itself which can be quite an expensive process.

Senator ReEm: What is the total amount?

: Mr. HicNETT: The total investment has been $70 million in the 12 munic-
ipalities in which projects have been undertaken. Of this $70 million the federal
Government has borne half the cost.

The AcTING CHAIRMAN: As a gift, or as a subsidy?

Mr.. HIGNETT: Yes. Section 238 enables the corporation to pay half the cost
of acquiring and clearing the land and demolishing the buildings, and also
enables the corporation to pay half the cost of installing new municipal services
n .th.at urban renewal area. These services may include everything except
]9‘111d1ngs. They include sewers, water, streets, recreation areas, off-street park-

Ing—any municipal plant except buildings.
Senator PEARSON: Lighting?

biVIr- HIGNETT: Yes, providing it is municipally owned, sir. One of the other
broblems of urban renewal is that notwithstanding the fact that the federal
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Government is willing to bear one-half the cost, it is still a very expensive

undertaking for a municipality to carry out. Municipalities find it very difficult

out of current revenue to produce the sums of money required to carry out

substantial slum clearance projects. So, provision has been made in the act

to lend to the province or the municipality two-thirds of their share of the cost.
Senator BAIRD: That is, two-thirds of one-half?

Mr. HiGNETT: That is right. That can be lent over a period of 15 years at a
low rate of interest, which currently would be 5§ per cent.

Senator Cook: Does the survey show any areas in which it would be de-
sirable to leave most of the cleared land for recreation; that is, to leave it
cleared?

Mr. HIGNETT: Yes, that would be possible. We could help with this if it
were for a downtown green area, or a downtown square, or something of that
kind. That would be a valid thing to do.

The AcTING CHAIRMAN: Would it also apply to municipal land that you are
turning into a park?

Mr. HIGNETT: Yes, sir.

Senator BURCHILL: Who determines whether an area is a slum area?
There are many such areas which are just on the line. In the judgment of some

people they would be slum’areas, but in the judgment of others they would be
all right.

Mr. HIGNETT: In the first instance, the municipality determines the areas
which appear to require treatment. When the study is completed the council
of the municipality will consider the recommendations of the study, and will,
with provincial concurrence, pass a by-law which will designate the area within
the municipality as an urban renewal area. The actual designation is done by
the province at the request of the municipality.

Senator BURCHILL: A study is made by an official of C.M.H.C.?

Mr. HiGNETT: No, the study is made by the municipality; it has been fi-
nanced by the C.M.H.C.

Senator WALKER: You are putting up one-half of the money by way of a
grant, and you are lending another two-thirds of the remaining one-half. In
other words you are financing five-sixths of the project?

Mr. HicNeTT: That is right.

Senator WALKER: Have you anything to say about whether an area should
be designated a blighted area and should undergo this development? It seems
to me that you are putting up all of the money without having any control.

Mr. HigNETT: I think, Senator Walker, that the project must be satisfactory
to the minister.

Senator WALKER: Well, you have not said that. When you were asked you
said it was the study approved by the municipality and the province, but the
fact is that C.M.H.C. also has a considerable say in it?

Mr. HIGNETT: In fact, we do, because as a matter of practice the province
would not designate it as an urban renewal area.

Senator WALKER: Section 23B says “and is acceptable to the Corporation,”
S0 you must have to approve it.

Mr. HigNETT: That is right, sir.

Senator CroLL: What time lag do you see here? How soon will you start,
and how soon do we get something moving? Have you any time period in mind
at all?
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Mr. HigNETT: This is a very complex bit of legislation. It is not legislation
which in the short run would produce many projects, but in the long run it
will produce a great many. At the moment it happens that there are two
projects—one in Toronto, the Alexander Park project, which you may know of,
Senator Croll, and one in Hamilton—where this kind of treatment is urgently
needed. These two are just waiting for this legislation to be enacted, and they
will begin at once. But, where a municipality has just begun the process of
doing this, a year will probably pass before they reach the stage of applying
for this type of assistance.

Senator CroLL: Well, if a municipality has in mind a project it would not
proceed to incur liabilities and go to the provincial government without having
first talked this over with you in a preliminary fashion so as to know that in
the end it is likely to obtain your concurrence?

Mr. HigNETT: Yes, indeed. Our conversations with the municipality go on
almost continuously.

Senator CroLL: From the beginning?

Mr. HiGNETT: Yes, from the beginning.

Senator Isnor: You have representatives or officers in most cities of
Canada, have you not?

Mr. HieNeETT: Yes, we have, sir.

Senator IsNOrR: And they generally meet with the municipalities?

Mr. HicNETT: Yes. We are in close touch with all major municipalities.

Senator BURCHILL: There are other places besides cities, Senator Isnor.

Senator IsNor: Yes, I added ‘“municipalities”.

Senator Brooks: When this work is completed is it possible for muni-
cipalities to sell to private individuals at a later time?

Mr. HieNETT: Yes, when the land is cleared it will be re-used in accordance
with the official plan of the community in which the project is situated. Because
this land has been acquired at considerable expense it is the practice of the
corporation to insist that the land be offered by public tender if it is to go into
private hands, but this is really the only requirement we have.

Senator Reip: I notice the phrase “not exceeding in the aggregate $2-5
billion.” What is the total amount of the loans made under federal housing
projects?

Mr. HieNETT: That is another matter, sir. That is the limit of the corpora-
tion’s authority to make direct loans for housing purposes. At the moment the
total of our loans is just under $2 billion—it is about $1,960 million—so our
authority is running out. This will add another $500 million to that, but it does
not affect that particular section.

.Senator SmiTH (Queens-Shelburne): Mr. Hignett, how does the Cornwallis
project in Halifax fit into this legislation?

Mr. HiGNETT: The Cornwallis project itself is a complete clearance project
and, of course, all that could be done was to demolish the entire 13 acres ?f
the Cornwallis project area, but in Halifax there is a much larger problem 18
the north end.

-Senator IsNOR: Hear, hear.

Mr. I"II'GNE.TT: It is in this area that this legislation will be very useful—in
the rehabilitation of the whole north end of Halifax.

Senator SMITH (Queens-Shelburne): Is the project that is apparently unde;‘
way part of the scheme which existed until this new legislation comes along:
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Mr. HIGNETT: Yes, sir, that was carried out under the old legislation.

Senator SMITH (Queens-Shelburne): I am just wondering how that British
company—I have forgotten the name of it—could go in there and organize that
for the province and the municipality, and apparently put some money into it.
Up to the present what percentage of the costs of the Cornwallis project would
be federal funds?

Mr. HIGNETT: Half.

Senator SMITH (Queens-Shelburne): Just one half?
Mr. HIGNETT: Yes.

Senator SMITH (Queens-Shelburne): And if they had started after this

legislation was passed a larger proportion could have gone into that particular
project, could it?

Mr. HigNETT: Well, it would have been possible to lend the municipality
a part of its share. At the moment Halifax puts up over 50 per cent. The actual
people who are carrying out the Cornwallis project—the British firm—became
entitled to lease the land following a tender public call.

The AcTiNG CHAIRMAN: When part of the land on which you have made
a subsidy is sold, does any part of the sale price come back to the Government
or to the corporation?

Mr. HIGNETT: In the disposal of land, if the land is sold for any purpose,
one-half of the amount recovered goes back to the federal Government through
the corporation, and the other half goes to the municipalities. So the recoveries
are shared in the same way as the expenditures are shared.

Senator Cook: You would not have any control over the price paid by the
municipality for the loan, to see it is not too high?

Mr. HIGNETT: Yes, the agreement between the corporation and the munic-
ipality provides for this, and the amounts paid for the properties in the area
are jointly agreed to by the municipality and the corporation.

Senator Cook: Do you have any occasion where it has been too high?

Mr. HiGNETT: There have been cases that have been settled by arbitration.
This work is carried out by the municipality. Once the agreement is signed, the
land and buildings are acquired by the municipality, and they have powers
of expropriation and they use them.

There is one other part of this section that is quite important. It is section
23p which makes provision for loans on existing housing in urban renewal
areas. This is to enable N.H.A. loans to be made for the purpose of facilitating
transfer of a house from one owner to another in an urban renewal area and
to assist in the rehabilitation of housing. It applies not only to home owner-
ship but also to rental housing. This is the first entry into the field of existing
housing.

Senator CrRoLL: Would you draw a picture for us as to what you see? Old
houses are there; you want to get rid of them?

Mr. HIGNETT: In most of these areas there will be some very bad housing
we will want to get rid of. This may be scattered throughout the area. There
will be other housing, both in home ownership and rental, that is worth saving
and that with rehabilitation would have quite a long useful life left. It would
be possible with these N.H.A. loans for those owners who are not interested in
Tehabilitating their houses in accordance with the requirements of the munic-
Ipality, to sell their houses and move out; and for the purchasers to renovate
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the houses. The N.H.A. loan would then facilitate both the purchase and the
renovation, and enable the owners of rental accommodation in the area to
renovate.

Senator BAIRD: In other words, it would assist another person to buy that
house?

Mr. HIGNETT: Yes.
The AcTingG CHAIRMAN: And renovate after that?

Mr. HIGNETT: For success in an area such as this, the municipality has to
impose some fairly rigid standards, standards of occupancy and physical stand-
ards that it requires the area to reach. It can do these things, but if it does them
it must also enable these people who do not want to play the game to move out.
This is the purpose of the provision for N.H.A. loans on existing housing.

Senator BUurcHILL: Is it compulsory that they should either dispose of their
property or move out?

Mr. HigNETT: Or renovate.
Senator BAIrD: In other words, C.M.H.C. could say that a house must be
renovated, and then the people must either renovate or get out?

Mr. HiGNETT: The municipality would have the actual standards of occu-
pancy and physical standards which the municipality requires. Before entering
into such an arrangement we would have to be satisfied that the municipality
has adopted such a standard, otherwise rehabilitation would not be likely to
succeed.

Senator IsNOR: You have not had any trouble in that respect?

Mr. HicNETT: We have had no experience yet, Senator Isnor. It is going
to be interesting.

Senator ASELTINE: What do you do with all the poor people who are dis-
possessed? Senator Croll yesterday thought this was going to be a bonanza for
the poor people in the area. Where do they go?

Mr. HigNETT: For the poor people who are dispossessed, it is a regulation
of the act that satisfactory alternative accommodation be provided for them
at rents they can afford to pay.

Senator CrRoLL: Is not that a bonanza?
Senator WALKER: It has worked out well.
Senator CrorL: It has been done before.

Mr. HicNeTT: That has not been a problem. It is expensive, but it has not
been a problem. That is the urban renewal section. The next one is public
housing.

Senator Cook: Does that apply to the acquisition of public buildings in the
area, schools and so on?

Mr. HiGNETT: It does not apply to schools, sir. It applies to all municipal
plant except buildings.

Senator Coor: What happens if a municipality lags behind in its control
and in the modernizing of buildings?

. Mr. HIeNETT: It could help to provide a site for a school, but not the school
building itself.

Senator Cook: I meant existing buildings in the area. Would they have
pbower to renovate them, and so on?

Mr. HiGNETT: Oh, yes.



BANKING AND COMMERCE 13

Senator WALKER: How far can this go under section 23p? You are putting
up one half by way of grant and you are loaning the other two-thirds, so you
have five-sixths of the money. Municipalities can take advantage of you, unless
you are very strict. They might apply from now on, and just forget their own
projects. They might come to CMHC whenever they want to renew. How will
you prevent it getting out of hand? Instead of paying six-sixths, they will get
half from you and two-thirds by way of loan at a reasonable rate. Are you not

going to be deluged with applications for help under this section? What is the
restriction?

Senator Bairp: The amount of money you have got.

Senator WALKER: The amount of money is two-thirds of the balance.
Senator BAirDp: No.

Senator WALKER: It is the need of the community, then. How is that to be
judged? Must it be a blighted area?

Mr. HigNETT: Yes.

Senator WALKER: Must the water works be a blighted area? It seems in-
credible. Are we not getting far away from housing now? I am just asking the
question; I know you have an answer.

Mr. HiGNETT: In a sénse, that is right, Senator Walker. Urban renewal
began under the Housing Act and has continued under the Housing Act and it
certainly is a factor in terms of urban development. There are run-down com-
mercial areas as well as run-down housing areas. These need treatment just
as badly as the housing area. The municipal plant runs down in these areas
and this needs replacing. As a matter of fact, the characteristic of a slum area
is that one of the worst parts of the slum area is usually the condition of the
municipal plant itself, the condition of the streets, the sidewalks and the
lighting. So there is a lot involved in this and it goes far beyond the narrow
limits of housing.

Senator REID: Are the municipalities notified and kept informed as to the
changes in the act?

Mr. HicNETT: Yes indeed, sir, by all the means at our disposal; by our
information service and by our managers. We work pretty hard at this.

Does this help your question, Senator Walker? If you look at section 23,
you will see it defines an urban renewal scheme:

(b) ‘“urban renewal scheme” means a scheme for the renewal of a
blighted or substandard area of a muniecipality that includes
(i) a plan designating the buildings and works in the area that are
to be acquired—

Senator WALKER: I see that, but it could also have this danger, that you
put up the greater part of the money and unless you have very strict control
it can become a racket. I would think that if I were in a municipal office I
would certainly go to you, I would not put up a cent. I would try to get this
declared a blighted area and let CMHC pay for it. I hope you have strict enough
regulations to see that you are not taken advantage of.

Mr. HiGNETT: Certainly CMHC and the Government are the judges as to
whether the area is a blighted area or not. We are the judges as to that and
as to the validity of the scheme. I think that the controls are there, Senator
Walker.

Senator WALKER: Thank you.
Senator Isnor: I think they were very much in evidence in Halifax.
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Mr. HIGNETT: We are usually criticized the other way. The municipalities
usually think we are too tough.

Senator THORVALDSON: It has been my experience that whether it is in the
legislation or not a corporation has the final say in these matters.

Mr. HicNeETT: That is right, sir.

Next, the public housing section, which is section 8 of the bill, on page 9.
Public housing in Canada—housing for very low income families—is almost
always subsidized housing, and housing rented in accordance with the tenant’s
ability to pay.

This legislation was first enacted in 1949, and has been in the act for
15 years. During these 15 years only 12,000 housing units have been built all
across Canada. This is not very impressive, but I think honourable senators
should know that notwithstanding the fact that only 12,000 housing units
have been built, as far as I am aware no project ever recommended to the
federal Government by a province has been turned down.

Senator Brooks: You say 12,000 housing units. How many people would
that accommodate?

Mr. HicNETT: About 50,000 people.

Senator THORVALDSON: Does that include the building done under the limited
dividend corporation type?

Mr. HieNETT: No, sir. This is just subsidized public housing done under
section 36 with the joint federal-provincial agreements. This is the only provi-
sion for subsidized housing in the National Housing Act.

Senator WALKER: The reason is that it is too expensive, is it not? The way
it is at the present time you have to build brand new housing, and now you
are going to amend it and make it cheaper to build?

Mr. HicNETT: That is right. We are widening the act in a number of ways.
Up to now it has been possible to acquire existing housing for public housing
purposes, but only in urban renewal areas, and the definition of an urban
renewal area has been so tight that in point of fact nothing has been acquired,
no existing housing has been acquired as public housing. Both the existing
section 36 and the proposed new section have widened this. So that in existing
housing what is thought by the municipality and the federal Government to
be acceptable for public housing could be purchased or leased for that purpose.

Senator BURCHILL: I know of two or three projects in my province of New
Brunswick which are getting under way now, to build small homes for the
aged people, to be promoted by service clubs and by some religious denomina-
tions. Would those projects—I believe the rent is not supposed to be more
than $60 a month—come under this section?

Mr. HiGNETT: No, sir. It does come under this bill. Section 16a, which is
clause 5 on page 4 of the bill, has been broadened to include hospitals and
dormitories, which are one of the most serious needs for the housing of older
people. It is a form of housing on which we have not been able to make loans
in the past, so the section has been widened so that we can now make loans
on §elf—contained accommodation or hospitals or dormitories in the kind of
projects you have in mind.

Sgnator Cook: You say you have not been able to make loans on accom-
modation of that kind in the past?

Mr. HieNETT: Not on hospitals. The principal change in the public housing
section is an amendment that enables a province, or a province and a munic-




BANKING AND COMMERCE 15

ipality jointly, to create a public housing agency which will actually own
and operate public housing projects. The section makes provision for loans
to such public housing agencies of 90 per cent of the cost at a low interest
rate for periods up to 50 years. Such projects may qualify for a federal subsidy
of half the losses in operating such projects.

Senator IsNOR: Are there any of those at present?

Mr. HicNETT: No, sir. At present all public housing in Canada is owned
jointly by the federal and provincial governments on a 75-25 per cent basis.
So the federal Government is the majority owner of all public housing in
Canada. This is not always a good arrangement.

Senator WALKER: And the federal Government pays 75 per cent of all
losses?

Mr. HIGNETT: That is 75 per cent of all losses. This will enable other public
agencies to become owners of public housing.

Senator THORVALDSON: I think that is entirely distinet from limited
dividend? ;

Mr. HIGNETT: Yes, entirely. This is for incomes lower in scale than the
limited dividend. The limited dividend is for low income families too. With
the aid of the low interest Joans and long amortization periods, rents can be
secured without subsidy for low income families within their ability to pay.

The AcTiNG CHAIRMAN: How do you determine the ability to pay?

Mr. HieNETT: Well, in Canada, a rental formula has been evolved over
the years, and, simply stated, a family can at the lower end of the income
scale afford to pay about 20 per cent of his income on shelter. So if his income
is $100 a month, the rent is liable to be $20, and if $200 a month, $40. This is
regardless of the kind of classification he needs; whether a dwelling with one
bedroom or a dwelling with five bedrooms, it will be related to his income and
not to the accommodation.

Senator FLyNN: Mr. Chairman, I would like to ask the witness if he has
read the comment which appeared yesterday in Le Dewvoir on this special point
of low rental units. The editorial states that the housing legislation is not
applicable to the needs of the Province of Quebec. It states that out of 11,000
units there would be only 796 units in Quebec under this scheme. I would like
the witness to comment on that. First, I would like to mention to the witness
that they say here that Montreal and other cities in Quebec have been re-
peatedly requesting the construction of these low income units without success.
Perhaps the witness would comment on this, and then I will put some further
questions later.

Mr. HIGNETT: At present, section 36 is on the basis of 75 per cent participa-
tion by the federal Government, and 25 per cent participation by provincial
governments. Now, the extent to which the section is used in any province is
determined solely by the provincial government. The federal Government can-
not exercise any initiative in this field. The application comes from the prov-
ince to the federal Government; and as I said earlier, as far as I am aware
no application submitted by a province has ever been rejected by the federal
Government. So in the Province of Quebec there is really only one answer,
that there has only been one application for a public housing project in Quebec
that has been approved by the province, and that is the Jeanne Mance project
in Montreal.

Senator FLYNN: Where the rental is determined by the income of the
tenant?
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Mr. HigNETT: Yes, sir.

Senator FLYNN: And you mentioned that if they need a five-room tenement
they will get it at the same price? It is mentioned in this article that outside
of Quebec they build these units comprising five rooms or more, but that in
Quebec they have only very small units of two or three rooms, or one or two-
bedroom apartments. What have you to say on that?

Mr. HIGNETT: The project they are thinking about is the one in down-
town Montreal. This project was built to house families displaced from a very
substantial slum clearance project. In building the project to house these people
they knew the family content, and the family size of the people who would
require the housing, and Jeanne-Mance was built to provide that accommoda-
tion. The bedroom count was based precisely on the number of people living
in the area prior to the commencement of the project.

Senator FLYNN: There is no legislation that prevents the construction of
units of three or more bedrooms to accommodate larger families?

Mr. HiGNETT: The selection of the house type is a problem for the munic-
ipality with the concurrence of the province, and it is recommended to us.

Senator FLYNN: In the report of the corporation can we figure the propor-
tion of the loans it has made with respect to each province? Do you have statis-
tics to show how on the basis of the ten provinces the facilities of the corporation
are used?

Mr. HigNETT: Yes, sir.

Senator FLyNN: Generally, without entering into details, would you say
that Quebec has used the facilities of the corporation in proportion to its popula-
tion?

Mr. HigNETT: Yes. Each province seems to use the National Housing Act
in the manner best suited to meet its needs. All provinces participate very
heavily in the ordinary lending sections of the National Housing Act—that is,
the sections providing for insured loans by approved lenders. Of course, this is
particularly effective in the Province of Quebec because the National Housing
Act qualifies for the provincial interest rebate.

The ordinary N.H.A. loan is used very, very widely in Quebec. You have
mentioned that public housing is not, and this is true. On the other hand, the
legislation providing for housing accommodation for university students has
been used more widely in the Province of Quebec than in virtually all of the
other nine provinces put together. So it goes from province to province. The
Province of Ontario has taken greater advantage of the sewerage legislation
than Quebec has.

Senator WALKER: The limited dividend was used extensively in Quebec?
Mr. HigNETT: Yes, perhaps more in Quebec than in any other province.

Senator FLynN: The Quebec Provincial Government has not asked for any
modification of the legislation with respect to any projects it has in mind?

Mr. HiGNETT: No, sir. We are working very closely with the Provincial
Government in Quebec because they are entering into new fields. For example,
the Province of Quebec is just now becoming interested in the problem of urban
planning, and they are working very hard on a community planning section.

Senator FLYNN: As you have said, no project has yet been turned down?

Mr. HigNETT: No.

~N
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Senator WALKER: That is, for public housing—subsidized housing.
Mr. HigNETT: That is right.

Senator FLYNN: The article I was referring to, I think, deals only with
public housing, if I understand it correctly. Thank you.

Senator IsNor: In other words, Quebec is treated exactly the same as any
other province?

Mr. HigNETT: Yes, sir.

The Acting CHAIRMAN: Are there any other questions of the witness in
connection with public housing? Have you any further comments to make, Mr.
Hignett, about the sections of this act? Would you like to talk about universities?

Senator Isnor: Just before you leave this subject, I think we would all be
grateful if anything can be done to hurry along the Uniacke development in
Halifax.

Mr. HIGNETT: As you know, that was presented to the city council yesterday,
and according to the newspapers they have approved it. If they have then it will
start very quickly.

Senator WALKER: If they have anybody like Mayor Lloyd used to be then
they will get everything they deserve.

Senator BRooks: Does the project in Saint John come under this act?

Mr. HiGNETT: Yes, and there is a public housing project going up on part of
that land.

Senator Cook: Do not forget St. John’s.

Mr. HicNETT: St. John’s does all right too. I think another interesting change
is in the university section, clause 10. This legislation has been a really spectac-
ular success. In less than four years since this piece of legislation was enacted
the capacity of universities in Canada to house students has been tripled. When
the legislation was enacted there were residences with a capacity of about
10,000 students. Now 30,000 students can be housed on campuses, and this
figure is growing all the time. But, we have discovered in this day and age th.:at
there are far more graduate students at universities than there ever were In
the past. These graduate students are likely to be married, so there is a provision
here to extend the housing legislation to include self-contained accommodation
for married students.

There is also an extension to enable charitable institutions and corporations
to build university housing on university campuses. For example, we run into
some churches that build university residences at universities where they have
no teaching facility. This will enable such churches—the Presbyterian church
is an example—to qualify.

Senator IsNor: When you approve a loan to a church of any denomination
you are not particularly interested as to whether it pays taxes to the munici-
pality or not?

Mr. HieNeTT: Well, university housing is usually exempt from taxes.

Senator Isnor: What you are doing in so far as married couples are con-
cerned is to take them away from private enterprise and put them into accom-
modation that is publicly owned, and you thus deprive the municipalities of a
certain amount of taxes, do you not?

Mr. HicNETT: Yes, I think that is a fair comment. That, in fact, does

happen if you build housing on a university campus. You take those people
21092—2
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out of the community, but in most university cities there is a great shortage
of—

Senator Isnor: I do not question that at all.

Mr. HigNETT: —o0f housing for either single or married students.
Senator IsNor: I know, but that is a danger I see.

Senator Cook: Would that be a very large amount?

Senator Isnor: It might be if it went far enough.

Senator WALKER: You will not make much out of university students,
anyway.

Senator REIp: May I ask a question of Mr. Hignett with respect to section
35E on page 12. Who pays the loss incurred in renting low cost housing?

Mr. HigNETT: Section 35 enables the corporation to enter into an agree-
ment with the public housing agency so that the corporation may bear one-
half of the operating loss.

Senator Remn: Who pays the balance?

Mr. HiecNETT: The public. housing agency, whether that be the province
or the municipality. They are the owners of the projects, and they pay the
balance.

Senator HuGesseN: On the subject of university housing do I take it from
sections 10, 11 and 12 that a loan will be made, for instance, to a diocesan
college forming part of a university to house the students of some particular
creed who are attending the diocesan college?

Mr. HicNETT: Yes, sir.

Senator WALKER: But it all must be on a charitable corporation basis,
where no profit is made?

Mr. HicNETT: That is right. Is must be strictly a charitable organization,
and non-profit in every respect. It is not the kind of non-profit organization
that an individual can create.

Senator HuGesseN: I am thinking of a situation in Montreal where there
are two diocesan colleges, one belonging to the United Church of Canada and
the other to the Anglican Church, which are affiliated to the university, both
of which have a number of students which need housing. It would be possible
under the section as amended for the diocesan college, which is a separate
organization on its own, to qualify as a charitable organization and obtain a
loan?

Mr. HicNeETT: Yes, providing the educational facility that the college is
offering is at the university level and not at high school level.

Senator HugesseN: Oh, yes.

Senator IsNor: This change was made just a couple of years ago, was it
not?

Mr. HigNeTT: This legislation is in its fourth year. It was enacted at the
end of 1960.

The Acting CHAIRMAN: Are there any other questions?

Mr. HicNETT: The principal change in clause 13 is the extension of the
date. It means that 25 per cent of the loan may be forgiven from March 31,
1965, to March 31, 1967.

P
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The ActIiNG CHAIRMAN: How much of an extension? Is it two years?

Mr. HiGNETT: It is two years. This is the second extension. Legislation
was enacted at the end of 1960 to expire on March 31, 1963; it was extended
to March 31, 1965; and now it is being extended to 1967.

Senator BurcHiLL: What section is that?

The Acting CHAIRMAN: Clause 14, pages 14 and 15.
Would the committee like to hear any other witness in connection with

this bill? We have here Mr. Wilson, General Counsel, and Mr. Tapping, the
Secretary of the Board of Directors of N.H.A.

Senator WALKER: It looks to me as if it is pretty clear.

The Acting CHAIRMAN: Would the members of the committee like to go
through the bill clause by clause? Shall clause 1, concerning the rate of
interest, carry?

Hon. SENATORS: Carried.

The ActiNgG CHAIRMAN: Shall clause 2, as to the loan, increasing the loan
from $12,000 to $13,000, carry?

Senator Isnor: I would like to make a comment in regard to clause 2. I
remember that away back in 1945 or so, Mr. Dunning was Minister of Finance
and responsible for N.H.A. The loan was something about 70 per cent at that
time—and I made a statement that some day no doubt we would see the
CMHC advancing loans to the extent of 100 per cent, based on the same
principle as insurance and the normal risk, and we are pretty close to it now
at 95 per cent.

The AcTiNG CHAIRMAN: We are, at 95 per cent.
Senator REmp: What is the maximum loan for a house?

Mr. HieNETT: The maximum loan for a house of three bedrooms or less
is $14,900; it is $15,600 for four bedrooms or more; it is $12,000 for a unit
in an apartment house.

Senator REID: $14,000 is not an expensive house today.
Senator ASELTINE: $15,600 is the maximum loan?

Mr. HigNeETT: $15,600 is the absolute maximum.
Senator BurcHILL: No matter what size?

Mr. HieNeTT: That is the maximum.

Senator Rem: Is the house value for the loan?

Mr. HicNETT: Yes indeed, because this is a house amortized on a 25-year
basis.

Senator Rem: I have known of some houses built and mortgaged over
30 years. They will not last 30 years.

Mr. HigNETT: People said in 1945, 20 years ago, that the houses would
not last, and they look exactly the same now as when they were built.

Senator Rem: If you take out loans now over 30 years—it is not like the
case of houses built 50 or 60 years ago. Present-day housing will not stand
up in the same way.

Senator Cook: On the other hand, houses built in 1945 are worth very
Much more now.
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Mr. HigNeTT: Yes and in the case of those that we refer to as 25-year
or 30-year mortgages, the average life of the mortgage is 14 years.

Senator Cooxk: In other words, they pay off?
Mr. HigNETT: Yes, they pay off.
Senator WALKER: Very few last for 30 years?

Mr. HieNETT: Very few, but of those made for 30 years, the average life
is 14 years.

Senator Cook: Your standards are fairly high.
Mr. HiGNETT: We keep them up.

The ActiNG CHAIRMAN: Shall clause 2 carry?
Hon. SENATORS: Carried.

The AcTING CHAIRMAN: Shall clause 3, concerning extension of time for
defaults, from six months to twelve months, carry?

Hon. SENATORS: Carried.

The AcCTING CHAIRMAN: Shall clause 4, investments by corporations,
carry?

Hon. SENATORS: Carried.

The AcTiNG CHAIRMAN: Shall clause 5, loans from non-profit corporations,
section 16a, carry?

Hon. SENATORS: Carried.

The ActinGg CHAIRMAN: Shall clause 6, advances out of the consolidated
revenue fund, carry?

Senator REID: It says “reimburse the corporation for losses sustained”?

Mr. HieNeETT: C.M.H.C. has never suffered losses. If they did, this provides
for a reimbursement of the loss.

Hon. SENATORS: Carried.

The ActiNng CHAIRMAN: Shall clause 7, including sections 23, 23aA, 238,
23c, 23p and 23g, which have been explained by Mr. Hignett, and section 23F,
carry?

Hon. SENATORS: Carried.

The AcTING CHAIRMAN: Shall clause 8, which has also been explained by
Mr. Hignett, carry?

Hon. SENATORS: Carried.

Th'e AcTiNG CHAIRMAN: Shall clause 9, definition of “public housing agency”,
carry, including section 358, 35c, 35p and 35E?

Hon. SENATORS: Carried.

The; AC:I‘ING CHAIRMAN: Shall cause 10, defining charitable corporations
and university housing projects, carry?

Hon. SENATORs: Carried.

T.he AC:I‘ING CHAIRMAN: Shall clause 11, loans for university housing proj-
ects,‘ including section 368, carry?

Hon. SENATORS: Carried.

The Acting CHAIRMAN: Shall clause 12, expenditures to be paid out of the
consolidated revenue fund, carry?
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Hon. SENATORS: Carried.

- The ActinG CHAIRMAN: Shall clause 13, concerning loans for sewage
treatment projects, carry?

Hon. SENATORS: Carried.

The AcTiNG CHAIRMAN: Shall clause 14, the extension from 1965 to 1967
of sewage projects to benefit by the 25 per cent, carry?

Hon. SENATORS: Carried.
The AcTING CHAIRMAN: Shall clause 15, dealing with section 36G, carry?

Senator WALKER: That is the point where we are inserting the word “it”
to make it clear.

Hon. SENATORS: Carried.

The AcTING CHAIRMAN: Shall clause 16 authorizing that where loans are
not available the corporation may lend, carry?

Hon. SENATORS: Carried.

The AcTING CHAIRMAN: Shall the title carry?
Hon. SENATORS: Carried.

The AcTING CHAIRMAN: Shall I report the bill without amendment?

Senator BURCHILL: May I just go back to clause 6, the increase in the
advance from the consolidated revenue fund to $2.5 billion. Did I understand
you to say that at the present time you were using $1.9 million?

Mr. HIGNETT: $1.9 billion, sir.

Senator BURCHILL: It is a revolving fund, is it not? What about the pay-
ments that come back?

Mr. HiGNETT: The payments that come back to the corporation go directly
to the Receiver General. If we had a revolving fund of $2 billion, it would
never be necessary to go back to Parliament again. This does not revolve at
all. When we have reached the limit of our authority to commit, we must come
back to Parliament and seek an additional fund. All of the money that is

repaid to us as a result of our lending operations goes directly to the Govern-
ment.

Senator BURCHILL: In order to get the balance, the amount of actual money
that is being used in housing, you must get credit for what is returned?

Mr. HiGNETT: In terms of cash drawn on the Government, if we made
direct loans of $300 million this year, we would likely repay to the Govern-
ment $200 million on loans and interest flowing into the corporation. That is
paid over to the Government. We would borrow $300 million from the Govern-
ment at the same time, so we are repaying and borrowing. From the Govern-
ment’s net position, providing $300 million to C.M.H.C. this year would probably
require about $100 million in cash, but nevertheless in the bookkeeping we
pay in every cent that we take in, to the Government, and borrow every cent
we lend.

Senator BUrCHILL: To clarify in my mind this $1.9 billion you speak of,
is that the total advanced by the Government since the Housing Act was
bassed?

Mr. HigNETT: For the purpose of making any N.H.A. loans to home owners.

Senator BAIRD: In other words, you have not a true balance sheet there?
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Mr. HieNETT: It is not intended to be a true balance sheet.

Senator BAIRD: Just the same, it is rather misleading to the public. You
have done better than you show, in other words?

Mr. HiGNETT: Our annual report would indicate the amount of money we
owe to the Government on December 31 each year, and it certainly is not—

Senator BURCHILL: But this will keep on.
Mr. HiGNETT: This figure will keep rising.

Senator WALKER: How much of the $1,960,000,000 has been repaid, approxi-
mately, Mr. Hignett?

Mr. HicNETT: I would guess about $400 million, sir.

Senator WALKER: All this indicates, and I think it states also, is that the
minister may out of the Consolidated Revenue Fund make advances ‘“not
-exceeding”. He has already made advances up to almost $2 billion, and you
want permission to make advances for another half a billion dollers?

Mr. HigNETT: That is right.

Senator WALKER: But, of course, everything advanced is eventually repaid.
I think the senator makes a good point, that it is not clear to the public. You
really have out on loan now, $1,960,000,000 because at least $400 million of that
has been repaid; isn’t that correct?

Senator BurcHILL: That is the point.

Senator WALKER: It is a bit misleading.

Mr. HIGNETT: Our financial statement and report indicate our true position.
Senator HUGESSEN: How much have you actually outstanding?

Senator WALKER: It is $1.5 billion.

Mr. HIGNETT: I have the annual report here, sir. $1,652,881,762. That is
the amount that we actually owe the Government at December 31 last.

Senator HuGesseN: Out of a total of $1,950,000,000 I think you said?

Mr. HieNeETT: Yes, roughly. Actually, the total assets of the corporation
are $2,690,000,000. I think we have the dubious distinction of being the only
government corporation that owes more to the Government than the CNR
does.

Senator WALKER: And yet your ratio of losses has been infinitesimal?
Mr. HigNETT: Yes, virtually negative.

Senator WALKER: And so you haven’t lost anything, because you are
insured?

Mr. HieNETT: No. All our lending since 1954 has been insured, so the
likelihood of loss is very remote.

The AcTiNG CHAIRMAN: Thank you, Mr. Hignett, for your presentation to
the committee.

Senator WALKER: I join you, Mr. Chairman. The witness has made an
excellent presentation.

Mr. HieNETT: Thank you, sir.
The committee thereupon concluded its consideration of the bill.
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, Monday,
July 27th, 1964:

“A Message was brought from the House of Commons by their Clerk with
a Bill C-110, intituled: “An Act to facilitate the making of loans to students”,
to which they desire the concurrence of the Senate.

The Bill was read the first time.

With leave of the Senate,
The Honourable Senator Fergusson moved, seconded by the Honourable
Senator Inman, that the Bill be read the second time now.

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

The Bill was then read the second time.

The Honourable Senator Fergusson moved, seconded by the Honourable
Senator Inman, that the Bill be referred to the Standing Committee on Banking
and Commerce.

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

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS
TuEespAY, July 28th, 1964.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 9.30 a.m.

Present: The Honourable Senators: Hayden (Chairman), Aseltine, Beau-
bien (Provencher), Blois, Brooks, Burchill, Connolly (Ottawa West), Crerar,
Croll, Fergusson, Flynn, Gershaw, Gouin, Hugessen, Irvine, Isnor, Leonard,
McCutcheon, McLean, Molson, Pearson, Pouliot, Roebuck, Smith (Kamloops),
Thorvaldson and Vaillancourt.—(26)

preamemre i, e

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel.

On Motion of the Honourable Senator Croll it was Resolved to report
recommending that authority be granted for the printing of 800 copies in Eng-
lish and 300 copies in French of the proceedings of the Committee on Bill
C-110.

Bill C-110, “An Act to facilitate the making of loans to students”, was
read and considered, clause by clause.

The following witnesses were heard:

The Hon. E. J. Benson, Minister of National Revenue. Mr. J. F.
< Parkinson, Economic Adviser, Department of Finance. Mr. Larry Pen-
€] nell, M.P., Parliamentary Secretary to the Minister of Finance.

i On Motion of the Honourable Senator Croll it was Resolved to report the
% said Bill without amendment.

At 11 a.m. the Committee adjourned to the call of the Chairman.
Attest.

F. A. Jackson,
Clerk of the Committee.




REPORT OF THE COMMITTEE
TUESDAY, July 28th, 1964.

The Standing Committee on Banking and Commerce to whom was referred
the Bill C-110, intituled: “An Act to facilitate the making of loans to students”,
have in obedience to the order of reference of July 27th, 1964, examined the
said Bill and now report the same without any amendment.

All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.
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THE SENATE
THE STANDING COMMITTEE ON BANKING AND COMMERCE

EVIDENCE
OtrTawA, Tuesday, July 28, 1964.

The Standing Committee on Banking and Commerce, to which was re-
ferred Bill C-110, to facilitate the making of loans to students, met this day
at 9.30 a.m.

Senator SALTER A. HAYDEN (Chairman), in the Chair.

The committee agreed that a verbatim report be made of the com-
mittee’s proceedings on the bill.

The committee agreed to report recommending authority be granted
for the printing of 800 copies in English and 300 copies in French of the
committee’s proceedings on the bill.

The CHAIRMAN: We have before us Bill C-110. The Minister of Finance
is unavoidably detained in Toronto. I think he will be in later in the day, but
not early enough to deal with this bill. The Honourable E. J. Benson, Minister
of National Revenue, has come over, I assume, because the preparation of the
bill is something he had to do with until he was elevated to his higher sphere
of influence. I will ask Mr. Benson, according to the usual practice, to make
a statement.

Hon. E. ]. Benson, Minister of National Revenue: First of all, I must apologize
in that I am comparatively unprepared. I was told only 20 minutes ago that I
should attend this meeting to speak to this bill.

The general purpose of the bill is to provide loans for students. The
method by which loans will be made is that the federal Government will
guarantee loans made by the chartered banks upon the receipt of a certificate
to be issued by a provincial authority. There was quite a discussion in the
house concerning who would be the provincial authority under this act. It is
the Lieutenant Governor in Council, who will designate somebody within the
province to issue certificates to students requiring loans. We assume that in
many of the provinces the registrar will be the designated authority for a
particular university.

The registrar will indicate the necessity for the loan, and then armed
with this certificate the student will be able to go to the chartered bank of
his choice and present the certificate, whereupon he will be loaned an amount
not exceeding $1,000 in any one year, and not exceeding $5,000 during his
academic career.

During the period that the student is in university, and for six months
thereafter, the interest on the loan will be paid out of the federal treasury.
There is authority in the bill allowing the Minister of Finance to make these
interest payments for the period that the person is a student and for six
months after graduation. After the student graduates the loan will be paid
back to the bank by the student, presumably in monthly payments, or under
some other arrangement agreed upon with the bank, over a period of not less
than five years and not more than ten years.

Senator CRERAR: Are we going to take the bill clause by clause?

7
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The CHAIRMAN: Yes.

Senator CRERAR: The bill provides that the Lieutenant Governor in Coun-
cil in a province shall establish the ground rules, in a sense, under which this
legislation will operate. There are 10 lieutenant governors in council. Would
not there be a possibility that there would be 10 different applications of this?

Hon. Mr. BENSON: Perhaps I could answer this. I think that in the 10
provinces—perhaps we could exclude Quebec because it is believed that Quebec
will opt out.

Senator CRERAR: In the nine?

Hon. Mr. BENSoN: There might be different conditions for granting cer-
tificates, but really the main function of the Lieutenant Governor in Council,
or the authority appointed by him, is to see that the student requires the
loan. They cannot change the other ground rules—the conditions of the loan,
the bank, the fact that the Government guarantees it. As to the conditions
under which the student requires the loan, I think these would not be limited
to the Lieutenant Governor in Council. There might be some variance at uni-
versities. For example, if university registrars were designated, you might get
some slight variance among the universities. But in all cases we must assume
that the Lieutenant Governor in Council will designate a responsible person
who will take into account the interest of the student, and that if the student
needs the loan he will give the student a certificate to go to the bank and
borrow.

Senator CRERAR: When you made the provisions for the Lieutenant Gover-
nors in Council to define the ground rules, was it contemplated that they would
have to conform to section 13 and the regulations? And what will these regula-
tions be? They will be made by the Governor in Council?

On a hasty glance at the regulations, apparently this gives the Governor in
Council very wide powers in framing regulations—the determination of in-
terest rates and such matters. Why was that not put in the bill?

Mr. J. F. Parkinson, Economic Adviser, Department of Finance: You are right
in suggesting that the provinces make the ground rules, but the ground rules
in question with which they are concerned are very largely the criteria for
educational purposes. That is to say, they are the ground rules affecting the
student and the method of determining whether he is in need of financial
assistance. They are the ground rules connected with which courses shall be
eligible or which students going to which courses shall be eligible for a loan.
They are mostly the ground rules on which institutions shall be nominated or
prescribed.

The regulations, you will notice, almost without exception relate to the
banking arrangements, that is, the strict banking arrangements between the
student and the bank—the rate of interest, the arrangements for repaying the
loan, the way in which the loans become consolidated as the student reaches
the end of his academic career, and matters of that kind. The Government has
chosgn to give the province, the provincial authorities, the Lieutenant Gover-
nor in Council, the right to lay down those particular ground rules, which
are really of an educational character or which affect the student. Some prov-
inces may decide, as they are free to decide, the technical institutes of
post-secondary character, and students at such institutions will be eligible for
a loan. Another province may decide to reserve all its quota—the quota is the
sum total pf recommended loans—only for students attending universities.
gome provinces may include teachers’ training courses and some may not.

Ome provinces may include universities outside the province, and others may
not. These are matters for the provinces to decide. The strictly banking, finan-

cial arrangements are ground rules which wi i wn i .
ulations
by the federal Government. b e S
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The CHAIRMAN: Senator Crerar, you were using the expression “lieutenar_lt
governor in council,” in regard to regulations. You mean the governor in
council?

Senator CRERAR: That is Ottawa.

The CHAIRMAN: I am looking at the regulations in section 13. Those are
made by the governor in council.

Senator CRERAR: Yes, the Governor in Council here, the federal authority.

The CHAIRMAN: In some of your remarks you were interchanging Lieu-
tenant Governor in Council and Governor in Council.

Senator CRERAR: No, no, wait now. The Lieutenant Governor in Council
defines the ground rules.

The CuHAIRMAN: He defines the appropriate authority.

Senator CRERAR: Precisely. That is what I call the ground rules. Now, the
Lieutenant Governor in Council may appoint the Mayor of Winnipeg or the
Mayor of any city, the president of the university or the chairman of a labour
board or the reeve of a municipality. In his discretion, he may appoint any-
one to perform the duties set out in section 2 (1) (b). That is pretty loose,
it seems to me. So far as the regulations are concerned, and the first regulation,
what authority does that give the Governor in Council in Ottawa to direct the
Lieutenant Governor in Council in the execution of his duties?

The CHAIRMAN: It does not.
Mr. PARKINSON: I shall read section 13 (a):
The Governor in Council may make regulations
(a) prescribing the forms of agreements, certificates of eligibility—
Now, that is important—
claims—

The CHAIRMAN: Prescribing the form of the certificates of eligibility.

Senator McCuTcHEON: What you put in the form has a good deal to do
with the eligibility. It is not just a mere form.

Hon. Mr. BENSON: Yes.

Senator McCuTcHEON: The minister agrees with that.

The CHAIRMAN: There is no difference between the “appropriate authority”
and prescribing the form which must be used.

Senator CRERAR: The lawyers are going to get me confused before this is
all over, Mr. Chairman. Will the witness give a statement as to the limitations
in section 13(a) which says:

The Governor in Council may make regulations preseribing the
forms of agreements, certificates of eligibility, claims, reports. ...

Hon. Mr. BENsON: We are merely regulating relationship with the banks.

Senator CRERAR: Yes, I think I get that. You prescribe the forms, you
lay the regulations down, and then you say to the authority who is to decide on
the applications, these are the forms you must use in asking questions and
getting answers. That is the proposition, is it not?

Hon. Mr. BEnsoN: That is correct.

Senator CRERAR: Then who decides on the academic standing of the
applicant for the loan?

Hon. Mr. BEnson: This would be based upon the decision of the authority
appointed by the Lieutenant Governor in Council. They will decide on which
students can get the loans.

Senator CRERAR: Let me carry that one step further. The Lieutenant Gov-
ernor in Council lays down ground rules. It appoints say the Mayor of Yorkton
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to be the authority to decide what students, according to their standing, could
qualify for these loans. Am I right in that?

Hon. Mr. BENSON: That is quite right.

Senator CRERAR: The Mayor of Yorkton sits down and says, “Well, there
are certain standards here, and these students must reach these standards
before they can get a loan.” Am I right?

Hon. Mr. BENSON: Quite correct.

Senator CRERAR: Supposing the Mayor of Yorkton is a generous-hearted
individual, and is probably one of the ‘“do-gooders,” and says, ‘“Well, now,
this could be made as wide as possible.”” Then he sets a standard for, say,
graduates from high schools to enter university, that if they have had a pass
mark in the high school they can qualify to get a loan under this legislation.
Has he that power? :

Hon. Mr. BENSON: Yes, he has.

Senator CRERAR: Could he say, “Well, instead of having a pass mark, we
will be a little more generous. If the pass is 50 per cent, anybody who reaches
40 can get it.”

Hon. Mr. BeENsoN: He could possibly do this if the student had post-
secondary school education.

Senator CRERAR: In other words, he would have to have a standard in
order to matriculate into university.

Hon. Mr. BeEnsoN: That is right.

Senator CRERAR: But then supposing he doesn’t—and this applies all over
Canada, in nine different provinces. I think Quebec probably has been a little
wiser, because they have said, “You are not going to lay down ground rules
for us, but you can give us the cash and we will handle it as best we can.”
That is what is really happening isn’t it?

Hon. Mr. BEnsON: No, senator. We are not giving Quebec the cash. We are
simply reimbursing them for interest they would have paid, on any loans
that will be made on the credit of the Province of Quebec.

Senator CRERAR: Isn’t that a distinction without a difference? You are
giving them money?

Hon. Mr. BEnson: That is right; but we are not providing funds for them
to loan to students.

Senator CRERAR: No, but they go to the banks.

Senator HNATYSHYN: Supposing they default; who pays?

Hon. Mr. BENSON: Quebec. Incidentally, Quebec now has quite a compre-
hensive student loan system, perhaps one of the best in the country. I think I
am safe in saying this.

Senator CrRoLL: How many other provinces have experience in this field?

Hon. Mr. BeNsoN: Oh, quite a few.

Mr. PARKINSON: All except Newfoundland, for giving bursaries or scholar-
ships, and so on.

Senator CRERAR: Now, the Mayor of Yorkton has set the standard, and
the student gets into the University of Saskatchewan and gets a loan of $1,000.
He does that of his own volition, doesn’t he?

"Hon. Mr. BENSON: Quite correct, sir.

Senator CRERAR: Supposing his father thought, “Well, now it would be
better for this young man if he had to go out and earn this for himself.”
Although the student may be a minor, the father has no veto on it?

Hon. Mr. BENSON: That is correct.

L
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Senator CRERAR: Then the student gets into the university, and gets $1,000
to pay his expenses. Then later he becomes more interested in sport, in dancing,
and that sort of thing, than his classwork. That is a possibility, isn’t it? Would
you agree with that?

Hon. Mr. BENsON: Yes.

Senator CRERAR: Then when it comes to the first year’s examination at the
end of the term, instead of getting a pass, this fellow is away down the list
and fails. He becomes disillusioned a bit and says, “I don’t think I will go to
university.” Or he may try another year and fail, having received pass
marks in a supplementary examination. Then he decides to quit. You have
invested $1,000 or perhaps $2,000 in this student’s education, and he chucks the
whole thing. Now, there is no one responsible but the student for the repay-
ment of that loan, is there?

Hon. Mr. BENSON: Quite correct—and the Government of Canada, which
guaranteed the loan.

Senator CRERAR: No one outside?
Hon. Mr. BEnsoN: No one outside.

Senator CrRErRAR: Of course, the Government is always responsible in the
end, apparently. But this student snaps his finger and says, “They have a lot
of money in Ottawa, I am not going to bother repaying it.” What are you going
to do? How long are yow going to pursue him to collect?

Hon. Mr. BEnsoN: Well, you have the normal rights of collection on any
loan, and you can take the action necessary to enforce collection through the
courts.

Senator CRERAR: When the student gets a loan, is he asked to give a note?

Hon. Mr. BeENsoN: Yes, of course, but it is an agreement he signs rather
than a note.

Senator CRERAR: Suppose he is a minor. Do you provide in this legislation
whether action against him for collection is valid? Suppose he has no assets.
‘What is going to happen in the end? Won’t that loan be written off?

Hon. Mr. BENSON: No; you keep on trying to collect as long as the loan
is outstanding, and you don’t allow it to lapse.

Senator CRERAR: That is in effect what you would do. You would set
up machinery here in Ottawa, perhaps, to follow these people and see if you
can collect from them, and in the end the machinery costs more than the cost of
collection.

Hon. Mr. BENSON: The record of student loans in Canada has been very
good. I had some connection with a university prior to entering politics, and
it was invariably the case that students who received loans from universities—
in these cases it was the universities who were lending money—would repay
the loan. The loss ratio with respect to university students was very, very
low on loans. After all, we are lending to people who have illustrated that they
can get through secondary school. They are all at the stage where they are
attending university. Most of them will be successful in university. If you
cannot have confidence in this kind of people to repay loans in Canada, I think
you cannot have confidence in anyone. I would say they are good risks.

Senator CRERAR: I think the great majority of these students would make
an honest effort to repay a loan; but I am as certain as I am speaking now that
some will try and dodge it. That is human nature.

The CHAIRMAN: And supposing that is true?

Senator CRERAR: Well, supposing it is true; the example is not a very good
one for other students. I am not against helping students, but I think this is
the wrong way to go about it. Supposing, for example, a young boy and girl
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in first year university become engaged and get married. Both of them are
entitled to $1,000 a year, and after they graduate they are faced with the propo-
sition of paying back $10,000.

Hon. Mr. BENSON: This is a graduated repayment. Presumably the arrange-
ment would be for an amortization of interest and principle by monthly pay-
ments. You would not be hit with a sudden debt of $5,000. Furthermore, the
loans are going to be insured, so that if someone died it would not be necessary
to make the repayment.

Senator CRERAR: There is no interest charged until six months after gradu-
ation, is that correct?

Hon. Mr. BENsoN: Right.

The CHAIRMAN: Senator McCutcheon, you were looking for the opportunity
to ask a question a few minutes ago.

Senator McCUTCHEON: Mr. Chairman, I would like the minister to give me
his opinion as to whether the effect of this legislation will be merely to replace
existing student loan plans, or will it supplement them?

Hon. Mr. BENSON: In my opinion, it will go far beyond replacing the
student loan plans that presently exist.

Senator McCUTcHEON: It may go far beyond them, but do I understand you
to say it will replace them?

Hon. Mr. Benson: It will supplement them. Undoubtedly, in some cases it
will replace and in others supplement them. The provinces would probably end
their existing student loan plans and adopt this one, which provides a good deal
more funds for some of the provinces.

Senator McCuTcHEON: As I understand the minister, you anticipated this
global amount to be provided under this bill would first replace the student
loan plans in the case of some provinces to which the bill is going to be appli-
cable and because of the large total amount available compared to some of
the individual student loan plans it would act as a supplement?

Hon. Mr. BENSON: One could comment hypothetically on what the prov-
inces might do, Senator McCutcheon. I think that probably—and this is merely
a personal opinion—in some of the provinces you will find the funds they
presently use for the student loans may be diverted into scholarships or to
provide additional loans. We cannot tell what the provinces will do, but un-
doubtedly some funds will go to replace some present student loan plans and
to supplement others.

Senator McCuTcHEON: There is no safeguard in the bill to prevent that?

Hon. Mr. BENsoN: No.

Senator McCuTcHEON: This is not something that is going to add to the
global amount of funds available for students?

! Hon. Mr. Benson: It will, because the amount of the allocation per prov-
ince will be more than the existing sums.

Senator McCuTtcHEON: I did not state it correctly. It will not add a total
of $40 million?

Hon. Mr. BEnson: Perhaps not.

Senator McCuTcHEON: Mr. Minister, I do not believe that the province will
designate the Mayor of Yorkton to establish the ground rules, as they have been
termed, but in section 2(b) you refer to an “appropriate authority,” and yet,
as I recall your opening statement, you suggested, to take Ontario, there might
be 16 registrars appointed. Is it competent under that section to appoint a num-
ber of authorities?

Hon. Mr. BENSON: Yes, the appropriate authority may lay down the ground
rules within which the registrars of the various universities would work. Some
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of the provinces have student loan boards. They may continue to centralize
within that province and have the university loans fund handled through the
student loan board. I was simply indicating it might happen that they designate
the registrar of the university. Each province could set up a student loan board
and all loans could be funnelled through it or officers designated by it.

Senator McCuUTcHEON: My question is whether they can designate a num-
ber of authorities or one central authority.

The CHAIRMAN: Senator McCutcheon, the Lieutenant Governor in Council
appoints the appropriate authority. Then the appropriate authority may sur-
round himself with its many tools or instruments to work with as he wishes, and
the registrar may be that instrument.

Hon. Mr. Bexson: That is quite right.

Senator McCUTcHEON: In the minister’s opening statement I got a different
impression.

You were asked who would pay the losses of the Province of Quebec
assuming it opts out, and you said the Province of Quebec. Technically, that is
probably true. Actually, you agree to reimburse Quebec not only for the inter-
est—and I just use Quebec as an example of a province opting out—but for the
presumed loss calculated according to your formula?

Hon. Mr. BExsoN: They would pay the loss, and I was technically correct
in this, but they would be reimbursed for the amount of interest cost and bad
debt losses based on the record of loan costs across all the rest of the provinces.

Senator HNATYSHYN: In reality, the dominion Parliament will pay any
losses?

Hon. Mr. BENsON: Yes, provided the Province of Quebec ratio should work
out to be exactly the same as the rest of the provinces. If it was the same we
would be paying.

Senator McCuTcHEON: If it is less than the rest they will make money on
the deal?

Hon. Mr. BENSON: Yes.

The CHAIRMAN: Section 10 of the bill says that the appropriate authority
may issue or cause to be issued, so that is in line with the thinking we have
had.

Senator BURCHILL: In the matter of the provincial loans, I was wondering
would there be anything in the regulations to prevent a student getting a loan
from both the federal and provincial authorities?

Hon. Mr. BENsON: I presume the designated authority of the province
would prevent this, unless it was intentional. I think the designated authority
within a province would look after this.

Senator FLYNN: Mr. Minister, you have mentioned there are loan systems
in all the provinces except Newfoundland. Outside Newfoundland how would
you define the area of need above the present loan system, because I do not
think the intention of the law is to replace the presently existing system.

Hon. Mr. BENson: This is correct. The funds within the provinces—and it
varies from province to province—that have been available for loans are lim-
ited within the provinces as they presently exist, and in some cases they are
tied into their scholarship program as well. We believe—and this is after con-
sultations with the provinces—that there is need beyond the present loans that
are being made in the provinces across Canada—more in some provinces than
in others. This is the purpose of this legislation, to make an equal opportunity,
for loans at least, available across the whole country.



14 STANDING COMMITTEE

Senator FLynNN: Could you illustrate, for instance, the position of a student
in Ontario and one in a province—outside Newfoundland where there are none
—Ilet us say where the system is less adequate?

Hon. Mr. BENsSON: In the Province of Ontario there are presently, I am
informed, $3 million or $4 million available for loans and bursaries annually.
Under this legislation we will be making available for loans in the Province of
Ontario $13 million in the first year.

Senator FLynN: Can a student get a thousand a year or less? What is
the amount?

Hon. Mr. BENSON: It is presently $400 or $500 in the Province of Ontario.
Senator FLYNN: Four hundred or $500?

Hon. Mr. BENsSON: Yes.

Senator FLYNN: And other provinces, have you any amount for them?

Hon. Mr. BEnsoN: They are about the same, I am informed, but unfortu-
nately I do not have the specific information for the other provinces.

Senator FLynNN: Outside Newfoundland?
Hon. Mr. BENSON: Yes.

Senator LEONARD: ‘May I ask the minister whether he has any information
or even an estimate of how far the student enrolment this fall at the universities
throughout Canada might be increased beyond what otherwise would have
been anticipated, by reason of these loans?

Hon. Mr. BeEnson: I really could not answer this, senator. I think some of
the students who will get a loan from this loans fund would have gone to
university in any case. One of the governing factors in universities is the plan
they have available to existing students. It is our sincere hope and I think this
will undoubtedly provide the opportunity to any boy or girl who has the
ability to get into university to go to university regardless of his economic
background.

Senator LEoNARD: But you have no information as to how far it may
increase the number of enrolments?

Hon. Mr. BEnson: No, we have not. This would be very difficult to estimate.

Senator CroLL: I know little about the Ontario plan, but as I understand it
last year in Ontario there were 6,600 student loans of $500 each, making a
total of approximately $3 million. You say that will increase?

The CHAIRMAN: That much will be available.

Senator CrorLL: That much will be available, but you don’t know how
much will be used. You see the point that is troubling me is how many of the
provinces have similar plans with limits of up to $500, and also have you any
idea how many loans they made? .

Hon. Mr. BEnson: All except Newfoundland, but in some cases the amount
is less.

Senator CroLL: Less than $500?
Hon. Mr. BENnsoN: Yes.

Sepator CroLL: In Ontario there is a four-year plan rather than five years.
_You..sald $1,000 a year. If a student requires $500 in the fourth year and $1,200
in the last year, is there anything for him?

Hon. Mr. Benson: He could not go beyond the $1,000 a year, but he does
not have to go to the $1,000. T would think in such circumstances if a student

foresaw this he would borrow the $1,000 and keep the $400 in the bank for
the next year.
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Senator GROSART: I am not a member of the committee but I would like
to ask some questions.

The CHAIRMAN: Go ahead.

Senator GrosART: First of all, I am all in favour of student loans and the
general principles under which they are to be made available in this bill. I am,
however, concerned about the lack of uniformity in provincial standards, and
the possible unfairness that may develop. I should like to ask this question;
will there be any attempt made by the Government or the department in the
regulations or otherwise to bring about some degree of uniformity in what
have been called the ground rules in the provinces?

Hon. Mr. BENsoN: It is not the intention of this legislation.

Senator McCutcHEON: That could be dangerous.

Hon. Mr. BEnson: I think it would be dangerous to interfere with the
standards of education in the provinces and the standards set up for entering
universities and other institutions. I think that would be a dangerous thing to do.

Senator GROSART: I appreciate the constitutional problem but is there not
a likelihood of getting very great disparity in regard to educational opportunity
from province to province?

Hon. Mr. BeEnsoN: I think when you have the quota limit within the
province that this will to a great extent limit the generosity, and I would like
to think or at least I would like not to admit that the educational standards
across Canada and the academic standards are that different or that the
people who are going to be appointed by the Lieutenant Governor in Council
would not be responsible in this regard.

Senator GrosarT: With respect I would suggest the educational standards
in regard to post-secondary school education vary very greatly from province
to province.

The CsAIRMAN: Nevertheless in each province they have standards of
admission and standards for advancement.

Senator GROSART: In universities, yes, but in other institutions that may
not apply.

Hon. Mr. BENSON: This is probably true. There are differences in other
types of training beyond secondary school level, other than universities, and
there may be variation in standards. But the standard in this regard will be
the limited amount of money the provinces will have available as a quota.

Senator GROSART: Do you believe that in the general working of the plan,
the quota, in effect, will limit the eligible institutions to universities?

Hon. Mr. BENSoN: This depends upon the provincial authorities. They
have to decide what institutions they designate.

Senator SMITH (Queens-Shelburne): I would like to ask the minister if
he can give us some information regarding the total loans and bursaries in
Ontario and if the $4 million under this scheme could be enlarged to $13
million. Do you have any information on any of the other provinces?

Hon. Mr. Benson: I don’t have it at hand, but I am given to understand
that in none of the provinces, outside of Quebec, is it as high as in Ontario. I
mentioned the $4 million figure, but this would not necessarily become $13
million because presumably the province would continue its bursaries program
S0 the $4 million could be increased to $14 million or $15 million.

Senator SmitH (Queens-Shelburne): To arrive at a judgment as to the
maximum amount of loans under this new scheme, is it possible for you or
one of your assistants to give a breakdown of the $40 million with regard to
bresent population?
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Hon. Mr. BEnsoN: I can do that on the basis of 1963 records.
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$40 million

Senator SmiTH (Queens-Shelburne): I think it will be useful to have
these figures on the record. I have one further question. What is the position
of a graduate in medicine who desires to intern in a teaching hospital in order
to specialize in some- particular branch of medicine? Would they be considered
under this scheme It is not a question of his being a student directly, since he
would receive no further degree from the university, but he is heading
towards a fellowship in medicine. I ask this because I have had several in-
quiries in that field.

Hon. Mr. BensoN: If he were continuing his education with an attach-
ment to a university—there would have to be some attachment to an insti-
tution designated in the province.

Senator SMITH (Queens-Shelburne): A teaching hospital.

Hon. Mr. BensoN: In the year when a doctor interns he is usually a
student of a university although he goes to the hospital to intern. He would
be able to use the student loan fund under such circumstances up to the $5,000
limit.

Senator SmITH (Queens-Shelburne): Whether or not that particular cate-
gory of person can be got into this field would be the determination of the
local authority in that particular province?

Hon. Mr. BENsoN: Yes.
Senator SmitH (Queens-Shelburne): They might include it or exclude it.

Hon. Mr. BensoN: There might be some doubt as to whether a doctor
would be a full-time student. I believe we are going to have to live with this
bill for a few years to get to know some of the difficulties and the various
situations which will arise. No doubt it .will be discussed at future federal-
provincial conferences where they will discuss and consider any difficulties
that may arise.

Senator SmrtH (Queens-Shelburne): Now a final question relating to
the eligibility of students. During the discussions held with the provinces, was
any general opinion expressed and agreed on as to what this needs test would
be? _You mentioned a little while ago that possibly the registrar of a uni-
versity would be the authority in this connection. I cannot follow that through
becapse I cannot see how he would go into, for example, my town in Nova
Scotia and determine whether student A is really the one in need of assistance.

Hon..Mr. BENSON: Under present student loan schemes which apply in all
the provinces except Newfoundland there are methods for determining the
negds for the loans. Presumably in the various provinces they will continue
this system and perhaps refine it as experience indicates they should.
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Senator BroOkS: My questions have been fairly well answered, but I
do want to ask a question with respect to eligibility. As someone has said,
standards of education are different in different provinces. They are also
different in different areas of the same province. I am thinking of boys and
girls from country schools who have a very poor chance of passing the
matriculation examinations or meeting the other entrance requirements of
the universities. I was hoping that these regulations would prescribe the form
of certificate of eligibility.

My experience has been that sometimes boys who just manage to get
into college by the skin of their teeth make the best students after they have
been there for a while and have received the same opportunities as other
students. I was hoping that this form of eligibility certificate would not be
such that it would set a very high standard for those particular boys and
girls who do not have the same opportunities of entering university as those
students from schools in the cities. I must say, of course, that the school
system is much better now because there are regional high schools.

Hon. Mr. BENSON: Senator, the form of the certificate will in no way
govern the minimum standards that are set up within a province with respect
to judging whether the students are at the post-secondary school level. This
is entirely up to the authority designated by the province.

Senator BRoOKS: Then, the thought occurred to me that surely the Boards of
Education, or some other organizations connected with them, should have
something to say about this because they know what the standards are in
every section of every province.

Hon. Mr. BENsoN: I am informed that the Department of Education is al-
most always represented on the student loan boards within the province.

Senator BROOKS: Yes, I think that would be very desirable. I just wanted
to make sure that those boys and girls have the same opportunities as others.

Senator FERGUSSON: My question is on the same point that Senator
Smith raised. Perhaps it has been answered, but I would like to pursue it a
little further. In describing a student the bill does not mention any age. How
young does a student have to be?

Hon. Mr. BENSON: As young as he is when he reaches the post-secondary
level, or as old.

Senator FERGUSSON: Up to what age will you take them?

Hon. Mr. BENSON: There is no age limit. If someone at the age of 50 years
decided he wanted to go to university, and he were judged to be at the post-
secondary school level, and he was qualified within the province, then he
would be eligible.

Senator FERGUSSON: What do you mean by post-secondary school edu-
cation? Do you mean the education that immediately follows the secondary
school education? Can some one who has an arts degree—perhaps a teacher who
wants to be a doctor or a lawyer—and who has already received the immediate
post-secondary school education, be eligible for such a loan?

Hon. Mr. BENsoN: Yes, he would be, provided he has not used up his
$5,000.

Senator FERGUSSON: Much has been made of the heavy debt that a person
would be burdened with after having obtained a loan. Am I correct in my
understanding that the education authorities think the average loan would
be about $500 a year?

Hon. Mr. BENsoN: This is an estimate.

Senator FERGUSSON: And do you say that when it is amortized a student

is not faced immediately with repaying $5,000—of course, it may be $10,000
213222
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if he is fortunate enough, or unfortunate enough, to get married. Can you tell
us what would be the annual payment if a person took the maximum? When
it is amortized how much would he be faced with paying?

Hon. Mr. BENSON: I am told that $1,000 over ten years works out at
$10.98 per month. If a student had borrowed the full $5,000 he might find
he had to pay $55 a month over a ten-year period.

Senator FERGUSSON: But the average would take about half of that?

Hon. Mr. BENsoN: Yes, because the students will still try to work in the
summers. They will not borrow more money than they find necessary.

Senator McCuTcHEON: What is the rate of interest?

Hon. Mr. BENSON: Five and three-quarter per cent was used in the amorti-
zation I have mentioned.

Senator HUGESSEN: I suppose there is nothing in this legislation which
would prevent the appropriate authority designated by the Lieutenant Gov-
ernor in Council to administer the loans in a particular province from follow-
ing out the educational policy of the province itself? I am thinking, for instance,
of a case where the Province of Manitoba, for example, decides that it suffers
from a great shortage of doctors and it wants to give first priority to those
who wish to take a medical course. There is nothing to prevent that?

Hon. Mr. BENsoN: A province can certainly do that.

Senator HUGESSEN: In other words, you are leaving the provinces com-
pletely free as to how the educational facilities are allocated?

Hon. Mr. BENsoN: Yes, that is right. It is not the intention to interfere
with education in the province.

Senator PeArRsON: Did the provinces ask for this legislation?

Hon. Mr. BeEnson: I do not think it is necessarily the case that they asked
for the legislation. The Government had undertaken to provide a student loan
fund. The matter was thoroughly discussed with the provinces. The legislation
that is now before the Senate is the legislation that was decided upon after
consultation with the provinces, and comes from the ideas expressed in the
federal-provincial conference.

Senator PEArRsON: I think this question was answered, but I am not sure.
Will the Canada Student Loans Act allow students to apply to a university in
another province if they cannot get into a university in their own province?

Hon. Mr. BEnson: Yes, if the province concerned says that this is the case.

Senator MoLson: Mr. Benson, can you tell us what the order of the sums
that have been advanced to the Province of Quebec is as compared with the
figures we have for the other provinces?

Hon. Mr. Benson: They presently have a loan and bursary program
amounting to between $13 million and $15 million annually. Quebec has gone
further than the other provinces.

Senator MoLsoN: That is the present performance?

Hon. Mr. BENSON: Yes, they are much ahead of the other provinces in
this matter.

Senator Gouin: With respect to Quebec can the minister explain para-
graph (.j) of section 13? In the other provinces there will be a subrogation of
%—Ier Majesty ‘to the rights-of a bank with respect to a guaranteed student loan.

know that in Quebec this would not apply because many loans are not made
by the banks or any other organization within the meaning of section 2(c)-

Hon. Mr. BENSON: I am told that this would not apply in the Province
of Quebec. It could not apply.
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Senator GouiN: In the University of Montreal we have what is called a
Students’ Loan Board which makes what we call a prét d’honneur. Again, I
do not think this could apply, because that is not made by a credit union or
other co-operative credit society, or a bank. Every year there is a campaign,
and money is donated so that the organization in question has funds avail-
able with which to make loans to students.

Hon. Mr. BEnson: This would not apply. First of all, I would say it will
not apply in the Province of Quebec in any case because Quebec has indicated
it will continue with its own scheme, and, secondly, this will not affect any
private scheme of raising money, or the rights of any organization to provide
scholarships and loans.

The CHAIRMAN: Senator Crerar, I think you had a question.

Senator CRERAR: Yes, I have two questions, and perhaps three, to ask.

The CHAIRMAN: I was not limiting you.

Senator CRERAR: Has any study been made of the possible effects the
introduction of this new policy may have on increasing the student body of
universities?

Hon. Mr. BENSON: This question was raised earlier—

Senator CRERAR: Yes, by Senator Leonard.

Hon. Mr. BENsSON: I am not sure who it was, but it is very difficult, sena-
tor, to judge the exact effect of this on the number of students going to uni-
versities. Many students who will take these loans would have gone to uni-
versity anyway. In addition, the physical plant of the universities in some way
limits the number of people that can attend. I can recall from the days I was
a student that I had to go out and work at night in order to be able to go to the
university. These loans will mean that a student will not have to go out and
work at night and he can spend that time working on his courses. I think it
will help the students in their academic studies because many students are
presently hampered by having to engage in part-time work while at university.

Senator McCutcHEON: Did that hurt you?

Hon. Mr. BensoN: I think it hurt my academic standards.

Senator CRERAR: It is like shooting in the dark. No study has been made of
that aspect of it?

Hon. Mr. BeEnsoN: No.

Senator CRERAR: Has any attempt been made to estimate the total amount
of money that would be involved in this, that would be outstanding say at the
end of five or ten years?

Hon. Mr. BensoN: Yes. The estimated maximum amount outstanding at
the end of the first year would be $40 million under this statute, but probably
it will not go as high as that.

Senator CRERAR: You do not need to give it by years. Obviously during the
first five years from the commencement of the operation, very few loans will
have been repaid. What will it be at the end of five years?

Hon. Mr. BEnNson: At the end of five years, assuming Quebec were in, the
estimated total amount outstanding would be $211 million. At the end of 10
Years it would be $359 million. Then there is a jump to 20 years, and this is
very far off; it is estimated it would be $456 million. If Quebec were not in,
this would be reduced by about one-third.

Senator CReraR: I have just one more question and then I promise you I
shall not open my mouth again.

The CuHAIRMAN: Never make a rash promise like that.
2132293
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Senator CRERAR: There is something in that. Let us suppose that the
objective of a student going through university is to study medicine. First he
gets his bachelor of arts degree and then he proceeds to study medicine, which
is a six or seven-year course, as I understand it. Will the loans be available
for him for his medical course?

Hon. Mr. BeEnson: Yes, they would be, providing he had not used up
his $5,000. If he had used up the $5,000, then under this proposed legislation,
beyond this he could not borrow money. Suppose he graduated with his bachelor
of arts degree this year and decided to attend law school next year. He would
be able to start borrowing $1,000 a year up to the maximum of $5,000.

Senator IRVINE: I am led to believe that in many of our provinces where
they have bursaries and scholarships there are many which are never used. Why
should that be?

Hon. Mr. BENsSON: In this regard I can only speak from my own university
experience as I have not been involved in any study on this point. I found
that many students did not know of the scholarships and bursaries that were
available. It is a matter of education within the secondary schools, to inform
the students of the aid that is available at university level.

Senator IRVINE: Do you think they will even know about this $1,000 a
year?

Hon. Mr. BeEnsoN: I would believe, after the publicity which has been given
to this, and which should be given continuously, they will know about it.

Senator CrorLL: You think they read Hansard, do you?

Hon. Mr. BEnson: I might point out that one of the great advantages
of having this administered by the banks is that the banks will be dealing with
their customers who are the parents of children going to school and can indicate
that these advantages are available, because it is good business for them to
loan under these conditions.

Senator LEONARD: My understanding of the bill is that a specified educa-
tional institution designated by the Lieutenant Governor in Council of the
province may not only be an institution in Canada outside that province but
may also be an institution outside of Canada?

Hon. Mr. BeExson: That is right.

Senator LEoNARD: If that is the case, it should go on the record.

Hon. Mr. BEnsoN: This is the case, if the province designates it.

Senator CroLL: You have been speaking of universities but the section
speaks of a post-secondary school level. As a matter of fact, are not trade
schools eligible?

Hon. Mr. BEnNsoN: Of course they are, provided they are designated by
the province, and one would assume that such educational institutions as
Ryerson and the Eastern Ontario Institute of Technology would be included.

Senator CroLL: They are now.

Hon. Mr. BeENnsoN: Yes, they are automatically, and presumably they would
be designated under this scheme.

Senator CROLL: Let me take a case of a young man who gets a loan of
$1,000 and fails his year. Then he gets out on his own and makes the year. He
tl}en comes back. Is he reinstated as to his eligibility?

I Hon. Mr. BENSON: He could come back, provided within the province the
circumstances laid down are such that he has then a sufficient academic
standard to get a loan. Supposing he had a loan in the first year and failed the
year. He would probably not be eligible within the province for the loan for the
second year, but if he goes back and gets his second year himself and then has
a sufficient academic standard he can come back into our scheme.
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Senator ASELTINE: Say that I am a student and I apply for a certificate of
eligibility and they investigate my financial standing and I get only a certificate
allowing me to borrow $500. When I am half way through the year I find that
$500 is not sufficient. What happens then?

Hon. Mr. BEnsoN: They could increase it if they could persuade the author-
ity that they need an increase up to $1,000.

Senator ASELTINE: These certificates are not made out for the full $1,000?

Hon. Mr. BENsSON: No, the certificate is made out at the time for the amount
which the designated authority decides to grant.

Senator ASELTINE: If I get a certificate to borrow $500 and find out when
I am only half-way through the year that I have not enough, I have to apply
again?

Hon. Mr. BENsON: Yes.

Senator GrosarT: Would it be within the competence of the designated
authority within the province to declare that Grade 12 was the point of post-
secondary education and that a student continuing in high school to take Grade
13 would be eligible for these loans?

Hon. Mr. BENsON: I am not sure.

Senator GROSART: Is there a prohibition of that in the bill?

Hon. Mr. BEnsoN: If he were taking Grade 13 at a university—

Senator GROSART: If he were doing it at high school, is it within the com-
petence of the province to declare that Grade 12 is the point where you reach
post-secondary school education.

Hon. Mr. BEnson: If we look at (k) on page 2, it indicates that a specified
educational institution means “an institution of learning, whether within or
outside a province, that offers courses at a post-secondary school level and that
is designated by the Lieutenant Governor in Council of that province...”

Senator GROSART: That is my precise point. Can the province designate
Grade 13 as the point, because it is in effect post-secondary education after
Grade 12? This is a very important point involving very many students.

Hon. Mr. BENsoN: May I consult with my legal adviser on this? I am
informed that it would be possible for the province to designate such an insti-
tution but in practice they probably would not do so, in that the student attend-
ing secondary school is usually living at home, and the provinces—and here I
am guessing what they would do—probably would not make loans available
to them.

Senator GROSART: I was very pleased with the first part of the answer but
not so much with the second.

The CHAIRMAN: You have to take the bitter with the sweet.

Senator ISNOR: I am concerned with the student who graduated with a
science degree last year, and then made application to a university to continue
his studies in law or medicine, but because of heavy enrolment the univer-
sity, looking at his past record, said they were unable to accept him. He then
made application to a university in another province or in fact to two other
provinces and was accepted. What is his position?

Hon. Mr. BeEnson: If the particular province in which he resides des-
ignates the university in the other province, he would be permitted to make
the loan.

Senator IsNORr: Could he go further than that?

Hon. Mr. BeExson: I think there could be reciprocal arrangements between
Provinces, whereby they designate each other’s universities.

Senator Frynn: I would like the minister to put on record that this bill
is within the powers of the federal Government. Yesterday someone submitted
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an argument, which worries me a little bit, that education is a problem of
national concern with which I would agree. However, that argument would
infer that as soon as a subject-matter assigned to the provinces under the
B.N.A. Act assumes national importance, it becomes automatically a federal
matter. Would the minister agree to say what is the reasoning of the Govern-
ment that this bill is constitutional?

Hon. Mr. BENSON: As the senator is well aware, there were warm discus-
sions in this regard in the House of Commons, and the burden of the argument
was to some extent carried by the Parliamentary Secretary to the Minister
of Finance, who is a prominent solicitor, and is here with us now. I would like
him to answer this question.

Mr. L. Pennell, Parliamentary Secretary to the Minister of Finance: May I say
that we are satisfied that this is valid federal legislation, and could come
under section 91(1) of the B.N.A. Act, which is a public debt section, which
it could be argued, through default of some loans, that measures could be
taken by the Government to protect revenue. Basically, we feel it is banking,
and that this is a bill to guarantee bank loans to students. We turned it inside
out, and we are satisfied, with great respect, that it is valid banking legis-
lation under section 15 of the act.

Senator FLYNN: If your argument is valid, then a legislature could not
enact similar legislation, because it would be invading a field exclusively of
federal jurisdiction.

Mr. PENNELL: Well, sir. I do not want to become involved in a legal ar-
gument, but I suppose every bill is of national concern, and whether we are
interfering with that is another matter. However, we are satisfied that it is
valid legislation.

Senator FLynnN: If your argument is to be accepted, therefore similar
provincial legislation is ultra vires.

The CHARMAN: Senator Flynn, I think you are mixing up apples and
oranges. If you have federal legislation in connection with guarantees of
loans and then the authority of the federal Government is that it can take
proceedings in order to secure repayment of that money, I cannot conceive
of any provincial government passing laws to take such authority upon itself.

Senator FLynNN: The witness said that the federal Parliament has jurisdic-
tion over this matter of loans to students. Section 91(15) of the B.N.A. Act says
that banking is within the jurisdiction of the federal Parliament. I say that
banking is an exclusive matter for the federal Parliament. Therefore, if you
have a provincial bill which guarantees loans made by banks to students, such
legislation would be in a field which is exclusively that of the federal authority,
and therefore ultra vires. I would suggest that we should get a better answer
than we already have.

Hon. Mr. BensonN: I do not think it would be proper for us, senator, to
comment within this committee on hypothetical legislation of a province. I
think each piece of legislation must stand upon its own constitutionality. We
maintain that this piece of legislation is within federal jursdiction. The house
has so decided and that is why it has been referred to this committee.

The CHAIRMAN: Senator Connolly?

Senator CoNNOLLY (Ottawa West): Mr. Chairman, I think Senator Flynn’s
point is a neat, arguable point; but he started out by talking about education
as a national problem, which I think it is. He suggests that since this is a
national problem, therefore the federal Parliament has authority to legislate.
It.seems to me that what you do in a case like this is to try to make the Con-
stitution work. What you try to do is to bring your legislation within the ambit
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of the federal auhority. As Mr. Pennell has said, it would appear on the best
advice that is available that section 15 falls within the scope of banks and
banking. All right. The provincial legislation, however, may want to run a
similar scheme, and probably to found it on something more allied to the field
of education. I think this is what we all mean by making the Constitution work
—instead of trying to pour ourselves into an 1867 straitjacket.

Senator FLYNN: Of course, your argument is that you could amend the
Constitution by this legislation.

Senator ConNOLLY (Ottawa West): No, I don’t think you have to.

Senator CrRoLL: Mr. Pennell, is it not a fact that what the provinces do
now in a way of students loans they do under their head of powers of
education?

Mr. PENNELL: That is right, senator. The bill is so drafted that anything
it says on education is left to the provinces, and the only function of the
federal authority is the making of a loan to the students, guaranteeing a
bank loan.

Senator ConNNOLLY (Ottawa West): In this case, a guarantee is given
to the bank. Now, the province probably could do it by guaranteeing the loan
to the student, but in the field of contract. This is an example of what I mean.

Senator FLYyNN: I was really hoping we would get another answer than
the one we had. I thought banking was the last argument in favour of this
legislation, being within the jurisdiction of the federal Parliament.

Senator ConnoOLLY (Ottawa West): If you can think of a better argument,
let us hear it.

Mr. PENNELL: Perhaps it could come under the public debt section of the
B.N.A. Act.

The CHAIRMAN: You tried to answer me by section 15, Senator Flynn; so
we still have the apples and oranges.

Senator HUGESSEN: Does Senator Flynn feel that this bill in itself is an
interference with education?

Senator FLYNN: I spoke yesterday, and I would refer honourable senators
to my remarks yesterday, because I do not want to repeat that speech.

The CHAIRMAN: Senator Aseltine?

Senator ASELTINE: Mr. Chairman, looking at section 15 of the bill, I have
been considerably worried about the constitutionality of that section. I have
listened to Senator Connolly and others on that, and it appears to me that it
is an interference with civil rights. However, I think it could be changed a
little. I have been wondering if the Government in dealing with that section
considered the advisability in the case of a person under 21 years who signs
a note, insisting on the parents of that child signing a joint and several prom-
issory notes, instead of just a single note signed by an infant.

Hon. Mr. BENSON: As a matter of fact, this was considered very carefully
by the Government, and there was a great deal of discussion on it. It was felt,
however, that it would hinder the whole operation of the legislation if we
insisted that the parents of children under 21 years of age had to guarantee
the loans. In some instances, parents are not inclined to want their children to
go to university, even though the student wants to go on his own, and the par-
ents might refuse to _guarantee the loan. So we felt the loan should be made
to the student, counting on his integrity to repay. I think that integrity is far
more important than the legal effects of section 15.

Senaor ASELTINE: Then my suggestion has been fully considered?
Hon. Mr. BENsON: Absolutely, sir.
The CHAIRMAN: Can we now deal with the bill section by section?
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Senator PouLioT: Did you say that no provincial government asked for this
legislation?

Hon. Mr. BEnNsoN: The provincial governments did not formally ask for
this particular legislation. Many were very interested in it; and in working out
the details of this particular bill they did co-operate fully, and were very happy
about the ideas contained in this legislation.

Senator PourioT: After the bill was out?

Hon. Mr. BENSON: No, before the bill was out we met with the provinces
and considered the principles involved in this bill.

Senator PouLioT: My question is: did the provinces ask for it?

Hon. Mr. BENsoN: No, they didn’t. In my opinion, they did not ask for the
bill but they attended a conference concerning the bill. They were very inter-
ested in the idea. The conference was one concerning the ideas incorporated in
the bill, and during the conference most of them were very pleased that the
federal Government was taking—

Senator PouLioT: The first idea was that the bill was not from the provin-
cial governments?

Hon. Mr. BENsoN: No—from the federal, and it was one of the undertak-
ings of this particular Government at the last election.

Senator Pourior: And it was not from the universities either?
Hon. Mr. BeEnsoN: No.

. Senator PouLioTr: Now, Mr. Benson, I have another question. I have seen
in the press that the provincial governments have refused to render an account
of the federal subsidies in matters of education. Are you familiar with that?

Hon. Mr. BENsoON: No, I am not.

Senator PouLIoT: Because I have seen in the press that the provinces have
met together and have refused to render an account of the way the federal
grants for education were spent.

Hon. Mr. BEnsonN: I am not familiar with this, senator.

While I am speaking I would like to correct something I mentioned earlier.
I may have used the word “note”. In this particular instance they are not notes
that are given to the bank but, rather, there is an agreement between the student
and the bank.

Senator PourIioT: I think it occurred before you were sworn in as a cabinet
minister.

Senator CroLL: I wonder why the infant’s legality was not based on neces-
sity, which is a liability, rather than going about it in a round about way.

Mr. PENNELL: If this did come to a contest this would certainly be one of
the grounds on which the lender would rely and, we believe, could be success-
ful. However, there might be the odd student who might use the money for
purposes other than education, and the court might hold in the circumstances
it did not constitute a necessary within the meaning of the law, and we would
have this other defence available.

The CHAIRMAN: It could be justified as ancillary legislation.

Senator PouLioT: Mr. Pennell, reverting to what you have said about the
exclusive legislative powers, in your view are there any exclusive jurisdictions
according to the B.N.A. Act?

Mr. PENNELL: Are there any...?

Senator PouLioT: Are there any exclusive jurisdictions in virtue of the
B.N.A. Act?

Mr. PENNELL: With great respect, senator, I am not prepared to come here
and argue all the fields of the B.N.A. Act.
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Senator PouvrioT: No, but if you read the B.N.A. Act and if you read the
part that concerns education, is it not mentioned there the powers of exclusive
jurisdiction?

Mr. PENNELL: All I can say is that those in the department were greatly
concerned they would not intrude into the field of education. They looked at
this bill with care and precision, and in their humble and honest opinion it
did not intrude into the field of education as such—this bill, C-110.

Senator PouLioT: My question is, what is the use of celebrating the centen-
nial of Confederation if you pay no attention to the B.N.A. Act?

The CHAIRMAN: That is a very large question, and we cannot consider it
within the scope of this bill.

Senator PouLioT: I am through.

The CHAIRMAN: Section 2, shall it carry?
Hon. SENATORS: Carried.

The CHAIRMAN: Shall section 3 carry?
Hon. SENATORS: Carried.

The CHAIRMAN: Shall section 4 carry?
Hon. SENATORS: Carried.

The CHAIRMAN: Shall section 5 carry?
Hon. SENATORS: Carried.

The CHAIRMAN: Shall section 6 carry?
Hon. SENATORS: Carried.

The CHAIRMAN: Shall section 7 carry?
Hon. SENATORS: Carried.

The CHAIRMAN: Shall section 8 carry?

Senator BROOKS: Mr. Chairman, I would like to ask a question on that. The
students have 10 years in which to repay a loan after they graduate. Supposing
they make no attempt to pay in that time and they, say, pass away in their
eighth or ninth year and leave a considerable estate, has there ever been any
consideration given to collecting the oustanding amount from the estate?

Hon. Mr. BENsoN: The agreement would specify the terms of repayment.
If the student does not live up to the terms of repayment the Government will
try to collect at this point, or the bank acting as agent of the Government in
this regard. But if the student had started paying back his money and died after
seven years owing still, say, $2,000, this would be cancelled by this provision
of the act.

Senator CROLL: So the insurance stays on until such time as the loan is
repaid?

Hon. Mr. BENsonN: Yes, in its entirety.

Senator ASELTINE: I think they should collect from his estate, if he has
one.

The CHAIRMAN: Section 8, shall it carry?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 9, carried?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 10?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 11?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 127
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Senator McCuTcHEON: I would like to ask the minister a question. It has
been assumed by the Government, and stated by the Leader of the Government
in the Senate, that education is a matter of national concern. The Government
has adopted this method of assisting students and, at the same time, hopes it has
not intruded in an unconstitutional way into the field of education. I take it it
is a matter of policy of this Government that whenever it deals with a matter
of national concern it will spell out provisions which will allow provinces to
go their own way?

The CHAIRMAN: Wait a minute, that is a question of policy far larger than
our consideration of this bill, senator.

Senator McCuTcHEON: Then, will the minister explain why he put section
12 in this bill?

Hon. Mr. BENSON: Section: 12 is put into this bill because the province of
Quebec has indicated it will continue with its own program which is, they be-
lieve, equivalent to the federal program that is being offered—and perhaps
other provinces may do exactly the same thing. So, if the provinces, in their
wisdom, decide they will carry on an equivalent program to the federal pro-
gram, or carry on their own loan program—and there is no requirement even
that it be the same as the federal Government’s program—then we will provide
them with compensation.

Senator McCuTcHEON: Let me put a hypothetical case. It has been inti-
mated by the Minister of Finance—I think he gave figures as to the estimate
outstanding—probably you will be loaning at a higher and higher rate as time
goes on. When you reach the place where you are making available to the prov-
ince of Quebec twice as much money as the province of Quebec is in fact lend-
ing will you still operate under this provision?

Hon. Mr. BEnsoN: Really, senator, you do not give them the money that is
being loaned; you are giving them the interest and losses. If this should happen
in any province, that the amount of money which is being allocated in total
and authorized by statute is greater than the proportionate amount being
loaned in the province which is not using this particular legislation but is taking
advantage of section 12, then they might get payments beyond the amount of
interest and losses on the loans they have outstanding. A factor to be considered
in this is, of course, that loans under this particular legislation will increase
each year and, presumably, within a provincial scheme they will increase as
well. Also the province probably will be borrowing its money at a slightly
higher rate of interest than the federal Government, so probably for these
provinces there would be a slight loss.

Senator McCuTcHEON: The provinces make more on the pension fund. In
other words, there is no intention of forcing it on the provinces?

The CHAIRMAN: No.

Shall section 12 carry?

Hon. SENATORs: Carried.

The CHAIRMAN: Section 13, regulations?

Hon. SENATORS: Carried.

~ The CHAIRMAN: Section 14?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 15?

Hon. SENATORS: Carried.

The CHAIRMAN: Section 167

Hon. SENATORS: Carried.
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Hon. SENATORS:
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Hon. SENATORS:
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Hon. SENATORS:
The CHAIRMAN:
Hon. SENATORS:
‘Whereupon the
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Section 17?

Carried.

Section 18?7

Carried.

Shall the title carry?

Carried.

Shall I report the bill without amendment?
Carried.

committee adjourned.
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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, Wednesday,
October 14, 1964:

“Pursuant to the Order of the Day, the Senate resumed the debate on the
motion of the Honourable Senator Connolly, P.C., seconded by the Honourable
Senator Vaillancourt, for second reading of the Bill C-121, intituled: “An Act
to provide for extension of credit to farm machinery syndicates”.

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

The Bill was then read the second time.

The Honourable Senator Connolly, P.C., moved, seconded by the Honour-
able Senator Vaillancourt, that the Bill be referred to the Standing Committee
on Banking and Commerce.

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

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

THURSDAY, October 15th, 1964.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 9.30 a.m.

Present: The Honourable Senators Hayden (Chairman), Aseltine, Brooks,
Burchill, Choquette, Cook, Connolly (Ottawa West), Crerar, Fergusson, Ger-
shaw, Isnor, Kinley, Lambert, Lang, Leonard, McLean, Pearson, Pouliot, Reid,
Smith (Kamloops), Taylor (Norfolk), Thorvaldson and Woodrow.—(23).

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel.

On Motion of the Honourable Senator Farris it was RESOLVED that the
Committee meet this day at 2.00 p.m. due to his unavailability later in the
month on account of his prior commitments, in order to make his final sub-
mission on Bill S-20.

On Motion of the Honourable Senator Lambert it was RESOLVED to report
recommending that authority be granted for the printing of 800 copies in
English and 300 copies in French of the Committee’s proceedings on Bill
C-121.

Bill C-121, An Act to provide for the extension of credit to farm machinery
syndicates, was read and considered.

The following witnesses were heard: The Honourable Harry Hays, Minister
of Agriculture. Mr. G. Owen, Chairman, Farm Credit Corporation.

On Motion of the Honourable Senator Isnor it was RESOLVED to print
as Appendix “A”, a copy of the Farm Machinery Syndicate Agreement to the
proceedings of this day.

On Motion of the Honourable Senator Pearson it was RESOLVED to print
as Appendix “B”, a copy of the chart showing the investment in Land,
Machinery and Livestock (DBS), to the proceedings of this day.

On motion of the Honourable Senator Leonard it was RESOLVED to report
the said Bill without amendment.

At 10.40 a.m. the Committee adjourned until 2.00 p.m. this day.

Attest.
F. A. Jackson,
Clerk of the Committee.
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REPORT OF THE COMMITTEE

THURSDAY, October 15th, 1964.

The Standing Committee on Banking and Commerce to which was referred
the Bill C-121, intituled: “An Act to provide for the extension of credit to
farm machinery syndicates”, have in obedience to the order of reference of
October 14th, 1964, examined the said Bill and now reports the same without
any amendment.

All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.






THE SENATE
THE STANDING COMMITTEE ON BANKING AND COMMERCE
EVIDENCE

OrrawaA, Thursday, October 15, 1964.

The Standing Committee on Banking and Commerce, to which was
referred Bill C-121, to provide for the extension of credit to farm machinery
syndicates, met this day at 9.30 a.m.

Senator SALTER A. HAYDEN (Chairman), in the Chair.

The committee agreed that a wverbatim report be made of the °
committee’s proceedings on the bill.

The committee agreed to report recommending authority be granted
for the printing of 800 copies in English and 300 copies in French of
the committee’s proceedings on the bill.

The CHAIRMAN: Senators, I call the meeting to order. We have before us
for consideration this morning Bill C-121, to provide for the extension of
credit to farm machinery syndicates.

Senator ConnoLLy (Ottawa West): Before you begin, Mr. Chairman, may
I say that I think this is the first appearance before this committee of the
gentleman from Alberta. As a colleague of his in the Government I want
to say how pleased we are to see him, and any other minister of the Govern-
ment, come before this committee to speak to legislation that he is sponsoring
in the other place. I might tell him that we are very efficient, and we give
legislation a closer scrutiny than it receives in the other place.

The CoAIRMAN: I think we should follow our usual practice and ask the
minister if he has a statement he would like to make.

Honourable Harry Hays, Minister of Agriculture: Honourable senators, I do
not think I have anything to say by way of a preliminary statement. I have
been speaking on this bill for a long time and on many different occasions,
and I am quite prepared to answer any questions with respect to it. In my
opinion it is a good bill. It is something that the farmers need. I believe that
it gives the small farmer an opportunity to produce as economically as the
large farmer. Inasmuch as 25 per cent of all the farmers in Canada produce
75 per cent of all the agricultural produce, I think this is something for the
family farm that has long been needed. It will do a good job.

The CHAIRMAN: Are there any questions?

Senator BROOKs: May I ask the minister if this has been tried out in any
country other than Great Britain. I notice that in his speech he said it had
been tried out in Great Britain, but has it been tried out in any other country?

Hon. Mr. Hays: Yes. I have discussed this with the Minister of Agriculture
in France, M. Pisani. They are thinking of doing something along the same
lines, although at the moment they have only experimented with pilot projects.
There have been syndicates or co-operatives tried in other countries, but the
one that we thought would be of the most assistance to us is the machinery
syndicate legislation of Great Britain. That legislation was sponsored by the
farm unions or the farm co-operatives, and that is where we thought we

9
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would receive the best advice with respect to putting this bill together. We
think that we have made some improvements. One of my reasons for saying
that is that Canadians are able to borrow money more cheaply than are the
people of Britain. Britain’s interest rates are higher than ours.
Senator BRoOOKS: For how many years has it been in operation in Britain?
Hon. Mr. Hays: I could not give you the exact length of time, but I think
it was started back in 1952.

Mr. G. Owen, Chairman, Farm Credit Corporation: In 1955.

Hon. Mr. Havs: Yes, and in 1955 they were able to put it together, and
it has been found to be very useful.

Senator BrRoOKS: And there are 600 syndicates?

Hon. Mr. Hays: Yes. The number has doubled in the last year.

Senator BrRooKs: What would be the average number in a syndicate in
Great Britain?

Hon. Mr. Hays: Mr. Owen can tell us about that.

Mr. OWEN: It varies greatly. It started off as a pilot project in 1955 with
only two syndicates to see how it would work. By 1962 there were about 290
syndicates, in 1963 there were 341, and at the present time they have about
600 because they have grown out of the pilot project stage and gone into
fuller use. The number of members in the syndicates varies greatly. I would
say that the average number would be about 5 or 6, although they have
several syndicates of 14 or 15 members which have been set up to buy such
items as grain drying equipment.

Senator Brooks: To have an effective syndicate you should not have
more than half a dozen members.

Mr. OWEN: Some of them have 14 or 15 members.

Senator PEARSON: Are there any persons outside the co-operatives who
are in these syndicates?

Mr. OWEN: Yes, these are individual groups. The Farmers’ Union in a
particular county acts as supervisor. The terms and conditions of the agree-
ments are approved by the county organization, and then they are passed on
to the bank that advances the money.

Senator REID: What happens if a member of a group refuses to pay his
share and wants nothing more to do with it? What action can be taken against
him?

Mr. OWEN: Are you referring to the legislation they have in Great Britain,
or to this bill?

Senator ConnoLLY (Ottawa West): Do you mean under this legislation,
Senator?

Senator REID: Yes.

Senator BRooks: I wonder if I might just finish with another question.

Hon. Mr. Hays: May I conclude this? In connection with the number in
a group of people who might see fit to purchase machinery under this legisla-
tion I can readily see 20 people using these facilities for the purpose of buying
levelling equipment, ditching equipment and feed mixing equipment. In such
a case 20 farmers could participate in the purchase of a machine that costs
in the neighbourhood of $22,000. I am thinking of a machine that could be
rol}ed into a dairy farm to mix the farmer’s grain and put it into pellet form.
If it travels 20 days in a month then it could service 20 farmers per month.

Senator Brooks: I should like to get the proportion of farmers in Great

Britain who are taking advantage of similar legislation to this. Can you tell
us how many farmers there are in Great Britain?
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Mr. OwWEN: About 300,000.
Senator BrRoOKS: How many are in syndicates?

Mr. OWEN: I have not the figure, but I would estimate from the numbers
in the syndicates and the number of syndicates that there would be in the
neighbourhood of 3,000.

Senator BROOKS: That is one per cent.

Mr. OWEN: This started out from the farmers themselves. It operated as
a pilot project for years before many people really knew it was going on.
The CHAIRMAN: Senator Reid, do you want an answer to your question?

You were asking as to the machinery for enforcing payment if somebody
wants to step out of the syndicate.

Senator REID: Yes. Suppose some trouble starts in a group and one member
of the group wants to get out?

Hon. Mr. Havs: Of course, this will be covered by the regulations, and

the agreement that the participants in the syndicate are parties to. I think in
the case of death—

Senator REmp: Can the remaining members of the group take action
against that one individual?

The CHAIRMAN: Yes, he signs a joint agreement.

Senator REID: Supposing he starts out with the group and then does not
want to proceed?

Hon. Mr. Hays: Inasmuch as they are jointly and severally responsible I
suppose the other two or three would see what they could do towards buying
him out, or they would endeavour to get somebody else to come in and buy
him out. He may have to get out because he is bankrupt, and that is a situation
that will have to be taken care of in the original agreement. We are in the
process now of drafting a great many different agreements that might be used
by different groups of farmers. What may be good for Ontario may not be of
any use in Saskatchewan, for example. I think all this can be covered by the
regulations.

The CHAIRMAN: Senator Crerar?

Senator CRERAR: I want to ask Mr. Hays what is the genesis of this bill?
Where did the requests for it arise? Who initiated it? Was this initiated by
the department itself, or were there requests received from outside?

Hon. Mr. Havs: I suppose I am responsible for initiating it. It seemed to
me that a young and vigorous country like Canada should be looking at all
those things that are working well in other countries. There is no reason in
the world why a young country like Canada should not have the best agricul-
tural legislation in the world. We should be keeping our eyes open so far as
this is concerned. The farmers do not have an opportunity to travel and see
these new programs. I believe a question was asked earlier about this. I
think there was only 1 per cent when we first started the Farm Credit
Corporation, which was established under an excellent act. Very few people
saw fit to use it. This year we sent a letter to every farmer in Canada and
the increase was 23 per cent. Shortly after the letter was received by the
farmers, they were lining up ten deep at all our offices, seeking information
about the Farm Credit Corporation. It is a matter of education, in this sort
of thing. Surely it should in so many instances cut the cost of a man’s capital
investment to a third, when you relate this to the time in which he uses a
particular machine which can be used by groups of farmers.

Senator CRERAR: I understand that. I am in sympathy with the purpose of
the legislation, Mr. Hays. As a matter of fact, from my own personal observa-
tion many farmers have voluntarily attempted something of this kind. These
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men come in together among themselves and become jointly liable for a
machine. One fellow will say “I will buy a corn binder if you will buy a
corn planter, and we can exchange them for work purposes.” This is an
admirable thing. I have a few more questions. Are there any countries where
this has worked out, to your personal knowledge, Mr. Hays?

Hon. Mr. HAvs: In Great Britain the farm syndicates are now very
successful, although they are small.

Senator CRERAR: That was a case where it was comparatively small
holdings, with a small acreage.

Mr. OWEN: I may say that the bulk of the syndicate members in England
and Scotland are on farms between 100 and 500 acres per farm.

Senator CRERAR: Getting down to a practical illustration, there are four
or five farmers in the community who say “We need a machine which we
use only perhaps for one week in a year, we will join together and purchase
this machine and take advantage of this legislation.” The first thing they have
to do is sign a joint and several note, under which they are each liable for
the whole machine. What happens if one fellow defaults and says he is sorry
he cannot find the cash to pay. The other four have to pay up?

Hon. Mr. Hayvs: Yes. This would be so, but of course they would have
an opportunity of finding another partner. Also in these syndicates, in relation
to this, one must admit—knowing the farmers as we do—that there are some
neighbours one may not want in this, but who will readily lease this equip-
ment. One man may want a machine for 500 acres and another for only 200
acres. There is a sort of agreement that says that at the end of the year, if
it has cost $3.50 per acre to use the combine, the man who used it for 500
acres will pay $3.50 multiplied by 500 while the man who used it for 200
acres will pay $3.50 multiplied by 200 and so on.

Senator CRERAR: They have to make that arrangement among themselves?

Hon. Mr. HaAys: Yes. There is a lot of flexibility in this, so that the
farmers can make agreements among themselves, later to be approved by
the Farm Credit Corporation.

Senator CRERAR: I have some practical knowledge of the psychology of the
farmers, as you have also, Mr. Hays. Three brothers farming near one another
may buy a machine of this kind which will serve them all. However, though
I may be wrong, it seems to me pretty difficult to get farmers in any com-
munity to make themselves jointly and severally liable for a purchase, if one
has 300 acres and another is farming only 100 acres. Do you have some
adjustment of that point?

There is one other question—is the administration of this act being put
under the Farm Credit Corporation?

Hon. Mr. Hays: Yes.

Senator CRERAR: As a matter of curiosity, why was there not a simple
amendment to the Farm Credit Corporation Act, instead of setting up a
whole new elaborate lot of machinery?

Hon. Mr. Havs: You mean the Farm Improvement Loan Act?

Senator CRERAR: No. Under the Farm Credit Corporation Act. You have
an act on the statute book now that gives long-term credit to farmers.

Hon. Mr. Hays: In the initial stages we thought about putting it in under
all kinds of acts, the Farm Improvement Loan Act, and so on.

. Senatox: CrRERAR: The Farm Improvement Loan Act is for a different
t.h-mg, that is for a fellow putting in electric lights, water service or something
!1ke that. _That was what was described, when we put it through Parliament, as an
intermediate type of credit for these purposes. In addition to that you have
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the Farm Credit Corporation Act, which gives long-time credit. What struck
me, when I read this bill, was why there was not a simple amendment put
through to provide for this syndicate business.

Hon. Mr. Hayvs: I will let Mr. Owen answer this. The officials thought
that this was the best way to handle it.

Mr. OweN: The reason is that in the Farm Credit Act, all the provisions,
the financial arrangements, the definitions etc. are designed for a long-term
mortgage credit program. This is really an intermediate term program, and
it is not dealing with individuals. It has many basic differences from the
credit provided under the Farm Credit Act. Under the Farm Credit Act, for
example, every borrower’s principal occupation must be farming, whereas
in this we would allow people who are engaged in farming but may have
some other occupation. There are several differences of this nature. There is
another vital reason. Money borrowed by the corporation for the Farm
Credit Act is borrowed on a long-term basis, up to 20 years and it costs
more than money borrowed for five years, which we will require under this
act.

Most of the administrative requirements and arrangements and the capital
requirements are different. Therefore it was felt that it would be more
effective and more clear if this were set up as a separate act, with separate
provisions, but administered by the corporation with an administration which
had already been established across the country.

Senator CRERAR: The difference strikes me as a difference in detail, not
in principle. You propose to administer this act by the Farm Credit Corporation,
which is administering the other act I am speaking about. I daresay, Mr. Chair-
man, I am away behind the times in modern legislation and I look at it from
a rather different angle.

The CHAIRMAN: We have an explanation as to why it was done.

Senator CRERAR: This may make some work for the lawyers in the future,
I would not doubt.

Senator ASELTINE: They likely will have a standard agreement.

Senator CRERAR: That is a detail. As a general principle, it is important
to keep legislation as simple and as understandable as possible. All our laws
should be based on that principle and it seems to me this violates that, by
setting up this and making a great palaver and setting up this new piece
of legislation, where the same results could have been secured by a simple
amendment of an existing act. However it is there. I have just one more
question and I shall not speak again.

My general view of this legislation is this. I would not be surprised if
no wide advantage is taken of it by farmers. I know the difficulty in getting
even good neighbours to pledge themselves jointly for something they may
be interested in. There is a psychological factor there which you will find
it rather difficult to overcome. I hope the department will not go out and
publicize this and urge people to take advantage of it for their own benefit.
I hope they will refrain from that sort of thing, if I may say so. The legisla-
tion is there and let them take advantage of it if they wish. I deplore the
urgency used at times to get people to buy things. Part of that comes from
this silly notion of increasing our gross nation product. I hope the department
will simply say “Here is the legislation, we are sitting here and will receive
application if they come, but we will not go out looking for applications.”

Senator LEoNARD: I have two questions and then I shall stop. What is the
rate of interest charged in Great Britain on these loans?

Hon. Mr. Hays: 5% to 7 per cent.
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Senator LEoNARD: It varies with the borrowers or the equipment? What
causes the variation?

Hon. Mr. Hayvs: I suppose the cost of money. They cannot borrow as
cheaply as the government can.

The CrHAIRMAN: You have a spread in England. You said it is between
5% and 7 per cent?

Hon. Mr. Havs: Yes.
The CHAIRMAN: Why do they have that spread?
Mr. OWEN: It depends on the cost of money, or the bank rate at the time.

Senator LEONARD: Thank you. Secondly, in section 2, machinery must be
used primarily by members of the syndicate. I take it that, secondarily, the
equipment can be used for what is generally called contract farming, that is,
used for revenue purposes by the syndicate so that they can actually make
money out of the use of the equipment as long as they use it primarily for
their own use. Is that correct?

Hon. Mr. Havs: It could be used for leasing.

Senator ASELTINE: On the form of agreement, it bothers me somewhat. I
happen to be a lawyer and in the last 50 years have been drawing up agree-
ments of all kinds and descriptions for the farmers. In the farming area where
I live in Saskatchewan, I have just been wondering how these agreements
will be arrived at. Will the regulations contain a standard form of agreement
which would have to be altered or modified according to the circumstances
or what has the department in mind with respect to this?

Mr. OweN: The regulations will prescribe terms and conditions that must
be provided for within each agreement. Our own solicitors will draft, in con-
sultation with practising lawyers in each province, what we think is a standard
form of agreement which can cover the things applicable to all syndicates—
how a member gets in, how a member gets.out, what happens when a member
dies, what happens when one goes bankrupt. Besides these general things there
will be a sort of model form of agreement which will be available to any group
of farmers to use. If they wish to engage a solicitor to amend the standard
form they will be able o make changes in these arrangements as they desire.
Along with this, there is what we call the local agreement, where they will
work out the specific details as to who is going to be responsible to maintain
the machinery, to store it, what shares each one will have in the machine and
a whole lot of local things that they will want to have. We will provide them
with the guidelines and assistance in doing this, where there are small syndi-
cates, so that they will be able to draw up these agreements without much
difficulty. The main agreement will have been prescribed on a form by us. We
will have a lot of flexibility in the suggestions available to them. If they wish
to vary from this basic pattern they are free to go to a solicitor and draw up
an agreement, as long as they take care of all the items that might cause dis-
agreement later. The purpose of the agreement is to cover as many of these
matters as possible in advance, so that they have already arrived at an under-
standing in the event of a difficulty later on. We will allow a great deal of
freedom in deciding how they will go about covering these points.

Senator PEARsON: This sounds like a very complicated arrangement for
a farmer. It will have to be put down in very fine print so that the farmer will
not see it and will go ahead and sign it.

The CHAIRMAN: Senator, what do you know about fine print?

Senator ASELTINE: I have another question under these agreements. Under
the Farm Credit Act there are certain firms of solicitors who carry out local
work in a whole big territory. For instance, on Rosetown, Saskatchewan we
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have a firm of solicitors which carries on business from the South Saskatchewan
River almost to the North Saskatchewan River. Is there any intention of having
something like that?

Mr. OweN: I am not familiar with the legal arrangements under the
Farmers Credit Arrangement Act.

Senator ASELTINE: Unless you have a firm of solicitors draw up for a big
territory, I do not think that would work in this way, because these people
farming would not wish to have to go 50, 70 or 100 miles to make the agree-
ment.

Mr. OwWeN: This will be a matter of agreement between farmers, who will
choose their own solicitor. We will examine the agreement to ensure it covers
all the things we want it to cover and to our satisfaction; but on the actual
drawing of the agreement if the farmers want a solicitor to draw up one, they
can have their own solicitors do it.

Senator Remp: Has there been much demand for legislation of this kind
or is this just a scheme you thought up anew? Has there been a demand by
the farmers themselves?

The CHAIRMAN: We had that question already.

Hon. Mr. Hays: I think there will be a great demand. I do not share some of
the pessimism as far as this act is concerned, because if the farmer can con-
ceivably cut capital to one-twentieth of what it would ordinarily be, I think
there is great need for it. Part of the reason many farmers find it very diffi-
cult, particularly in eastern Canada, to make profit out of farming is on account
of the law of supply and demand in the markets as they now are.

For instance, I am sure it is quite conceivable that the cost of feed can
be cut from three and a half to four dollars a ton, and if you have 50 cows,
it takes 42 tons a month to feed them. On a dairy farm of 42 cows there is
a saving as much as the gross income in some cases.

The CHAIRMAN: Senator Isnor?

Senator ISNOR: Mr. Chairman I was going to follow up what Senator
Aseltine had to say, and also comment on Senator Crerar’s remarks, as to why
this should not be made known. If this is a good bill it should be made known
to the farmers so that they can take advantage of the opportunity to borrow.

Senator CRERAR: May I correct Senator Isnor? I did not say that. I sug-
gested that the pressure should not be applied by the department to induce
farmers to avail themselves of these credit facilities.

Senator IsNor: Well, that is all right. I was speaking as a business man. I
spend considerable money in advertising, because I believe it is a good thing.

The CHAIRMAN: Yes; you say you should put the merchandise in the
window, Senator Isnor?

Senator ISNOR: I do. I feel the minister would be justified in making
this known to every farmer in the country. I was going to ask Mr. Hays if he
has a copy of the agreement, or draft agreement, such as used in Great Britain.

Hon. Mr. Hays: I think we have.

Senator Isnor: Perhaps it would be of help, Mr. Chairman, if it were filed
in our proceedings, and it might well settle some of the questions which have
been raised.

Mr. Owen: It is a two-page document. I have a copy here of the one they
use in England.

The CHAIRMAN: Shall it be printed in the proceedings as an appendix?
Senator IsNor: That is what I thought, thank you.
(See appendix “A”)
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Senator IsNor: I have another question. Would Mr. Hays be good enough
to enlarge on subsection (2) of clause 2, which appears on page 2 of the bill?

Mr. OWEN: Sir, in actual administration we find farmers who also have a
full-time job away from the farm, and it becomes a question of whether their
principal operation is farming or not. We have to assess all the circumstances
and to make a decision as to whether the principal operation is farming or not.
This subsection (2) is to give us the authority to make that distinction between
those who are bona fide farmers and those who are farming as a secondary
enterprise.

Senator Isxor: What does that matter? Supposing, for instance, a cabinet
minister was a farmer, you would not bar him from borrowing, would you?

Mr. OwWEN: You will notice, sir, in clause 2(1) (¢) that we are requiring
that a majority of the members of any syndicate be farmers principally—that
their principal occupation be farming, that to get the benefits of this act they
must be bona fide farmers. They can have other persons with them, but the
majority must be farmers. This is to provide us with a distinction between those
who are and those who are not principally occupied in farming.

The CHAIRMAN: Senator Pouliot?

Senator PouLrioT: Mr. Chairman, I am very glad to have this opportunity
to tell the minister what I think. I find he is a good minister, and I compliment
him, because I am sure he wants to help the farmers. I wonder if he would tell
the committee if cooperative farming in Russia is a success?

Hon. Mr. Hays: Not having been there before, I do not know whether it is
more successful today than it had been previously. Certainly, I think pride of
ownership lends to greater production, and this sort of thing.

Senator PouLioT: Your idea in this bill is that farmers should give a hand
to each other?

Hon. Mr. Hays: That is right.
The CHAIRMAN: Senator Lambert?

Senator LamsBeRT: I should like to ask a question from the point of view
of the basic importance of the industry in this country rather than from the
point of view of administrative details, which one must assume will be per-
tinent to meet the demand of this legislation. In a word, the application of this
legislation should help this country to increase production on the farms of the
various provinces in Canada. I assume, from information I was given a few
minutes before this meeting was called, that the instruments of automation in
western Canada have increased to a remarkable degree, presumably because
the labour factor there has declined to a figure of around 35 per cent today from
when I used to live there. To what extent is it possible through figures to tell
how far automation has replaced that labour shortage and enabled the west, for
example, to have successfully harvested the largest crop in the history of Canada
last year?

Taking the west as one aspect of the problem, what about the comparison
with the smaller operations in the smaller areas in western Canada? I presume
that the figures of the census departments would probably give some idea of the
relative strength of automation in the agricultural industry in the east by com-
parison with the west. The impression I have, of course, is that the west has
progressed very favourably and extensively in the use of machinery to give the
results that we all want to see, and not only increased production, but increased
marketing facilities for that production.

: Eon. Mr. Hays: We have some figures that we used in compiling our sub-
mission. It is a good question, and it does tell a great story. Mr. Owen has some
figures that you might be interested in.
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Mr. OWEN: I can put them on the record, Mr. Chairman, to indicate the
growth in the investment of farm machinery in Canada as a whole. In 1941,
$596 million; in 1951, $1,933 million; and in 1961, $2,568 million.

Now, I have this by provinces. I will not cite them all, but will give a
couple of examples. In Alberta there was an increase from $116 million in
1941 to $550 million in 1961.

Taking Ontario, it has increased from $150 million in 1941 to $579 million
in 1961.

In Quebec, from $85 million in 1941 to $301 million in 1961.

I will place these figures on the record, if you wish, sir.

Senator LAMBERT: Yes, I think they are important.
(See appendix “B”) ‘

Mr. OweN: This also includes investment in land, and livestock, and so on.

Senator Brooks: What about the cost of the new machines, such as

combines or tractors? How much have they increased in cost, say from 1941
to 19647?

The CHAIRMAN: Just to crystallize what you are looking for, Senator, I
take it that you are asking how much of this increase is reflected in price as
against numbers?

Senator BrooksS: Yes.

Mr. OwWEN: I can give you the increase in numbers, and give you some
examples. Tractors in Canada: In 1941, 159,000; in 1961, 549,000.

Coupled with the increase in price is a change of models and kind of
machinery, which also is a factor in price.

I think I might add to this the fact that the $21 billion invested in farm
machinery is a book inventory, which probably represents $5 billion of initial
cost, or something of that order. And the actual cost of owning this machinery
—this is just the interest on investment, plus annual depreciation, would be
well in excess of $400 million a year, and the fact remains that a great deal
of the capacity of this machinery is not used in Canada. In other words, we
could farm a lot more land with the same machinery, or all iur land with less
machinery, if we could by cooperative use increase the amount of use of
each machine.

Senator PEARSON: Of course, I cannot see that.

The CHAIRMAN: That raises a different kind of question, about pride of
ownership.

Senator PEARSON: In 1963 Canada produced its biggest crop without those
means, and they cannot do that in Russia.

Senator LAMBERT: Are you speaking of pride in ownership of machinery?
Surely you are mistaken. We have had cooperative institutions for years, both
in respect to the purchase of machinery and the reaping of crops, and so on,
the same as in England.

Senator PEARSON: The private farmer produces his crops by means of
the machines themselves, rather than by a cooperative scheme. I am speaking
of production.

Senator LAMBERT: Just in the same way as there has been cooperative
organization in the pools of western Canada, so also there has been cooperative
organization in relation to the purchasing of machinery, and other supplies
as well.

Hon. Mr. Hays: Maybe I might answer the difference between good farming
practice, not necessarily related to pride of ownership. Last year our average
wheat crop was 26 bushels per acre. This year, I suppose it will be in the
neighbourhood of 21 bushels per acre. This year Russia’s yield was 23, or
two bushels per acre above ours.

21473—2
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Senator BrRooks: Have they had more rain?

Hon. Mr. Hays: Well, climatic conditions have a bearing, of course. In the
harvesting of their crop, they have 300 million acres under crop in relationship
to our 42 million in the west, of which 150 million acres is in wheat, and
which required 500,000 man hours to harvest the crop. But they did beat us
by two bushels this year; and this was a fairly good year for us as well.

The CHAIRMAN: Any other questions? -

Senator ASELTINE: My first question is as to the form of the agreement.
Now, I want to know if Mr. Owen can tell us anything about what security
will be demanded by the Farm Credit Corporation. Many of these farmers who
want to go into this scheme have probably borrowed money on their land from
the Farm Credit Corporation, and from the banks under the Farm Improvement
Loans Act, and they might not qualify for a loan of $15,000, or so, which
would be necessary to buy the expensive machinery that this act has in con-
templation. What information can you give me on that point?

Mr. OweN: I would say that the first most important security is the
signature of the farmer on the note. We feel that it is seldom you will find
a farmer who signs a note who will not pay that note. The first security,
therefore, is the signature on the note. Our second security, collateral security,
if you wish, will be the machinery actually purchased with the loan. We will
not be taking this security in some instances, depending on the position of
the farmers and the strength of their financial position and the value of the
machine and the amount of the money they are borrowing.

Senator ASELTINE: Will that be in the form of a chattel mortgage?

Mr. OweN: If we take it it will be in the form of a chattel mortgage on
the machinery, but we will not take it in all instances. I do not visualize
taking any security against the assets of the farmers prior to their joining
the syndicate. It is really a loan to the syndicate, and we will be taking our
security against the machinery. We might want additional security in the
form of liability insurance and fire insurance and life insurance, if it can be
worked out. These will be the additional forms of security. The primary
security is the note, and the secondary security is the machinery.

Senator REID: Supposing a member of a syndicate withdraws from the
partnership? ‘

Mr. OweN: He has joined a partnership as a partner, and is jointly liable
for the debts of the partnership. He is also a joint owner of the assets of the
partnership. It will be appreciated that ordinarily the assets will exceed the
liabilities, and he will be withdrawing from something in which he has a
stake. If he wishes to make a deal with the other members so that they
assume his assets and also his liabilities, and we are satisfied with that
arrangement, then he can do it. Or, he may get another farmer who will take
over his assets and liabilities. But, if he just gets up and walks out and says:
“I am no longer interested”, and no arrangements are made for somebody
else to take over his interest then he still remains liable for his obligations,
and the owner of part of the assets.

The CHAIRMAN: The statistical reference that Mr. Owen made will be
printed as an appendix to the record.

Senator LAMBERT: Thank you.

Senator BurcHILL: I would like to ask a question about the maintenance
of this machinery. In the event of a dispute who is responsible for repairing
breakdowns, and the general maintenance of the machinery? I have had
quite a lot of experience in these things, and many times disputes have arisen
over the fact that the machine was not fit to do the work when it came to
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one of the partners. Such a partner might allege that the machine has been
abused, and so on. Repairs sometimes cost a good deal of money. If a dispute
arose among the members of the syndicate would the courts settle the point,
if it went that far?

Hon. Mr. Havs: I visualize this working in quite a different manner from
that visualized by some members of the house and some senators here. I
visualize this group of three, ten or twenty farmers using this equipment,
under their agreement and under the regulations, just as they would use a
rented car. They will rent the machinery amongst themselves on a per
acreage basis. ‘

When I raised this with the Minister of Agriculture in Manitoba I
questioned its use so far as summer fallowing was concerned, and yet he
could see how this equipment could be used on a summer fallowing basis in
Manitoba. One farmer there with the proper kind of machinery could summer-
fallow 150 acres a day, and the use of the machine would cut down on his
labour costs. It would cut them to 20 per cent. There might be a group of
five farms of 1,000 acres each, but one farmer might want to summer-fallow
200 acres and another might want to summer-fallow 500 acres. In the agree-
ment there would have to be provision for an assessment of the costs against
each farmer. If the cost worked out at $1.00 or 75 cents per acre then at the
end of the year each farmer would have to pay the partnership accordingly
for the use of this machinery. It would work in this way. I am sure there will
be provisions with respect to breakdowns and repairs, and it might be that
one man would operate the machine and do all the summer fallowing for the
five farms. This is where Mr. Hutton could see use being made of this legisla-
tion.

Two or three years ago we imported something like 30 million bushels
of corn from the United States, and part of the reason for that importation
of corn was that a farmer who grew only 10 or 12 acres of corn could not
afford the equipment to harvest it. A piece of corn harvesting equipment can
do the work for 15 or 20 farmers. If a group of 15 or 20 farmers bought a
piece of such equipment then at the end of the season they could get together
and work out how much it cost them per bushel or per acre to harvest the
crop. One farmer out of the 15 would do all the work, and the group would
pay him for operating the machine.

Senator BURCHILL: In the event of a dispute the courts would have to
eventually decide, would they not? It would not be a matter for the Farm
Credit Corporation?

Hon. Mr. Hays: Do you mean if a member of a group refused to live up to
his obligations?
Senator BURCHILL: Yes.

Hon. Mr. Havs: I suppose it would be rather like divorce. There are laws
with respect to the dissolution of a marriage.

Senator LEONARD: I have been through a draft of the agreement in the
United Kingdom, and it seems to cover all of these points.

The CHAIRMAN: It provides for an arbitrator.

Senator LEONARD: It seems to provide an economic method of dealing
with such matters.

Senator KINLEY: My experience with joint and several ventures has been

a very sad one. I do not like joint and several notes. I am wondering what

Provisions will be made for the winding up of such partnerships or groups.

Will the farmer who is dissatisfied have the privilege of giving notice that he
21473—23
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wants the whole thing wound up? If I am farming with three or four others,
and I am not satisfied and want to get out, will you accept notice that I want
to get out?

Hon. Mr. Havs: This is a partnership agreement, and in these regulations—
I think you will find that Britain attributes a great deal of the success of its
scheme to the fact that the members of the groups were severally and jointly
responsible. In the agreement there is a provision that at least once a year
the group gets together. The fact that there was not this sort of form agreement
was found to be one of the reasons for the break-up of the partnership. This
does not quite answer your question, but the fact that there is this sort of
agreement, and the fact that they have an asset to sell, means that if a partner
is not happy with the arrangement he can sell his share in the asset to another
person or to the remainder of the group.

Senator KINLEY: My experience has been that when one signs a joint and
several note at the bank for the building of a ship it very often goes bad.
I have been farming 500 acres for many years, and I know that a good farmer
will not sign a joint note with a poor farmer. Suppose I sign a joint note with
three other farmers and I see that the thing is going bad and the machinery
is not being looked after and they are not paying up, can I ask that the partner-
ship be wound up?

The CHAIRMAN: It depends upon what your agreement says.

Senator KINLEY: That is what I want to get in the agreement.

The CuHAIRMAN: The farmer will have his lawyer suggest what terms he
thinks should be added to the basic terms.

Senator KINLEY: But I want to keep clear of lawyers.

The CHAIRMAN: You know, Senator Kinley, I like to hear people say that
because ultimately it means more work for the lawyers.

Senator ASELTINE: It seems to me that the lawyers and the machme
manufacturing companies will be the residuary legatees here.

Senator KINLEY: Suppose everybory wants to use the machinery at the
same time? I have co-operation with my neighbour. He reinforces me during
the harvest season, and I reinforce him with my machinery, and we have
never charged each other anything. We get along splendidly. It must be re-
membered that there are five periods of the day on the farm. There is the
early morning, the morning proper, the afternoon, the evening and the moon-
light, and a machine can be used at any time.

I think this legislation is a step forward. I think it is splendid. I think it
it like the old fellow who ran the livery stable and who hired out his horses,
and the Tilden Rent-a-Car firm. This is a big step forward in the interests of
the smaller farmer. I might mention that I own 500 acres, but I know a man
who has 600 acres and who has $100,000 worth of equipment. He was a German
immigrant, and he is setting an example to all the farmers in his district.

The CHAIRMAN: Are you ready for the question?
Senator CRERAR: I would like to ask a question. I shall not ask any more.
The CHAIRMAN: I have heard that before, Senator.
Senator CRERAR: Subsection (1) (¢) of section 2 reads:
(1) by an agreement in writing, approved by the Corporation, between
not less than three individuals.

'That is to say, three farmers can agree to form a syndicate. They work out
their agreement in wrltlng, but before that is effective it has to be approved
by the corporation. What is the purpose of having the corporation approve
this agreement?

The CHAIRMAN: Because it is lending the money to the syndicate.
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Senator CRERAR: I know, but why not set down the conditions?
The CHAIRMAN: The conditions will be in the syndicate agreement.

Senator CRERAR: Just a moment. Supposing you get 50,000 of these syn-
dicates, just for the sake of illustration—perhaps there will not be that many,
but supposing there are—you will then have 50,000 applications that must
go to the corporation for approval and that means, of course, more office
space, more services, and all that sort of thing. Would it not be possible to
have some general form, or a defined set of principles, upon which an agree-
ment could be based? I merely offer that suggestion for the minister’s con-
sideration.

I have one other suggestion to make to the minister. Let us consider a
tractor that costs today probably $7,000 or $8,000. It may weigh two or two
and a half tons. The cost of the material that goes into that, the iron and steel,
would not average more than $125 a ton. When this iron and steel is assembled
—and I admit some of it is finely machined, and that makes it more expensive,
but it is a minor part—the final product costs far more than the original
material. Material which does not cost more than a few hundred dollars
is transformed into an implement that sells for $7,000 or $8,000. The most
important thing—and it has long been in my mind—is that to deal with this
is to deal with the cost of distribution.

Farmers today are almost discouraged from paying cash. We have developed
this new technique of organizing finance companies. The big chain stores do
it. They form finance companies, and they are turning the buyers over to
the finance companies, and in the end the buyer has to pay anywhere from
12 to 20 per cent interest on the purchase price. I suggest to the minister
that that is a field in which there might be some profitable inquiry made.
An attempt should be made to see if it is not possible to cut down these
tremendous costs of distribution.

I know this, because years ago I was in this business. It is simply absurd
that a tractor that weighs only a couple of tons at the outside built of raw
material that does not cost more than a few hundred dollars, should be an
implement that sells for $6,000, $7,000 or $8,000. A tremendous saving could
be effected for the farmers in this area, and the farmers themselves are
groping for a remedy through their organizations. I do not know whether
it is possible or not, but I suggest to the minister that there is a field that might
offer some reward if an inquiry were made into it. If parliamentary com-
mittees, instead of wasting their time as they are doing today, could get their
teeth into that problem then there would be a result of some practical value.

The CHAIRMAN: Are you ready for the question? Shall I report the bill
without amendment?

Hon. SENATORS: Agreed.
Senator CRERAR: I have not received an answer to my question.
The CHAIRMAN: It was not a question.

Senator CRERAR: My question is: If you get three farmers together in a
group why is it necessary to have the agreement approved? Why do you
not set down the general principles for their guidance?

The CHAIRMAN: There was an answer given to that question this morning.
If you want the witness to repeat the answer then I will ask him to do so.

Senator CRERAR: No, I will read it in the record.
The CHAIRMAN: Yes, it is on record.

Whereupon the committee adjourned.



22 STANDING COMMITTEE

APPENDIX “A"
FARMERS’ MACHINERY SYNDICATE AGREEMENT
RULES

1. NAME
The name of the Syndicate shall be Farmers’ Machinery Syndicate (
) and shall be registered with the Secretary of Syndicate Credits
( ) Ltd.

2. OBJECT

The object of the Syndicate is restricted to the following:—

The acquisition and ownership of machinery for the use of members on
their own farms. The repairing and maintenance of the same. The renting of
storage and other accommodation for the use of members. The employment of
workers for the operation of the machinery on behalf of members. The word
“machinery” shall include all agricultural and horticultural equipment, fixed
or otherwise, implements, tractors, trucks and lorries.

3. MEMBERSHIP AND CONSTITUTION

(1) No person shall be admitted Member of the Syndicate who is not
a member of the National Farmers’ Union of England and Wales.

(2) Within the limits of the Syndicate’s objects the Members shall be
partners entitled to the Syndicate assets in such shares as they
mutually agree and their. rights inter se governed by the Part-
nership Act in so far as not inconsistent with these Rules.

4. The founder members shall be:—

5. Additional members may be admitted to the Syndicate only on the
unanimous approval of the members, and subject to the approval of Syndicate
Credits ( ) Ltd., and on such terms as may be unanimously decided
at the time.

6. Members of the Syndicate are jointly and severally liable for the debts
of the Syndicate but as between themselves shall bear all debts and liabilities
in such proportions as shall be laid down from time to time.

7. No purchase of machinery shall be made by or on behalf of the Syndicate
except with the approval in writing of all the Members to the price and terms of
purchase and to the terms of repayment of monies borrowed by the Syndicate
to finance the purchase.

‘8. The syndicate shall appoint a Secretary whose duties shall include
laying reports before the Members.

) 9. The Syndicate shall keep proper Vouchers and Books of Account and
Minute Books.

10. The.Syndicate shall open and maintain a bank account in the nameé
of .tht_e Syndicate and all monies received on behalf of the Syndicate shall be
paid into such account.

1_1. The Syndicate shall borrow all monies required from Syndicate
Credits ( ) Ltd.

Note: Insert names of founder members in para 4.
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12. MAINTENANCE, USE AND SALE OF MACHINERY

For the first four years of the life of any machine and subsequently there-
after if the members so resolve, machines shall be inspected at six-monthly
intervals by the distributor, or some other person appointed for that purpose by
the Syndicate with the approval of Syndicate Credits ( ) Ltd., who
shall render a report in writing at six-monthly intervals, to the Secretary,
Syndicate Credits ( ) Ltd. and the Secretary of the Syndicate,
who shall lay the reports before each member.

13. The use and maintenance of the machinery shall be governed by Regu-
lations to be adopted unanimously by the Members. One copy of such regulations
shall be forwarded to the Secretary, Syndicate Credits ( ) Ltd.

14. Each member shall insure his employee against Liability at Common
Law whilst working away from his own farm.

15. No sale of machinery shall be made without the authority in writing of
all Members. Whilst any loan is outstanding, prior consent shall be obtained
from Syndicate Credits ( ) Ltd. and the outstanding loans in
respect of the machinery in question shall be immediately repaid.

16. The basis of the reimbursement of costs of maintenance and other
working expenses shall be in such manner as the members may unanimously
resolve or as may be laid down in the Regulations referred to in Clause 13.

17. All machinery owned by the Syndicate will be marked with the owner’s
designation.

18. PROCEDURE ON MEMBER’S RETIREMENT OR DISSOLUTION

A member may retire with the prior consent of Syndicate Credits (

) Ltd. (if then a creditor of the Syndicate) and all other creditors (if
any) of the Syndicate and with the unanimous consent of the continuing Mem-
bers. After retirement, a retiring Member shall remain liable for all liabilities
of the Syndicate unsatisfied at the date of his retirement unless (with the
before-mentioned consents) he shall have made some other arrangements for
the assumption of his liability by a continuing Member or Members or by an
incoming Member.

19. A retiring Member whose retirement has received all the consents
referred to in Rule 18 shall be entitled to receive from the continuing Members
the value of his interest in the net assets of the Syndicate. Such value shall be
fixed by mutual agreement between the retiring Member and all the continuing
Members, or failing agreement, by a Valuer appointed under Rule 25. The
continuing Members may make it a condition of giving their consent under
Rule 18 that the sum payable by them under this Rule shall be agreed prior to
such consent becoming effective.

20. DEATH OF A MEMBER

The death of a Member shall not automatically dissolve the Syndicate. The
estate of a deceased member shall remain liable for the liabilities of the Syndi-
cate outstanding at his death but for no liabilities subsequently incurred. With
the consents referred to in Rule 18 the personal representatives of the deceased
member may be treated as a retiring Member for the purposes of Rules 18 and
19, which shall thereupon apply mutatis mutandis.

In the event of all the consents required by Rule 18 not having been given
within six months of a deceased member’s death, the Syndicate shall be dis-
solved and all monies due to Syndicate Credits ( ) Ltd. from the
Syndicate shall become immediately payable.
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21. Should it be necessary, owing to the retirement of a member, or for any
other reason, the members may dissolve the Syndicate, which dissolution shall
become effective so soon as proper provision has been made to the satisfaction
of Syndicate Credits ( ) Ltd. for the discharge of all outstanding
liabilities.

22. FUNCTIONS OF SECRETARY OF SYNDICATE CREDITS ( ) Ltp.

The Secretary of Syndicate Credits ( ) Ltd. shall have the
specific functions set out in Rules 23 to 27 in relation to the Syndicate. In these
specific Rules the expression Secretary shall mean Secretary of Syndicate
Credits ( ) Ltd.

23. The members and changes of membership shall be filed with the
Secretary.

24. All agreements to purchase and sell machinery and the authorities to
borrow shall be filed with the Secretary.

25. The Secretary shall, if so requested by a member, appoint a valuer for
the purposes of valuation of an outgoing member. The expenses of the valuation
shall be met by the Syndicate.

26. The Secretary shall appoint a Receiver on the dissolution of a Syndicate
and such Receiver shall be the agent of the members and shall be entitled to
exercise all the powers usually vested in a Receiver of partnership assets ap-
pointed by the Court.

27. The Secretary may, at the request of any member, appoint an auditor
to examine the books, and if necessary submit a report, but such member must
deposit a sum of money to cover the costs.

28. ARBITRATION

In the event of a dispute the members shall be jointly and severally bound
by the decision of an arbitrator appointed by the President of the Royal Institu-
tion of Chartered Surveyors and shall accept his award as to the costs.

29. RESTRICTION ON ALTERATION OF RULES

So long as the Syndicate is indebted to Syndicate Credits ( )
Ltd. no alteration shall be made to the Rules without the consent in writing of
Syndicate Credits ( ) Ltd. intimated through its Secretary.
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APPENDIX “B”
INVESTMENT IN LAND, MACHINERY AND LIVESTOCK (DBS)
=
PROVINCE Year Iéﬁﬁif:; Maécc:lui?:;)ye:: E Livestock Total value a:z‘;\(l)f
British Columbia...... 1941 114,288,700 15,128,400 20,645,827 150,062,927 76.1
1951 278,068, 232 58,760,356 71,437,080 408,265,668 68.1
1961 493, 030,800 86,487,700 77,647,800 657,166,300 75.1
ATDETLA. . . v lnienvossans 1941 490,826,400 116,127,900 104,065,896 711,020,196 69.0
1951 1,015,289, 268 390,003, 340 384,323,689 1,789,616,297 56.7
1961 1,715,367,200 550,875, 500 451,254,100 2,717,496,800 63.3
Saskatchewan......... 1941 657,583,800 142,754,400 95,665,031 896,013,231 73.3
1951 1,182, 905,467 525,644,660 283,223,123 1,991,773,250 59.4
1961 1,856,523, 300 686,825,700 321,010,300 2,864,359,300 64.8
Manitoba...........vs- 1941 229,487,700 58,886, 600 50,803,976 339,178,276 67.6
1951 528,872,527 231,801,397 156,112,868 916,786,792 57.7
1961 719,612, 000 272,018,900 162,456,700 1,154,087,600 62.3
Ontaro. . b N 1941 836,147,700 150, 358, 900 203,093,661 1,189,600,261 70.2
1951 1,419, 363,802 445,277,532 683,328,284  2,547,969,618 55.7
1961 2,572,302,700 579,281,700 590,011,600 3,741,596,000 68.8
QUeBeR. .l ot Stedystng 1941 543,358, 500 85,203,400 111,185,062 739,746,962 73.5
1951 846,972,820 211,937,327 340,452,974 1,399,363,121 60.5
1961 1,014, 681, 500 301,257,000 308,941,000 1,624,879,600 62.4
New Brunswick. ...... 1941 57,997,000 10,824, 500 11,973,859 80,795,359 71.8
1951 98,716,709 26,971,141 32,090,709 157,778,559 62.6
1961 90,114,800 31,682,200 23,566, 000 145,363,000 61.9
Nova Scotia........... 1941 65,770,400 10, 960, 800 11,632,661 88,363,861 74.4
1951 94,485,972 25,223,734 32,755,239 152,464,945 61.9
1961 89,262,800 30,252,100 26,073,900 145,588,800 61.3
Prince Edward Island. 1941 34,375,800 5,801,400 6,517,877 46,695,077 73.6
1951 47,843,719 16,261,195 23,048,291 87,153,205 54.9
1961 52,500,800 26,856, 300 16,939,400 96,296,500 54.5
Newfoundland......... 1941
1951 14,658,139 1,416,655 3,581,985 19,656,779 74.6
1961 19,006, 200 2,944,500 1,986,700 23,937,400 79.3
NATIONAL.......... 1941 3,029, 846,000 596,046, 300 615,583,850 4,241,476,150 71.4
1951 5,527,207,155  1,933,312,262 2,010,356,955 9,470,876,372 58.4
1961 8,622,641,300 2,568,631,500 1,979,948,900 13,171,221,700 65.4




gs

£




Second Session—Twenty-sixth Parliament

1964-65

THE SENATE OF CANADA

PROCEEDINGS
OF THE

STANDING COMMITTEE

BANKING AND COMMERCE

To which was referred the Bill C-123, intituled: “An Act to
amend certain Acts administered in the Department of Insurance”.

The Honourable PAUL H. BOUFFARD, Acting Chairman

WEDNESDAY, MARCH 17, 1965
THURSDAY, MARCH 18, 1965

WITNESSES:

Department of Finance: Hon. Walter L. Gordon, Minister.
Department of Insurance: Mr. R. Humphrys, Superintendent.

REPORT OF THE COMMITTEE

ROGER DUHAMEL, F.R.S.C.
QUEEN’S PRINTER AND CONTROLLER OF STATIONERY

OTTAWA, 1965
21886—1



THE STANDING COMMITTEE
ON
BANKING AND COMMERCE

The Honourable Salter A. Hayden, Chairman

The Honourable Senators:

Aseltine Gershaw Paterson

Baird Gouin Pearson
Beaubien (Bedford) Hayden Pouliot

Beaubien (Provencher) Hugessen Power

Blois Irvine Reid

Bouffard Isnor Robertson
Burchill Kinley Roebuck
Choquette Lambert Smith (Kamloops)
Cook Lang Taylor

Crerar Leonard Thorvaldson
Croll Macdonald (Brantford) Vaillancourt
Davies McCutcheon Vien

Dessureault McKeen Walker

Farris McLean ‘White

Fergusson Molson Willis

Flynn Monette Woodrow—(50).
Gélinas O’Leary (Carleton)

Ex officio members: Brooks; and Connolly (Ottawa West).

(Quorum 9)



ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate, Thursday,
: March 11th, 1965.

,‘3 “Pursuant to the Order of the Day, the Senate resumed the debate on the
motion of the Honourable Senator Lang, seconded by the Honourable Senator
Hugessen, for second reading of the Bill C-123, intituled: “An Act to amend
certain Acts administered in the Department of Insurance”.

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

The Bill was then read the second time.

The Honourable Senator Lang moved, seconded by the Honourable Senator

Cook, that the Bill be referred to the Standing Committee on Banking and
Commerce.

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

JOHN F. MAcNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS
WEDNESDAY, March 17th, 1965.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 9.30 a.m.

The Chairman having vacated the Chair, it was Agreed that the Honour-
able Senator Bouffard become Acting Chairman.

Present: The Honourable Senators Bouffard, (Acting Chairman), Aseltine,
Baird, Blois, Brooks, Burchill, Connolly (Ottawa West), Croll, Davies, Fergus-
Son, Flynn, Gershaw, Gouin, Hayden, Hugessen, Isnor, Kinley, Lang, Leonard,
McCutcheon, McKeen, McLean, Pearson, Power, Taylor, Thorvaldson, Walker,
White, Willis and Woodrow—30.

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel.

Bill C-123, An Act to amend certain Acts administered in the Department
of Insurance, was read and considered.

The following witnesses were heard:
Mr. G. D. Finlayson, counsel for the sponsors of World Mortgage Corp.
Mr. R. Humphrys, Superintendent of Insurance.

At 10.45 a.m. the Committee adjourned.
At 2.00 p.m. the Committee resumed.

Present: The Honourable Senators Bouffard (Acting Chairman), Beaubien
(PTovencher), Croll, Davies, Fergusson, Gélinas, Gouin, Hayden, Hugessen,
Isnor, Kinley, Lang, Leonard, McCutcheon, McKeen, Power, Reid, Taylor, Willis
and Woodrow—20.

The following witness was heard:

Mr. R. Humphrys, Superintendent of Insurance.

At 3.00 p.m. the Committee adjourned.
At 4.45 p.m. the Committee resumed.

B P?:esent: The Honourable Senators Bouffard (Acting Chairman), Aseltine,
€aubien (Bedford), Burchill, Cook, Gouin, Hayden, Hugessen, Isnor, Kinley,

ang, Leonard, McCutcheon, McKeen, McLean, Pouliot, Power, Taylor, Walker
and Willis—20.

The following witness was heard:
Mr. R. Humphrys, Superintendent of Insurance.

9.30 At 550 p.m. the Committee adjourned until Thursday, March 18, at
20 am,

Attest,

F. A. JACKSON,
Clerk of the Committee.
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THURSDAY, March 18th, 1965.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 9.30 a.m.

Present: The Honourable Senators Bouffard (Acting Chairman), Beaubien
(Provencher), Blois, Brooks, Burchill, Connolly (Ottawa West), Croll, Fer-
gusson, Gouin, Hayden, Hugessen, Isnor, Kinley, Lang, Leonard, McCutcheon,
Pearson, Reid, Taylor, Thorvaldson, Walker, White, Willis and Woodrow.—24

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel.

Bill C-123, “An Act to amend certain Acts administered in the Department
of Insurance”, was further considered.

The following witnesses were heard:

Hon. Walter L. Gordon, Minister of Finance.

Mr. R. Humphrys, Superintendent of Insurance.

On Motion duly put it was Resolved to report the said Bill without
amendment.

At 10.15 a.m. the Committee adjourned to the call of the Chairman.

Attest.
F. A. Jackson,

Clerk of the Committee.
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REPORT OF THE COMMITTEE
THURSDAY, March 18th, 1965.

The Standing Committee on Banking and Commerce to which was referred
the Bill C-123, intituled: “An Act to amend certain Acts administered in the
Department of Insurance”, has in obedience to the order of reference of March
11th, 1965, examined the said Bill and now reports the same without any
amendment.

All which is respectfully submitted.

PAUL H. BOUFFARD,
Acting Chairman.
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THE SENATE

STANDING COMMITTEE ON BANKING AND COMMERCE

EVIDENCE
Otrrawa, Wednesday, March 17, 1965

The Standing Committee on Banking and Commerce to which was referred
Bill C-123, to amend certain Acts administered in the Department of Insurance,
met this day at 9.30 a.m.

Senator SALTER A. HAYDEN (Chairman) in the Chair.

The CHAIRMAN: I call the meeting to order. We have before us for con-
sideration Bill C-123.

The committee agreed that a verbatim report be made of the com-
mittee’s proceedings on the bill.

The committee agreed to report recommending authority be granted
for the printing of 800 copies in English and 300 copies in French of
the committeels proceedings on the bill.

The CHAIRMAN: Senators, as I indicated in the Senate the other day, I
do not propose to preside as chairman of this meeting. I have spoken to Senator
Bouffard. Is it the committee’s wish that Senator Bouffard now take the chair?

Hon. SENATORS: Agreed.

The AcTiNG CHAIRMAN (Senator Bouffard): Thank you very much, sen-
ators.

~ Senator McCuTcHEON: It is not often that you get a vote of confidence
like that.

_ The Acting CHAIRMAN: No, it is not, and I do not ask for it very often,
either. If I am permitted, it is my intention today to sit until a quarter to
eleven,

Senator McCuTcHEON: And no later.

_ The ActiNg CHAIRMAN: That is right. At a quarter to eleven we shall
adjourn until 2 o’clock and sit before the Senate meets this afternoon, and
after that I propose that we resume when the Senate rises. If it is agreeable
to the committee I propose to sit right through today. I think this morning
there is an important caucus for the Conservative party, and I would not want
to deprive anybody of the pleasure of attending it. Also, we have our own caucus
at 11 o’clock.

Senator McCutcHEON: You worry about yours, Senator Bouffard. Do not
eéve what you read in the papers about ours.

.The AcTting CHAIRMAN: As you know, this bill concerns insurance com-
Panies, trust companies and loan companies. It was my intention to ask Mr.
Umphrys, the Superintendent of Insurance, to explain the bill for us, but
t lere is a witness here who has to go back to Toronto. We can accommodate
him by hearing him now, after which we shall hear Mr. Humphrys. The first
f €rson appearing before us this morning is Mr. G. D. Finlayson, who has to
eturn to Toronto later this morning.

Senator LEonNARD: Mr. Chairman, at the outset may I be permitted to
0Se my own personal interest in the bill. I am a director of two companies—

beli

discl
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one a loan company, the Canada Permanent Mortgage Company, and one a trust
company, the Canada Permanent Trust Company, both of which are federally
incorporated and both of which are under the jurisdiction of the Department of
Insurance, and both of which are affected by this legislation. On that acount
I do not propose to vote or take an active part in the proceedings of the com-
mittee.

Senator McCuTtcHEON: In the same connection I might say that I am a
director of the Montreal Trust Company which, I am happy to say, is not
federally incorporated.

The Acting CHAIRMAN: No, it is a prowincial trust company.

Senator McCuTcHEON: I am also chairman of the board of the National
Life Insurance Company which, while it is affected by the investment pro-
visions of this bill it is not affected by the restrictive provisions. I shall take
part in the proceedings, and vote.

The ActiNng CHAIRMAN: I also am a director of the Administration and
Trust Company which is a provincially incorporated trust company and has
no interest in the bill.

Senator McCutcHEON: We never knew before we saw this bill how op-
portune it was that we were provincially incorporated.

Senator THORVALDSON: While we are making these confessions I too must
confess that I am the president of a federal mortgage corporation and the
director of a life insurance company and a trust company. I do not propose to
vote on this bill.

Senator HaypEN: Mr. Chairman, my position is, I think, well known. I
stated it in the Senate, and it is a matter of record. I do not think I need repeat
it here.

The Acting CHAIRMAN: Is it the wish of the committee that we hear Mr.
Finlayson now and thus give him an opportunity of returning to Toronto today?

Hon. SENATORS: Agreed.

Mr. G. D. Finlayson, Counsel for sponsors of World Mortgage Corporation:
Mr. Chairman and honourable senators, I am appearing for the sponsors of a
company which is proposed to be incorporated called The World Mortgage
Corporation, and I want to address a few remarks, if I may, to certain pro-
visions of Bill C-123.

Bill C-123 now accepts the principle of a parent-subsidiary relationship
between loan and trust companies. It also provides that if a loan company
holds more than 10 per cent of the shares of the trust company, it will be
subject to an additional limitation on its borrowing power computed by ref-
erence to the combined position of the two companies.

It appears from the testimony of Mr. R. Humphrys that a prime objective
of the additional limitation is to prevent, where there is a parent-subsidiary
relationship, the use of the same capital twice so as to provide margin for
both the borrowings of the trust company and of the loan company. Addi-
tionally, it has been stated by the minister “that consolidation is necessary in
order that the borrowing limit be effective,” adding that “where parent-
subsidiary relationships are allowed, it is most important to ensure that assets
are not inflated by carrying shares of the subsidiary on the books of a parent
at values in excess of the shareholders’ equity in the subsidiary.”

The minister also proceeded to say:

It would be most dangerous to permit a company to treat as an
asset, held against the deposit liabilities an estimate of future earnings,
Whgthgr this were done directly by inflating the assets of the company
or indirectly by establishing a parent subsidiary relationship.
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We have made representations regarding the proposed additional limitation
which it is feared frustrates the proposal for World Mortgage Corporation,
a company which is designed to. provide a large volume of mortgage financing.
However, careful study has been given to the views expressed by honourable
members and by the Superintendent of Insurance, and our position has also
been re-examined with a view to meeting, if possible, objections which have
been taken to our proposals.

The main issue can be stated fairly simply. We have contended, supported
by expert evidence, that the shares of a subsidiary trust company—in this
case, the subsidiary company being Eastern & Chartered Trust Company—are
8ood and negotiable assets representing an equity in a stable business and that
they ought to be accepted on the same footing as the common shares of in-
dustrial companies without the imposition of the additional limitation.

The Superintendent of Insurance, on the other hand, expressed the view
stated above and indicated that without the additional limitation, the right
to create a parent subsidiary relationship would be open to possible abuse
and might result in unjustified pyramiding on the same asset base. From Mr.
Humphrys’ remarks it appears that he believes the problem to be in part a
question of degree. While the legislation would apply to any case where a loan
Company owns more than 109 of a trust company, he has stated “if there
Were no exceptions to the rule that a loan company could not buy more than
309% of the shares of .any other company, then I believe there would be no need
for a consolidation rule”. We believe that the question of degree also arises
With regard to the relationship between the book value of the trust company’s
shares in its accounts—i.e., the amount of its capital and reserve for each
share outstanding—and the market value of these shares established by trading
between investors. If the shares have an established market value in excess
0_f the book equity per share, there would, at the most, be only a partial duplica-
tion in the use of any assets to margin liabilities.

Our position is, and has always been, that the margin provided to cover
the trust company’s liabilities is not its share capital—since the trust company
dOP:S not own its shares—but it is an amount of mortgages and other assets equal
to its own capital and reserve. Inasmuch as investment of the trust company’s
OWn funds in mortgages is further margined by a minimum of 3 in market
Value over the loan amount, there is additional protection for the trust com-
Pany’s own funds.

: .O_n the other hand, any margin provided against the loan company’s
}lablllties by its ownership of the trust company’s shares is different in form,
In characteristics and in liquidity from the assets which margin the trust com-
Pany’s liabilities. It also differs in value from the book equity at which these
Shares appear in the trust company’s accounts and which effectively measures

€ margin for the latter’s borrowings. In the case of Eastern & Chartered Trust

Omgany, the market value of approximately $50 represents a substantial
Bl‘emlum above book equity. The premium of market value over equity of
G lue chip” corporation shares in which a loan company may invest its funds
tp to 309 of the outstanding shares varies considerably, and is anywhere up
© 4009 and over of the actual book equity of such corporation shares. As we
ssve- DOiI}tf;q out, the premium reflects in a substantial degree the value of the
tiorVICe division of the business—in the case of a trust company, the administra-
po‘? Of_ many estates and trusts having a large aggregate valge—as well as the
In fgtxal of the particular company, its growth in assets and in future earnings.
Othereﬁcase- of a trust company, the business of administration of estates and

% duciary services, involves little of the trust company’s capital, but it is

Source of a substantial flow of income.

If one were to accept the premise, and we are willing to concede, that the

S :
ame underlying assets should not be used, directly or indirectly for margin
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purposes, the logical conclusion, it is submitted, would be that in any test based
on the combined position of the companies the deduction from the combined
assets should not be the cost of the trust company’s shares to the loan company
but the lesser of this cost and the book value of the equity behind these shares
as shown by the accounts of the trust company, ie., the cost or the book
value whichever is the lesser. It is only an amount equal to the latter which will
have been used to margin the borrowings of the trust company and this is the
maximum amount which should be excluded on any contention that the same
underlying assets must not be used twice for margining purposes. We submit
that if the Superintendent of Insurance and the Minister cannot see their way
clear to recommend the acceptance of submissions of counsel made at the hear-
ings, an amendment to the Bill to reduce the deduction for inter-company hold-
ings along the foregoing lines would be appropriate and would provide full
protection to loan company depositors and to the holders of their debentures.
Specifically, it would meet any possible contention that the same assets are
doing double duty for margin purposes. It recognizes quite properly the dual
character of the trust companies and of values in excess of book value which
underly the market for their shares. It gives the same recognition to these addi-
tional values arising from the trust and estate business and from other factors
as it would to established market values for other service businesses which
are publicly owned, or to the excess of market over book value of industrial
companies. As has been pointed out during the hearings, even the best industrial
companies (with the possible exception of utilities) rarely have the stability
of earning power which flows from the administration of a large volume of
trusts and estates. The shares of good industrial companies as has been pointed
out, usually sell at a substantial premium over their book value.

It is worth emphasizing that while a loan company may legally and quite
properly acquire 30% of the shares of any qualified financial or industrial
company, other than a loan or trust company, it may include such assets in
its accounts at the price at which the shares were acquired even though such
price represents a substantial premium of many times the actual book equity
of such shares. In fact, the Minister in addressing the Standing Committee on
Banking and Commerce on November 26, 1964, stated that “in considering in-
vestment powers, it is essential to keep in mind that the purpose of having any
legislative limitation on the investment powers of insurance companies, trust
companies, and loan companies, is to safeguard the interests of those who have
entrusted funds to them, whether in the form of insurance premiums, savings
deposits, or money lent through purchase of debentures or guaranteed invest-
ment certificates. The investment provisions should therefore be so drawn as to
establish a general framework of a good quality of investment and care must
be taken in making changes that broaden this framework. It is to be recognized
at the same time that the pool of assets accumulated by these companies forms
a very important source of investment capital in the Canadian economy, and
for this reason it is in the public interest that these funds be allowed to play
a useful and flexible part in the development of the economy”.

Bill 123 reduces the present requirement for a 7 year dividend record to
5 years, and a new earnings test is introduced to qualify common shares on an
- earnings basis, regardless of dividend record. The maximum limit on invest-
ment in common shares is increased from 159% to 259% of the company’s assets
and. as well, the basket clause for insurance companies is increased from 5%
to 79%. Additionally, a further broadening of investment powers is brought
about by permitting companies to lend up to # of the value of real estate instead
of % and insurance companies are given the power to invest in subsidiary real
estate companies, non-resident life companies and general insurance companies
without legislative limitation. All these broaden the investment powers of the
respective companies and it seems that if such broadening is justified, then
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there is no justification for restricting a loan company by excluding from its
equity base the amount by which the cost of shares of a subsidiary trust com-
pany exceeds the equity value of such shares, particularly, if the shares are
listed or traded on a recognized stock exchange in Canada and the price paid
represents a fair market value.

We acknowledge that it is important to get this Bill through quickly since
the companies concerned with the other provisions are awaiting its passage.
Accordingly, we do not wish to impede its progress but wanted the opportunity
to record our views in the expectation that they will be well taken and that at
some future date appropriate consideration will be given.

The Acting CHAIRMAN: Are there any questions?

Senator CrorLL: What happens to your bill now?

Mr. FINLAYSON: At present it is standing on the Order Paper in the House
of Commons, having received first reading. Certain sections of it will not be
necessary in the event that Bill C-123 is passed; but, as I understand it, if Bill
C-123 is passed in its present form there will be no point in proceeding with
the World Mortgage Corporation bill.

Senator CroLL: You are not proceeding with the other aspects of the World
Mortgage Corporation?

Mr. FinLayson: As I understand it, it is useless to proceed with the World
Mortgage Corporation within the present framework, if Bill C-123 is passed.
It would not be economical in its present form.

Senator WALKER: Mr. Finlayson, do I understand that you are satisfied with
BilliE-1237

Mr. FinLAYsoN: No, I am not satisfied.

Senator WALKER: But you are content it be passed in its present form, or
are you objecting to it, and if so what part would you like amended?

Mr. FinLAYSON: I am objecting to the bill, but, on the other hand, I appreci-
ate that it is important that the other provisions in the bill be enacted. All we
can do, we feel, usefully, is to state our objections to the bill. We do not want
to prevent it being passed, because it has a lot of useful provisions in it. How-
ever, we want to state our position clearly, and we hope that in good time we

shall be able to persuade the legislature with our views and that they will
Pbrevail.

Senator WALKER: On the question of this mortgage bill, do I understand

YQu to say it was amended in the House of Commons to bring it within the
mind of Bill C-123?

Mr. FinLayson: No, it has not been amended to date. We had in mind that
there were certain provisions in the bill, which is Bill S-32 in the Senate which
are no longer necessary by reason of the provisions of Bill C-123. When this

1l was passed by the Senate there was a prohibition against a loan company
Ofining more than 30 per cent of the shares of a trust company. Now, under
Bill c-123 that restriction has been removed. Bill S-32 is the bill to incorporate
the World Mortgage Corporation.

Senator CrorLL: Do I understand that you are proceeding with the bill
Which in the other place will incorporate a loan company?

Mr. FinLayson: Yes.

Senator McCuTcHeoN: Mr. Finlayson says that if that bill passes, there is
N0 point in proceeding with the present bill.

Mr. FinvLayson: In its present form. Just what changes will require to be
Made I do not know right at the present time.

Senator WaLkEr: Do I understand that because of Bill C-123 you are going
a{lor the bill in the House of Commons to meet the provisions of Bill C-123
at is passed; is that correct?

to t
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Mr. FiNLAYSON: It is a little awkward for me to answer. Certainly the
sponsors of the World Mortgage Corporation do not propose to abandon the
World Mortgage Corporation. I do not know what changes are going to have tc
be made to make this economically feasible, but certainly we are going to
proceed with the World Mortgage Corporation. I cannot answer in what form
we will proceed with this.

Senator WALKER: I hope you will go ahead with it, because we have been
applying for six or seven years to get such people to make loans on mortgages,
and if you are thinking of abandoning it—

Mr. FinLaysoN: That is putting it a little too strongly. We do not propose
to abandon it, that is for certain.

Senator WALKER: I do not know anythmg about the restrictions that you
propose be put on it, but if there is anything in this that you do not like, let us
hear about it.

Mr. FinLaysoN: As I thought I had indicated in my presentation, the objec-
tion that we have to Bill C-123 is in section 42.

Senator McCuTcHEON: Section 42(3).

Mr. FinLaysoN: Amending section 68, and if you look over on page 56 of
the pamphlet copy, on the last page, it sets out what the borrowing base for the
loan company is to be, and subsections (a) and (b) in effect say that you com-
bine the assets of the loan company and the liabilities of the loan company with
those of the trust company on a consolidated basis. In computing the combined
assets of the loan company and the trust company you must exclude for
purposes of computing your borrowing base the value of the trust company’s
shares on the loan company’s books. Now, in our case it is proposed that the
World Mortgage Corporation is to acquire the shares of the Eastern and Chart-
ered Trust Company. Those shares at the present time have a market value of
approximately $50 a share, and it was proposed initially that in including the
borrowing base for the World Mortgage Corporation we would include $50 per
share representing the value of the Eastern Chartered Trust Company shares.

Senator KiNLEY: It is $52 today.

Senator McCutrcHEON: That viewpoint you expressed was put forward
very clearly by the sponsors of the World Mortgage Corporation before this
committee. The then Superintendent of Insurance expressed his views, which
are similar to the views, I understand, being expressed by the present Superin-
tendent. Nevertheless, this committee, and subsequently the Senate, approved
and passed the bill. Is that correct?

Mr. FiNLaYsoN: The World Mortgage Corporation?

Senator McCUTCHEON: Yes.

Mr. FinLAYSON: Yes, that is correct.

Senator McCutcHEON: Passed the bill, having heard the representations
as to the intention which you have just made?

Mr. FinLAYsON: That is correct.

Senator McCuTcHEON: Thank you.

Senator WALKER: Well, is' this coddling your bill that we passed?

Mr. Finrayson: Yes, Bill C-123 in its present form does coddle us, because
we would not now be permitted to include the $50 per share in our borrow-
ing base. In other words, our borrowing base is going to be shrunk by this
$50 a share.

Senator THORVALDSON: In other words you are going to be living with a
book value?

Mr. FINLAYSON: No, no value at all under Bill C-123.
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Senator McCuTcHEON: What is your intermediate suggestion?

Mr. FINLAYSON: Our intermediate suggestion that we have now is that
instead of talking in terms of giving us no value whatsoever for Eastern
Chartered Trust Company’s shares, we should be permitted to include in our
borrowing base the difference between the book value and the market value.
The book value at the present time is approximately $26 a share, and the
market value is $50 a share.

Senator McCuTcHEON: Cut by 50 per cent instead of 100 per cent?

Mr. FINLAYSON: Yes.

Senator WALKER: Why? Book value does not mean anything, does it?

Mr. FinLaysoN: Well, that is quite true; but we are in the position that
we want to salvage as much as we can from our present situation. Repre-
sentations were made to the Banking and Commerce Committee of the House
of Commons that we should be entitled to have the full $50.

Senator WALKER: We passed it, too.

Mr. FinvaysoN: I was referring to representations in the Banking and
Commerce Committee of the House of Commons, and those submissions were
not given effect to by the committee, and the bill in its present form does
not reflect the amendments we proposed. As an intermediate step we hope
We can perhaps educate the legislature as to the propriety of our proposal.

e are coming down a bit and saying that if we cannot have the full $50
a share, at least we ‘can have the difference between the book value and the
Mmarket value. After all, the objection with regard to the view put forward by
the Superintendent of Insurance is that we are using the same money twice.
The trust company is using $26 as a borrowing base. We acquire the trust
Company shares, and we use it again, but the only duplication, if there is
any duplication, is with respect to the book value, and we suggest that the very
Teal value, which is the difference between book value and market value,
1S not being borrowed upon and we should have the opportunity of including
that at least in our borrowing base.

Senator WALKER: That sounds reasonable. Perhaps we shall hear about
that from the Superintendent.

Senator LaNG: As to your position today, Mr. Finlayson, I take it from
What you have said that you are not pressing for this committee to consider
amgnding the bill along the lines of your suggestions, but that you are

asically here to express you position for future purposes. Am I correct in
hat assumption?
Mr. Finvayson: I think that puts it accurately, Senator Lang. We do
Not want to hold up the bill because there are useful provisions in it, and
abpreciate that because of the procedures involved any amendment by the
€hate would cause delay in the passage of the bill as a whole. However, we

are r_lot retreating from any position we have taken. We hope our position will
€ given effect to sooner or later.

Senator Lang: But, Mr. Finlayson, you would not wish your position
today to prejudice passage of the other sections?

Mr. FinLayson: No. There are sections, including increasing the lending

Power from two-thirds to 75 per cent on mortgages, and things of that nature,
We fully support.

Senator WALKER: In other words, you are getting yourself on the record.
Mr. FINLavson: Yes.

e Sgnator McCurcrEON: If you followed the proceedings in the other place
night you might feel we have plenty of time to have the bill go through
and be enacted,
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The Acting CHAIRMAN: We cannot rely very much on that.

Are there any other questions to Mr. Finlayson?

Thank you, sir, very much.

I think it would be the time now to get Mr. Humphrys, the Superintendent
of Insurance, to explain the whole bill and give the information to the committee
that is necessary, unless the committee has other suggestions to make.

Senator McCuTcHEON: Mr. Chairman, I was wondering if Mr. Humphrys
could make his statement now, and if we could postpone questioning until we
resume at 2 o’clock.

The ActiNng CHAIRMAN: That is what I would like to do, because it will
not give much more time for questioning.

Senator McCuTcHEON: I have another appointment now, and if I can rely
on that, Mr. Chairman, I will be here at 2 o’clock.

The ActinGg CHAIRMAN: That is fine. Is it agreed by the committee that we
hear Mr. Humphrys, and that the questioning of Mr. Humphrys will be post-
poned until 2 o’clock?

Hon. SENATORS: Agreed.

The AcTiNgG CHAIRMAN: All right, Mr. Humphrys, would you give your
explanation of ’the bill?

Mr. R. Humphrys, Superintendent of Insurance, Department of Insurance: Mr.
Chairman, honourable senators: I did not propose to make a very lengthy initial
statement. Senator Lang, in presenting the bill for second reading, explained
the main heads of it, so I will not take the time of the committee to go over that
same ground in great detail. I will, however, make a few initial remarks.

The principal purpose of the bill is to amend the investment powers of
insurance companies, trust companies and loan companies that are subject to
federal jurisdiction, and to enact a measure that will control to some extent the
proportion of shares of these companies that can be owned by non-residents.

In addition to these main purposes, there are a number of other provisions
in the bill, some of which are quite important, and others which deal really with
only minor technical matters.

So far as insurance companies are concerned, in addition to the changes in
the investment powers and the question of foreign ownership of shares, there
are points dealing with the qualification for shareholders’ directors, power for
life insurance companies to subdivide the par value of their shares, power for
life insurance companies to own subsidiary companies in certain circumstances.
This is quite a néw departure, since it has not hitherto been possible for a life
insurance company to own a subsidiary of any type.

The main portion of the bill deals with Canadian insurance companies, but
it also amends the investment provisions applicable to British and foreign
insurance companies, to keep the provisions applicable to them consistent with
the investment powers for Canadian companies. The legislation limits and
defines the classes of investment that these non-resident companies are required
to maintain in Canada to cover their Canadian liabilities. These are kept in line
with the types of investment eligible for Canadian investment companies.

So far as the trust companies and loan companies are concerned, the amend-
ments follow quite closely some of the amendments made for the insurance
companies. The investment powers as respects mortgages and common shares
are changed in a manner similar to that for insurance companies. They are given
power to sub-divide the par value of their shares. The Governor in Council is
given power to grant a French or English version of the corporate name, and

there are the provisions changing the borrowing limits applicable to these
companies.
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One of those amendments has already been referred to by the previous
witness, and there are additional amendments affecting those borrowing powers
that will, in some respect, expand them, as well as the particular amendment
that was already discused.

The bill looks quite formidable, but it deals with four different acts, and
there is a good deal of repetition in it. It is in four parts.

The first part of the bill deals with the Canadian and British Insurance
Companies Act, and even there the investment provisions are repeated, once
for Canadian companies and again for British companies.

The second part deals with the Foreign Insurance Companies Act, and
enacts the same changes as the first part does for British companies.

The third part deals with the Trust Companies Act.

The fourth part deals with the Loan Companies Act.

Mr. Chairman, that is all I had in mind in the way of an initial statement.
I thought that I could deal with other matters as we went through the bill clause
by clause.

The AcTtinGg CHAIRMAN: Would you care to make any kind of statement in
answer to the previous witness, Mr. Finlayson?

Senator HAYDEN: Mr. Chairman, all that I was going to suggest was that
Mmaybe that would come more appropriately when we are looking at those two
Sections that cover that situation.

The Acting CHATRMAN: Yes.
Senator HaypEN: However, there are two or three general questions I have
to ask Mr. Humphrys.
One is: What material did you have, what representations were made
as a result of which you have incorporated in this bill the increase in the
Orrowing limit from 66% to 75 per cent on real estate?

Mr. HumpHRYS: The limit of mortgage loans on the security of real estate?
Senator HAYDEN: Yes.

Mr. HumpHRYS: The Canadian Life Insurance Officers Association made
Tepresentations to the Government seeking that increase. They had made rep-
Tesentations at earlier times when other amendments were under consideration.

You will recall that in 1960 the limit was raised from 60 per cent to 66%
ber cent, They made further representations last year requesting an increase
to 75 per cent.

Senator Haypen: No, but what was the underlying basis?

Mr. Humprrys: There were, I think, three underlying factors.
th I_n their report, the Royal Commission on Banking and Finance expressed

€ View that it would be appropriate to raise the limit to 75 per cent.

A number of States in the United States, usually regarded as having
Sound insurance legislation, had made similar amendments in their laws
Permitting insurance companies to go up to 75 per cent.

As a consequence, the United States insurance companies doing business
;n Canada and British insurance companies doing business here were making
Oaps on their own home-office account in excess of the two-thirds limit.

IS put our Canadian companies in an unfavourable competitive position, in
€ sense that the competing companies could pick up what they thought to
€ 'fhe cream of loans at a high ratio, whereas our companies could not.

S}E” In order to put them in a comparable competitive position it was felt they
ould have the same powers.

Sent::'nd there was the general consideration, after considering these repre-

fact lons, that_the mortgage experience has been good, and_by reason of the

amort; at ‘practically all mortgage portfolios now are repaid on a monthly

v 6z_az‘cion basis, the character of mortgage lending has changed consider-
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ably from what it was many years ago, when the repayments were semi-
annual or annual.

So, having all those things in mind, the Government considered it would
not be too great a risk to permit the mortgage loans to go up to a 75 per cent
limit. The industry, in making those representations, also pointed out that
even with the power it would not necessarily mean that every mortgage
they might make would be to the 75 per cent limit, but they felt the more
room they had, the more selective they could be in assessing the risk, and
that they would be able to go up to 75 per cent in good cases, but if they
felt the risk did not justify it, they would not do so.

Senator HUGESSEN: May I ask a supplementary question on this point? I
think it would be helpful if the Superintendent would give us the names of
states where they have this 75 per cent limit.

Mr. HuMPHRYS: I know New York is one. They changed their law recently.
New York is usually regarded as one of the leaders in insurance legislation.

Senator HuGesseN: That is good enough, we have something to go on.
Now you said that British companies also can lend up to 75 per cent.

Mr. HumpHRYS: They have no limit in their legislation. So far as their
business in Canada is concerned, they are required by the law to maintain
assets in trust in Canada to cover Canadian liabilities, and in that trust there
cannot be mortgages of a different type from those that Canadian companies
could invest in. They would be limited now to mortgages for not more than
two-thirds the value of the real estate, but they can, for their own account,
if they wish to, make a higher mortgage loan and not put it in the trust.
They are thus in a position to pick off those loans they think are desirable.

Senator HAYDEN: What do you mean? You say “for their own account”’—
they would still have some liabilities here?

Mr. HumpHRYS: They would have to cover Canadian liabilities with trust
assets of the character defined. But if they wish to bring more funds into
Canada they can do so. And if they make a 75 per cent loan, and when it is
paid down to two-thirds they can vest it in trust then.

Senator THORVALDSON: What is the practice of American companies in this
regard? Would they bring assets from the United States to their Canadian
portfolio to fill up this gap?

Mr. HumpHRYS: Many United States companies have invested in Canada
much more than their liabilities here. They are making investments here for
their own account. Generally speaking, so far as their Canadian liabilities
are concerned the funds to cover these liabilities would flow from the premiums
collected and interest earned in Canada.

Senator HAYDEN: Going on to the question of expansion of investment in
common shares, were there representations made on which you based the
provisions in this bill under which the percentage of investment in common
shares is increased?

Mr. HumMmpHRYS: The initial point for that provision was the reference
in the budget speech of the Minister of Finance at the start of the current
session where he indicated the Government’s intention to expand the investment
powers of insurance companies as regards common stocks.

Senator HAYDEN: I was asking whether behind that, as in the case of the
increase of percentage in mortgage loans, some representations were made, OF
some examination was made, or how do you justify such expansion?

Mr. HumpHRYS: There were no representations made by the industry
recently requesting any such change.

Senator HAYDEN: This was an internal assessment expressed in a policy
statement by the Minister of Finance?

|
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Mr. HuMmPHRYS: I would say that would be correct.

The ActiNnG CHAIRMAN: But they might not be prepared to go to the
percentage established in law. They could limit themselves to what they
wanted?

Senator HAYDEN: I understand that if you examine the portfolios of
insurance companies they have not approached even closely to the limit you
have now set.

Mr. HuMmpPHRYS: That is correct on the average. On the average the propor-
tion of assets invested in common shares is much lower than the present limit.
However, this is something that varies from one company to another, and
some companies are fairly close to the present limit on a market basis but
not on a book basis.

Senator HAYDEN: You have also expanded the right of life insurance
Companies to invest and set up subsidiary companies in real estate terms—?

Mr. ‘HumpHRYS: Yes, the bill grants power to life insurance companies
to own real estate subsidiaries.

Senator HAYDEN: This is something that is really new. It is on page 15,
Section 6 of the bill which enacts a new section 64A. I think I addressed some
Questions to you some time ago to ascertain what is meant by the words
“subject to such terms and conditions as may be prescribed by the Treasury
P{Oard upon the report of the Superintendent.” That is with respect to the
right you give to life insurance companies to invest in several types of things
In respect of which heretofore they did not have that power. Have you settled
on all the terms and conditions to apply or would you care to make some
Comment on that section?

.. Mr. HumpHRys: The department has not settled on terms and conditions that
1t is in a position to put forward to the Treasury Board. We are now in the
Process of discussing this question with a committee representing the life
Insurance companies with a view to settling upon some terms and conditions
that might be prescribed by the Treasury Board, initially at least. The nature
of the terms and conditions under consideration I might explain by a few
€Xamples—we are concerned with the question of the valuation of the shares
of the subsidiary in the balance sheet of the parent. This is a very important
Question, and one that requires careful attention in this whole field of insurance
Companies, trust companies and loan companies who are considering moving
Into the subsidiary field.
The discussion we have had with the insurance industry to date suggest
i h(Jul.d be an appropriate valuation basis to regard the shares of the subsi‘diary
aving a value determined on the basis of the net shareholders’ equity in
I fh_SUbsidiary. This is, I think, an important principle becaus_e it would be,
e Ink, daqgerous to be in a position where if you had a particular group of
a:ts that 115‘ they were owned directly by the life insurance company would
> € a certain value, and then to take the view that by interposing a subsidi-
Ty between, they could be carried at a different value. This principle is

Tecognized in other legislation.

hag In our own case we have not hitherto had to deal with it because we have
y no Sub§1diaries in the life insurance field, in the trust field, except for the
(e;: €xceptions—that is in the life insurance field or the loan company field
e Cept for'the two exceptions) and all through tl}e classe§ pf company that
Virk, elalt with by this supervisory type of leglsl_atlon, subsidiaries have been
e rr? 1y nonexistant. In the United States this problem is perhaps more
New g)[n than here; but it is dealt with in t_helr legislation—for example in
of anot}?rk’- the New York law says if an insurance company owns shares

€r Insurance company, they cannot be valued at a value which exceeds

o prODOrtion ) . . i
218865, of the shareholders’ equity in the subsidiary.
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Senator HAYDEN: The net equity value.

Mr. HumMmpPHRYS: The rules for valuation adopted by the National Associa-
tion of Insurance Commissioners in the United States are similar. The rules say
that if an insurance company owns a subsidiary, the shares can only be valued
on the basis of such of the assets of the subsidiary as would be eligible invest-
ments for the parent.

Senator HAYDEN: One of the problems you face here is if you have a
Canadian life insurance company investing in a subsidiary life insurance
company in the United States, for instance, and owning that subsidiary 100 per
cent. You have no place to which you can go in order to get a market value?

Mr. HuMpHRYS: That is correct, sir.

Senator HAYDEN: Therefore, you require either a statutory formula to
prescribe the value in those circumstances, or you need what you have in
here, terms and conditions under which you may do this?

Mr. HUMPHRYS: Yes.

Senator HaAYDEN: And I take it that in those terms and conditions you will
prescribe the basis on which those shares of the subsidiary not having a
market value will be valued for accounting purposes?

Mr. HumpHRYS: This will be one of the things, yes. Another problem is
whether the subsidiary could in turn have other subsidiaries. Another matter
to be dealt with would be the investment powers of the subsidiary, because
it would not be sound to have a situation develop where a life insurance
company would be prohibited from getting into other lines of business, but it
could by owning the subsidiary branch go into other fields of activity.

Senator HAYDEN: This is quite an expansion of the investment field for
life companies?

Mr. HuMmpHRYS: It is a very big move, yes.

Senator HAYDEN: Therefore, since you are breaking new ground the
importance of the terms and conditions would be very significant?

Mr. HuMmpHRYS: One of the reasons for proposing that the terms and
conditions be determined by the Treasury Board is because of the very fact
that new ground is being broken, and at least until some experience is gained
in it it would be rather difficult to preseribe terms and conditions in such
a form that they should be enacted in legislation.

Senator PEARSON: Where did the pressure come from for the bringing
forth of this legislation?

Mr. HuMmpPHRYS: From the life insurance industry. They are much interested
in the real estate investment field at the present time. They find themselves in
the position of putting up most of the funds by way of mortgage money, but
someone else is owning the equity. In times of rising real estate values, at
least, the owners of the equity are getting the benefit.

The Acting CHAIRMAN: They want to protect themselves against inflation.

_Mr. HumpHrys: I think they see favourable investment opportunities in
havm.g an equity participation in real estate properties, and they are seeking
permission to go into that field.

Senator HAYDEN: Mr. Humphrys, I was wondering if you could indicate
what you feel would be an example, or several examples, of the sort of thing
tpat would be done under subsection (c¢) of this new section, which gives the
life company the power to invest its funds in the fully paid-up shares of any

corporation incorporated to acquire, hold, maintain, improve, lease or manage
real estate or leaseholds?
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Mr. HumpHRYS: As I understand it, Senator Hayden, it has been put
forward to the department by the industry that they are interested in having
an equity participation in a company that might, say, assemble land for the
purpose of constructing shopping centres, for instance, and apartment develop-
ments. The subsidiary company might also handle the design and the develop-
ment of the whole construction project. There are examples, I think, of where
real estate development companies engage in quite a broad range.of activities
in connection with land assembly and construction projects.

Senator HAYDEN: What would happen if in addition to making this
investment in the shares of such a company it then became the martgage in
respect of those properties? Is that something that you feel must be covered
In the terms and conditions?

Mr. HumpHRrYS: This is a question that we are actively discussing now,
and it poses a number of difficult problems because the legislation proposes
a 10 per cent limit on the investment of a company in real estate for the
Production of income, so that it would seem to me that the terms and conditions
8overning investments in a real estate company under section 64A should be
Such that a company’s investment or involvement in real estate property under
this head would be at least consistent with the concept of having a limit on
the investment in real estate.

Senator THORVALDSON: Mr. Humphrys, at this point in regard to real estate
You referred to the section giving the a life insurance company the right the
Invest in equities of a real estate company. I do not believe there is anything in
that section as it now stands, unless it is modified by regulation, to prevent an
Msurance company from incorporating its own real estate subsidiary. That is
right, is it not—or is it proposed to modify that section in that regard?

Mr. HumpHRYS: No, senator, it was contemplated that companies would be
able to incorporate a subsidiary.

Senator THORVALDSON: And by the same token, then, under section 64A
. Suppose it is contemplated that a Canadian life insurance company could
Incorporate a United States subsidiary?

Mr. HumpHRYS: Yes.

Senator THORVALDSON: Or any foreign subsidiary of itself?

Mr. HumpHRYS: That is the intention, senator, yes.

Senator HaypEN: This may be a very important expansion of the invest-
ment powers of a life company?

Mr. Humpnrys: It may indeed, sir.

a5 Wiillnator HucesseN: It puts quite a responsibility on the Superintendent
1V_II‘. Huwmpurys: It raises a variety of problems we have not had to deal
h in the past by reason of companies not being able to own them.
= Senator THORvALDSON: You will not be able to supervise an American
Mpany—that is, a wholly-owned subsidiary life company. You would not be
€ to supervise that. In other words, the supervision of that company would
€ by the state laws of the state in which it is incorporated.
& _Senator HAYDEN: Yes, but, senator, they would have their hands on the
Z JEt_?t here in Canada—the parent—and I am sure they could in that fashion
Xercise all the authority they might feel they needed in order to have certain

Ngs happen in relation to the conduct of the subsidiary. Is not that right,
I. Humphrys?

wit

e le‘. HumpHRYS: Amongst the terms and conditions that we have been
a(:(I:) Oring have been some that would at least give the insurance department
€SS to the statements and records of the subsidiary so that we could ascer-
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tain what the subsidiary is doing. This might have to be done through the
parent as we would not have direct jurisdiction over the foreign company.
There would also probably be terms and conditions having to do with the
powers of a subsidiary that can be applied if the subsidiary begins to exercise
powers that are far beyond what it was thought a Canadian life insurance
company should do, directly or indirectly.

Senator THORVALDSON: What I am wondering, Mr. Humphrys, is whether
you have the power in the insurance department today to do that.

Mr. HuMmpPHRYS: I think one could always fall back on the ultimate power,
and require the company to dispose of the shares of the subsidiary.

Senator THORVALDSON: Have you that power?

Mr. HuMmpPHRYS: I think it would be within the scope of this amendment
to have the Treasury Board lay that down as one of the conditions.

Senator THORVALDSON: That is really what I was pointing to in my original
question. I was asking whether there would be power to affect the operation
of section 64A by regulation and by the Treasury Board.

Mr. HuMmPHRYS: At the present we think it could be controlled by giving,
amongst the terms and conditions, authority to the Treasury Board to disallow
the shares of the subsidiary as an asset on the books of the parent in certain
circumstances, or even to go further and require the parent to dispose of the
shares. I think this would be within the scope of this amendment, and would
be a very powerful tool.

Senator HAYDEN: Does not that second statement flow from the first; that
is, if you disallow the assets for the accounting purposes of the company on
which is based their right to continue in business, then the next step is disposal?

Mr. HumMmpPHRYS: It would not necessarily follow, senator. You might have a
condition where you are concerned solely about the value of the shares. For
example, if the subsidiary is investing in types of shares that you would not
consider eligible for an insurance company, it might be sufficient in those
circumstances merely to disallow the shares as an asset on the balance sheet.
But, you might have more serious circumstances. The subsidiary might buy
shares of the parent, or shares of other life insurance companies, and you
might in those circumstances say: “You must sever connection because of the
control that would flow if you carried the shares as an asset.”

Senator HaYpEN: That is where they are ineligible assets?

Mr. HUMPHRYS: Yes.

Senator WALKER: You are very clear in your statements and I presume
that “subject to such terms and conditions as may be prescribed” is necessary
at the present time because you have not had the experience of determining
yet what the terms and conditions might be and you have to get some experience
before you go any further?

Mr. HumpHRYS: That is correct. We are working with the industry to
design some terms and conditions which would be safe initially and then both
the industry and the department will examine actual cases as they come along
and if necessary the terms and conditions can be modified accordingly. Eventu-
ally, it might be possible to write them into the legislation.

Senator WALKER: Based on your experience.

Senator HAYDEN: Moving to another point, on the basket clause, you are
increasing that from 5 per cent to 7 per cent?

Mr. HuMPHRYS: Yes.

Senator HAYDEN: You will retain what I call a quantitative provision, that

is, the percentage limitations, within that 7 per cent, that you can invest in
various types of assets. Is that right?

B
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Mr. HuMmpHRYS: There is only really one quantitative limitation within
that, and that is the limit on single parcels of real estate. A piece of real estate
in which a company invests, pursuant to the basket power, cannot exceed
1 per cent of the company’s assets—or, rather, I should say a company’s invest-
ment in it cannot exceed 1 per cent. It might join as a partner with other
companies in a bigger project.

Senator HAYDEN: There will be a correlation between that limit and the
basket clause in relation to real estate and the present section we have been
talking about, the new 64A.

Mr. HuMPHRYS: We are examining that question. We believe that terms
and conditions under section 64A should at least be consistent with the prine-
iples already in the bill limiting direct investment in real estate and limiting
the extent of the investment in any single parcel.

Senator HAYDEN: Do you think the limitation on real estate, which you
Say is the only one affecting the authority under the basket clause to invest,
that that is necessary?
_ Mr. HumpHRYs: This bill proposes to double it. Under the present limita-
tion it is half of one per cent. The bill proposes to double it.

4 Senator HAYDEN: So we are moving up. We move away from the limitation
ere,

Mr. HumpHRYS: It’is doubling the limit.

- Senator HUGESSEN: Is this increase in the basket also asked by the insurance
Industry itself?

Mr. HuMPHRYS: Yes.

Senator HUGESSEN: Are they generally up to 5 per cent now?
Mr. HumpHRYS: No.

Senator WALKER: None of them are?

Mr. HumpHRrYs: No. I would also say that the increase in the size of the

ket stems from the policy decision of the Government to attempt to broaden
he field of investment in common shares. So there are two things being done.
1€, the specific dividend tests and earning tests are being relaxed. Also, the
S1ze of the basket is being increased. Both of these changes will broaden the
area of investment in common shares.

Senator HUGESSEN: You have had no trouble in the past with the old
basket, have you?

Mr. HumpHRrys: No. It has worked exceedingly well.

h Senator LanG: Mr. Humphrys, notwithstanding the fact that the companies
SHVe no't utilized the potential within the basket as to investment in common
COare’S, In your opinion would this change in the legislation encourage those
-OMpanies to enlarge their activities in the basket; and, as far as investment
COmmon shares is concerned, would it have an effect on the policy of those
COmpanijeg?
the Mr., Huwmparys: I believe it would, Senator Lang. I do not believe that all
Companies will go up to the new limits, or nearly so.
i hI be.lieve that each company must determine its invgstrnent policy in the
Inga t of its own resources and its surplus margins. I peheve that‘ the changes
Dlay W‘?H have the result, over a period, of a growing proportion of assets
¢ed in—invested in—shares.
s There is not only the broadening of the eligibility provisions but there is
€ change proposed in the valuation requirements which will enable life
Nce companies to spread the impact of a drop in market values over a
Year period, rather than taking the full impact in the year in which
TOP occurs. This will serve, to some extent, I believe, to remove what has

bag
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been put forward as an impediment to investment in common shares, namely,
the fear of sharp fluctuations in the market with resulting sharp influences on
surplus position.

Senator WALKER: It is a matter of Government policy that this field should
be extended?

Senator WHITE: Is there any restriction as to the income investment made
by Canadians? s

Mr. HumpHRYS: For Canadian companies there is no restriction at the
present time. Looking at all Canadian companies—these are the figures for
1963—about 4 per cent of their assets is invested in common shares and about
one-third of that is in Canadian common shares.

Senator WHITE: Do you have any control over the common stock they
purchase?

Mr. HumpHRYS: In the department we examine, as a regular routine,
all the new purchases of stocks and other investments made by companies
under our jurisdiction, to see to it that the purchases comply with the require-
ments of the law.

Senator THORVALDSON: When you speak of the law you mean tkat is
covered by regulations?

Mr. HumpHRYS: No, it is in the statute itself.

Senator WHITE: Do you mean they do not go to 15 per cent?

Mr. HumpHrYS: We look at the investment to see to it that it qualifies
within the specific provisions contained in the law and we also check to see
that they live within the quantitative limits.

Senator HAYDEN: Arising out of what Sentaor White said, limitation in
common shares is limited to companies incorporated in Canada, or to char-
tered banks?

Mr. HumprHRYS: Not for Canadian companies. There is no geographical
limit. -

Senator THORVALDSON: Is there a limitation to the number of years that
a company can take dividend on that particular stock? In other words, do you
supervise whether life insurance companies invest in what we might call
speculative stock?

Mr. HumMmpHRYS: We examine all the new investments. If it is an invest-
ment in common shares, we ascertain whether the share has a dividend record
that would make it eligible under the specific provisions of the act. If it does
not, then the investment has to be made under the authority of the basket
provision. Then we check to see to it that the company has not exceeded the
limit prescribed in the basket provision.

Senator BurcHiLL: This legislation only covers life insurance companies
under federal charters?

Mr. HuMpHRYS: It applies to life insurance companies and other types of
insurance companies incorporated by Parliament. We have four provincial
companies registered under this act, who have voluntarily made themselves
subject to it. Those four companies were registered many years ago and have
continued under the statute for many years.

.Senator BurcHILL: What proportion of business is done by Canadian com-
panies operating in Canada?

The AcTING CHAIRMAN: In life insurance.

Mr. HuMPHRYS: In the life insurance field, companies registered with the
department—Canadian companies—do 65 per cent of the life insurance in
Canada. Non-resident companies, that is, British and foreign life insurance

By,
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companies registered with the department, do a further 29 per cent. So, 94
per cent of the life insurance business in Canada is transacted by companies
under the jurisdiction of the federal Insurance Department. The remaining
5.7 per cent is transacted by provincial companies that are not under the
jurisdiction of the federal department.

Senator THORVALDSON: Would a similar answer apply in regard to provin-
cially incorporated trust companies? There are some provincially incorporated
trust ‘companies that are under your jurisdiction; I know you examine them
and so on. Does this bill apply to those companies?

Mr. HuMPHRYS: This bill does not apply to provincially incorporated trust
Companies that are supervised by the federal Insurance Department. It applies
only to federally incorporated trust companies. Federally incorporated trust
Companies do about one-third of the total business done by trust companies
In Canada.

Senator HAYDEN: What about loan companies?

Mr. HuMPHRYS: Loan companies under the federal Loan Companies Act
do about two-thirds of the total loan company business in Canada.
The committee adjourned.

Upon resuming at 2 p.m.

The Actine CHAIRMAN: Honourable senators, may we commence now?
I wish first to tell the members of the Senate, who were not able to be present
at the committee meeting this morning, that Mr. Humphrys has given a state-
ment, and some clarification has been made about the reason for the life insur-
ance companies being able to lend up to 75 per cent on property, the same
applying to the trust companies. The increase from 5 per cent to 7 per cent
In the basket clause, and other matters to a certain extent were clarified this
morning.

If Senator McCutcheon, or any other member, would like to put some
further questions to Mr. Humphrys, now is a good time to do so.

Senator McCUTCHEON: Mr. Chairman, I have some questions I would like
to direct to Mr. Humphrys, and I do not want to direct questions as to policy.
All T want are factual observations. I take it, Mr. Chairman, that before we are
through the minister will come before us and talk about policy?

The Acting CHAIRMAN: If that is the wish of the committee and it is nec-
essa.ry, we will call Mr. Gordon. If it is not necessary I would like to avoid

aving him come here, if possible. It all depends upon the requests you want
to make, or whether it will be necessary to hear Mr. Gordon himself.

Senator McCutcHEON: I appreciate the fact that the minister is busy, and

may change my mind, but it seems to me at the moment that there are some
Questions I would like to direct to him which might be improper to direct to
the Superintendent.

Mr. Chairman, this touches immediately on this matter, I am referring to
the general restrictions that are imposed under this bill, if it is passed, on the
OWnership of shares in life insurance companies, mortgage companies and loan
Companieg subject to federal jurisdiction. So I am not going to discuss with the

Uperintendent the reason for those provisions. However, what I would like
0 obtain from him is some information as to the area of each of these industries
Which ig actually covered by these provisions.

i I will deal with the life insurance industry first. I suggest to the Super-
Ntendent that there are only four substantial life insurance companies to whom
€Se provisions as to share ownership by foreigners apply; is that correct?

i Mr, EH.UMPHRYS: There are 12 life insurance companies altogether to which

€ Provisions would apply at the present time, and altogteher those 12 com-
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panies do about 25 per cent of the life insurance in Canada, but there are three
quite large ones—there are four quite large ones, I would say.

Senator McCuTcHEON: So that when you say they do 25 per cent of the
life insurance business in Canada, are you referring to companies that are
registered with the Superintendent of Insurance?

Mr. HumPHRYS: The companies registered with the department do about
95 per cent of the business in Canada.

Senator McCutcHEON: These restrictions, of course, do not apply to any
foreign companies?

Mr. HuMmpPHRYS: No.

Senator McCuTtcHEON: They do not apply to Metropolitan Life, Prudential
Life?

Mr. HumPHRYS: Well, they are mutual companies.

Senator McCutcHEON: Where would you say Sun Life was controlled
presently, Mr. Humphrys?

Mr. HumMmpHRYS: The voting power of the company is in the hands of the
participating policyholders, so each policyholder has a vote, either in person
or by proxy. I do not think it would be possible to say that it is controlled in
any one place. I do not think any one shareholder or combined group of share-
holders are in a position to direct the activities and the fortunes of the company.

Senator McCuTcHEON: So there are no shareholders, but policyholders?

Mr. HumpHRYS: Policyholders I should say. So in the normal use of the
term «control», I do not think it is possible to say it is controlled in any one
place.

Senator McCuTcHEON: I realize the difficulties of assembling votes, and so
on, but would you accept my suggestion that the majority of the votes are out-
side Canada?

Mr. HumpHRrys: I think likely that is the case, that there are more par-
ticipating policyholders outside Canada than inside Canada.

Senator McCuTcHEON: And you are not suggesting that Sun Life is re-
stricted to participating policyholders outside Canada?

Mr. HumMmpPHRYS: No.

Senator McCutcHeEoN: Now could we turn to the trust companies, and I
am going to mention some names. Royal Trust Company is reputedly the
largest trust company in Canada. The provisions of the bill are not applicable
to it?

Mr. HumpHRYS: No.

Senator McCUTCHEON: Montreal Trust Company is reputed to be second
largest. The provisions of the bill are not applicable to it?

Mr. HumpHRYS: No.

Senator McCuTcHEON: To what proportion of the trust companies in Can-
ada will these share restrictions apply? I am not talking about investment, or
anything else, but merely about the restriction on shareholdings.

Mr. HumpHRYS: The trust companies to which these provisions would
apply do about one-third of the trust business in Canada.

Senator McCutcuEON: Do they do that much?

Mr. HumMpHRYS: Yes.

Senator McCUTCHEON: Well, I am surprised. I am completely unfamiliar

with the loan business, so would you volunteer the information, rather than
my asking you for it?

L .




e

ol

BANKING AND COMMERCE 27

Mr. HumpHRYS: The loan companies, subject to this legislation, do about
two-thirds of the business done by loan companies in Canada.

Senator McCuUTCHEON: So the greatest impact will be in the field of the
loan companies?

Mr. HuMPHRYS: Proportionately, yes. The federally incorporated—

Senator HAYDEN: Percentages are dangerous, in one sense. The two-thirds
in the loan companies in dollar volume may not have the same relationship to
25 per cent in the life insurance companies, or a third in the trust companies.

Senator McCutcHEON: I appreciate that. I am trying to find out what area
in each field we are dealing with.

Mr. HumMmpPHRYS: The federal loan companies at the end of 1963 had assets
of $775 million and the provincial companies in that field had assets of $337
million. The federally incorporated trust companies had assets of $799 million,
exclusive of the estates under administration, whereas the provincial companies
had corresponding assets of about $1,300,000,000.

Senator McCuTcHEON: Can you give figures of others?

Mr. HuMmPHRYS:- I do have the figures on other assets, and business in force.
The figures I gave you of business in force were about 25 per cent or 26 per cent.

Senator McCuTtcHEON: Turning to the life insurance business for a moment,
Mr. Humphrys, what company has the largest amount of life insurance in
force in Canada? 1

_ Mr. Humparys: I think it is the Metropolitan, senator. I believe the London
Life is quite close.

. Senator McCutrcHeEoN: That is what I thought, the Metropolitan is just a
little bit ahead of the London.

I would like to ask you one more question, as to the business that the

etropolitan Life does in Canada. I am sorry I did not bring the advertisement
With me, but they advertise that more Canadians are insured with Metropolitan

ife than with any other company, and being in the life insurance business I

elieve that to be the fact. Have you not absolute control, if you want to
€xercise it, over the investments the Metropolitan Life must maintain in Canada
to back up its Canadian liabilities?

Mr. Humparys: I would not say we had absolute control, senator. They
Must maintain assets in Canada to cover their liabilities, and the assets eligible
for that purpose are as described in the relevant provisions of the Insurance Act,
but within that they may vary.

Senator McCuTcHEON: Within the eligible assets they may vary, but let me
but it to you this way. This bill, after all, is dealing with the assets, with the
type or class of investments that various companies subject to federal jurisdic-
tion may make. It deals with them in two ways: it deals with them qualitatively
A Quantitatively. If you accept my suggestion, in so far as federally incor-
Porated or foreign incorporated companies that are subject to federal jurisdiction
0 the life insurance field, in the mortgage field and the loan company field are
¢oncerned, that if the federal Government wished to exercise the jurisdiction it
Coulq require them all to invest all their funds in 20-year Dominion of Canada

ber cent bonds—

£ Mr. Humprrys: I believe that would be within their legislative competence,
Sia
tai Senator Haypen: Wait a minute. The foreign based companies could main-
Corl;; f01'.’cheir own account any portfolio of investments they wished. You only
= Yol investments and limit them to eligible investments to the extent they
€ 1o provide assets against liabilities. Beyond that—
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Senator McCuTtcHEON: Beyond that, the British and foreign companies have
complete freedom. I am sorry if I did not make myself clear.

So, let me put it this way, notwithstanding what the share ownership
might be or the policy holder ownership might be, do you agree that with
respect to the Canadian liabilities of foreign companies and with respect to all
the assets of Canadian companies subject to federal jurisdiction, the federal
Government or Parliament—that is a better way of putting it—has absolute
control as to the type of assets in which they may invest their funds, both
quantitatively and qualitatively?

Mr. HumpHRYS: I believe they could control them through legislation, yes.

Senator McCurcHEON: Thank you very much.

I am sorry, Mr. Chairman, I had to leave this morning, so I do not know
how you want to proceed. I have some remarks I want to make.

The Acting CHAIRMAN: Well, we have not lost the opportunity of your
good questions anyway.

Senator McCutcHEON: Then I would like to just turn to clause 5—and I
will probably get myself lost because clause 5 goes on for pages, so I will say
page 14 of the bill. And if I am touching on policy now I am sure you will
understand it is unintentionally and you will reprove me, and then we can
discuss it with the minister.

Section 4(a) of whatever subsection it may be, starting at the top of page
14, is the so-called basket clause, and the effect of the amendment, as I under-
stand it, is to increase the so-called basket from 5 per cent to 7 per cent of the
total assets of the company.

The Acting CHarRMAN: That is subsection 4(c¢).

Senator McCuUTCHEON: Yes, subsection 4(c).

Mr. HumpHRYS: There are some other amendments in the section also.

The Acting CHaIRMAN: But that is the one that deals with the basket clause.

Mr. HumpHRYS: Yes, but within the basket clause—

Senator McCutcHEON: Well, what are the other amendments?

M. HumpHRYS: The size of the basket is raised from 5 to 7 per cent of the
company’s assets. The size of the individual parcel of real estate that may be
purchased, pursuant to the basket provision, is increased from half of one per
cent of the company’s assets to 1 per cent.

The range of partners with which a company may join in making real
estate investments, pursuant to the basket provision, is expanded somewhat.

Senator McCuTcHEON: I want to ask you this one question. As I understand
it, when the basket clause was first introduced in the act—and you will know
better than I do, I forgot just when that was done—it was with a view to en-
abling the life insurance companies to make a type of investment which might
not be an investment for widows and orphans, but which was a businessmen’s
investment, to enable businessmen to put their funds into a wider area and
provide a certain amount of what might be called risk capital, and so on, for
which they have been criticized and as to which I want to ask you some ques-
tions in a moment. :

Would you like to offer suggestions as to why the basket should not be 2
complete basket, why the section should not be worded that:

A company may make investments or loans not hereinbefore
authorized by this section, including investments in real estate or lease-
holds, provided that the total book value of the investments and loans
made under this section and held by the company shall not exceed seven
per cent of the book value of the total assets.

e
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That would make a much shorter section.

Mr. HumpHRYS: When the basket was first introduced, which was, I
believe, in 1948 or 1950—

Senator Davies: Would you speak a little louder, please?

Mr. HuMmPHRYS: I am sorry. When the basket was first introduced—I be-
lieve it was in 1948 or thereabouts—the philosophy behind it was that in
attempting to describe a series of categories of investment it was necessary to
lay down prescriptions attempting to describe the security or to establish some
standard of quality. Inevitably new types of investment come along, good
investments that do not meet all the particular points that you have attempted
to lay down in the legislation, so by giving a margin free from those qualifica-
tions companies are enabled to invest in new types of investment or in other
good investments that did not meet the technical qualifications. It was not
intended that the basket would be used for poor quality investments. It was
rather an attempt to make a workable investment pattern without having to
keep modifying in small ways the technical requirements. It proved to be
very successful, companies used it, never, I think, up to the full amount, but
they did use it and it has served a better purpose than one would think by
merely looking at the volume of assets in the basket at any one time a company
‘can buy a common stock that may have only a four-year dividend record—

Senator McCuTcHEON: Or no dividend record at all.

Mr. HumPHRYS: —and when it gets the seven-year dividend record they
Can transfer it out, so that they can move securities through the basket. It has
Proved to be a very useful tool, and has greatly increased the flexibility of the
Investment provisions. As a consequence the limit in the basket has been in-
‘Creased on a number of occasions and is now proposed to go to 7 per cent.

Senator McCuUTCHEON: I am in agreement that it should.

Mr. HumMmPHRYS: The two special provisions here deal with real estate and
Mortgages.

Senator McCuTcHEON: And with the amount of stock of any class in any
‘Company.

_Mr. Humparys: Not specifically, but that 30 per cent limit rides through.
Taking the question of real estate first, the power was given to life insurance
comp.anies or to insurance companies generally to invest in real estate only
Telatively recently. The first provision was limited quite severely, and the real
eStat? had to be leased to a corporation that had a satisfactory dividend record,
and it was hedged around with many restrictions. Power was given in the
iaSket to buy other types of real estate which would produce an income, but
rea‘;,as thought a company should not become involved in any one pa.rcel of
i estate beyond some reasonable proportion of its assets. Having in mind the
al estate to be purchased, the basket type was not necessarily as good as was
1€ other type of real estate. It was thought the involvement of the company
any one individual parcel should be less. The legislation in the lease-back
ciﬁf of real estate set a maximum investment in any one parcel of one per
o anc:l when the basket came along a limit c_of 'on'e-half of one per cent
thoup;llt In. In the new provision it is proposed to limit it to one percent. It was
- ght a company should not get too deeply into one parcel of real estate
ether of the basket type or of the lease-back type.

. thienat_or McCurcrEON: I assume the 7 per cent is set having some relation
ke n(?pl.ta.l generally and the surplus of life companies in this country, which
B ot differ very much from that figure, thg theory being that if the basket
-Standpietared entirely the policyholders would still be protected. Now, as I under-
» O as T understand this section, a company could go out and invest
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30 per cent of its shares in Windfall, it could buy 30 per cent of the shares in
a number of other companies we read about these days. Shares fluctuate on
the market and it may be found that they are no good, and yet this would be
perfectly legitimate.

What I am asking you—and it is probably the minister who should be
asked—is why, when you give the companies all that freedom, do you hedge
them about and say ‘“Oh, but you must not buy in the 30 per cent shares of
Noranda Mines”’—not that there is any company in Canada that would be
capable of doing that. Why do you say “If you have got $100 million of assets,
you must not put more than one per cent of that in any one parcel of real
estate,” although there are many parcels of real estate in Metropolitan Toronto
or, indeed, in Montreal which companies would be very happy to own if they
could acquire. Why, if you have a basket, and from one point of view, as you
know, if the directors are irresponsible 7 per cent of the assets can go down
the drain overnight, why do you hedge them about now with quantitative
restrictions because, there are not qualitative restrictions on the basket. The
only qualitative restriction is regarding mortgages, but there are all kinds of
quantitative restrictions.

Mr. HumMmpHRYS: I don’t believe the basket was put in with the thought that
it would be solely for speculative investments. It was put in to meet the difficulty
of dealing with the technicalities of new investments and new types of invest-
ments in a legislative program. By giving an area of freedom, I believe that
Parliament considered that this was an area that the management of companies
would use with good investment judgment and prudence, and I think it would
be far from anyone’s thought that we were contemplating or that anyone was
considering that 3 per cent, or 5 per cent or 7 per cent of the company’s assets
would go down the drain. Experience has supported that. Actually the invest-
ments have been generally of good quality and successful types of investment.
If I am speaking now of policy, I hope you will excuse me. I would suggest it
is a vastly different matter to give an area of freedom of 5 per cent or 7 per cent
within which a company or the management of a company may exercise its
investment judgment, on the one hand, and on the other hand permission to
concentrate 5 per cent or 7 per cent of the company’s assets in one parcel of
real estate that does not meet the qualitative provisions found in the act. It
does not seem from that point of view to be inconsistent to have an inner limit
in the basket over a particular type of investment that is relatively recent for
insurance companies.

In consecutive amendments to the act, the approach has been to gradually
expand the investment field as experience is gained.

Senator McCuTcHEON: What you are saying—and you have answered my
next question—is that when the bill was introduced, it was implicit that the
management and the board of directors of the life insurance company were
reasonable, capable businessmen who were not going to squander the assets
of the company. Now, do I take it from what you say that that assumption has
been justified by your experience to date?

Mr. HumMPHRYS: Yes.

Senator McCuTtcHEON: Then I come back to my question; I will put this
last question on this subject and then I want to move on to something else.
Having had that experience, and having put the basket in on that assumption,
. which I, being prejudiced, must consider was a reasonable assumption, why
do you say to me “You can only invest one per cent of your assets in a particular
parcel of real estate.” What is wrong with 1} per cent? What is wrong with 13?7
What is the magic about this? If I am a poor manager, I can lose all my assets
through your basket—at least 7 per cent of them, perfectly legally. If I am
a good manager I should be entitled to decide how much I am going to put
one parcel of real estate. I am only using one of the quantitative restrictions.
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Mr. HumpPHRYS: I think the answer to your point probably involves the
philosophy of having investment provisions in the statute at all.

Senator HAYDEN: Is there not a little more than that? In various parts of
the act, in so far as investment in real estate is concerned overall, this bill
allows a fairly substantial percentage of investment in real estate in various
forms. I mean, you have mortgage loans and they are backed up by real estate,
you have the leasehold provisions, and you have the basket provision. Is it the
concept that overall there is a required percentage that should be devoted to
that type or character of asset in relation to all the other things that an in-
Surance company may invest in.

Senator McCuTcHEON: If I might interject, you can invest 100 per cent of
your funds in mortgages.

Senator HAYDEN: Then the rest becomes unnecessary because you have
no more money to invest.

Mr. HumMmPHRYS: I think the purpose or intention behind having a pattern
of investment provisions in the legislation is to attempt to create a general
standard of quality for an investment portfolio, but within that there is a
8reat deal of room for investment judgment on the part of management. I think
that steadily over the years in successive amendments that area of judgment
has been broadened a great deal.

Senator McCuTcHEON: I appreciate that.

Mr. HumpHRYS: I think the pattern has been followed and it has been
broadened step by step.

Senator MCCUTCHEON: Then, I have two more questions. ..

The AcTING CHAIRMAN: As a matter of fact, they have doubled the
Possibility of investment in real estate and leaseholds.

Senator McCuTcHEON: That is quite correct, Mr. Chairman. I am merely
Saying that you must have confidence in the life insurance companies, because
If you did not have confidence in them you would not put in this clause, and
place them in a position where they can make an advantageous investment
if the costs were only one per cent, but cannot do so if the cost is 1§ per cent.

Owever, I shall not pursue that any further.

There are only two more questions I want to touch on, Mr. Humphrys.

Can you describe shortly the restrictions, if any, that are placed by their own

Countries on such companies as the Prudential of England? I am speaking of
Investment restrictions.

1 .MI‘_. Humpnrys: I do not belive that the British companies have any
€gislative restriction on the investments they can make.

A Se?nator McCutcHEON: They have been fairly successful, in your obser-
10n?

Mr. Humparys: I would say so, yes.

th Senator McCutcaEOoN: I am thinking of the Standard of Edinburgh and
€ Prudential of England, and I could name some others. I have one other
mat_ter to inquire into. There has been considerable criticism of the life com-
Panies on the grounds that they have not exercised their right to invest up to
Per cent of their assets in common stocks. The bill, of course, includes what
€all the three year moving average for the evaluation of common stocks.
alwalso permits them to invest in up to 25 per cent. The figures that are
oy 1?ys‘quot‘ed are book value ﬁg}lres, and we heard something about book
ha'?s In this committee this morning. Can you tell us, based on market values,
Proportion of the assets of Canadian life insurance companies subject

o DS s X " ,
n, your jurisdiction are now invested in common stocks—that is, based on
arket valyesg?
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Mr. HumpHRYS: I have not the figures, senator, for the end of 1964 altough
the statements were filed at the beginning of this month. But, at the end of
1963 the proportion was 7.71 per cent.

Senator McCuTcHEON: Based on market value?

Mr. HuMPHRYS: 7.28 per cent is the ratio of the market value of the
common stock held to the market value of total assets.

Senator McCuTcHEON: Yes. Have you the book value figure?

Mr. HumpPHRYS: The book value ratio was 4.03 per cent.

Senator McCUTCHEON: So it is 75 per cent more based on market value
than on book value.

Mr. HUMPHRYS: Yes.

Senator McCutcHEON: Thank you very much.

The AcTiNG CHAIRMAN: Are there any other questions?

Mr. HumpHRYS: I might say that within those figures there is quite a range
from company to company. Those are the averages across the board.

Senator McCuTcHEON: I appreciate that. Are there any companies who
based on market value have more than 15 per cent of their assets invested in
common stocks today? Is there any such company?

Mr. HuMmpHRYS: There was none at the end of 1963.

Senator McCuTcHEON: And I hazard a guess that at the end of 1964 there
was.

Mr. HumpHRYS: That is possible.

Senator GELINAS: Mr. Humphrys, does that basket clause give the Depart-
ment of Insurance as much supervision as it has over the investment of in-
surance companies, or is there a freedom of action?

Mr. HumpHRYS: There is a freedom of action, senator. The only super-
vision that the department places on it is to see to it that investments of that
category do not exceed the limit in the basket.

Senator GELINAS: To what percentage has that basket clause been used
up to now?

Mr. HumpHRYS: At the end of 1963 again, 1.58 per cent of the assets of
companies qualified under the basket.

The ActingG CHAIRMAN: Are there any other questions?

Senator McCuTcHEON: Mr. Chairman, I have been imposing on your good
nature all day today...

The ActiNg CHAIRMAN: That is all right. You can go ahead doing so.

Senator McCutcHEON: —but I have some people waiting for me, and you
suggested this morning that we are going to sit when the Senate rises this
afternoon.

The ActiNG CHAIRMAN: Yes.

Senator McCutcHEON: I would like to have an opportunity of discussing
the principle of the basket with the minister.

The Acting CHAIRMAN: We will see whether he can come after the Senate
rises; if he cannot then perhaps we can get him tomorrow morning.

Mr. HuMmpHRYS: Just to save a letter from the London Life I might say that
the figures Mr. Fox prepared show that the London Life has more business in
force in Canada than the Metropolitan.

Senator McCuUTCHEON: Then the Metropolitan’s advertising must be mis-
leading.

Senator CroLL: That was yesterday.

=
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Mr. HumpHRYS: This was at the end of 1963.

The Acting CHAIRMAN: We still have 20 minutes before the Senate sits.
We might begin our clause by clause study of the bill.
Hon. SENATORS: Agreed.

_ The Acting CHAIRMAN: Clause 1. This is the application of provisions to
all companies.

Senator HAYDEN: Can you enumerate what those are?

Mr. HumpHRYS: Certain provisions of the Insurance Act apply only to
companies incorporated after 1910. The pre-1910 companies were subject to
the old Companies Clauses Act, but certain provisions of the Insurance Act
are made applicable to all companies regardless of the date of incorporation.
This amendment is to make clear that the new provisions relating to non-

resident ownership of shares will apply to all companies regardless of when
they were incorporated.

The Actine CHAIRMAN: It concerns the register of shares and the transfer
of shares, some definitions, limitations on the ownership of shares, voting rights,
_transfer, special meetings, debts transmission, right to vote, reduction of capital,
Increase of capital, change of capital, and approval of by-laws. Those are the
Main amendments that will apply.

Hon. SEnaTORS: Carried.

The ActiNe CHAIRMAN: Clause 2 concerns the qualifications of directors.

Mr. HumpHRYS: There is a reduction from $500 to $250 for insurance com-
Panies. Formerly you had to have shares on which $500 had been paid as
Capital. This would cut the qualification in half. The shares of some companies
are selling at a very high price, and the old rule would require an investment
In some companies, in order to qualify, of $30,000 or more.

Senator HaypEN: What is the provision with respect to a mutual company?

Mr. Humpurys: There must be a policy for at least $4,000 on which at

least three years’ premiums have been paid.

B Senator HAYDEN: So unless a man is a good insurance risk he cannot become
director of a mutual company?

Mr. HumpHRrys: He can take out an annuity.
Senator HaypeNn: That is more expensive.

The Acrting CHAIRMAN: Shall sub-clause 1 carry?
Hon. Sewartors: Carried.

The Acring CHAIRMAN: Sub-clause 27

Mr. Humenrys: Subclause 2 of clause 2 refers to—the clause specifies that
& shareholder will have one vote for each share, but there is a cross-reference
but in there to refer to two places where that rule is modified. It is modified
. COnnection wtih the non-resident restrictions, and it is modified in connection
to b e subdivision of the par value of shares in life companies. We will come
Oth of those matters later.
Hon. Senxators: Carried.

165 'fhe ActiNg CuATRMAN: Clause 3 provides for the addition of sections
eﬁ’n itf‘;c’ 16p, 16E and 16F to the act, and those sections are concerned with the

ciat dmnS of a corporation, a life company, a non-resident, a resident, asso-
€ Shareholder, shares held jointly, limit on shares held by non-residents—

momSenator HAvpEN: Mr. Chairman, if we could stop at that point for a

requient’ I would ask Mr. Humphrys to explain briefly how the non-resident
2

Tement
. operates.
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Mr. HumpHRYS: This whole clause 3 sets forth the plan designed to limit
the non-resident ownership of shares of life insurance companies. The plan is
based on the provision in the statute that no transfer of shares is valid for any
purpose whatever unless it is registered on the books of the company. So this
plan is based on that and requires the directors to refuse to enter a transfer
of shares in defined circumstances.

The defined circumstances are four. First, the directors must refuse a trans-
fer if non-residents own more than 25 per cent of the shares and the transfer
would increase the number of shares held by non-residents. So it is not restrict-
ing transfers between non-residents but restricting a transfer which would
increase the non-residents’ holding.

Secondly, the directors must refuse if the transfer is to a non-resident and
would bring the non-resident holding above 25 per cent.

Thirdly, the directors must refuse if the transferee is a non-resident and
already he owns more than 10 per cent.

Fourthly, they must refuse if the transferee is a non-resident and the
transfer would bring his holding above 10 per cent.

The plan is to put a limit of 25 per cent on the proportion of shares which
may be held by non-residents in total, and put a limit of 10 per cent on the
proportion of shares that may be held by any one non-resident; and in the
latter limitation the section looks not only at the non-resident himself but at
other shareholders who are associated with him in the circumstances specified
in the act.

Senator HAYDEN: How many of the life companies are there which would
be subject to this?

Mr. HuMpHRYS: There are 12. There are 38 companies, life companies,
under the jurisdiction of the federal Insurance Department, of which 13 are
mutual, the other 25 being stock. Of the 25 stock, 13 are already under foreign
control and 12 are under Canadian control. The 13 under foreign control do
about 5 cent of the business in Canada, and they would be exempt from these
provisions. The 12 companies that would be subject to these provisions would
do about 25 per cent of the business.

Senator HAavypEN: That is an odd definition you have of “resident”’—some
person who is “not a non-resident”.

Mr. HuMmpHRYS: The plan is based on control over the entries in the share
register, but there are two circumstances under which shares may become
held by non-residents, without a transfer on the books of the company. One
would be where a man owns shares and moves out of the country and becomes
a non-resident. Another would be—and perhaps this would be more serious—
where a corporation owns shares and control of that corporation is sold to 2
non-resident. Then that corporation becomes a non-resident.

In order to deal with those situations, the plan goes on to provide that if 2
non-resident, together with associated shareholders, holds more than 10 per
cent shares, he may not vote at all. So that, even if a non-resident, by reason
of buying control of a Canadian holding company, were to acquire gontrol of
more than 10 per cent of the shares, he would lose all his voting rights, not
only on the excess over 10 per cent, but on all.

The ActiNne CHAIRMAN: On the 10 per cent itself.

Mr. HumpHRYS: This is necessary, because otherwise he could buy all
the shares and, if he could vote 10 per cent and no one else could vote at all,
he could control by 10 per cent.

Senator HaypEN: Why could he not set up a Canadian holding company
and put the shares in there—51 per cent?
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Mr. HumpHRYS: When the Canadian holding company is controlled by
non-residents, it is non-resident by definition.

Senator HAYDEN: How far do you go in the matter of control? I might have

two companies. I might have a Canadian company that owns the shares of the i7"

life company; I might have a Canadian company that owns the shares of a
company that owns the shares of the life company.

Mr. HumpHRYS: If it is controlled directly or indirectly by non-residents,
it is non-resident. '

Senator CroLL: I understood you to speak about non-residents. At certain
times he cannot transfer the shares because there are more than 25 per cent.
On the other hand, they may go down to 20 per cent at some future time. Who
gets the first opportunity to transfer—one who has applied and been refused?

Mr. HumpHRYS: Each application for transfer would be dealt with in
accordance with the circumstances when it is presented.

Senator CroLL: Suppose I apply today and I am told “We are sorry, we
cannot transfer, you do not come within this.” Two weeks from today, Senator
Hayden applies and it is found at that time it is possible.

Mr. HuompHRYS: This plan does not set up any order of priority. I think
Whoever is there when the door is open gets in.

Senator CroLL: Who tells whom that the door is open?
Senator HAYDEN: You find nut by applying.

The Acting CHAIRMAN: Would not that be dealt with by the by-laws
Which would be made by the company?

Mr. HumpHRYS: The company could make by-laws.

The AcTiNgG CHAIRMAN: I think the company could make by-laws which
Would settle that.

Mr. HumMmpHRYS: If you were a non-resident you could of course buy the
shares and put them in the name of a Canadian nominee to hold for.you. He
Could not vote them, but you could make your amendment, if you wished.

Senator CroLL: That I can quite easily understand. One can tumble to
that. On the other hand, not only do you have to buy the shares but you have

0 IFIIOW the right people at the same time. That is sometimes hard for a non-
Tesident,

. The AcTiNG CHAIRMAN: I think that could be settled by the by-laws
Which could be established by the company.

Senator CRoLL: A priority—

Senator HaypEN: You could have at the estate transfer office a book on
Dr10r1'cies, something wherein it is entered and there is your record.

q The AcTing CHAIRMAN: One thing that bothers me at the moment is the
efinition of ordinary resident. What does it mean exagﬂy? Does it mean six
Mmonthg resident, nine months’ resident, or what does it mean?

th Mr. HumpHRYS: No specific definition has been attempted. It was thought

at inevitably in these matters there is going to be some area of discretion
oL judgment. The question was really where should the discretion rest. This
~aves the discretion with the directors, with the thought that it is not too
Cult in the great majority of cases, to determine where a man’s ordinary
dence is. If there are borderline cases, where one board of directors might
not fe is ordinarily resident in Canada and another board might say he is
;0% 1t s likely that, if that is the case, it is likely that he is sufficiently resident
I dganada to make it of little importance whether he gets the shares or not. So

% not think there would be many cases where it would be difficult to decide.
88633
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You have to keep in mind, in considering this whole plan, that it is not
like a taxing statute where, if you meet the qualification there is a lot of
money for you by lower taxes or a big refund. There is no great prize for
finding your way through a loophole: it is only a question of whether you
can buy a certain type of share or not; and even though shares of Canadian
life insurance companies might look like good investments to some non-resi-
dents, they are not all that good that there is a great bonus for working your
way through a rather complex tangle.

Senator HAYDEN: If a non-resident bought some shares of a life insur-
ance company and if his address were a Canadian address and nothing more
on the register, the directors could certainly assume that such a person with
such a Canadian address is ordinarily resident in Canada.

Mr. HumMPHRYS: There is a provision here that enables the directors to

get declarations from any transferee and to act on that declaration or on
their own knowledge of the circumstances, and they are not liable in any action.

Senator HAYDEN: It is like the declaration that is required now under the
United States Interest Equalization Act.

Mr. HuMmpPHRYS: The company may by its by-laws determine what type
of declaration they are going to request from a shareholder or from a proposed
transferee, and this gives:-them full authority to rely on the information set
down in that declaration.

Senator CroLL: Or reject.

Mr. HumMpPHRYS: Or to act on their own knowledge of the circumstances
if they wish, but if they act on the basis of the declaration they are fully
protected. It is up to the insurance company to have a declaration designed
in such a way that they can determine whether a transferee is a resident or
non-resident. -

Senator HAYDEN: If they just read the declaration and they do not look
around at all, they would be perfectly within the statute?

Mr. HumpHRYS: That is correct.

Senator HAYDEN: If they get curious or make inquiries, and if then they
acted on the declaration, they might have trouble later on.

Mr. HuMpHRYS: If they knowingly permit a transfer which is prohibited
by the statute, they could be liable to penalty.

Senator HAYDEN: No, I mean if they do nothing but get the declaration
they are perfectly safe within the law?

Mr. HumpPHRYS: I would say so.

Senator HAYDEN: No matter what rumours there may be, they do not
have to investigate them so long as they have a declaration?

Mr. HumpHRYS: I suppose that would be according to the conscience of
the director.

The AcTiNnG CHAIRMAN: Shall we pass section 3, which includes 168 and
also ¢, o, E and F?

* 1_VIr. HUMPHRYS: I should mention that 16F, the final section, preserves
existing rights, so that if any non-resident now has more than 10 per cent
his rights are preserved as long as he does not increase his holdings.

Senator CrRoLL: Is that troublesome in any way?

Mr. HuMPHRYS: I just make the point to make clear that this is not taking
away rights anyone had.

Senator CroLL: I get your point.

NIRRT |
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Senator HAYDEN: If non-resident holdings are over 25 per cent at the time
this measure comes in force, all it does is to bar transfer until the non-resident
holdings get down below 25 per cent?

Mr. HumpHRYs: That is correct.

The Acting CHAIRMAN: Shall section 3 carry?

Hon. SENATORS: Carried.

The committee adjourned.

Upon resuming at 4.45 p.m.

The Acting CHAIRMAN: Gentlemen, we have a quorum. On Bill C-123 we
!'lave gone through the first three clauses. We are at clause 4, on page 8, which
1s the permission to change the capital structure of the company and to have a
division that might be on a $1 a share basis.

Mr. HumpHRYS: Honourable senators, clause 4 has two subclauses. The first
Permits insurance companies to subdivide the par value of their shares below
the present minimum of $10 down to a minimum of $1. But it goes on to provide,
In the case of a life insurance company, that if they subdivide the par value of
their shares below $5 each, then a shareholder will have only the number
Of votes that equals the product obtained by dividing the total par value of all

18 shares in the capital stock of the company by five.

The purpose of that qualification for life insurance companies is to preserve
a reasonable balance of voting power between the participating policy holders,
On the one hand, and the shareholders, on the other. Under the Insurance Act,
Participating policy holders can attend and vote at all annual meetings. If a
Company were to split the par value of its shares ten to one it would immedi-
ately multiply the voting power of its shareholders by 10 without changing

€ voting power of its policyholders. This provision states that if they split
elow $5 then the voting power stays as it would be at the $5 level.

Senator HuGesSEN: What about the policyholders, is it in relation to the
Value of their policies?

Mr. HumpHRYS: In most cases it is one vote per policyholder.

Senator HuGesSEN: If he has $100,000 or a thousand?

g Mr. HumpHRYS: In most cases that is so, but in some companies, in their
Private charters, the voting power may be in proportion to the amount of the
Insurance.

The AcTing CHATRMAN: I think the minimum is $1,000 for one vote.
Mr. HumpHRys: It does not say.
The Acrineg CHATRMAN: Shall section 4 carry?

e Mr. HumprRys: Subsection (2) of clause 4 grants the Governor in Council
€ Power to provide a French or English version of the corporate name to the
cOnnpany.
Hon. SenaTors: Carried.

adg The Acting CHATRMAN: Section 5 concerns the municipal securities. It only
S, I think, that the provision for the company to have indebtedness secured
si&;urates or taxes levied on the authority of a province of Capada on property
e natEd In such province, or the bonds, debentures or other evidences of indebt-
oy €ss of a fabrique that are fully secured by a mortgage, charge or hypothec
On real estate or by such rates or taxes.
a Mr. HumpaRys: Clause 5 deals with all the investment powers. Subclause
grants power to companies to buy bonds of fabriques.
Senator Haypen: Of what?
Mr, Humpnrys: Of fabriques of parishes. There has been some dispute

oV, 5 § z . P
th:'f J:he question of whether a fabrique is a corporation within the meaning of
€I'm in the act. This is put in to clarify the point.
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" Hon. SENATORS: Carried.

Mr. HUMPHRYS: Subclause 2 enables companies to invest in a range of bonds
that are secured by provincial subsidies. It is intended mostly to take care of
hospital bonds where provincial subsidies are granted to meet the principal
and interest. The present act enables companies to invest in that type of bond,
but it says “if they are subsidized by virtue of a general or private act of a
province of Canada heretofore passed”. So, the words “heretofore passed” are
struck out, so it is not limited to cases that were authorized at the time that
provision was enacted.

Senator HAYDEN: Is this dealing with a public hospital or private hospital?
Maybe my terms are not exact, but what I have in mind is, for example, in
Ontario you have the Ontario Hospital Act, and a hospital may qualify and be
governed by that act, in which event they get certain assistance, but their
ability to earn money is very limited.

Mr. HuMPHRYS: Bonds would only qualify under this provision if they are
secured by the payment, assignment or transfer to a trust corporation in Canada
of subsidies, payable by or under the authority of a province, sufficient to meet
the principal and interest.

Subclause 3 permits—

The AcTiNG CHAIRMAN: Shall subclause 2 carry?

Hon. SENATORS: Carried.

Mr. HUMPHRYS: Subclause 3 permits a company to invest in mortgage bonds
where the bonds are secured by a pledge of leasehold property. At the present
time the words are just “real estate”. There was some doubt whether that term
was sufficiently wide to cover a property that is a leasehold property. There have
been recently a number of very large real estate projects built on leasehold
properties, so this is put in to clarify that point.

Senator HAYDEN: That is very useful.
The AcTiNG CHAIRMAN: Shall section 4 carry?
Hon. SENATORS: Carried.

Mr. HuMmPHRYS: Subclause 4 is not changed in principle but is more a draft-
ing change. At present a company can buy debentures of a corporation if the
common or preferred shares of that corporation meet a five-year dividend
record. The present requirement for common shares requires a seven-year
dividend record. A proposal in the bill will change that seven years to five years
and consequently we can deal with the qualification of debentures by cross-
reference rather than spelling it out.

Hon. SENATORS: Carried.

The AcTING CHAIRMAN: Shall subsection 4 carry?
Hon. SENATORS: Carried.

The AcTING CHAIRMAN: Subsection 5?

Mr. HuMPHRYS: Subclause 5 deals first with guaranteed investment cer-
tificates, and the change there is just the same as the one I have described for
debentures. That is, it is using a cross-reference technique rather than spelling
out the dividend qualification. It enables a company to buy guaranteed invest-
ment certificates of a trust company if the trust company’s common shares Or
preferred shares qualify as investments.

Paragraph (k) does the same thing for preferred shares.

Paragraph (1) deals with common shares. It changes the qualification from
a seven to a five-year dividend record, and adds a new test, an earnings test.
So tbat common shares will qualify if the issuing corporation has a record O
earnings in each year of five years sufficient to enable it to have paid a dividend
at the prescribed rate, whether the dividend was in fact paid or not.

e —— e — -91."5"’”
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Senator McCUTCHEON: On that point, I would like to ask Mr. Humphrys a
question. Who determines what the earnings are? With all the complications we
have in the Income Tax Act today we have companies that pay 52 per cent, we
have companies that pay 30 per cent, and we have companies that announce
publicly that they have arranged their affairs so they will only pay 5 per cent.
Some of us have some doubts as to what their earnings are. :

The AcTiNG CHAIRMAN: It is at least 4 per cent.

Senator McCuTcHEON: But what are the earnings?

Senator HAYDEN: What do you calculate the 4 per cent on?

Mr. HuMPHRYS: If the financial statement shows the company has funds
available to pay a dividend—that is, it would have had to meet all its prior
charges in the way of interest and preferred dividends. If it has funds available
sufficient to have enabled it to pay a dividend of 4 per cent on the value at which
the shares are carried in the capital stock account of the company, then it
Would qualify.

Senator HAYDEN: You are talking about the corporate balance sheet.

Mr. HuMPHRYS: Yes.

Senator McCuTcHEON: Before or after depreciation?
Mr. HuMmPHRYS: After depreciation.
Senator HUGESSEN: I am not quite sure of the extent to which paragraph

(k) goes. This is at the’bottom of page 10:

(k) the preferred shares of a corporation if

(i) the corporation has paid a dividend in each of the five years imme-
diately preceding the date of investment at least equal to the speci-
fied annual rate upon all of its preferred shares, or

(ii) the common shares of the corporation are, at the date of investment,
authorized as investments by paragraph (1);

Does that mean that if a company had, say, a small issue of common
Shares on which it had earnings of 4 per cent for the previous five years, and
€N made a large issue of preferred shares, say, 6 or 7 per cent preferred
Shares, that they would become automatically qualified?

T Mr. HumpHrys: Yes, they would. There is no change in that respect.
he present act is in substantially the same form.

Senator HUGESSEN: Why? Haven’t you got a situation there where it

Might be questionable whether the company should be permitted to invest
In preferred shares?

Mr. Humpnrys: You could have a case where a company had no preferred
e €S outstanding, but had a satisfactory dividend record on its common
ares, and then issued a new issue of preferred shares and they would qualify

shar

»as Investments under the present act and in this provision.

Senator Hugessen: You say there is no change here?

. Mr. HumpHrys: No change in principle because the present act says
ﬁveferred shares qualify first where a dividend has been paid in each of the
the years immediately preceding the date of investment at least equal to
is‘ Specified annual rate upon all of its preferred shares, or if it has paid a
ldend in each year over a period of five years ended less than one year
€lore the date of investment upon its common shares of at least 4 per cent.
a‘g\" this change instead of spelling out that di\_ridend requirement is just
< ,OISSjreference. But the point you make is a valid one both for the present

81s atx.on and the proposed legislation.
shareshls 4 per cent would be 4 per cent of the average value at which the
Were carried in the capital stock account of the corporation during
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the year in which the dividend was paid. That is to say a certain amount

would be shown as capital, and if the dividend was 4 per cent of that, then .

it would qualify. }
Senator HAYDEN: The book value then must mean the cost of the shares?

Mr. HumpPHRYS: We are looking at the position of the company which
issued the shares.

Senator HAYDEN: The price at which the shares were issued.

Mr. HumpHRYS: The amount credited to the capital account of the com-
pany. They might be issued at a premium so that only a portion would be
credited to the capital account.

Senator McCuTcHEON: Senator Hugessen has raised a situation where an
unwise manager might invest in shares that he should not have invested in,
but if we are going to try -and test every situation, then we had better rewrite
the act and say “You will apply to the Superintendent of Insurance to determine
whether you can make an investment or not,” and with all respect to Mr.
Humphrys I think he is as liable to make some mistakes as the managers of
the company.

Mr. HumpHRYS: I think the same point arises. A company might have a
small issue of preferred shares on which it has paid dividends for five years,
and suddenly make a much larger issue and the new issue would also qualify.

Senator McCUTCHEON: It is impossible to spell out all these things.
Mr. HuMmpHRYS: We are not quite finished with subclause five. There was
a change in the investing powers by paragraph (m), at the end, which permits
companies to invest in mortgages up to a maximum of 75 per cent. They will
also be able to invest in mortgages on leasehold property. This is a tidying-up !
because they can already make a loan on leasehold property. |
The AcTING CHAIRMAN: Shall paragraph 5 carry? !
Hon. SENATORs: Carried. '
The Acting CHAIRMAN: Now we come to subsection 6.

Mr. HumpHRYS: This deals with the power to purchase real estate for
the production of income where the real estate is leased to corporations on
a long-term basis and the corporation has a steady dividend record. This will
expand the power to enable companies to invest in such real estate when it
has been leased to a government or a government agency as well as to cor-
porations whose preferred and common shares qualify. It will also raise the
maximum limit on a single parcel of real estate from one per cent to 2
per cent.

Senator HAYDEN: Is this an intentional difference? In the present act it
says “in real estate or leaseholds for the production of income in Canada Or
any country in which the company is carrying on business either alone OT
jointly with any other company”. That is what is in the statute now. I would
read that as meaning it could join with some other company either in Canada
or elsewhere outside of Canada where it is operating, whereas in the amend-
ment you have proposed it is limited to Canada.

: Mr. HumMmPHRYS: The word “company” in the present act was defined as
being a company incorporated under the laws of Canada. So that if we read
the present law the word “company” means a federally incorporated insurancé
company. This change is intended to broaden this to enable companies to joi
\_m_th any other insurance company doing business in Canada—they coul
Join with British companies, foreign companies or provincial companies. BU
under the present law they are limited to only federally incorporated companies-

Senator' McCuUTcHEON: Let me pursue that. It says in the act that a company
may invest in real estate or leaseholds for the production of income in Canadd

R
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or in any country in which the company is carrying on business, and so on.
Many Canadian life insurance companies carry on business in the United States.
So what you are saying here, and I had not realized this until Senator Hayden
raised the point and now I wish to question it—what you are saying is that,
for example, the Sun Life Assurance Company, to pick a name, cannot go
into partnership in the United States in this type of business with an American

insurance company, and in this case I shall not pick a name, which does not do
business in Canada.

Mr. HuMmpPHRYS: That would be the effect of this provision.
Senator McCuTcHEON: What is the purpose of that?
Mr. HumpHRYS: Well, there is a limitation—

Senator McCUTCHEON: Previously you could go into partnership with
Metropolitan Life or the Prudential or the John Hancock company. What is to
prevent Sun Life or National Life going into partnership with an American
life insurance company which does not do business in Canada? Surely that
comes under American law. This is American business we are talking about
and you are not the government there. But since we do business down there
We have to comply with both your laws and the American laws. The policy-
holders of Canada would not have their rights in risk by what we do in the
United States. So why the restriction?

Mr. HumpHRYS: I would say that to some extent I believe the position of
the Canadian policyholders is affected, because the whole company stands
behingd all its obligations. It does not divide its obligations between one country
and another. But in dealing with the question of joint ownership of real
estate it was thought wise to proceed rather carefully, and as a consequence
Wh?n power was first granted to buy this type of real estate the question
of joint ownership was rather narrowly examined. It was found there were
Many disadvantages to joint ownership of a property, so it was thought, in
the first instance, that the range of partners should be limited to companies
that were in the same type of business, and companies that we knew. When it
IS now being expanded as a further step it was thought not unreasonable
to restrict it to companies that are in the insurance business and with which
we have at least some acquaintance by reason of the fact that they are doing

Usiness in Canada, and we have access to their annual statements. We know
Something about them, about how they operate and what kind of people they
are, Whereas, if you throw it wide open for any company in a foreign country

1t would be very much wider, and we would be moving into a field that we
Would be not so sure of.

Senator McCuTcHEON: I suggest, Mr. Chairman, with all due respect, that
€re are many insurance companies incorporated and doing business in the
Nited States—which is primarily what we are talking about here—which do

Dot do business in Canada, and which I would regard as more reliable partners
an some of the provincially incorporated companies. I would like to stand
1S section until the minister comes, Mr. Chairman.

The AcTiNG CHAIRMAN: Very well. Paragraph (p)?

& Mr. HumPHRYS: Paragraph (p) is new. It would enable companies to invest
Whireal estate that is not of the lease-back type that I have described but
it tC has an earnings record for at least a p'eI‘IO(.i of three years such that
abIEOSe €arnings continue in the future the_y. will yield the company a reason-
: return on its investment, and in addition repay at least 85 per cent of
Investment over the remaining economic lifetime of the property not

e .
1;: Ceeding 40 years. That is roughly the same test that is applied in the
ase-back case.
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Senator HUGESSEN: If (p) stands over you have the same thing, Senator
McCutcheon? :

Mr. HumPHRYS: The same range of partners is contemplated.
Senator McCuTcHEON: I think that should stand as a matter of principle.
The AcTiNG CHAIRMAN: Subsection 7?

Mr. HuMPHRYS: Subsection 7 permits companies to lend on the security
of real estate mortgages up to 75 per cent of the property instead of 66% per
cent as at present.

Hon. SENATORS: Carried.
The ActiNG CHAIRMAN: Subsection 8?

Mr. HuUMPHRYS: Subsection 8 deals with securities received by a company
in the event of reorganization, liquidation or amalgamation, where those
securities do not qualify under other tests. At present a company may hold such
securities only for five years unless it gets authority from the Treasury Board.
This removes the restriction on the ground that they do not take the securities
voluntarily, so there is no strong reason for forcing—

Senator HAYDEN: They would still be subject to your scrutiny of their
balance sheets.

Mr. HumpHRYs: The valuation would have to be on the basis of its not ex-
ceeding the market but this would remove the requirement that they be written
off or disposed of after five years.

The AcTING CHAIRMAN: Shall subsection 8 carry?

Hon. SENATORS: Carried.

Mr. HuMPHRYS: Subclause 8 also—

Senator HAYDEN: Mr. Chairman, I am glad to approve of that particular sec-
tion especially in the light of the witness’s remarks that the basis for valuation
would be the market value.

The AcTING CHAIRMAN: Yes.

Mr. HuMPHRYS: In most cases, securities received as a result of reorganiza-
tions or liquidations might not have much of a value.

Senator McCuTcHEON: I would like subsection 4 to stand. We had quite a
bit of discussion on it this morning.

Mr. HumpHRYS: The amendment here is one that broadens the range of
partners in real estate investment. Secondly, it increases the size of individual
parcels of real estate in which a company may invest, and it increases the size
of the basket from 5 per cent of the company’s assets to 7 per cent.

Senator McCuTcHEON: All of which I approve, but I would like to hurry
along a little faster— :

The AcTING CHAIRMAN: Shall this subsection carry, or do you want it to
stand?

Senator McCuTtcHEON: No, I want it to stand until the minister comes.

Mr. HuMmpPHRYS: Subclause 9 changes subsection 7 to increase the maximum
limit on common shares from 15 per cent of a company’s assets to 25 per
cent.

Hon. SENATORS: Carried.

Mr. HumMmpHRYS: Subsection 8 changes the limit on real estate for the pro-
duction of income. At present there is a 10 per cent limit on real estate for
the production of income, whether it is of the lease-back type or whether pur-
chased through the basket. This will continue the 10 per cent limit on real estate
purchased in the basket, or real estate of the new type that I have described
that would qualify on an earnings basis. However, real estate of the lease-back
type will be removed from the limit.
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Senator HAYDEN: From the limit?

Mr. HUMPHRYS: Yes.

Senator HAYDEN: It is a separate item?

Mr. HuMmpHRYS: There will be no limit on the investment in real estate
that qualifies under the lease-back provision.

Senator McCUTCHEON: You can only do that if the company’s shares
qualify.

The ActinGg CHAIRMAN: Yes. Is that carried?

Hon. SENnATORS: Carried.

The AcTING CHAIRMAN: Section 6 which adds the new section 64A.

Mr. HumpHRYS: This clause enables a life insurance company to own sub-
sidiaries of three types; the first is life insurance companies incorporated out-
side Canada, the second is fire and casualty insurance companies incorporated
in Canada, and the third is what I might call real estate companies.

Senator HAaypEN: This raises the question we were discussing a while ago.
If a Canadian life insurance company incorporated a subsidiary in the United
States, then query, could the Canadian company and its United States subsidi-
ary have a joint purchase of real estate in the United States? It would appear
from the earlier provisions that it could not.

Mr. HumpHRYS: No, sir, it could not.

Senator McCUTCHEON: Why would you not let a Canadian life insurance
Company have a trust company as a subsidiary? A trust company can have
a life insurance company as a subsidiary.

Mr. HumpHRYS: No, sir, not a federally incorporated trust company.

Senator McCuTcHEON: Well, why are we putting the federal companies
under this disability?

Senator HAYDEN: They have always been.

Senator McCuTcHEON: Then why continue it?

Mr. HumPHRYS: I think in all the legislation over the years the ownership
of subsidiaries has been barred, whether in respect of life insurance companies,
‘_Crust companies or loan companies, or banks, or any of this type of financial
nstitution. The reasons, I think, are—perhaps there is a number of reasons—

Senator McCuUTCHEON: I suggest they are archaic and obsolete.
Senator LANG: It is a matter of policy.
Senator HaypEN: What was the original reason?

Mr. HumpHRYS: I think there is a number of reasons that can be put
fPrward. There is the question of the concentration of economic power, if you
ike, whereby companies that have large aggregations of assets could own
Subsidiaries and thus build up quite an empire and be able to exercise a good
‘ea] of economic power. This was the subject of a very extensive investiga-
tion in the United States a number of years ago.

Senator McCuTcHEON: Back in 1907.

Mr. Humpurys: Another problem is that in parent-subsidiary set-ups it
mes more and more difficult to assess the real financial position as the
‘Mancial structure becomes more complicated with subsidiaries.

Senator Haypen: They have that limitation in the Bank Act. It is the dif-

Nce between investment and the carrying on of your own business. That

Provision that has been carried forward with every revision of the Bank Act.

me‘;tBank Act allows investment in industrial concerns, but when that invest-

oy gets to such a size that control may be exercised then it may be well
0gg_ested that the bank is carrying on a business, and it cannot do that.
Ssibly you have the same idea here.

becq
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Mr. HuMpPHRYS: Yes, and there is the additional principle, that these
companies are incorporated by special Act of Parliament with defined powers.
If they were able to own a range of subsidiaries it might open a way to them
into all kinds of activities far beyond the purposes for which they were
incorporated.

Senator HUGESSEN: I can see the objection to a trust company’s owning
shares of an insurance company, because, after all, a trust company is sup-
posed to manage, and does manage, enormous amounts of assets belonging to
other people. If it has an insurance company as a subsidiary it could end up
by putting an awful lot of money into its own company.

Mr. HuMPHRYS: It is not empowered to own a subsidiary insurance com-
pany.

Senator HUGESSEN: That is what I say.

Senator HavpeEN: The senator is giving his idea of the reasons why it
should not have that power.

The AcTiNG CHAIRMAN: Shall section 6 carry?

Senator McCuTcHEON: Just a minute. If the minister is to come before
us, I would like to stand this section.

The AcTiNG CHAIRMAN: Stand.

Senator HaypEN: I would like to get an appreciation of that. Is it the
reason, that you think that the insurance companies or trust companies should
be able to own life insurance? That is not covered by this section.

Senator McCuTcHEON: I say that federally incorporated life insurance
companies, if they are now being allowed to have wholly owned subsidiaries
who are engaged in the fire and casualty business—all I want to know from
the minister is why should not they have a wholly owned trust company.
After all, with the amendments of the act made a few years ago, the two
types of company are in much greater competition than they ever were. I
just do not appreciate the reason for the limitation. I am not going to ask
Mr. Humphrys for the answer. I do not think that would be proper.

Senator HAYDEN: It would not be just a trust company—

Senator McCUTCHEON: In the case of the shares of any life insurance com-
pany in Canada, no one can do anything about it.

Senator HAYDEN: That is because it is incorporated.
Senator McCuTcHEON: That is because it is a trust company, Mr. Chairman.

Mr. HuMPHRYS: On the point of a general insurance company, I should
point out that under the present law a life insurance company can, with
Treasury Board approval, get into other lines.

Senator McCuTcHEON: It is quite true, but you are getting into this field
now which we touched on—and I think Senator Hayden is interested in it—
that you cannot buy the stock of many casualty companies at their book
value. It is one thing to get Treasury Board approval and if you have accu-
mulated $100 million you can get into the casualty business; but if you go out
~and try to get control of casualty business I expect you will pay much more
than the book value.

M. HuMmPHRYS: On the experience of casualty companies in recent years,
I am not so sure of that.

Senator McCuTcHEON: I know of one company and you cannot buy it for
the book value.

Mr. HumpHRYS: This bill would enable a casualty company, if it wishes
to_fo?m a subsidiary for fire and casualty business, to do so. I would suggest
this is a better approach than doing it through a separate fund within the
company, because casualty business in general is so different from life insurance
that it is better to do it other than through the fund.

B
&




BANKING AND COMMERCE 45

Senator McCuTcHEON: I am not criticizing the power or the additional
rights. I quite approve of that.

Senator HAYDEN: You are just in a hurry, again.

Mr. HumpHRYS: On the point of a trust company subsidiary, I would sug-
gest that the job of running a life insurance company is not an easy one and
}Vhether the management should get into running the trust company as well
1s, I think, a rather serious question.

Senator McCuTcHEON: That is an argument on the section.

The Acting CHAIRMAN: You wish the section to stand?

Senator McCuTtcHEON: I would like it to stand.

Senator HAYDEN: Under this section, the bill gives the life insurance com-
bany power to invest its funds in the fully paid shares of (a) any corporation
Incorporated outside Canada, to undertake contracts of life insurance, or (b)
other than contracts of life insurance. This is simply an authority to invest its
funds. It means further funds anywhere from 30 per cent to 100 per cent?

Mr. HuMPHRYS: Yes.

Senator HAYDEN: Because it does not need this provision in order to buy
30 per cent, does it?

Mr. HumpHRrYS: That is correct.

Senator HAYDEN: So you are really talking about a life company investing
to the extent that the other company would become the subsidiary?

Mr. HumpHRYS: That is correct, Senator. The concept here is the subsidiary.

The AcTiNG CHAIRMAN: Clause 6 stands.

Mr. HumMmPHRYS: Clause 7 enables an insurance company to buy a residence
and hold it temporarily where the question is one of changing the place of
€mployment of an employee.

The Actine CHAIRMAN: Clause 7 is carried.

Mr HumpHRrYS: Clause 8 modifies the valuation provision applicable to all
Securities and stocks other than those that may be valued on an amortized basis.

Senator HaypEN: This is the three-year moving provision.

Mr. HumpHRYs: Yes. It enables companies to spread the effect of an
amortized market drop over three years.

Hon. SenaToRs: Carried.

The AcTiNng CHAIRMAN: It is carried.

_Mr. HumpHRYS: Clause 9 is a technical clause. At the present time com-
San.les can establish a separate fund in connection with contracts of the so-called
oarlable type, where the companies’ liabilities are limited to the market value
stathe assets in the fund. They are empowered to contribute an amount to
& 't the fund. But under present law they could not withdraw that until

¢ fund was wound up. This change would enable them to withdraw it once

€ fund was operating, subject to the Superintendent’s approval.
Some Hon. SEnaTORs: Carried.
The AcTiNG CHATRMAN: It is carried.

e Mr. Humparys: Clause 10 enables the Superintendent of Insuraqce to grant
g Mpany authority to use a higher rate qf interest than is prescrlbed in the
DOIi,c ;n calculating the actuarial reserves in respect to a particular class of
= ﬁttpresent! companies have t_o calculate their actuarial reserves on a
i n? exceeding 3} per cent for insurance apql 4 per cent for annuities, but
Yavigh € cases.of annuities they are in competition with trust companies at a

igher rate, and they are guaranteeing rates perhaps 4} per cent, 41 per
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cent; and if they have to calculate the reserves at 4 per cent it puts a strain
on them. This would enable the Superintendent to authorize a higher rate
where the circumstances warranted.

Senator McCuTCcHEON: Otherwise you can theoretically lose hundreds. of
thousands of dollars on your balance sheet the minute you put a case on your
books.

Mr. HuMPHRYS: There would be quite a strain in setting up the actuarial
Teserves.

Senator HAYDEN: I take it you will have regulations or conditions for
doing this?

Mr. HumMmpPHRYS: The company wishing to use a higher rate than that
prescribed in the law would have to apply to the Superintendent and produce
evidence to him that the higher rate is appropriate.

Senator McCuTcHEON: If their net earnings were over 6 per cent, you
might approve 5 per cent?

Mr. HumpHRYS: We would look at the nature of the policies, the nature
of the guarantee and the duration of the guarantee.

Hon. SENATORS: Carried.

The ActiNng CHAIRMAN: It is carried.

Mr. HumMmpHRYS: Clause 11 is consequential on section 64A. At present,
section 86 prevents a company, being interested in the formation of a new
company; but now, since they are being given power to own subsidiaries in
certain circumstances—

Senator HAYDEN: This is consequential on clause 6, dealing with section 64A?

Hon. SENATORS: Carried.

The AcTing CHAIRMAN: It is carried.

Mr. HumpHRYS: Clause 12 would enable a life insurance company to
purchase the shares of another life insurance company for the purpose of
eventual amalgamation or merging. At present, they have the power to merge
or amalgamate, but they cannot purchase the shares for that purpose. Con-
sequently, the existing amalgamation power sometimes cannot be used because
of income tax restrictions and other complications. This would enable a life
company to purchase the shares of another life company, but only if it takes
the succeeding steps to amalgamation.

Mr. HorgiINS: Three-quarters of the votes cast.

Mr. HumpPHRYS: It requires substantial approval of a meeting of both
companies and also is subject to the Treasury Board approval. The provisions
are the same as already appear in the Trustee Companies Act and the Loan
Companies Act.

Senator HAYDEN: I suppose it is a kind of amalgamation. But the question
is, how do you amalgamate with yourself? You have two entities, but you
have the same shareholders for the two companies.

Mr. HumpHRYS: The parent company would take over the assets and
liabilities of the other company, by agreement, and the other company would
remain as a shell without any assets or liabilities.

Senator HAYDEN: If they wound it up, it would create problems.

Mr. HumpHRYs: Not if it has no assets. The procedure followed is that
they take over all the assets and liabilities.

Senator HAYDEN: For nothing?

Mr. HumpHRYS: If the remaining company winds up, there would be
nothing to distribute.
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Senator HAYDEN: Even on that basis, on a winding up shares distribution,
the idea you would expect is that they would keep the shell alive, instead of
winding it up.

Mr. HumpHRYS: I think that if it has no assets or liabilities left, there is
no tax problem. I know the procedure has been followed of taking over the
assets and liabilities, the whole business, by agreement; and if nothing is
left in a disappearing company—

Senator HuGeESSEN: The whole operation under this section has to be with
Yyour approval and with that of the Treasury Board?

Mr. HuMmPHRYS: That is correct.

Senator HAYDEN: I am not questioning the propriety or the need for this
section, it is a question of whether the national revenue provision will agree
that it goes for enough.

Senator Lang: I think you must have actual assets there as an investment.
The Acting CHAIRMAN: Shall the section carry?

Hon. SENATORS: Carried.

The Acting CHAIRMAN: Section 13?

Mr. HumpeRYS: Clauses 13 to 17 inclusive, apply to British companies,
and with one exception they enact the same changes for investments that
British companies can vest in trust in Canada for the protection of their policy-
holders, as we have just discussed. The one difference appears in subclause (6)
of clause 13, on page 20 of the hill. At present British companies can vest in
trust debentures of a Canadian corporation or guaranteed by a Canadian
Corporation. This change in clause 6 would enable them to vest in trust deben-
tures issued by a Canadian corporation, if the guaranteeing corporation meets
Certain dividend requirements.

Senator McCuTcHEON: Mr. Chairman, in taking a quick glance, I am
assuming that none of the sections I have asked to stand are repeated in these
Sections?

Senator HAYDEN: Yes, they are.

Mr. HumpHRYS: The substance is repeated senator. The provision, for
€Xample, dealing with investment in real estate and the partners.

Senator HAYDEN: On page 22.
Mr. Humphrys: With any company transacting business in Canada.

Senator McCuTcHEON: Because if many of these provisions are going to
€peated in the bill, I would like my reservations to apply to all of them.

Mr. Humpnrys: In this context—the partners, for example—we are
sPeaking of a British company and saying to it that as respects assets it is
2olding in Canada for the protection of Canadian policyholders, it can only
oIn a5 g partner with other insurance companies transacting business in

anada. So the point you were making earlier does not apply here.

i Senator McCuTcHEON: I appreciate that. I jusj: wan.t to reserve my rights

" my position because, after all, here we are dealing with a foreign insurance
Mpany and dealing only with a limited group of its assets which are segregated

0 Protect these policyholders, which is quite different.

5 lThe AcTING CHAIRMAN: If there is any cha_nge mafie in any section that

5 already standing, then the other provisions will be discussed and will have

Similar effect, Senator McCutcheon.

Senator McCurtcrron: Yes.

Senator Haypex: Except that we might very well not want to change the

Sectj : 3 2
ee‘::n In relation to British companies, even if we wanted to change the
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Senator McCuTcHEON: We might well not agree, but I don’t want to be
debarred from discussing them:.

Senator HaypEN: Well, we will not debar you.

The Actine CHAIRMAN: Shall these sections carry?
Senator HAYDEN: Yes, subject to that reservation.
Hon. SENATORS: Carried.

The AcTiNG CHAIRMAN: Section 18?

Mr. HumpHRYS: Section 18 enables the companies to invest in securities
issued by Jamaica, Trinidad and Tobago. There are not covered at present,
because the present provision says that bonds of any colony of the United King-
dom qualify. Since these countries have became independent they do not qualify
under the colony head and had to be named separately if included.

The AcTiNG CHAIRMAN: Shall section 18 carry?
Hon. SENATORS: Carried.
The AcTtinGg CHAIRMAN: Part II—Foreign Insurance Companies Act.

Mr. HumpHRys: Part II does for the foreign insurance companies what
clauses 13 to 17 did for British insurance companies.

The Acting CHAIRMAN: Shall Part II carry, subject to the same reservations
made by Senator McCutcheon?

Hon. SExaTors: Carried.

The ActingG CHATRMAN: We come to Part III—Turst Companies Act, com-
mencing with clause 27.

Mr. HumpHRYS: Clause 27 grants the Governor in Council power to provide
a company with French or English versions of its corporate name.

The ActiNGg CHAIRMAN: Shall section 27 carry?
Hon. SENaTORS: Carried.

The AcTiNG CHAIRMAN: Section 28 deals with the qualification of directors.
I think it is the same as the other section.

Mr. HumpHRYS: Yes, it goes up to $500.
The AcTtinG CHAIRMAN: Shall section 28 carry?
Hon. SENATORS: Carried.
The AcTinG CHAIRMAN: Section 297
_ Mr. HUMPHRYS! This enables a company to divide into shares of one dollar
minimum.
Senator BUrcHILL: Are these all new?

Mr. HumpHRYS: They now can subsidize the par value to $10. This would
enable them to come down to $1.

Senator HaypeN: It does not change anything in relation to voting?

Mr. HumMmpPHRYS: One vote per share, but there are no other voters but the
shareholders.

The AcTing CHAIRMAN: Shall section 29 carry?

Hon. SENATORS: Carried.

The Acting CHAIRMAN: Section 30?

Senator HAYDEN: Dealing with “on-resident”?

The AcTiNG CHATRMAN: Yes. Shall these sections carry?
Senator McCuTcHEON: On division. I vote against.

Hon. SENATORS: Carried.

The AcTiNG CHAIRMAN: Section 31?
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Mr. HuMmpPHRYS: Section 31 makes a change in the requirements for the
auditor’s report. It requires them to report on the results of the operations of
the year as well as merely on the condition at the end of the year.

Senator HAYDEN: What have you in mind there? How can you do that? You
Prepare a statement for the fiscal year of the company, and in the profit and
loss account you are reflecting the operations of the year, are you not?

Mr. HumpHRYS: Under the present wording, they have to certify only to
the state of affairs at the end of the year, so in some cases they certify only to
the balance sheet and not to the profit and loss account.

Senator HAYDEN: They do not say that reflects the result of their operations?

Mr. HumpHRYS: Not necessarily. Well, I think they would say it would
reflect them, but this expands the nature of the auditors certificate.

Senator HAYDEN: Is there a form—have you a settled form?

Mr. HuMmPHRYS: There is no specific form. This is a common form used
by auditors.

Senator HAYDEN: What would the auditors have to say?

Mr. HumpHRYS:. He would in his certificate use substantially these words

that in his view it shows satisfactorily the assets and liabilities of the com-
Pany and the result of the operations of the year.

The AcTiNG CHAIRMAN: Shall section 31 carry?
Hon. SEnaTORs: Carried.
The AcTiNG CHAIRMAN: Section 32?

Mr. HumpHRYS: Section 32 enables trust companies to invest guaranteed
and unguaranteed trust funds in real estate mortgages to the extent of three-
Quarters of the value of the real estate instead of two-thirds.

The ActinGg CHAIRMAN: Shall section 32 carry?
Hon. SEnaTORs: Carried.

Mr. HumpHRYS: Subclause (2) raises the limit of investment in common
es from 15 per cent to 25 per cent common shares.

The ActinG CHAIRMAN: Shall subclause (2) carry?
Hon. SEnaTORs: Carried.
The AcTiNng CHAIRMAN: Subsection (3)?

Mr. HumpHRYs: Subsection (3) enables companies to lend unguaranteed
t moneys on the security of real estate mortgages up to 75 per cent
€ad of 663 per cent; and subclause (4) deals with lending powers and
€s the two-thirds limit to 75 per cent.

o Senator HAYDEN: One question, Mr. Chairman. In working up as high as
i de have done in this respect, what would you think, Mr. Humphrys, of the
€a that some part of the increase should be required to be insured?

<4 CMr. HumpHRYS: Up until quite recently, senator, we have had no facilitifas
oy anada _for providing mortgage insurance. There is a company now in
in Oatlon.—lt was incorporated by Parliament at the last session, and it is
hardll)ergtlon—but it has a very limited gxperience yet, and I think we are
morty n a position to lay dowq a requlrement that a company must seek
it i gage Insurance for any particular portion of a mortgage loan. I think

Conceivable that if mortgage insurance proves to be a successful enterprise

e facilities become—

The Acrting CHAIRMAN: More available?

Sideer' HuMPHRYS: Yes, more available, the concept might well be con-
e onied, ] Would think that up to 75 per cent—while any increase you make
218{?61?1;10 of the loan to the value of the property inevitably increases the
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risk of the loan—in the present pattern of real estate mortgages, having
in mind the monthly amortization and what is being done by other jurisdic-
tions, we in the department, at least, did not feel justified in opposing this
request by the industry on its own terms.

Senator HAYDEN: But you know there are many problems. If a mortgage
goes wrong, say on a 75 per cent basis, quite apart from appraisal value or
general market conditions there might be deterioration in the property itself,
physically. Then there is the problem of the time it takes to secure control
of the property. Then there is the rehabilitation and loss of income in the
meantime, with no interest, and taxes accumulating. It would not take long,
maybe, to eat up a substantial part of that here.

Mr. HuMmpHRYS: I think that is a valid point, senator. As the ratio of the
loan to the appraised value of the property rises, I believe you do get into
a somewhat greater risk area.

Senator WALKER: On the other hand, under the C.M.H.C. you have this
up to 95 per cent, and it was 90 and before that 85, and where they are
insured there is very seldom any call on the insurance fund. So much so
they are considering reducing the rate of insurance. So I would think that
with a 25 per cent leeway you would not get into any trouble here.

Mr. HuMmPHRYS: The experience has been good since the war.

Senator McCuTcHEON: The whole basis of monthly amortization is com-
pletely different from what it was during the war, where you went from six
months to five years without any repayment in principal, and you found
you were in trouble. Your problem now is you get your money back too
rapidly in the life insurance business. I do not think the managers of life
insurance companies need to be wrapped in cotton wool.

Senator HAYDEN: I was not trying to wrap them in cotton wool or
asbestos or anything else. I was trying to take a reasonable look into the future.

Hon. SENATORS: Carried.

The AcTiNG CHAIRMAN: Section 33?

Mr. HUMPHRYS: Section 33 makes the same change as respects eligibility
of common shares for the trust companies, made in the same connection for
insurance companies.

The ActiNG CHAIRMAN: Carried?

Hon. SENATORS: Carried.

The Acting CHAIRMAN: Section 34?

Senator McCuTtcHEON: Senator Hayden, that is your section.

Senator HAYDEN: I would like to have that stand and be considered at
the same time that we consider section 41 and section 42.

Mr. HuMpPHRYS: