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REPORT TO THE HOUSE

THURSDAY, June 15, 1961.

The Sessional Committee on Railways, Air Lines and Shipping, owned and
controlled by the Government, has the honour to present its

FIRST REPORT

Your Committee recommends:
1. That its quorum be set at 10 members.
2. That it be empowered to sit while the House is sitting.

3. T.hat it be authorized to print, from day to day, 800 copies in English
aéld 250 in French of its minutes of proceedings and evidence and that Standing
rder 66 be suspended in relation thereto.

Respectfully submitted,

W. EARL ROWE,
Chairman.
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ORDERS OF REFERENCE

House oF COMMONS,
MonpAY, May 15, 1961.

RESOLVED,—That a Sessional Committee on Railways, Air Lines and
Shipping owned and controlled by the Government be appointed to consider
the accounts, estimates and bills relating to the Canadian National Railways
and Trans-Canada Air Lines, saving always the power of the Committee of
Supply in relation to the voting of public monies, and to consider the pension
rights of existing or retired Canadian National Railways employees with
respect to anomalies which may have resulted from breaks in the continuity
of service, and also to consider the arrangements for turn around benefits for
employees of the Canadian National Railways, and the said Committee should
b_e empowered to send for persons, papers and records and to report from
time to time, and that notwithstanding Standing Order 67, the said Committee
shall consist of twenty-six members.

SATURDAY, May 27, 1961.

§ ORDERED,—That the Sessional Committee on Railways, Air Lines and
Shipping, appointed May 15, 1961, be composed of Messrs. Badanai, Brassard
(L“DOinte), Broome, Browne (Vancouver-Kingsway), Campeau, Carter,
Chevrier, Chown, Creaghan, Granger, Grills, Howe, Horner (Jasper-Edson),
Kl?nnedy, McDonald (Hamilton South), McFarlane, McPhillips, McWilliam,
MIFChen, Monteith (Verdun), Pascoe, Robinson, Rowe, Smallwood, Smith
(Simcoe North), and Winch.

MonpaYy, May 29, 1961.

4 ORDERED,—That the name of Mr. Fisher be substituted for that of Mr.
inch on the Sessional Committee on Railways, Air Lines and Shipping.

TuUESDAY, June 13, 1961.

RmORDERED,—That the Annual Reports for 1960 of the Canadian National
Re ways and of the Canadian National Railways Securities Trust; the Auditor’s
ye::rt to Parliament in respect of the Canadian National Railways for the
i efnded December 31, 1960, tabled on March 28, 1961; the Budget for
ik :t the Canadian National Railways, tabled on April 19, 1961; the Annual
oy dciaf ’,I‘rans-Canada Air Lines for 1960, tabled on March 14, 1961;
fia ;1 tor’s Report to Parliament in respect of Trans-Canada Air Lines for
i, 13’9 salr ended December 31, 1960, tabled on March 28, 1961; and the Budget
-y _of Trans-Ca.nada Air Lines, tabled on January 16, 1961; be referred to
essional Committee on Railways, Air Lines and Shipping.

5



6 SESSIONAL COMMITTEE

THURSDAY, June 15, 1961.

ORDERED,—That the quorum of the Sessional Committee on Railways,
Air Lines and Shipping be set at 10 Members; that it be empowered to sit
while the House is sitting; and that it be authorized to print, from day to day,
800 copies in English and 250 in French of its Minutes of Proceedings and
Evidence and that Standing Order 66 be suspended in relation thereto.

ORDERED,—That the names of Messrs. Forbes and Horner (Acadia) be
substituted for those of Messrs. Chown and McDonald (Hamilton South) on
the said Committee.

ATTEST

Leon-J. Raymond,
Clerk of the House.



MINUTES OF PROCEEDINGS

THURSDAY, June 15, 1961.

(1)

The Sessional Committee on Railways, Air Lines and Shipping, owned
and controlled by the Government, met at 9.35 a.m. this day for organization
burposes.

Members present: Messrs. Badanai, Broome, Browne, (Vancouver-Kings-
Way), Chevrier, Creaghan, Fisher, Granger, Horner (Jasper-Edson), Kennedy,
McFarlane, McPhillips, Monteith (Verdun), Pascoe, Robinson, Rowe, Small-
Wwood and Smith (Simcoe North).—17

On motion of Mr. Creaghan, seconded by Mr. Browne (Vancouver-Kings-
way), the Honourable W. E. Rowe was elected Chairman.

4 hMr. Rowe took the Chair and thanked Members for the honour extended
0 him,

On motion of Mr. Broome, seconded by Mr. Chevrier, Mr. Heber Smith was
elected Vice-Chairman.

The Committee’s Orders of Reference were read.

On motion of Mr. McFarlane, seconded by Mr. Badanai,
. Resolved—That the Committee obtain permission to sit while the House
Is sitting,

On motion of Mr. Broome, seconded by Mr. Robinson,

Resolved,——That the Committee obtain authority to print 800 copies of
its Minutes of Proceedings and Evidence in English and 250 copies in French.

On motion of Mr. Creaghan, seconded by Mr. Pascoe,

Resolved,—That the Committee request the House to set its quorum at
10 Members,

On motion of Mr. Smith (Simcoe-North), seconded by Mr. McFarlane,

1 Resolved,—That a Sub-Committee on Agenda and Procedure be estab-
1shed comprising 6 Members of the Committee and the Chairman; the Mem-

bers of which to be designated by him.

g The following Members were designated to serve on the Sub-Committee
N Agenda and Procedure: Messrs. Howe, Smith (Simcoe North), Granger,
cFarlane, Fisher and Creaghan.

Following a discussion of future business, and agreement to reconvene

at 2.30 p.m. and 8.00 p.m. this day, at 10.00 a.m. the Committee adjourned.

AFTERNOON SITTING
(2)

_The Committee reconvened at 2.33 p.m. The Chairman, Mr. W. E. Rowe,
Presided. :

e Members present: Messrs. Broome, Browne (Vancouver-Kingsway), Che-
( Jer, Creaghan, Fisher, Forbes, Granger, Grills, Horner (Acadia), Honer,
Posber--Edson), Howe, Kennedy,McFarlane, McPhillips, Monteith (Verdun),

ascoe, Robinson, Rowe, Smallwood and Smith (Simcoe North).—20

7



8 SESSIONAL COMMITTEE

In attendance: The Honourable Léon Balcer, Minister of Transport. From
Canadian National Railways: Mr. Donald Gordon, Chairman and President;
Mr. R. T. Vaughan, Assistant to the Chairman; Mr. J. L. Toole, Vice-President,
Accounting and Finance; Mr. H. C. Grayston, Vice-President, Transportation
and Maintenance; Mr. J. D. Wahn, General Economist, and Mr. E. L. Hewson,
chief, budget and statistics.

The Minister was questioned concerning Mr. Gordon’s position with Cana-
dian National Railways and the status of the Board of Directors of that Com-
pany.

Mr. Gordon read the Canadian National Railways Annual Report—1960,
and reviewed a booklet containing charts, diagrams and graphs illustrating the
Company’s position in freight and passenger traffic, revenues, products carried
and operating expenses.

Mr. Gordon was questioned concerning the implications of the charts, as
related to statistical information contained in the Annual Report.

Assisted by Messrs. Wahn, Toole and Grayston, Mr. Gordon was questioned
concerning the Company’s Annual Report, and he read a statement reviewing
the financial difficulties of the Company since 1950, making comparisons in
certain areas with the Canadian Pacific Railway Company.

Questioning continuing, at 5.35 the Committee adjourned to meet again
at 8.00 p.m. this day.

EVENING SITTING
3)

At 8.10 p.m. the Committee reconvened. The Chairman, Mr. W. E. Rowe,
presided.

Members present: Messrs. Broome, Browne, (Vancouver-Kinkgsway), Che-
vrier, Creaghan, Fisher, Forbes, Granger, Grills, Horner (Acadia), Horner (Jas-
per-Edson), Howe, McFarlane, McPhillips, Monteith (Verdun), Pascoe, Robin-
son, Rowe, Smallwood and Smith (Simcoe-North).—19

In attendance: The same witnesses as attended the afternoon sitting.

Mr. Gordon commented on a newspaper editorial introduced by a Member
of the Committee suggesting that restrictions placed on him had made the task
of the management of the Company impossible.

Assisted by Messrs. Toole, Grayston and Wahn, Mr. Gordon was further
questioned concerning the Company’s Annual Report and the statement of the
Company’s financial situation.

At 10.05 p.m. the Committee adjourned to meet again at 9.30 a.m., Friday,
June 16, 1961.

J. E. O’Connor,
Clerk of the Committee.



EVIDENCE

THURSDAY, June 15, 1961.

The CHAIRMAN: Gentlemen, I observe a quorum. We will proceed on the
basis set out at this morning’s organization meeting. Following on that order,
the first order of business is to deal with the Annual Report of the Canadian
National Railways. I am glad to see we have the officials here in good
numbers and a full representation on the committee.

Mr. CREAGHAN: Mr. Chairman, is the Minister of Transport going to be
here?

The CHAIRMAN: As a matter of fact, I thought he was here. I see the
Minister is arriving now.

Gentlemen, we can proceed, the minister is here.

Mr. CreacHAN: Before we commence the examination of the Annual
Report of the Canadian National Railways, I think either you, Mr. Chairman,
or the Minister should make a statement. There has been a lot of press specula-
tion on when the meeting would get started and whether or not we have
officially appointed directors of the C.N.R. I think this point should be clarified
by the chair before we proceed.

The CHAIRMAN: On this matter of high government policy, if the Minister
cares to do so, I think he would be the proper person to answer.

Hon. Leon BaLcer (Minister of Transport): Mr. Chairman, as I have said
a few times in the house the policy of the government in this respect has
€n expressed previously. There is a bill increasing the number of directors
of the C.N.R. This bill has been passed by both houses but has not yet been
Proclaimed. The intention of the government, when this bill is proclaimed, is
to change completely the whole board. A new slate will have to be put forward.
he government policy is to wait until proclamation of this bill to appoint and
Teappoint directors and president of the C.N.R.

So far as the president is concerned, everybody knows that the president
of the C.N.R. is Mr. Gordon. It is in the act that the president and directors
€arry on until they are replaced. So at the present time the president of the
C.N.R. is Mr. Donald Gordon. :

- Mr. Fisuer: I would like to bring up a point which relates to the fact

at a number of members of this committee, including myself, have made
Criticisms of the management of the C.N.R. and have expressed some doubts
ab"u_t the competence of the management. I think it would be fair to the
President, so far as I am concerned—and I do not know how other members
of the committee feel on this—to suggest that the president be given the
atl_tl{de during the examination of the annual report to go beyond the actual
Position of the annual report at any time he wishes, if he feels that this is
;‘:CESsary in order to defend what many of us feel is compellable criticism of
2 € C.N.R. management. I would just like to bring that up now, to see whether
T not the other members of the committee feel the same way; that is, to

glve Mr, Gordon perhaps more latitude than he has had in the past.

9



10 SESSIONAL COMMITTEE

The CHAIRMAN: I think Mr. Gordon has this latitude by right, and I
certainly feel he should be allowed to express his viewpoint, in view of some
of the statements which have been made. In fact, he has been at a disadvantage
in not being able to answer the statements made on the floor of the house. I
think this is highly desirable. If you care to make any statement now before
we proceed with the Annual Report, Mr. President, I think it would be quite
in order.

Mr. SmitH (Simcoe North): What has happened outside of the committee
has nothing to do with the committee itself. Some members may have precon-
ceived ideas or opinions, but this committee is starting de novo, and it seems
to me we should not, at the outset, treat it as something extraordinary. We do
not know what may develop during the course of the hearing but, at this
stage of the committee hearing, it would seem to me it is just the beginning of
another annual committee meeting, which has been going on for a great number
of years. I do not think we should anticipate any preconceived positions.

Mr. HorNER (Jasper-Edson): I agree with Mr. Smith. I think we are here,
Mr. Chairman, to examine the operations of the Canadian National, and I do
not think we should take into account personality clashes or anything else, but
get on with the job of examining the position of the Canadian National.

The CHAIRMAN: Well, of course, it is generally understood that it would be
only appropriate and accepted that Mr. Gordon would make a statement as
and when it was desirable. If it is your wish to proceed with the annual report,
as such, we will do so.

Mr. BrRooME: Let us proceed.

The CHAIRMAN: Mr. Gordon can make a statement later on.

Mr. SmitH (Simcoe-North): Agreed.

The CHAIRMAN: I think there is something that can be said for the remarks
that have been made. What has been said in parliament, even though it has
been said by some members of the committee, does not necessarily involve the
committee’s work.

Is that satisfactory to you, Mr. Gordon?

Mr. Donald GorboN (President, Canadian National Railways): Mr. Chair-
man, I am in the hands of the committee. Whatever you would like me to do
will be satisfactory to me.

The CHAIRMAN: Mr. Gordon, as usual, is exhibiting a very genial manner.
He does not want to set the plans of the committee.

Mr. Gorpon: Is it your wish that I read the report now?
The CHAIRMAN: Yes. Would you proceed with the report?

Mr. Gorpon: Before I begin to read the report, I would like to introduce
to the committee, on my right, Mr. J. L. Toole, vice-president, accounting and
finance; Mr. H. C. Grayston, vice-president, transportation and maintenance,
and Mr. Ralph Vaughan, who will sit behind and whisper in my ear in order
to keep me in a straight line in regard to my evidence before the committee.
These three officers will be here to assist me in providing the committee with
all the information they would like to secure.

I will proceed, now, with the reading of the report.
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FINANCIAL HIGHLIGHTS

Better or
1960 1959 (Worse)
Railway operating revenues........................ $603, 141,106 $740,165, 041 $ (47,023,935)
Railway operating expenses........................ 685,794,292 720,822,338 35,028, 046
Net revenue from railway operations............... 7,346,814 19,342,703 (11,995, 889)
O RO 5 i E 0% o s i i il e 20,024,018 21,029,922 1,005,904
Net railway operating 1o8s. ..............c..ccoeunn. 12,677,204 1,687,219 (10,989, 985)
O e IneOIne 5 50 e o b S5 e oo L im e v nsa e 6,203,472 6,896, 728 ( 693,256)
Deficit or surplus before fixed charges............... 6,478,782 5,209, 509 (11, 683,241)
Total fixed ChATZES. .. ... ..cvueerenrennnennnnnnnnns 69,088, 803 52,512,649 (16,576,154)
ived from T.C A Bl e I .« o coee et 8,065,758 3,714,850 ,350, 908
Nt fized charges. S50 1. het S0k Bk 5. oudh . ... 61,023,045 48,797,799 (12, 225, 246)
Deficiter. .. ... 00, SE0 0 M0 SRR | $ 67,496,777 8 48,688,290 $ (23,908,487)

THE ANNUAL REPORT OF CANADIAN NATIONAL RAILWAYS
FOR THE YEAR 1960

FINANCIAL RESULTS

During 1960, the surface transportation industry on the North American
continent suffered from an unexpected fall-off in traffic. Canadian National
Railways was severely affected by the decline which closely paralleled a general
slowing-down in the rate of economic expansion in the country. The pronounced
drop in traffic began early in the second quarter and continued on a downward
Course until Fall before levelling off.

At the beginning of 1960, the management forecast a slight increase in
Tevenue ton miles, which, coupled with a firm control on expenses, promised to
Provide a modest improvement in the System’s net financial position. This
Prediction had to be drastically revised once the slackening in economic output
:ﬂd the associated downward trend in traffic was established in the third

uarter.

Instead of the anticipated increase, revenue ton miles decreased 4.3 per
cent from 1959. Operating revenues dropped $47.0 million, or 6.4 per cent, while
a reduction of $35.0 million in operating expenses was achieved. At $7.3 million,
Net operating income was down $12.0 million from 1959. There was also a

€Crease in other income. Payments for equipment rentals were reduced due
0 lower traffic, but this saving was partially offset by increases in taxes. These
actors, together with an increase in fixed charges, due in large part to the
gher level of interest rates, resulted in a deficit of $67.5 million compared to
43.6 million in 1959.

Revenues from freight services declined 8 per cent to $541.9 million from
$589.6 million in 1959. While there were increases in the shipments of ores and
Concentrates, pulpwood, manufactured iron and steel articles and auto parts,

€Se were more than offset by declines in the movement of grain and grain
Products, lumber, building materials, coal and other mine products.
With major reductions in maintenance and transportation costs, operating
$Xpenses for 1960 amounted to $685.8 million, compared to $720.8 million in
Y. Remuneration to the System’s work force continued to represent the
Mmajor portion of the expense figure, with total compensation (including fringe
enefits) chargeable to operating expenses amounting to $433.5 million. This
Tepresents 63.2 per cent of CN’s 1960 expense dollar.
The financial record for 1960 dramatically illustrates the vulnerability of

Canadian National to the varying levels of economic activity of its environment.
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Monthly Operating Millions $
Revenues Seasonally
Adjusted at
Annual Rates 800
| 750
700
650
0
Source: CNR

The very nature of the railway as a service industry, plus the magnitude of
its operations, contributes substantially to its lack of resiliency in responding to
changing conditions. However, the experience served to highlight the necessity
of pressing forward with programs designed to mould the System into an
instrument better able to adjust and respond to both the prevailing business
climate and the shifts and new challenges of a highly competitive transportation
market. In meeting this challenge, far-reaching changes continued to be reflected
in many facets of the railway in 1960. They embraced organization, marketing,
technology and methods, and all had their roots in the need for greater effective-
ness, flexibility and efficiency in both sales and operations.

Mr. McPHILLIPS: On a point of procedure, Mr. Chairman, are questions to
be asked as each heading is read, or will the whole report be read first, and
then we will revert back and ask questions?

The CHAIRMAN: It was decided this morning that the whole report would be
read initially.

Mr. McPHILLIPS: Then we can go back in the report and ask questions.
The CHAIRMAN: Yes, you then will be able to ask questions.

Mr. BrooMmE: May I also suggest, Mr. Chairman, that Mr. Gordon’s voice
will play out before he reads all of this, and it might be well if he is spelled
off by somebody else reading it.

Mr. Gorbon: No, thank you. I appreciate your consideration for me, but
I will speak for myself.

Mr. BrRooME: I was only trying to be helpful.
Mr. GorpoN: Thank you. I have noticed that before.

[N
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The Where Where
Revenue It Came [ It
Dollar From Went
g
g
5
2
=
g
51.1
48
38
78.2 25
6.9
6.5
43
4.1 TeNses 30.9
Deficit 9.1

MANAGEMENT ORGANIZATION STRUCTURE

During 1960 the first stages of a new form of organization of the System’s
Mmanagement and administrative structure were implemented. The result of
two years of study and planning by System officers, the new structure is
fiESigned to decentralize authority, modernize administrative techniques and
Integrate sales and operation functions at all levels. The former levels of admin-
Istration in the Operation Department (and their parallels in the Traffic Depart-
ments) comprising three regions, 10 districts and 31 divisions in Canada, were
Teconstituted into five regions subdivided into 18 management areas, or “business
Units” thus reducing the total number of administrative units below System

eadquarters from 44 to 23.
Responsibility and authority is being decentralized to the regional and
area management levels on a geographic, as distinct from a departmental, basis.
Teviously, operations, sales and other departmental functions were co-ordin-
ated only at System Headquarters. Under the new plan, sales and operations
are co-ordinated at the area and regional levels. Thus, Regional Vice-Presidents
and Area Managers are to be responsible for all phases of marketing and
Oberation of the company’s rail transportation services in their territories.
€adquarters activities will be concentrated on staff and service functions.
_The objective of the new form of organization is to enable Canadian
Nationa] to compete more aggressively and effectively in the transportation
Market and in so doing, improve its revenue position. The delegation of author-
lty_to the local levels where business originates, together with a streamlining
o Internal communication lines, provides a managerial frame-work capable of
?ule response to the changing demands of the market. At the same time it
S €xpected that the new structure will contribute to efficiency which, combined
With the reduction in the number of administrative units, will, in due course,
mprove the relationship between administrative costs on the one hand, and
Tevenues on the other.
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The transfer of responsibility to the regional and area levels under the new
plan of organization, requires a reorganization of the accounting function. To
meet this need, a program was introduced to modify the accounting system, over
a period of time, to provide accounting, statistical and financial information
by managerial responsibility in a form that will facilitate effective planning,
decision-making and control.

MODERN APPROACH TO SALES

Coincident with the administrative reorganization was a more modern
approach to sales, exemplified during 1960 by a re-alignment of the System’s
sales force. The Traffic Department was re-cast into a Sales Department
employing a comprehensive program of sales development based on modern
marketing concepts.

Existing staffs were assigned to specialist groups to study rate and tariff-
making techniques, equipment and customer service, to forecast traffic, set
sales objectives and plan market surveys.

The freight rate staff was also reorganized to focus specialist group atten-
tion on specific types of rates. The rate group is subdivided into sub-groups
dealing with rates for selected types of commodities and services. The new
establishment is designed to develop expert sub-groups capable of processing
applications and negotiating rates quickly and efficiently.

VISUuAL REDESIGN

The year 1960 saw the launching of a long-term program aimed at modern-
izing Canadian National’s external appearances in the interests of increasing
sales, helping to build employee pride in the company and improving the
general public concept of the CN System.

As a first step, a new corporate trademark was introduced. Spelling out the
letters “CN” in clean-flowing lines, the trademark symbolizes the movement of
men, materials and messages across the country. By year-end, it had begun
to appear on box cars, motor vehicles, advertising, credit cards and company
forms. Work is continuing on the development of new designs and color schemes
for trains, stations, offices, letterheads, telegram blanks and other applications.
The changes will be introduced gradually in the normal course of maintaining
and replacing property and stocks.

PLANT AND EQUIPMENT

During the year, CN made significant advances in achieving more efficient
and economical operations through improvement and modernization of its plant
and equipment. In general, these steps represent concrete rewards from the
System’s continuing research into new and improved methods of railroading.

An important accomplishment was the completion, in April, of the 10-year
dieselization program and the subsequent retirement from service of all remain-
ing steam locomotives. The delivery of 123 new diesel locomotives in 1960

completed the changeover and brought the total number of these units to
2,134.

To obtain maximum use of locomotives, regional motive power control
bureaux were set up at Winnipeg, Toronto and Moncton, interconnected through
the installation of a system-wide telephone network. These bureaux, through
constant consultation, can co-ordinate the use and servicing of diesels with
transportation requirements and repair shop loads. This enables the work load

to be handled with fewer units and reduces the overall costs of locomotive
repairs.
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A new diesel locomotive maintenance shop was opened in Moncton to
handle running repairs, while construction progressed on a similar shop at
Winnipeg. Also at Winnipeg, conversion of the Transcona Motive Power Shop
to handle main repairs on diesels proceeded. :

A forward step in achieving fast, economical train classification was made
during the year with the opening, in Moncton, of the first of four electronically-
controlled, automatic hump yards. Capable of reducing by 75 per cent the time
required to make up freight trains, the yards make use of the newest develop-
ments in automatic controls, data processing, transmission equipment and
Shops. The Montreal Yard is scheduled to open early in 1961, while in the

innipeg area, grading, drainage and ditching for the Symington Yard were
about 85 per cent complete and the track work 40 per cent complete by the
Year end. Acquisition of land for the Toronto Yard and access line moved ahead,
as well as preliminary engineering work. An important feature of the new
Yards is the comfortable working conditions in the modern yard offices and
shops. In addition, attractive recreation, lounge, cafeteria and sleeping facilities
are provided for employees laying over between runs.

Centralized Traffic Control, an automatic signalling system which greatly
€Xpedites train movements, was extended over seven more main-line subdivi-
Slons. At year-end, 2,039 miles of mainline track were equipped with CTC.

A program to apply radio communications to train and yard operations
Was extended during the year. The use of radio systems is designed to improve
Safety, reduce delays to trains and maintenance crews and to increase utiliza-
tion of equipment. At the same time, radio communications provide “indoor”
Oberations, thereby eliminating many of the outside duties performed by
employees in the normal course of train and yard operations. This aspect is of
Particular importance under severe weather conditions. An end-to-end train
radio system was placed in operation between Edmonton, Winnipeg and the
I_‘akEhead, and by the end of the year, two-way radio or talk-back communica-

On systems were in operation in 29 yards.

Considerable progress was made in the application of integrated data
Processing techniques to System operations. The automatic transmission of way-
and freight train consist of data between yard offices and car tracing bureaux
Moncton, Montreal, and Winnipeg was extended to a further 11 yards in
60. The car reporting system, which now encompasses 19 principal yards,
Provides advance information on freight car movements in the area between
ci’JI)I'eol, Ont., and the Atlantic coast.

N New methods making use of operational research techniques were employed
0 (.ietermme optimum schedules for freight and passenger trains by simulating
ofelr Operation on a computer. These simulations take into account a multiplicity
1 factors involved in train movements, including grades, curves, speed restric-
1ons, and lengths and weights of trains. Computers were also used to determine
lineesrnOSt appropriate location for passing tracks and signals on certain main

at

off D_uring the year, concentrated effort continued to be made to obtain more

tra?chvg use of men, materials and equipment through the use of personnel

s ned In ighe techniques of Work Study. These efforts have produced important
Onomies in nearly every phase of the System’s operations.,

FREIGHT SERVICES

Changes were also reflected in the methods and equipment employed to
Sport freight. Increasing emphasis was placed on improving service to

trenStomer and the development of special types of equipment for particular
Taffic requirements.

tran
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Progress was made in co-ordinating road and rail transportation. The first
full year of operation under the “railhead” principle in the Maritimes produced
marked improvement in more efficient handling of less-than-carload traffic.
Railheads, or distributing points, are located at strategic places where train
and piggyback services receive and discharge traffic. Highway carriers provide
swift, flexible pick-up and delivery service to and from the railheads and
points in the surrounding territory. Studies continued throughout the year to
apply the railhead principle to other parts of the System.

Hand in hand with the progress in road-rail co-ordination of less-than-
carload-freight handling, is an associated plan to combine Express and LCL
service. The ultimate aim of the program is to provide one superior service
featuring speed and service and employing the most efficient co-ordinated use
of train, piggyback and highway carrier transport.

Indicative of the rising demand for road-rail service was the expansion
of CN’s piggyback operations, an essential segment of the overall co-ordination
program. Piggyback tonnage rose 8.6 per cent over 1959, while revenues
increased 23 per cent. Service was extended to include Oshawa, Kitchener,
Guelph, Galt, Brantford, Belleville, Kingston and North Bay in Ontario, and
Shawinigan and Sherbrooke in Quebec. In British Columbia, the movement of
household goods by piggyback was extended to include Terrace, Kitimat,
Prince George and Prince Rupert.

Deliveries of new rolling stock during the year were confined to specialized
equipment required for certain types of traffic, while research and experimenta-
tion widened possibilities for further advances in this area.

Equipment received included 299 fifty-ton insulated heated box cars;
186 flat cars of various capacities, and 48 seventy-ton covered hopper cars.

In addition, two newly-developed covered aluminum hopper cars were
bought. Designed to carry dry ground or powdered products, they were given
stringent engineering appraisal and service tests.

Advances were made in the field of mechanical refrigeration with the
leasing and testing of 20 low-temperature cars to carry frozen freight. They are
being tested for mechanical reliability and sales potential. Meanwhile, a method
was developed for the conversion of standard ice refrigerator cars to mechanical
deep-freeze operation.

Equipment, capable of side-loading piggyback vans and containers, was
tested and placed in operation in Edmonton. Providing flexible loading and
unloading of piggyback trains, the machine reduces costs yet gives faster service
to the customer.

PASSENGER SERVICES

A number of steps were taken during 1960 to adjust passenger services to
the changing patterns of the travel market. Transcontinental passenger service
was altered to conform to the decreasing demand for long-distance rail travel.
Facilities on the Super Continental were improved, while during the off-season
the second transcontinental train, the Continental, was transformed to supply
a local service, offering sleeping accommodation on certain portions of its run.

Two-hour passenger train service at convenient times was instituted
between Ottawa and Montreal.

To meet the popular demand for economical meal service on passenger
trains, six diner cars were converted into cafeteria service cars.

All-inclusive fares, originally introduced on an off-season basis, were made
effective throughout the year. They were also extended to include service
locally between Montreal and the maritimes, with group economy and incentive-
loading features. -

‘Station-to-station fares were replaced by zone fares on the Mount Royal
tunnel commuter service in Montreal.
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TRUCKING SERVICES

Reacting to the changing demands of the transportation market in the area
of rail-road co-ordination, Canadian National extended its highway services
during 1960 through the purchase of four trucking companies operating across
seven provinces. They are Sydney Transfer and Storage Limited, Eastern Trans-
port Limited, Empire Freightways Limited, and East-West Transport Ltd. An
option taken on a fifth company, Midland Superior Express Limited, was exer-
cised in part. Offers of sale of certain other companies have been received and
Were under detailed examination at year end.

TELECOMMUNICATIONS

The Telecommunications Department experienced a year of marked expan-
sion of both commercial and railway services. Gross revenues increased 10.1
Percent to a new high of $29.9 million. The growth in telex, private wire, broad-
Casting and telephone services resulted in increased revenues, while expansion
of railway communications made a major contribution to greater efficiency in
Mainline and yard operations.

Approximately 80,000 miles of carrier telephone channels and 140,000 miles
of carrier telegraph channels were added during the year to provide capacity
for increased service.

Telex subscribers increased 11 percent from 2,800 to 3,100. Sarnia, Ont.
and Medicine Hat, Alta., were added to the growing list of exchanges, bringing
the coast to coast total to 35.

A public wirefax service was introduced, in conjunction with Canadian
Pacific Communications, between Toronto and Montreal, to provide rapid
facsimile transmission of typed or hand-written letters, drawings and documents.
The service will be extended to other centres as the market develops.

Canadian National continued to push back the country’s northern frontiers
through the extension of telephone and telegraph facilities to settlements in the

ukon and North West Territories. Construction of a telephone, telegraph and
broadeast system was completed from Whitehorse to Dawson City, Mayo and

Sa in the Yukon, providing long-distance telephone communication between
ese centres and the rest of the world. Similar facilities are under construction
In the Great Slave Lake area. The most northerly public telephone system in
Canada was inaugurated in November at Inuvik, N.W.T., where 100 subscribers
Now have dial telephone service.

Construction moved ahead steadily on the $25 million microwave system
PetWeen Grand Prairie and the Alaska-Yukon border. Scheduled to be placed
I operation July 1, 1961, the system is being provided by Canadian National
Under contract with the Alaska communications system, representing the gov-
€fnment of the United States. '

In eastern Canada, another link in Canadian Broadcasting Corporation’s
hch language television network was provided through the extension of

@nadian National-Canadian Pacific microwave facilities from Rimouski to
~arleton, Que. An additional extension to Moncton was completed and went
Into service after the year end.

In Newfoundland, a new automatic telephone exchange was opened at
Gander’ expanding dial telephone service to approximately 1,260 subscribers.
€anwhile, subscriber capacity was expanded at seven other communities, and

newzsd:al telephone exchanges established at Musgrave-town and Port Blandford.
53-2—2

Fre
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HOTELS

Hotel operating income amounted to $1.9 million before interest, compared
with $2.4 million in 1959. The decrease was mainly due to higher wages, depre-
ciation and pension charges.

The management arrangement for the operation of The Queen Elizabeth
continued to be highly successful. In 1960, the CN’s return, after deducting
depreciation, was $1.4 million compared to $1.3 million in 1959.

An extension to the Nova Scotian Hotel at Halifax was opened in 1960,
making available the largest tourist and convention facilities in the Atlantic
Provinces. It provides 160 additional bedrooms, as well as spacious public
rooms. Rehabilitation of the original wing will proceed in 1961.

The refurnishing of bedrooms at the Bessborough Hotel, Saskatoon, was
completed, while a similar program to improve accommodation in the west
wing of the Chateau Laurier, Ottawa, will be completed in 1961.

Improvements are also underway at Jasper Park Lodge where nine guest
cabins are being replaced.

Average Number Thousands Dollars
of Employees.
and
Average Annual Earnings 110 4000
per Employee.
90 3500
70 3000
50 2500
ffddd. 4441,
1956 | 1957 | 1958 | 1959 | 1960 | Source: CNR 1956 | 1957 | 1958 | 1959 [ 1960 | Source: CNR

PERSONNEL AND EMPLOYEE RELATIONS

Through retraining and internal transfer, every effort was made to ensure
that continuing modernization and reorganization occurred with a minimum
of dislocation for the employees. In addition to established training programs
which are carried out on a regular basis, numerous retraining programs were
conducted to develop new skills in displaced employees, and to upgrade existing
skills in others.

More than 3,000 employees in the mechanical and engineering departments
received training to upgrade their skills. Retraining programs were held for
108 employees in machine bureaux operations and for 184 others resulting from
the mechanization of yard offices. Other retraining courses conducted in methods
study, work measurements, diesel maintenance and handling, air conditioning
and refrigeration and instructional techniques were attended by nearly 300
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employees. New employees were recruited only where no laid-off employees
Wwere available who qualified, or who could be retrained or were willing to fill
Vacancies which occurred.

A wage dispute between Canada’s railways and employees represented by
the 15 non-operating unions culminated in the unions calling a strike for
December 3, 1960. Before that date parliament enacted the Railway Operation
Continuation Act. The unions have since announced that they will withdraw
from service at the expiration of the act on May 16, 1961.

A strike by the brotherhood of railroad trainmen closed down the Grand
Trunk Western Railroad from September 1 to September 9. The terms of
s:ttlement were essentially the same as offered to the brotherhood prior to the
strike.

In the United States, a dispute with operating employees over requests for
changes in working rules made by United States railroads remained unresolved.

he unions agreed to submit the requests, which include the elimination of
ﬁrgmen from freight and yard diesels, to a presidential commission. The com-
Mission has been instructed to report (non-binding) by December 1, 1961.
Ployees on Canadian National’s United States lines are involved in the issue.
. In Canada, the modernization of working rules and arrangements was
8lven special attention by both management and unions. Meetings were held
With union representatives to discuss areas where collective agreements might
!)e changed to bring them into conformity with modern methods, new kinds of
Jobs and the changing patterns of railway transportation requirements. These
prehl’ninary steps proved encouraging and the management is optimistic that
Progress in this field can be accomplished in a cooperative manner.

PEnsiOoN FunDING

During the year the funding of the Company’s liabilities under the C.N.R.
Pension plan was changed from the previous terminal funding method to a
f?l'm of current funding under which the company makes its pension contribu-
10ns concurrently with those of employees in service rather than deferring
ts contributions until the employees’ retirement. This resulted in a reduction
of $10.2 million in pension costs charged to 1960 operations compared with
1959; The company has given a written acknowledgement to the trustee of the
pe‘}SIOn funds of its outstanding liability in respect of the prior service of
active employees.

» The revised method of funding in no way affects pension benefits but more
Ccurately reflects the pension charges properly attributable to each year’s
Oberations. It also enables the company’s actuaries to certify each year as to
ex? a.deQUacy of the pension trust fund for the provision of pensions both to
da s.tmg pensioners and employees currently in service. Previous actuarial
Ttificates related only to pensions actually in course of payment.
.PEIlsions under plans other than the 1935, 1952 and 1959 C.N.R. plans
= Nue to be charged on a “pay-as-you-go” basis. Statements of the C.N.R.
ap Slof_l trust funds for the year 1960 are included among the statements
Pearing later in this report.

wi A Summary of the charges for pensions on the new basis in 1960 compared
1th 1959 follows:

i

cont

1960 1959 Increase or
(Millions of Dollars) (Decrease)
19
Pre o052 and 1959 Pension Plass....................... $20.4 $31.4 $(11.0)
moLians, ete. (including I.C. and P.E.I. Railways
Ployees’ Provident Fund). .............oooouuvnns 6.8 6.0 3
A et onbiind . abievil. atunt. a2 $20.2 $37.4 $(10.2)

25453-2~2§
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OTHER DEVELOPMENTS
New Branch Lines

A 52-mile branch line in Northern Manitoba, between Optic Lake and
Chisel Lake, was opened in September to serve mines of the Hudson Bay and
Smelting Company.

A survey was completed for a 60-mile branch line to serve Mattagami
Lake mines in Northwestern Quebec. Parliamentary authority for construction
of the new line has been granted.

As agent of the federal government, Canadian National is carrying out a
branch line location survey from the vicinity of Grimshaw, Alta., on the North-
ern Alberta Railways, to Great Slave Lake, a distance of about 400 miles.

Industrial Promotion

In addition to the attention directed toward major resourse developments,
added emphasis was given by CN’s industrial development organization to the
encouragement of new manufacturing developments along its lines. Economic
opportunities, particularly in manufacturing, are brought to the attention of in-
dustrial and financial interests with a view to expanding the variety and volume
of Canadian products, and achieving greater diversification of CN traffic. During
1960, more than 360 plants were located along Canadian National lines, and a
total of 41 miles of new industrial trackage, spurs and private sidings were
constructed.

Moncton Real Estate Project

Negotiations between Canadian National and private developers were
advanced for the redevelopment of real estate occupied by the railway in down-
town Moncton. The plan envisions the transformation of 10 acres of property
into a multi-million dollar transportation, commercial, business and entertain-
ment centre. The plan was submitted following an invitation by CN for pro-
posals from private capital on how the land could be developed to realize its
fullest commercial potential. Included in the scheme is a new regional head-
quarters building to accommodate the railway staff now working in a number of
different locations.

Montreal Terminal Development

The system’s 17-storey headquarters building in Montreal neared com-
pletion during 1960 and is scheduled for occupancy early in 1961. Located south
of the Queen Elizabeth Hotel, the building is an integral part of the develop-
ment of 20 acres of company-owned property in the Central Station area. The
Place Ville Marie project on the north side of Dorchester Boulevard took shape
with the completion of foundations and the commencement of the erection of
steel for the main 42-story building. The project is being carried out by the
Place Ville Marie Corporation under an agreement with Canadian National.

Marine Services
: A new passenger-cargo ship, the M.V. “Hopedale” was placed in operation
in the Newfoundland costal service.

St. Lawrence Seaway Project

At Montreal, a divisionary rail-road span on Victoria Bridge was com-
pleted to provide for an uninterrupted flow of train and vehicular traffic over
the St. Lawrence Seaway. The alternate route diverts bridge traffic around St.
Lambert Lock when the lock is in use.
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Royal Commission

The CN completed its submissions and representations to the royal com-
mission on transportation which conducted hearings throughout the year.

Co-Operation Under CN-CP Act

Discussions were held during the year to explore areas where co-operative
action could be undertaken by the railways.

Corporate Structure

The program to simplify CN’s corporate structure was advanced by the
allf.lalgamation with Canadian National Railway Company of five subsidiary
railway companies and the dissolution of two land companies.

It is with pleasure that the board of directors once again expresses its

appreciation for the loyal services rendered by officers and employees through-
out the system.

. I should point out that the report is completed by the financial and statis-
tical statements which are shown in the report. Our practice is to take these
as read and they will be included in the record, if that is agreeable to the
Committee,

The tables are as follows:



CONSOLIDATED BALANCE SHEET AT DECEMBER 31, 1960

ASSETS LIABILITIES
CURRENT ASSETS CURRENT LIABILITIES
T TR TR Sl A LR . 3 "R T LI, $ 24,239,062 Agcounte payable; . .. J8 5 5 R e $ 58,148,244
Accounts receivable.............. 67,029, 004 Accrued charges. . . 22,972,946
Material and supplies 84, 605 144 Other current liabi ,163,776
Other current assets............c.ocoovienvnn... 15:282:892 ProviRion yor THsuRANEE $ ?:;’ %’ggg
Government of Canada-Due on deficit account 2,400,778 S Tiay - S WUR R N B ha T W bl G TRE ea ool .~ ikl
— § 193,652,879  Ormpr LiaBmrTiEs AND DEFERRED CREDITS. ... ................. 29,394,733
AREITRANGE TUND s> < o vo oo SR s 808 s ng ot 800 000 B B s et 15,000, 000 _—
———— Lona TerM Dxpr
INVESTMENTS IN AFFILIATED CoMPANIES NoT CONSOLIDATED. ..... 262, 368, 504 Bonds, debentures and equipment obligations. 1,680,308, 243
St Government of Canada loans and debentures. 148,021,700
PROPERTY INVESTMENT —_  1,828,329,943
........................................ 2,319,010,276
Boratpment. . ... 88t . .ouye B0 Goia 800 Ve B0 § LI 1,342,648, 068 SHAREHOLDERS' EQUITY
Other physical properties..................... 105, 658, 286
B —— GOVERNMENT OF CANADA
3,767,316,630 6,0(;0(,:000 a'x:lharelxzI of no lpni{ \Ialue téapital stock ot Babinar
Less ded d fation. Y, &. .. . 5% o8 ka2 647,462,210 of Canadian National Railway Company.... ) ’
rcmd G - R e . .5.480388 490 925,585,264 shares of 4% preferred stock of
OTHER ASSETS AND DEFERRED CHARGES Canadian National Railway Company...... 925, 585, 264
Othar investments 9.956. 859 Capital investment of Government of Canada
Prepayments. . . h i -3 i 2'697'728 in the Canadian Government Railways. . ... 435, 594,881
Unamortized discount on long term debt..... 26,762,278 1,721,143,162
[0 0 SR - A L . o T 0. 26, 680, 102 CAPITAL STOoCK OF SUBSIDIARY COMPANIES
Dolortod ohaxBer . . .. ... - vps ols 050 o4 i Snv s 12,379,318 OWNED BY BUBLIG:: 50 45 05+ oF % oabs ¢ 550 oo 4,499,284
— 70,776,285 —_— 1,725,642,446
$3, 681, 652,088

$3, 681, 652,088

The ‘““Notes to Consolidated Financial Statements at December 31, 1960

are an integral part at this balance sheet.

L. J. MILLS,
Comptroller.

(44

JALLINNOD TVNOISSES
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AUDITOR’S REPORT

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

I have examined the consolidated balance sheet of the Canadian National
Railway System at December 31, 1960 and the consolidated income statement
for the year ended on that date. My examination included a general review of
the accounting procedures and such tests of accounting records and other
Supporting evidence as I considered necessary in the circumstances.

In my opinion, subject to the position with regard to depreciation accruing
Prior to the adoption of depreciation accounting as referred to in Note 1, the
accompanying consolidated balance sheet and the related consolidated income
statement are properly drawn up so as to give a true and fair view of the state
of the affairs of the System at December 31, 1960 and of the results of its
Operations for the year ended on that date according to the best of my informa-
tion and the explanations given to me and as shown by the books of the System,
and in accordance with generally accepted accounting principles applied on a
basis consistent with that of the preceding year, except for the change in the
Method of funding of liabilities under the Company’s Pension Plans as referred
to in Note 4.

I further report that, in my opinion, proper books of account have been kept
by the System and the transactions that have come under my notice have been
Within the powers of the System.

J. A. de Lalanne,
Chartered Accountant. February 27, 1961

NOTES T0 CONSOLIDATED FINANCIAL STATEMENTS AT DECEMBER 31, 1960

Note 1: Property Investment

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

'Depreciation on Canadian Lines: Depreciation accounting as adopted for
€quipment in 1940, for hotel properties in 1954 and for track and road struc-
“ures and all other physical properties except land in 1956 has been continued
I 1960. The depreciation rates used are based on the estimated service life
9f the properties but do not provide for depreciation which was not recorded
In prior years under the replacement and retirement accounting principles then
I force, nor for extraordinary obsolescence resulting from the introduction of
More efficient equipment. Consistent with the policy adopted in the year 1958,
Capital losses of $26,651,968 sustained in 1960 on the early retirement of steam
OComotives have been charged against Shareholders’ Equity. The total of such
Osses charged to Shareholders’ Equity up to December 31, 1960 amounted to
$36,555,113.

Depreciation on U.S. Lines: Replacement accounting for track and depre-
On accounting for equipment and other physical property except land has

€en Cflntinued in accordance with the regulations of the Interstate Commerce
Ommission,

Ciatj
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Note 2: Material and Supplies

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

Note 3: Capital Stock

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

Note 4 Pensions

The funding of liabilities under the Company’s 1935, 1952 and 1959 Pension
Plans has been changed from a terminal funding method to a form of current
funding. This resulted in a reduction of $10.2 million in pension costs charged
to 1960 operations compared with 1959. The Company has given a written
acknowledgement to the Trustee of the Pension Funds for the outstanding
liability amounting to $325,000,000 in respect of prior service of active
employees. No change has been made relative to pensions granted under prior
plans. The Reserve for Pensions (including members’ contributions) at
December 31, 1960 amounted to $703,839,892.

Note 5 Major Commitments

(a) Chicago & Western Indiana Railroad Company:

Pursuant to a joint supplemental lease dated May 1, 1952, the Grand
Trunk Western Railroad Company and four other proprietary-tenant
companies are obligated to pay, as rental, sinking fund payments suffi-
cient to retire bonds at maturity and interest as it falls due with respect
to First Collateral Trust Mortgage 489% Sinking Fund Bonds Series “A”
due May 1, 1982. The Grand Trunk Western’s proportion is one-fifth in
the absence of default of any of the other tenant companies. The bonds
outstanding at December 31, 1960 total $51,311,000.

(b) Detroit & Toledo Shore Line Railroad Company:

The Grand Trunk Western Railroad Company is jointly and severally
liable as guarantor of principal, interest and sinking fund payments with
respect to $2,713,000 First Mortgage 3% 30 year Series “A” Bonds,
due December 1, 1982, of the Detroit & Toledo Shore Line Railroad
Company.



RAILWAYS, AIR LINES AND SHIPPING 25
CONSOLIDATED INCOME STATEMENT
1960 1959
Ramway OperaTiNG REVENUES
$589, 567, 242
49,954,770
44,939,513
27,195,071
740,165,041
Raway OperatiNg EXPENSES
B IRARLONANGEE w8 v ssiemarrin BEE SRRl ~ <00 -oorsoarsrssnstpsrrns 157,008, 674 163,766,953
Equ‘g!ment S e e e R e Sl e i 150,727,161 154,612,382
TR R R R e - I BRI R 15,497,178 15,633,771
'll(fr,;:: Pt . 0 T NN st 308,;83, ggg 32:, ggg,ﬁ;
BONS GDEERLIONS. - 5 » oo v o BB D B0 o o cvirvnraerpastmeosngie ,299, ,083,
SRRt nste i ToRpocs of Gteserai, SaleToats oL S0S G, 47,471,631 58,474,466
OB OPETALiIng BXPORNOR. . . 2s.ts 25 vesanas s saess s ola BBl 90851 685,794,292 720,822,338
Net Revenue from Railway Operations......................... 7,346,814 19,342,703
Tm_s AND RENTS
e R e T X SR N 20,252,512 18,945,938
Equipment and Soint facility Tembl 0 L o e s 228,494 2,083,984
Total taxes and 1emtB. . ... 0000 ciaenes oo oadibacald . o5 . sucile 20,024,018 21,029,922
Net Railway Operating Lo88...........ocuovureuneennrunenneenns 12,677,204 1,687,219
0"@3 INcome
MiSCellaneous rents. ....... .. .. ..ovueseneeenee e e eaeannns 1,604,065 1,510,728
IHhoomg from non-rail properties. ...............cceeeiiiiiniiiiieiinanen 1,066,949 1,425,791
U R S S e S e 1,859,852 2,428,435
L e R I R S MR o 239,166 233,866
BOPORE THO0MNG .. . . . s. oo oo ses SRR | | vin b ottt st 1,695,224 708,072
BRI o i in i o o A AT B o = 2o el a Wik iobisio s e o o SR 261,784 589, 83
EOUALOLIOT TOOING. - . v os e sraims sale b oanas Sbiss s duse et iibos 6,203,472 6,896,728
Deficit or Surplus before Fixed Charges............covveeunaunn. 6,478,782 5,209, 509
F’Ixn‘b CHARGES
terest on bonds, debentures and equipment obligations.............. 60, 349, 530 38,691,827
ry B goyeinment JoRNS. . .- 2o oL S v S o s wsa e e 6,538,714 12,533,180
Mortization of discount on BONAS. ..........ovverrerrinarnernennnnns 2,200, 559 1,287,
G I g PP TR S e 69,088,803 52,512,649
o TS il e s OOt S N, S I e 8,065,758 3,714,850
T T e e L S R R Sl S S Oy 61,023,045 48,797,799
o B AR T e A & SRR S S Rt & 67,496,777 $ 48,588,290
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PROPERTY INVESTMENT STATEMENT

Property Investment at December 31, 1959...............covvvinnenenn..
ApprrioNs T0 RoAp AND EQUIPMENT
Roadway improvements...................covinnninn $ 45,550, 625
Trge Coraninal: ., . o a5 5 s i e s RS - S 19,059, 650
Communications facilities.................coovvvennn 26,611,910
Roadway buildings! 0 JEL ..« s rrasaasea s 16,884,278
Yard tracks and sidings.................ccoooiiiinan.. 2,378,936
Roadway and shop machinery....................... 4,035,297
I .« oo v B IR 8 o e i b s i s & 6 WA i 4,078,856
Highway crossing protection......................... 580,758
5110 ARPPEBIONID . G5 BTG BB < seivrs » pee docs wmiiaib it ol 6, 682,480
RO IROTREION. o e e - ribkim s i i s 1,342,869
127,205,659
U B it i o kom I M i sty E st 1,171,743
s T R 3 L e i S LR o G LT 33,856,330
Government of Canada expenditure on Canadian
Governiment REfWaTE. .05t i .o Bt donaonsibnes 2,789,407
164,823,139
/088 TOLITOINRINS e - wimibip gt e vt o o 4 o0 8w gin w/als oa simibrms 113,124,302
Apprrions 7o OTHER PHYSICAL PROPERTIES
TGRS, .o s, i v LR R | e SR 3,228,330
Highway transport facilities.....................ocut 4,088,492
Other 22000, S0 Toree A s Al anadurity e 472,623
7,789,445
57 B Do e ot SR M S 1,250,704
Property Investment at December 31, 1960......................

$51, 698,837

6,538,741

$3,709,079, 052

58,237,578

$3,767,316, 630
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RECORDED DEPRECIATION STATEMENT

Recorded Depreciation at December 81, 1959............covviiiiiininininan $ 605,939,177
Add Provision for depreciation for the year.............
LT R AT e £ T - | - $ 41,841,368
Gyt T o W e e S B L S 45,123,120
Ogher Physical Properties.............oooeeeenunnsss 1,747,151 $88,711,639
Recorded depreciation of companies acquired...............coiiiuiainn 1,140,701
89,852,340
Deduct Charges in respect of property retirements. ... .. 94,981,275
Capital losses charged to Shareholders’ Equity—
Lot TR R I T B TS S0 2 26,651,968 68,329,307 21,523,033

Recorded Depreciation at December 31, 1960.............covvuiriuiuieninnnn $ 627,462,210




LONG TERM DEBT

Transactions
o Currenc Year 1960
Rate Maturity in whic Outstanding at Increase or Outstanding at
% (See Note) payable Dec. 31, 1959 Decrease Dec. 31, 1960
Bonps, DEBENTURES AND EQUIPMENT OBLIGATIONS
3} May 4, 1960 Canadian Northern Alberta Debenture Stock Sterling 3 550,727  § 550,727
31 May 19, 1961 Canadian Northern Ontario Debenture Stock Sterling 3,597,518 $ 3,597,518
3 Jan. 1, 1962 Grand Trunk Pacific Bonds Can.-U.8.-Stg. 26,465,130 26,465, 130
4 Jan. 1, 1962 Grand Trunk Pacific Bonds Can.-U.8.-Stg. 7,999,074 7,999,074
23 Feb. 1,1963 a Canadian National 8 Year 13 Month Bonds Canadian 250, 000, 000 250, 000, 000
53 Dee. 15, 1964 h Canadian National 5 Year Bonds Canadian 200, 000, 000 1,000,000 199, 000, 000
3 Jan. 3,1966 h Canadian National 17 Year Bonds Canadian 35,000, 000 35,000, 000
2% Jan. 2,1967 ¢ Canadian National 20 Year Bonds Canadian 50,000, 000 50,000, 000
43 Apr. 1,1967h Canadian National 63 Year Bonds Canadian 73,500, 000 73,500, 000
5 May 15,1968 h Canadian National 9 Year Bonds Canadian 57,600, 000 1,200,000 56,400, 000
2} Sept. 15, 1969 d Canadian National 20 Year Bonds Canadian 70,000, 000 70,000, CO0
21 Jan. 16,1971 e Canadian National 21 Year Bonds Canadian 40, 000, 000 40,000, 000
33 Feb. 1,1974f Canadian National 20 Year Bonds Canadian 200, 000, 000 200, 000, 000
23 June 15,1975 ¢ Canadian National 25 Year Bonds U.8. 6, 000, 000 6,000,000
5 May 15,1977 h Canadian National 18 Year Bonds Canadian 88, 200, 000 1,800,000 86,400, 000
4 Feb. 1, 1981 Canadian National 23 Year Bonds Canadian 300, 000, 000 300, 000, 000
53 Jan. 1,1985h Canadian National 25 Year Bonds Canadian , 500, 000 99, 500, 000
5 Oct. 1,1987h Canadian National 27 Year Bonds Canadian 173,250, 000 173,250, 000
4} Sept. 15, 1979 Grand Trunk Western Note Can.-U.8. 400, 000 400, 000
52 Perpetual Buffalo and Lake Huron 1st Mortgage Bonds Sterling 795,366 795,366
5 Perpetual Buffalo and Lake Huron 2nd Mortgage Bonds Sterling 1,228,399 1,228,399
5 Perpetual Debenture Stocks—Various Sterling 88,972 88,972
4 Perpetual Debenture Stocks—Various Sterling 8,784 8,784
2% Mar. 15, 1960 Equipment Trust Certificates—Series *‘U”’ Canadian 1,100, 000 1,100,000
23 Jan. 15, 1961 Equipment Trust Certificates—Series V"’ Canadian ,025, 000 1,850,000 675, 000
Total Bonds, Debentures and Equipment Obligations 1,341, 058,970 339,249,273 1,680,308, 243
GovERNMENT OF CANADA LoANS AND DEBENTURES _
Capital Revision Act: Jan. 1, 1972 Debenture Canadian 100, 000, 000 100, 000, 000
Canadian Government Railways: Advances for Working Capital Canadian 16,983,762 16,983,762
Financing and Guarantee Acts: Temporary Loans Canadian 188, 695, 267 157,667,829 31,037,938
Refunding Act, 1955: Loans for Debt Redemption Canadian 40,005, 40,005,028
Total Government of Canada Loans and Debentures 345, 684,052 197,662,862 148,021, 700
$1, 686, 743,022 $141, 586,921 $1,828,329,943

Total Long Term Debt

82

TALLINWNOD TVNOISSES



Note: a Callable at par on or after Feb. 1, 1961 e Callable at par on or after Jan. 16, 1966 h Amounts of 4% or 1% of the original issues may

b Callable at par on or after Jan. 3, 1961 f Callable at par on or after Feb. 1, 1972 be purch

through Purchase
conditions of each

¢ Callable at par on or after Jan. 2, 1964 g Callable on or before June 14, 1962, at 101%; Funds operated under t

d Callable at par on or after Sept. 15, 1964 thereafter at varying redemption premiums. issue.

SHAREHOLDERS’' EQUITY

GOVERNMENT OF CANADA

$ 26,651,968

No par value capital stock of Canadian National Railway Company . .............oovuiiiiiiiinniineininann $ 386,614,985
49, Preferred stock of Canadian National Railway Company . ..........coieiiiirininiiinreiiiinneneanenn.s 904,489, 263
Capital investment in Canadian Government Railways. . ...........oiuiiiiiiiiiiiiiniiiiiiineiaiiieeiannans 432,805,474
Tatal Covermmant of OanSti. ..o« T0Rel vy Al V7 s 2h/6 ot e .0.07¢5 % 54 s NIRRT 55 05 Sl B 2 ¥ U Bk 0 o 0.5 5.8 e 45 foe 1,723,909,722
CarPITAL STOCK OF SUBSIDIARY COMPANIES OWNED BY PUBLIC. .. .00 titttiiteineittensaneiansensensssneennennsss 4,503,549
Total: Bhardh@dors’ Botitarsn il oa e il v iy v bl v evluas o s vovvigs s b o Sl Wk o i s /s b g iy 4 AP dos e & 45 4 o' $1,728,413,271

81,725, 642,446

ONIddIHS ANV SANIT 41V ‘SAVMTIVY

62



30 SESSIONAL COMMITTEE

INVESTMENTS IN AFFILIATED COMPANIES NOT CONSOLIDATED

Transactions
Year 1960
Percentage Investment at Increase or Investment at
Held Dec. 31, 1959 Decrease  Dec. 31, 1960

Tae Beur Raiwway CoMmpany or CHicAGo

CapIEBEEOPIE. .. 5 oeovo o B v oiiae s cnsmiss 7.69 § 240,000 ...... —in B 240,000
W5 I R - S L R oo vl 53,032 $ 19,312 72,344
Caicaco & WESTERN INDIANA RAmLroaD CoMPANY
CHPARLBEOOK. . . . oo .o s v oinmmuts snmsinoss 20 1,000,000 ...... —ee 1,000, 000
AGVANCEE . ..o voseninsvenssssssasscersssass o 5,999, 548 390, 304 6,389,852
Tre Detrorr & TorLEpo SHORE LiNE RAILROAD
ComPANY
Capital Stoek: . ;5 R REREH . B R . 50 1,500,000 — 1,500, 000
DeTrRoIT TERMINAL RAILROAD COMPANY
Capital Block. ... .o i 5 ik S B o 3 < - 3 2o 2 B 0t 50 1,000, 000 — 1,000,000
NORTHERN ALBERTA RArLwAYs CoMPANY
Capital Block; .... .- BB L E . DB B o 50 8,255, 500 184,500 8,440,000
BREAR. . BB ... oo R oo e ciont i s 50 16,337,000 365, 500 16,702, 500
T NS LN £ AR — — 300,000 300, 000
Tre PusLic MARKETS, LIMITED
COPIEAE BEOBK. . ...\ o 5e oo cucioinniive s s sinnneen 50 575,000 —_ 575,000
Ramwway Express AGENCY, INc.
Eapital Btoeks . ..o WM oo s o rvin 5 s ip s 0.6 600 — 600
e A ey e —_ 173,493 — 173,493
TaE SEAWINIGAN FarLs TERMINAL RAlLwaAY
CoMPANY
Capital Bl . ..o 0 e e S R e ) v 50 62, 500 — 62, 500
TrE ToroNTO TERMINALS RArLwAY COoMPANY
Capital Stoc 50 250,000 — 250, 000
Y. o0 va. K 50 11,427,200 140,000 11,287,200
7 e I A - 90,015 110,000 ,015
TraNs-CaNADA AR LiNES
Capital Stock.. 100 5,000,000 — 5,000, 000
Debentures. . 100 68,194,000 113,906,000 182,100,000
ERRWIRINORE . . - o s o oo s a ik — 66, 906, 000 89,906,000 27,000,000
Vancouver Horer CompaNy LiMITED
3 T A BT A K NI 50 75,000 — 75,000
L R . N T s e $187,138,888 § 75,229,616 $262,368,504

SOURCE AND APPLICATION OF FUNDS FOR THE YEAR 1960

Source or Funps : s . :
Amount recoverable from Government of Canada in respect of deficit for the year (including
Amount recoverable from Government of Canada in respect of deficit for the year

(including $65,000,000 received on account prior to December 31, 1960).............. $ 67,496,777
Tnorense in Yong temm dobl. & & 5.5 5 5 T B Be Bo B T o 2o il o R I e 'S 141, 586,921
Pioninion for doprOeBEIDE., .o v im0 i i e o o S A R SR« S e e e e ooy SO 8L s 88,711,639
Issue of 490 DrofCITOl BEOBK. 1 5 .5 % . 51 h B o R 5o B e e S AT 5 s o B St e 21,096,001
R L R 58 i R s B e e . B L, OER R, B B 13,800, 990

TROEBL. ..o B oo sniiccovuanmmmrsonins sisosiolacn s s e nalecs o doomn e S g + SEDH e o $332, 692,328

ArpricaTiON oF FuNDs

ROl Ior the Wom:. . . . .. . .o 8 5 AT bl N+ . < St ovn v B v o BRI S il B 8 $ 67,496,777
Additions to property investment—Road and equipment.................. 164,823,139
Other physical properties.............. 7,789,445

—_— 172,612,584

Advances to Trans-Canada Air Lines. ..........cuueuneuieeisenetosenrsoaiisoeasanaesencs 74,000,000

Inerense in WOrKIOE SRPMBIE G .5 .6 5. 2. 8, L et 5 S Has T e B LR T 8 bk i 18,582, 967

1o DR | NS GRS NCOS s cat  A  T% 3 $332,692, 328
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INVENTORY OF RAILWAY EQUIPMENT
On Hand
Dec. 31, 1960

Motive Power Equipment............... Diesel Eleetric Units. .. ... i vs viwons s sand0ish 2,134

Electric Locomotives......................... 27

Steam Generator Units....................... 108

L OERL . e B e b b s s S SR R i el VSO D Deted duned 2,269

Freight Equipment...................... Box, Flat and Stock Cars..................... 82,818

Relrigerator Cars:- .. wvrovisvi sy 5,679

Gondola and Hopper Cars. ................... 24,139

Caboose and Other Cars...................... 1,757

BRI o Sl 13 R & B e S B i o 8k iy 550 5 S it H P S T AT 114,393

Passenger BEODPIOIE. < 3o oo o oW o m s lois e e e N Rl 887

Sleeping, Dining, Parlour, and Tourist......... 669

Baggage, Mail and Express.................... 1,436

Other Cars in Passenger Service............... 341

Eobals. coeian 28w JUSE AW sl SN Bl taskas S JAANUCL ERMRIT R R AT IR, 3,333

Work Ty T TTTY Unite-in work service. : - i sz comasssssesases 9,752

Floating Equipment..................... CAr FOIIHS. ..« o v s e s-vvns s g bamiwnmsmn s RS 8

T A R S s 13

Barges, Tugs ad Works: 5 £l ai b o SNET 13

L oy e e S e P P R OPRS R TR T 34

REVENUE TONNAGE BY COMMODITIES
Year 1960 Year 1959 Increase or Decrease

Tons Tons Tons o
ﬁncﬂlmral PrORUOES ST AR T s s ke s e han s 13,637, 537 15,111,452 1,478,915 9.8
M mals and Animal Products. .................. 761,707 749,557 12,150 1.6
BN i s e e e 28,076,013 30,636,330 2,560,817 8.4
PSSO IRBtEAT R T BRI R 8,772,268 8,664,543 107,725 1.2
anufactures and Miscellaneous. ................. 25,508,967 25,980,874 381,907 1.6
Xi)tal Carload Freight...........ccovveieeeeen... 76,846,492 81,142,756 4,296,264 5.8
less than carl frelght ...................... 842,434 892, t 5.6
Grand Total........ . aaiuasai™ sod dhaib 77,688,926 82,035,539 4,846,618 5.8




32 SESSIONAL COMMITTEE

PENSION TRUST FUNDS BAI;{\slgg%‘SSHEET AT DECEMBER 31, 1960

CURRENT ASSETS

COBB .+ v v b T T T ST T T T e TR RSN T S e TR $ 209,390
Accrued interest on investments...................ciiiiiiiiiiiiiiaaas 3,258,613
Accounts receivable—
Banks, Insurance and Trust Companies re Mortgages. .................. 207,053 $ 3,675,056
INVESTMENTS
Bonds—at amortized value (Market value $225,211,996)................. 255,498, 262
Mortgages—at amortizsed value. .................ccoiiiiiiiiiinniinnnnn 100,971,229
Stocks—at cost (Market value $22.878,088)\% Scw 2l sadl v okl a0 23,001,164 379,470, 655
CanapiaN NarmioNaL Ramwways
Acknowledged liability in respect of past service of employees. ....................... 325,000,000
$708, 145,711
LIABILITIES
CURRENT LIABILITIES
Accounts payable—
T T T L SRR - 4 S St YRR R $ 67,968
Canadian National Railways—current account = A 4,237,851 $ 4,305,819
RESERVE FOR PENSIONS
In respect of pensions in force and pensions accruing to active employees under the 1935, . e

ST T O P T i ol SN i e R S

Nore: The Reserve for Pensions includes the accumulated contribu-

tions of certain employees in service, with interest thereon, which are held

in trust under the rules of the 1935 Pension Plan as follows—
ARG Tret P05 om0t ione s s mansonisnsi sumonans s eosson $ 8,553,112
Supplemental Annuity Trust Fund...................ccoiiiiinn.. 2,151,182

$ 10,704,294

$708,145,711

L. J. Mills,
Comptroller

PENSION TRUST FUNDS STATEMENT OF RESERVE AT DECEMBER 31, 1960

Betoxy s At Detemibet BIETHB: . ... Sl hRatt | ot v e ein o e ms e e s sl el e A O $229,890, 244
ADDITIONS T0 RESERVE RESULTING FROM CHANGE IN METHOD OF FUNDING:
Unfunded liability in respect of past service, acknowledged by Canadian
T o e g oo (O SR s G e e $325, 000,000
Accumulated contnbutlona of employees in service at December 31, 1969,
T T e SN R Sy Sty e g R e L e i ey 117,707,883 442,707,883
672,598,127
ADDITIONS T0 RESERVE DURING THE YEAR:
Contributions from employees in service, less refunds on termination of
R e 18,842,542
Contnbut.lons R EREINAEN . .c.5 o 5. .ol 2 i e 0 T 3 Spole s s 20,357,055
Interest earned on contributions made by the Company and employees. . 15, 585,234 54,784,831
727,382,958
DEpUCTIONS FROM RESERVE DURING YEAR:
23,543, 066

I P e e e s L s o Tetersois Ao L6 B LR i e i

$703,839,892
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AUDITOR’S REPORT
To the Trustee,

Canadian National Railways Pension Funds.

I have examined the balance sheet of the Pension Trust Funds of the 1935, 1952 and 1959 Pension Plans of
Canadian National Railways at December 31, 1960 and the statement of reserve for pensions for the year
ended on that date. My examination included a general review of the accounting procedures and such tests
of the accounting records and other supporting evidence as I considered necessary in the circumstances.
my opinion, the accompa.nyin% balance sheet and related statement of reserve for pensions are properly
Tawn up so as to give a true and fair view of the state of the affairs of the Funds at December 31, 1960 and
of the results of their operations for the year ended on that date according to the best of my information
and the explanations given to me and as shown by the books of the Funds, and in accordance with generally
accepted accounting principles applied on a basis consistent with that of the %recedmg year, except for the
change in the method of funding of liabilities uader the Company’s Pension Plans as referred to in Note 4
System'’s consolidated financial statements. I further report that, in my %pmion. proper books of
account have been kept by the Trustee and that the transactions that have come under my notice have been
Within the powers of the Trustee.

J. A. deLalanne,
Chartered Accountant February 27, 1961

ACTUARIAL CERTIFICATE

This is to certify that, on the basis of the information made available to us, the Reserve for Pensions shown

In the Balance Sheet of the Pension Trust Funds of Canadian National Railways, amounting to $703,839,892

as at December 31, 1960, in our opinion, represented adequate provision for the accumulated liabilities of

the pensions then approved and in force and the pensions accrued to the above date in respect of employees
€n In service under the 1935, 1952 and 1959 Plans, excluding pensions granted under prior Plans.

gﬁﬁiﬂ Ri?.l. G?lorge, William M. Mercer Limited
Yy Yunnell,
Fellows of the Institute of Actuaries. Montreal, February 17, 1961

STATISTICS OF RAIL-LINE OPERATIONS

1960 1959
T
TRAIN-Mrves
Freight service. ... - 34,379,411 37,754,181
assenger service. . e 21,292,408 22,394,255
ork service............... 1,854,116 2,407,865
POt BrEn-ThT10. ... . v b <ipain o sss S b B AR a5 e s wlar ol 57,525,935 62,556,301
IﬂCOlgmwn-Mn.!:s
L T R RS i S S G 34,668, 264 38,171,798
assenger service........ 18,889,759 19,830,190
Train switching: Freight. 2,277,620 2,562,579
rain switching: Passenger. 56,924 ,210
switching: Freight... 15,150,381 15,945,034
Yard switching: Passenger... .. ......ouvnoneosssmsssesrnenenes 1,751,959 1,785,950
T L A 1,884, 559 2,504,057
ST Ly e e oy A e S SR 74,679,466 80,867,818
C“Flﬁlu:s
Freight Service:

EObded EIHETATE. . .. oo s v o e e e vhie v s sian 1,096,828, 191 1,169,701,119
mpty freight cars LS 640,637,859 641,428,080
assenger coach and combination cars i ,835, 585 4,187,391

i N S 12,905, 532 13,039,164
8D00SE CATS. ... eeeeennnnn.. S 34,694,729 37,798,300
1,788,401,896 1,866, 154,054

Passenger Service: ;

Loaded freight CATS. ... .. .......cuvnsesisssiscsinieienensnones 2,637,008 2,068, 552

BTUREY ATRIZIE CATB. ... i s v vs 2 sns's v s as's's e A s s o 174,313 196,205
assenger coach and combination cars........c.ocovieieiiiininn. 46,282, 768 47,495,183

SI?erz, parlor and observation Cars...........eceeireerainens 48,136,271 50, 662, 550
T R A RN Sl MRS, S R e A R 9,062, 681 8,562,967
T T N O O S R 3,913,225 4,153,329

Other cars (baggage and express cars, €£e.)...................... 88,302,987 89, 626,547

198, 509, 253 202,765,333

L NSRRI IR 4,391,784 5,042,176
L I N e P BT e M 1,991,302, 933 2,073,961, 563
AVERagy MiLEAGE OF ROAD OPERATED.........0ovvvieernnernnnnns 24,944.53 24,887.81

25453-2—3
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STATISTICS OF RAIL-LINE OPERATIONS (Continued)

1960 1959
FreigET TRAFFIC
Tons carried: Revenuefreight.................................... 77,688,926 82,035, 539
fRoNstnilen:Tovenue Rt & . o sUETE ST B8 BIE e e 34,011,491, 932 35,542,136, 785
i g s B e TR S bl e G M e i i TR $6.77332 $6.98773
i g S R e S T B L e S et $0.01547 £0.01613
A e e 8 et B (R I L s S i e 437.79 433.25
Ton-miles: Revenue freight per mileofroad...................... 1,358,680 1,423,304
Ton-miles: All freight per mileof road..................ccovuin... 1,400,758 1,473,014
Gross ton-miles of cars, contents and cabooses.................... 77,651,004, 764 81,242, 327,191
Net ton-miles of freight (revenue and non-revenue)................ 34,578,461, 593 36,422, 957,318
Train-hours in freight road service. ..............cooveuienene.n... ,663, 1,890,372
Gross ton-miles per freight trainhour.......................oou... 46,628 @
Average speed of freight trains (miles per hour)......... 4 20.7 20.0
Average gross load: Freight trains (tons)............... 2,256 2,150
Diesel unit miles per serviceable day (excluding stored) 204 215
PASSENGER TRAFFIC
Passengers carried.. . ... o5 12,023, 530 12,693,777
Passenger-miles. ...... - 1,201,314, 291 1,272,152, 625
Revenue per passenger............. $3.18734 $3.16544
Average passenger journey (miles). 99.91 100.22
Revenue per passenger mile. ...... o $0.03190 $0.03159
Passenger-miles per mileofroad.................. g 48,159 51,11
Percent on time arrival principal passenger trains................. 68.1 71.6
Diesel unit miles per serviceable day (excluding stored)........... 379 399
Ner Rarmway OpPERATING INcOME
Gross revenue per mileof road................ $27,787 $29,740
Gross railway operating charges per mile of roa o $28, 295 $29, 808
Net railway operating deficit per mileof road.................c..... $508 368

OPERATED MILEAGE AT DECEMBER 31, 1960

Trackage
Owned Leased Rights Total
First main trackinCanada...................... 23,010 36 195 23,241
First main track in United States................ 1,435 182 121 1,738
Tatal first AN BEROK: s s nv »eammn i 24,445 218 316 24,979
Otherranintrack. . San and s bl (005 a0 om oo 1,152 - 83 1,235
Spurs, sidings and yard tracks.................... 7,076 72 1,636 8,784

Fotal all tracksesaaiad vt oriand. S0 32,673 290 2,035 34,998
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COMPANIES INCLUDED IN THE CANADIAN NATIONAL RAILWAY SYSTEM

Cmdi&n National Railways Company
Canadian National Express Company
Canadian National Hotels, Limited
Canadian National Railways (France)
Canadian National Realties, Limited
Canadian National Rolling Stock Limited
C&nadysn National Steamship Company, Limited
C&B&d}an National Telegraph Company
Cﬂn&dgan National Transfer Company
Canadian National Transportation, Limited
The Canadian National Railways Securities Trust
e Canadian Northern Quebec Railway Company
e Cend:\ral Countif's R;ildway Company
rn Transport Limi
E%West Transport Ltd
Tﬂlplre Freightways Limited
C° Great North Western Telegraph Company of

a
The Minnesota and Manitoba Railroad Company
€ Minnesota and Ontario Bridge Company

Montalta Holdings Limited

Montreal and Southern Counties Railway Company

Montreal Fruit & Produce Terminal Company,
Limited

The Montreal Stock Yards Company

The Montreal Warehousing Company
Mount Royal Tunnel and Terminal Company,
Limited

The Quebec and Lake St. John Railway Company
Sydney Transfer and Storage Limi

Wacos Holdings Limited

Yukon Telephone Company Ltd.

Central Vermont Railway, Inc.

Central Vermont Transportation Company
Duluth, Rainy Lake & Winnipeg Railway Company
Duluth, Winnipeg and Pacific Railroad Company
Duluth, Winnipeg and Pacific Railway Company
Grand Trunk-Milwaukee Car Ferry Company
Grand Trunk Western Railroad Company

In addition, the property of the Canadian Government Railways is entrusted to the Canadian National

way Company as part of the System.

25453-2—33
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TALLINWNOD TVNOISSES

Surplus or Average

Taxes Deficit Freight Revenue Hourly

Net Rents and before Surplus Freight Revenue Revenue per Average Earnings

Operating Operating Operating Other Fixed Fixed or Revenue per Ton Passenger Passenger  Number of per
Year  Revenues Expenses Revenue Income Charges Charges Deficit Ton Miles Mile Miles Mile Employees Employee
Thousands Thousands The d Th d Thc d Th ds The d Millions [ Millions ¢ $

1936 $186,611 $171,478 $ 15,133 $ 6,264 $ 8,869 $52,172 843,308 14,814 .982 831 2.048 83,506 .590
1937 198,397 180,789 17,608 6,684 10,924 53,270 42,3846 15,165 1.014 953 1.987 84,363 613
1938 182,242 176,175 6,067 6,929 862 53,452 64,314 14, 505 .964 892 2.030 79,940 .653
1939 203, 820 182,966 20,854 7,461 13,393 53,488 40,095 17,084 .038 875 2.035 81,672 . 652
1940 247,527 202, 520 45,007 8,667 36,340 53,305 16,965 21,532 .904 1,125 1.929 86,366 . 650
1941 304,377 237,769 66,608 9,430 57,178 53,162 4,016 27,200 .881 1,762 1.810 95,362 . 682
1942 375, 655 288,999 86, 656 9,923 76,733 51,670 25,063 31,729 .909 2,708 1.784 100, 651 730
1943 440,616 324,476 116,140 28,311 87,829 52,190 35,639 36,327 . 804 3,619 1.848 106, 893 .763
1944 441,147 362, 547 78,800 5,009 73,501 50,474 23,027 36,016 .893 3,607 1.888 108.278 .827
1945 433,773 355,204 78,479 4,713 73,766 49,010 24,756 34, 600‘ 915 ‘ 3,338 1.953 110, 591 .832
1046 400, 586 357,237 43,349 5,626 37,723 46,685 8,962 30, 812 .975 2,289 2.190 109, 809 . 898
1047 438,198 397,123 41,075 11,034 30,041 45,926 15,885 32,945 1.040 1,845 2.332 112,801 927
1948 491,270 464,740 26,530 13,721 12,809 46,342 38,588 32,943 1.195 1,755 2.368 115,395 1.064
1949 500,723 478,501 22,222 15,633 6,589 48,632 42,048 30,922 1.276 1,621 2.671 116,057 1.104
1950 553,831 493,997 59,834 15,673 44,161 47,422 3,261 31,988 1.394 1,408 2.834 116,347 1.133
1951 624,834 580,150 44,684 11,539 33,145 48,177 15,082 36,435 1.369 1,611 2.947 124,608 1.294
1952 675,219 634,853 40,366 14,809 25,557 25,415 142 38,430 1.397 1,635 2.964 131,297 1.425

1953 696, 622 659,049 37,573 7,953 29,620 29,376 244 36,678 1.509 1,539 2.984 130,109 1.525




1954 640,637 626, 465 14,172 10,403 3,769 32,527 28,768 32,882 1.529 1,472 2.973 122,237 1.550
1955 683, 089 629,013 54,076 10,354 43,722 33,004 10,718 35,677 1.511 1,464 3.001 119,430 1.560
1956 774,801 703,304 71,497 13,637 57,860 31,783 26,077 41,935 1.461 1,501 3.0564 126, 639 1.645
1957 753,166 734,556 18,610 11,211 7,399 36,972 29,673 36,674 1.601 1,499 3.124 124,620 1.716
1958 704,947 700,021 4,926 9,996 5,070 46,521 61,691 35,077 1.554 1,269 3.270 113, 086 1.798
1959 740,165 720,822 19,343 14,133 5,210 48,798 48,688 35,542 1.613 1,272 3.159 111,538 1.905
1960 693, 141 685,794 7,347 13,821 6,474 61,023 67,497 34,011 1.547 1,201 3.190 104,155 1.945
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Perhaps Mr. Chairman if I may make a short preliminary statement on
this, you remember that last year for the first time we made a screen presenta-
tion of the charts which dealt with our capital and operating budgets, to show
you the highlights of some of the capital and investment planning and the
yardsticks of performance. The committee were kind enough to indicate in its
report that it was pleased with the form of presentation. However, this year
we have come to the conclusion that the one we now offer is a more con-
venient form, and after consultation with the chairman, I understood that you
feel that it would be appropriate for each member of the committee to have the
charts in front of him. We have adopted the suggestions, made following last
year’s meeting, from several members of the committee, and we have altered
this form of presentation so you will not have to worry about trying to follow
the charts on a screen.

These charts are for your information, and of course you may retain them
so that you can make any notes you like on them as you go through them.
Perhaps as I go along if you would prefer to ask some questions on them,
you could do so, or you may wait until we complete them. I will try to deal
with them in any way you like.

I have here Mr. J. D. Wahn, who is our general Economist, and Mr. Lorne
Hewson, who is the Chief of Canadian National’s Budgets and Statistics Depart-
ment. They will follow the discussions on a large form of the charts so that
they can point out any of the particular lines I may be mentioning. It is the
same chart exactly as the one you have in front of you. If there is any point
they think is particularly significant, they will point to it with a pointer.

The first group of three charts depicts the trends in our traffic related
to the Gross National Product and the Canadian transportation market. The
second group of four charts is concerned with 1960 operations and how they
related to the decline in traffic which occurred; and the third group of nine
charts refers to the 1961 capital and operational budgets. The last group also
includes certain highlights of our capital expenditure programmes as well as
developments in our rail head and piggyback operations.

Now if you will please turn to chart number one in your book.

This chart is headed: Gross National Product and CNR-System Revenue
Ton Miles

Chart No. 1 shows the postwar growth in the economy as measured by
Gross National Product in constant (1949) dollars and the trend in C.N.R.
ton-miles. During the period 1946 to 1960, G.N.P. in 1949 dollars increased from
$15.3 billion to $25.4 billion or by about 66 per cent. This represents a com-
pound annual rate of increase of 3.17 per cent.

Historically, the C.N.R. ton-mile curve, shown on the lower graph of
Chart No. 1, has tended to reflect the growth of real output in the country.
However, since the end of World War II the economy has grown at a more
rapid rate than the demand for our railway services. One reason for this is
that certain industries which do not use railway services have expanded very
rapidly during the postwar period. For example, the service industries which
include such activities as education, health, and recreation, have expanded
rapidly in recent years. Those industries providing financial, legal and other
business services have also expanded greatly.

The major reason why our volume is growing at a less rapid rate than
G.N.P. is because of increased competition from other modes of transportation.

You may now turn to chart number two.
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Chart number two is headed: Share of the Transportation Market—Canada

The purpose of this chart is to show traffic trends for the various media
9f transportation engaged in the freight and in the passenger business operat-
Ing principally on Canadian territory. Data for 1960 are not yet available. The
1959 data were only published or made available in February of this year.

There is usually about a year’s lag in the statistical availability.

The left hand side of the chart reflects postwar developments in the freight
Fl‘ansportation market. The height of each of the three bars on the left side
Indicates the total output measured in revenue ton-miles of all transportation
modes for the years 1946, 1958 and 1959. With respect to the two most recent
years, the recovery of the economy in 1959 from the economic adjustment of
1957-1958 was accompanied by an increase in total transportation ton-miles
of almost five per cent in 1959 compared to 1958.

The railroads’ output in ton-miles increased in absolute terms by 2.4 per
cent, but despite this the railways’ share of the total freight market continued
its decline in 1959 as a result of a relatively larger absolute increase in output
by competing modes of transportation. The absolute increase in water trans-
Portation ton-miles of 14 per cent not only resulted in an increase in its share
of the market, but also caused a slight decrease in the shares of highway
transport and oil pipe-line systems.

In spite of a considerable absolute gain in ton-miles, air transportation’s
output is still less than one-tenth of one per cent of total freight transporta-
tion output and therefore does not appear on the chart.

The main conclusions to be drawn from the left side of the chart are that
during the postwar period the total freight transportation market has expanded
by about three-quarters, but the railways’ share of this market has declined
to the advantage of road transportation and oil pipelines. The share of the
Mmarket handled by water carriers has also shown an increase.

The right hand side of this chart shows intercity passenger-mile estimates
for rail, air and passenger automobiles (obtained from the Dominion Bureau
of Statistics) and bus-passenger-miles (calculated by the Railway Association
of Canada). Again, the height of each of the three bars represents the total
of estimated passenger-miles for 1959, 1958 and 1948, the last being the earliest
Year for which estimates for the competing modes of passenger transportation
are available. In 1959 total passenger-miles increased by three billion or almost
Seven per cent as compared with 1958 and thus continued a year to year unin-
terrupted growth trend since 1948.

The railroad’s share of the passenger transportation market continued to
fiedine. In 1958 the railroads accounted for 5.7 per cent of the market, but
In 1959 this was reduced to 5.3 per cent. The decline in the bus share appears
to follow the same general trend as that experienced by the railways. The
Shares of passenger-automobiles and air transportation increased again in
1959, continuing the long-run upward trend of the postwar period.

That is all T have to say about chart No. 2.

We will now turn to chart No. 3.

This chart deals specifically with C.N.R. freight commodity traffic in
19_60- Total revenue tons carried during last year amounted to about 78
ﬂ}lllim tons, which is indicated by the height of the bar on the extreme right
Side of the chart. In 1959, 82 million tons were handled and thus freight
Offered for transportation by C.N.R. customers during 1960 was 5.3 per cent
€S8 than in the previous year.
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You will be interested in the sectors of our traffic which showed increases
or decreases in 1960 as compared with 1959. Slight tonnage increases were
obtained in the animal and animal products, and in the forest products com-
modity groups, which are represented by the first two bars. However, these
increases of two and one per cent respectively were more than off-set by
substantial decreases in the agricultural products, mineral products and
manufacturers and miscellaneous commodity groups. Decreases in these last
three groups, which are clearly noticeable in the next three bars, amounted
to ten, eight and two per cent.

The decrease in agricultural products traffic reflects mainly a drop of
roughly 12 per cent in Canadian grain exports in 1960 as compared with
1959. In the mineral products group our decline in traffic coincides with a
considerable decline in 1960 iron ore production in Canada, which when com-
pared with 1959 on the basis of preliminary data amounted to a fall of more
than 12 per cent. Ontario iron ore especially is carried to a large extent by
Canadian National. A fall of nine per cent in coal imports in 1960 as compared
with 1959 undoubtedly was of major influence on our sharp decline in coal
and coke traffic. The decline in traffic of manufactured and miscellaneous
products reflected easier conditions in the economy and stiff competition from
competitive media.

We now have chart No. 4, system freight revenues.

The first group of charts gave an outline of general economic trends
affecting transportation. We now propose to present a series of four charts
which will deal with the impact of 1960’s economic conditions on our opera-
tions and show how we reacted to the decline in revenues which occurred.
Our annual report records that in 1960 we sustained a loss in total revenues
of $47.0 millions compared with 1959. If you will glance for a moment at our
consolidated income statement on page 19 of the annual report you will see
that, with the exception of freight services, the increases and decreases between
1959 and 1960 in the various railway operating revenue categories tend in the
overall to balance out. Freight services are our most profitable source of
revenue. As you know, the MacPherson commission has recognized that on
balance we lose money on passenger operations. A decline in our freight
business, therefore, tends to have a more than proportional adverse effect on
our net position because freight revenue helps carry part of our passenger
deficiency. Although there was some evidence earlier in the year of a slackening
in economic activity, it was not until July that we became convinced that
business was not going to recover sufficiently to make up our freight revenue
shortfall.

Chart 4 provides a picture of how the loss in freight revenue occurred.
The black rectangle at the bottom of the chart represents our actual 1960
freight revenues of $526.2 million as indicated along the arrow at the right.
This freight revenue was derived from carrying 34.01 billion revenue ton miles
(shown at the bottom of the rectangle) at an average price of 1.5472 cents
(shown on the left of the rectangle). By comparison, in 1959 we carried 35.54
billion revenue ton miles at an average price of 1.6128 cents which, as the
arrow at the right indicates, grossed us $573.2 million.

In our 1960 budget (represented by the top rectangle) we anticipated a
freight traffic increase to 36.08 billion revenue ton miles at a slightly lower
average price of 1.6054 cents. As the arrow at the right shows, this volume
would have brought in gross revenue of $590.8 million. We were looking for
an increase in 1960 of 1.26 billion revenue ton miles which at the 1959 unit
revenue of 1.6128 cents would have returned additional gross revenues of
$20.3 million. On the unit price side, we estimated that there would be a
decline of .0075 cents due to a deterioration in our traffic mix about which I
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will say more later on. We calculated that this unit price decline would cost
us $2.7 million in potential revenue. In summary, starting from our 1959
actual revenue of $473.2 millions, we anticipated a volume increase in 1960,
based on 1959 prices, which would have brought us a further $20.3 millions.
We also expected that a deterioration in our traffic mix would bring about a
reduction in revenue of $2.7 million. By a process of addition and subtraction
from our 1959 revenue you can see that these steps lead to our 1960 budgeted
revenue of $590.8 millions.

Now let us see what actually happened. Instead of increasing by 1.26
billion revenue ton miles our traffic declined 1.53 billion revenue ton miles
(from 35.54 billion revenue ton miles in 1959 to 34.01 billion revenue ton
miles in 1960). In terms of gross revenue, instead of being paid an additional
$20.3 million for an increase in volume, we lost $24.7 million due to the
decline. On the price side, instead of an average decline from 1.6128 cents per
Trevenue ton mile to 1.6054 cents, our mix deteriorated to such an extent that
We realized only 1.5472 cents per revenue ton mile. Again in terms of gross
Trevenue, this meant that instead of losing $2.7 million from mix deterioration,
we lost $22.3 million.

The $47.0 million decline in freight revenue in 1960 compared with 1959
Was thus for two reasons; first, a decline in freight volume of 1.53 billion
revenue ton miles which lost us $24.7 million of revenue (shown as the vertical
Piece on the right-hand side of the 1959 rectangle) and second, a further
$22.3 millions loss of revenue (shown at the top of the 1959 rectangle) due
to a decline in our average revenue per ton mile between 1959 and 1960 of
.0656 cents.

Basically our costs are geared to the production of ton miles. However,

ecause the railway is an industry with a high content of constant costs, we

have limited flexibility in the short run to adjust to a declining work load.
Moreover there is even less we can do to reduce costs in response to a drop
In average revenue per ton mile, if we are required to handle about the same
work load.

In chart 5, coming up next, we will look more closely at average revenue
and the question of mix that I referred to earlier.

In order to give you some insight into why our average revenue per ton
mile declined from 1.6128 cents in 1959 to 1.5472 cents in 1960 it is necessary
t<_) look in detail at our traffic “mix”. By traffic “mix” we mean the combina-
1_210n of thousands of different types of commodities which were moved, the
Individual distances they were hauled and the particular rates which applied
In each case. When dealing with freight revenue results two measurements
n{ay be used, revenue per ton mile and revenue per ton. While they are not
directly interrelated, both will react to changes in the traffic “mix”. With our
Present freight statistics we are able to provide a more explicit chart through
€Xamination of revenue per ton.

Chart 5 will show you in terms of dollars per ton what happened to our
traffic “mix” in the last year. It gives the distribution of our total freight
Tevenue divided into increments of 50 cents per ton from $1 per ton to $30
and more per ton according to the percentage of total traffic which moved at
More than the unit revenues listed along the bottom of the chart.

The black stepped outline represents the unit revenue distribution of
1959’5 freight traffic. The light grey blocks above the black outline show 1960
Percentage increases over 1959 in each 50 cent group. The dark grey blocks
Show percentage decreases during the same period. For example, looking at the
left side of the chart you can see that in 1959, all of our traffic returned us at
€ast $1.00 per ton, 89 per cent moved at more than $1.50 per ton, 78 per cent
at more than $2.00 per ton and so on. It is interesting to note further down
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the graph to the right that 3 per cent of our traffic moved at more than $24.00
per ton. These unit freight revenues, of course, reflect both the types of com-
modities moved and the length of haul. )

Looking from the $8.00 point on the bottom line in this chart in 1960,
it is apparent that we made relative gains in low-revenue traffic, as shown by
the preponderance of light grey blocks at the left-hand side of the chart. To
the right you can see from the large number of dark grey blocks that we lost
traffic at the high-value end of the scale. For example, in 1960 42 per cent of our
traffic moved for more than $5.00 per ton compared with 48 per cent in 1959.
Looking at random across the chart, 18 per cent moved at more than $10.00
per ton in 1960 as against 22 per cent in 1959. Both these examples illustrate
the 1960 relative increase in the handling of low-revenue traffic. As you go
further along 29 per cent moved at more than $9.00 per ton in 1959 and only
26 per cent in 1960. 3 per cent moved at more than $24.00 per ton in 1959
Compared with 1 per cent in 1960. The impact of this type of change in our
traffic mix from higher to lower average revenue per ton can be readily
appreciated if you consider, that in any year, the loss of 1 per cent of our
traffic at $24.00 per ton has the same effect on total revenues as a loss of 12
per cent at $2.00 per ton.

The net effect of these changes in mix has been to produce a decrease in
our average revenue per ton of 22 cents, going from $6.99 in 1959 to $6.77 in
1960. This change in mix when adjusted for the small change in average haul
accounts for $22.3 million in loss of freight revenue for which we did approxi-
mately the same amount of work as last year.

We now come to consideration of our 1960 operating expense per-
f-OI'mance. Being a high constant cost content industry, the railway is limited in
its ability to react quickly to a decline in work load. However, let us look at
What we were able to do in 1960.

Chart 6 plots the relative changes in our railway operating expenses
against the percentage decline in revenue ton miles from 1959 to 1960. The
light grey backdrop depicts the traffic volume decline of 4.3 per cent in revenue
ton miles. The three top heavy black bars, superimposed on the light grey

ackdrop, show the relative improvement that we were able to effect in railway
Operating expenses to counter the decline in our revenue work load.
Depreciation, which does not vary with volume changes from year to
Year, has been eliminated from the three top bars, so that what is left is a
Pure picture of the change in our expenses that tend to vary with volume. At
€ right side of the chart the actual amounts of the decreases, as depicted in
€ respective black bars, are shown. These changes are tied in with the items
at do not vary with volume in the short-run, and we are finally brought down

o the total decrease of $35 million in our operating expenses, as shown on

Page 2 of the annual report. The bottom bar on the chart plots the percentage
€Crease represented by the $35 million decline in operating expenses, against
€ relative drop in revenue ton miles. This bottom bar shows what we did in
€ way of controlling operating expenses in the over-all in the face of the
ecline in volume which occurred.

You will note that all our controllable expenses were reduced relatively
at least as much as our 4.3 per cent decline in revenue ton miles. We reduced
Toad maintenance expenses by 6.3 per cent, equipment maintenance by 4.3
pe_r cent and transportation expenses by 4.7 per cent. We were able to accom-
Plish these reductions in 1960 as a result of productivity dividends realized

-om mechanization of road maintenance methods, dieselization, siding exten-
Slons, Centralized Traffic Control and other capital improvements. Also when
We began to get some fairly firm indications of the magnitude of the 1960
traffic decline, certain of our road maintenance capital programs, such as
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installation of crushed rock ballast, were replanned to spread them out over a
longer period of time thus reducing the impact of the operating expenses which
accompany these programs. In addition, during all of 1960 we kept a very close
eye on expenses generally to head off any increases that were not absolutely
essential to the conduct of our operations.

In total then, as shown in the bottom bar of the chart, our operating
expenses, including depreciation and all other operating charges, were reduced
4.9 per cent. This reduction, totalling $35 millions, was sufficient to more than
offset the revenue erosion due to loss in volume and went nearly halfway
towards offsetting the effect of the .0656 cents decline in unit revenue to which
I referred when we were looking at chart 4.

RECONCILIATION OF 1959 AND 1960 DEFICITS

You will recall that when we were looking at chart 6 I referred to the
relatively high constant cost characteristic of the railway industry and the
restraint that this places on the railways’ ability to respond in the short-run
to a decline in traffic. We dealt with the adjustments that we were able to
make in operating expenses to meet the 1960 traffic decline and chart 7 sum-
marizes the relative impact of all the factors in play, including fixed charges,
which led to the increase in our 1960 deficit over 1959.

Starting at the left-hand bar on the chart, the level of our operations during
1959 produced a deficit of $43.6 millions which can be attributed in full to dis-
abilities recognized by the MacPherson commission. Adding the adverse factors
and subtracting the favourable ones produces the 1960 position shown on the
bar at the right side of the chart. You can see that we were able, by trimming
€Xpenses and increasing productivity, (in the third bar from the left) to counter
$35.3 million of our revenue erosion leaving us $11.7 million short of meeting
the actual revenue decline of $47 millions. To this $11.7 millions must be added

7.3 millions of increased fixed charges because we had to refinance, at higher
rates, earlier loans which matured in 1960. A further increase of $4.9 millions
In fixed charges represents interest on new borrowings. The result of all these
factors is an increase in our deficit in 1960 compared with 1959 of $23.9 millions.
This amount, you will observe, corresponds very closely to what we lost due to
the decline in our unit freight revenue which came about in consequence of
the deterioration in our traffic mix.

The next series of charts is concerned with the 1961 capital budget, and
I am wondering, Mr. Chairman, if this would not be a good place to retrace
our steps on the annual report, as this next part would take us right into our
Capital budget.

The CHAIRMAN: I think the charts thus far are really dealing with the
annual report.

Have the members any questions to ask in reference to the report?

Mr. BRooME: Mr. Chairman, I would like to ask a couple of questions in
Connection with the charts.

On chart No. 4, it says: “1960 actual—$526.2”. Mr. Gordon referred us to
Page 19, and the freight services for 1960 was $542 million. I wonder if Mr.
Gordon would explain that.

The CHAIRMAN: What page are you referring to?
Mr. BRooME: Chart 4, and page 19.
The CHAIRMAN: Page 19 of the annual report?

Mr. BrooMmE: Yes, where it shows railway operating revenues, 1960 and

1859. I could not reconcile the two figures, and I would like you to explain the
25453-2—4
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discrepancy. Unless I am mistaken, it is my understanding that the 1960 freight
revenues, actual, are $526.2 million on the chart, and on the statement it is
$541,908,517. .

Mr. HEwWSON: The chart deals with revenue from freight alone, whereas

the annual report gives the revenue from freight services, which includes
Switching charges, elevators, icing, and that sort of thing. That accounts for the
difference.
: Mr. BRooME: Then, on chart 5, would these figures include all revenue
Income or do they refer only to rail income and leave out your truck piggyback
Income? In other words, I am wondering whether the decline in the higher
levels could be because of switching all your traffic to trucks.

Mr. HEwsoN: This is rail freight.

Mr. BrooME: Well, then, some of this reduction in your higher-priced
Commodities in regard to freight rates could well be because of an internal
Switch from rail to your own trucking system?

Mr. GorbonN: No. There would be very little of that. However, freight
revenue includes piggyback traffic. It includes piggyback carriers, but does not
Include truck carryings as such, and the amount of our truck carryings would
Not affect the figures very much.

Mr. BrRooME: You have said, Mr. Gordon, that this is attributable to what
You have described as a change in traffic mix. Would there be some part attribu-
tabl? to a reduction in the rate? In other words, were some of the commodities
Carried at lower rates?

Mr. GorboN: That could be, yes. And, it may also be representative of
Some agreed charge arrangements for example.

Mr. BRowNE (Vancouver-Kingsway): And, also your competitive rates?

Mr. GorboN: And competitive rates.

Mr. BRowNE (Vancouver-Kingsway): They may have been competitive,
_‘"md_ it would not necessarily mean that traffic was lost to the railway, but that
1t simply had to be carried at a lower rate?

Mr. Gorpon: Yes.

. Mr. HornNErR (Acadia): And that could have brought about a reduction
In the $11 or $10 rate, and caused some of the increase in the $7 or $8?

. Mr. GorpoN: Yes. What I was trying to say was that it was the traffic
Mix, as such, that caused the significant changes. These items you mentioned
Would be included in it, but would not affect the trend line to the same extent.

Mr. BrRooMmE: I have one other question on chart No. 7.
Mr. CreagHAN: I have a supplementary on chart No. 5. I am wondering

it you could look at chart No. 5 and see any evidence of the Freight Rate
eduction Act. Has it had any effect on the drawing on the big board?

d Mr. Gorpon: That would not affect it. The Freight Rate Reduction Act
08s not affect what we get for carrying the traffic. It is not a subsidy, but a
Payment for part of the freight rate.

Mr. CREAGHAN: Is the payment authorized by the board of transport
fOmmissioners and received by the C.N.R. allocated to the particular type of

traffic?
Mr. Gorbon: Oh, I see.what you mean.
Mr. CreaGHAN: Or, does it go into general revenue?
Mr. Gorpon: It would be treated as part of the freight collections.

There is one other factor I thought about while you were talking. I am

1ot sure about the timing. However, I understand there is about a three months’
25453-2—4&
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time lag, so the revenue would be taken up in the amounts to the extent we
had actually received it.

Mr. CREAGHAN: And, if it has been in existence a full year, you are all
right?

Mr. GORDON: Yes.

Mr. ForBES: Does that apply to all classes of freight, or just to what the
subsidy applies to?

Mr. GorpoN: Yes. What I am saying is that the payments we receive are
taken up as freight revenue regardless of who pays the actual freight, the
shipper or the government.

Mr. SmrTH (Simcoe-North): I have a question relating to chart No. 2,
and the last line on the first page of the annual report, where it says that the
increase in certain shipments was more than offset by the movement of grain
and grain products. Do you have any figures as to whether or not the decline
in the movement of grain products took place mostly east or west of Fort
William and Port Arthur. The thought I have in mind is what effect the
development of the seaway and the bulk carriers in the Great Lakes had on the
movement of grain, and whether you lost most of your grain shipments east
of Fort William.

Mr. GorpoN: I am sure that we have that breakdown here. Have you the
east-west breakdown?

Mr. TooLE: Just the west.

Mr. GorooN: Well, if the west went up relatively, we will know the east
went down.

Mr. TooLE: The western region grain, in tons, went up slightly.

Mr. GOorpoN: I do not think that I can answer that question precisely.
We have a record showing that our western region carryings, that is, the root
grain to which the Crownsnest pass rates applied, declined over the year;
but I do not have the eastern figures over the year.

Mr. SMITH (Simcoe North): I would be interested to see whether the
decline was greater in the eastern region.

Mr. GorpoN: I am not sure about that. I would not like to commit myself.
My impression is that it did change, but I would like to have a look at it and
let you know.

Mr. FisHER: Your agreed charges continued to increase in number this
past year?

Mr. GorpoN: Yes, they did.

Mr. FisHER: Your running times of your trains continued to increase dur-
ing the past year?

Mr. Gorpoon: ‘“Your running time continued to increase?” Do you mean
running longer?

Mr. FisHER: Decrease. You put more traffic over the road faster.

Mr. Gorpoon: Yes, that was our experience.

Mr. F1sHER: You have been designing general improvements in your yards

and in your traffic service handling, that is, the administrative handling of
traffic, in the past year or two?

Mr. Gorpon: That is correct.
Mr. FisHER: With all these changes, it would seem to indicate you can give

a b.ettef' and faster service and that you are getting in effect more tied traffic
which is probably in the higher revenue group.

I cannot upderstand why we have had this drop as indicated in chart five,
of the higher income traffic. Why are you losing in this area when all your



RAILWAYS, AIR LINES AND SHIPPING 53

trends in the last few years would lead one to think you could recapture some
of that traffic from your competitors?

Mr. Gorbon: Well of course I do not think you can take that kind of
Comparison from it. To answer your question properly we would have to see
What our competitors have done, too. In other words, we would have to know
the total transportation market. As there was a very substantial decline over
t}}e past year, there is less traffic to share. The question is whether this in-
dicates that our decline was more relatively down than our competitors’. I can
not answer that at the moment.

Mr. FisHER: Could you give us any indication statistically that the amount
of Mmoney which is being poured into these changes is going to be justified, when
J€Te is an indication that despite these changes the loss in high revenue traffic
IS Increasing?

Mr. Gorpon: Yes, I have a general statement on our financial position. I am
Not sure that it is wise to take the time to deal with it right now. However, I
fan give you one figure that comes to mind, and I can deal with this subject
In more detail later. Take, for instance, the advantages of our dieselization
Program alone. I can trace right now, from the benefits of efficiency produced

Y_ diesel locomotives that we have effected savings at a rate of roughly $100
Million per year. That is one answer to your question. There are others, but
that is one example. The short answer, the better answer, I think, is to say
that if we had had the traffic volume that we confidently expected we would be
able to show a surplus. In other words our plant is built and ready to handle
2 much larger volume than we got last year or than we are expecting this year
91'_ that matter. Our volume depends to a large extent on general economic con-
itions, if those conditions improve sufficiently we will get the traffic on which
We based our capital expenditure program.

Mr. FisHErR: This is surely the crux of your capital spending program.
If this is just a one year matter—fine; but how can we look at the picture
In the last three or four years, and not assume that this may be developing
Into a permanent characteristic?

Mr. Gorpon: That is a matter of opinion. I do not think anyone can be
Precise about that. I, myself, speaking purely personally, retain a stubborn
confidence in the future of Canada. I believe Canada will develop and as it

€velops I think it follows that the economic factors of that development will
€nefit transportation as well as other things. Of course, when one is planning
Or capital expenditure on the railroad particularly, where you have to deal
1th long term expenditure, you cannot spend capital moneys for next year’s
traffic only. You have to build the railway plant on the basis of 10 or 15
Years ahead, and perhaps in some cases for longer than that. We have lots
of €quipment with a depreciation life up to 33 years. Therefore, we have to
€ calculated risks in regard to the size of what I might call our plant, and
k? (Iiﬂant I mean our whole operation—equipment, roads and services of every
nd.

Mr. FisHER: Are the changes you are making, for example in your traffic
al'rangements, in your agreed charges, in your new yards, in the central
traffic control changes, these general speed-ups—are they increasing or de-
Creasing your flexibility in so far as operation expenses are concerned?

Mr. Gorpon: They are very much increasing our flexibility and making
US ready to respond to an upsurge in traffic quickly.

Mr. FisHer: What about the response to a downturn such as that?

Mr. Gorbon: That is a more difficult question. Capital expenditures have
to be made on the basis that higher constant cost will likely be involved.
I'IOWever, we can be more flexible on the matter of equipment because we can
8¢t equipment built pretty quickly. But if we build a roadbed; if we build
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a rail line or if we establish a freight shed, we have to make certain assump-
tions in regard to basic costs. If the traffic does not eventuate, then we have
either overbuilt or underbuilt. Our experience has been, during my time with
the railway, that generally speaking the tendency had been to underbuild.
Therefore we were faced with a very difficult situation at the end of world
war II, at the commencement of 1950, and in proceeding with our capital pro-
gram. However, as I said at the beginning, I have a complete statement on
which I burned a lot of midnight oil, and, with the pride of authorship I would
prefer to give it as a proper presentation rather than piecemeal, if that would
be satisfactory?

Mr. FisHER: There is one last question. Have you any information which
you can provide for us in chart form on this point I am about to mention? In
your budgeting of the change in your operations and your attempts to cut
down on your operating expenditures, how has this affected employees and
employment?

Mr. Goroon: Yes, I think we can show that. I do not know what you
mean by “chart form”. Let me see if I have got your question correctly. You
say you want to know what our capital program—

Mr. FisHER: Let me start with the final point. I am interested in your
reaction to a decline in traffic, obviously going to mean less work for employees.

Mr. GorponN: Yes.

Mr. FisHER: I would like to see that charted somehow in relation to the
information you have given us in chart six, for example, which shows, it
seems to me, your adjustments to that. In other words, it is quite simple. I
want to know how the employees were affected by your response to changing
conditions.

Mr. Gorpon: Well, I can give you figures on that. I think I see what you
are getting at and I would like to think about how those two things can be
put together. I could give you this.

Mr. CHEVRIER: Mr. Chairman, I have some questions on that which I was
reserving for the consideration of the report. I do not know whether it is
intended to go into the charts or the reports at this time.

Mr. FisHER: I am sorry. The question grew out of the way I started and
I am quite willing to let it go and come back to it later.

Mr. McPHILLIPS: I have some questions on this first item, marked “finan-
cial results” on page 3 of the report. You recite there in the third paragraph
this reduction of $35 million in operational expenses, which is a highly com-
mendable accomplishment. I am wondering if the saving of $10.2 million in
pension claims is included in that?

Mr. GorpoN: Where do you get the saving of $10.2 million?

Mr. McPHiLLiPs: Page 12.

Mr. GorpooN: If you turn to the statistical pages, page 19, I think it is
displayed more clearly.

Mr. McPHILLIPS: I want to ask these questions. I have asked a question,
does it include the saving which is shown in page 12, in the fourth paragraph,
under the heading “Pension Funding”, which states:

This resulted in a reduction of $10.2 million in pension costs charged
to 1960 operations...

Mr. Goroon: Yes, I will show it to you if you would not mind turning to
page 19. This shows our consolidated income statement. You will observe that
the $35 million to which reference is made there is shown in the two figures
between 1959 and 1960. In 1959 the total was $720 million and in 1960 it was
$685 million. The reduction in the pension costs is shown between the two
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figures, headed as “general”. You see that in 1960 the general expenses were
$47 million and in 1959 they were $58 million. Therefore, the answer to your

Question is that the $10 million in pension costs is part of the $35 million
reduction.

Mr. McPHILLIPS: Very well. The other question I wanted to ask is this.
We are dealing in this “financial results” paragraph with revenue ton-miles
received and you stated a moment ago in answer to a question by Mr. Fisher
'fhat if you had the volume everything would be all right, so to speak. But
if you have the volume, and have agreed charges, you are not getting the
return that you might get; the volume will not do you.

Mr. GorpoN: Oh yes, because we do not make any agreed charge—and I
ow now I am making a controversial statement at once—we do not make
any agreed charge that we do not make money on.
Several Hon. MEMBERS: Oh, oh, oh.
An Hon. MEMBER: You are really leading with your chin.

. Mr. Goroon: The reason for agreed charges from the railway point of
view is to hold traffic to the railways which we feel we would otherwise lose.

herefore, when we add the second point that we are prepared to satisfy
ourselves that any rate which we quote in an agreed charge will give us a
Profit, then it is obvious that benefits flow to our income.

Mr. McPHILLIPS: But you are in effect saying that all your agreed charges
are compensatory?

Mr, Gorpon: That is right.
Mr. McPHILLIPS: But they might be compensatory to a very slight degree?
Mr. GorpoN: True but, even a nickel is better than nothing.

Mr. McPHILLIPS: I agree; but you seem to think if you had the volume
You would be all right. What I am saying is that if you have the volume
You are still not all right if the profit is too low.

Mr. GorpoN: It is a question of getting more volume, is it not? If we get
enough volume and given enough margin of profit, we will be all right.

Mr. McprILLIPS: But you might not have a large margin of profit out of
these agreed charges?

The CHAIRMAN: If you have that margin and a greater volume, you could
do with a lesser margin.

Mr. BRowNE (Vancouver-Kingsway): On the one point of agreed charges
and in connection with what Mr. McPhillips has said, I heard some mention
made here on two or three occasions that agreed charges do not in fact have
to be compensatory to the railroad; and I was wondering if Mr. Gordon would

ave any objection to that legislation being amended to require that they be
Compensatory to the railroads, as all other rates are?

Mr. Gorbon: I would not want to express an opinion on that, but I would
like to express an opinion that I would like to see the legislation extended so
that the truckers would be asked to charge competitive rates. What is good for
One is good for the other.

. Mr. Browne (Vancouver-Kingsway): I do not know why you are bring-
Ing the trucking companies into this. What I asked was a simple question. It is
Said that all rates are compensatory to the railroads under agreed charges. I
am asking now if you would have any objection to that being made a stipula-
tion in the Transport Act, which it is not at the present time, as there is no
Tequirement that they be compensatory.

Mr. Goroon: I would have objection on the general ground that I see no
Teason why more and more controls should be placed on the railway business.
f that stipulation were made so as to apply to all railway competitors, then

Would have no objection.
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Mr. BROWNE (Vancouver-Kingsway): Then you think the railway should
be allowed to charge rates which are not compensatory to the railroad?

Mr. GorpoN: No, I did not say that. I said the exact opposite.

Mr. BROWNE (Vancouver-Kingsway): Then there could be no objection to
that being in the legislation, unless it were for the purpose of charging rates
which are not compensatory.

Mr. GorpoN: You might as well say I would have no objection to getting
up at 7 o’clock in the morning, so there should be legislation to compel me
to do so. One would be as reasonable as the other.

Mr. BROWNE (Vancouver-Kingsway): If you say that all your rates are
compensatory, I cannot see what conceivable objection you can have. The other
people are protected by the Combines Investigation Act and loss leader
provisions.

Mr. CHEVRIER: We are now getting into questions which the government
refuses to answer. These are matters for government policy to be announced
in the house. Surely we are not getting government policy now from this.

The CHAIRMAN: I do not know whether the question is designed to proceed
to railways as an objective.

Mr. BROWNE (Vancouver-Kingsway): What I am asking now is a direct
question about the railways.

Mr. CHEVRIER: You first asked what his views were about amending the
legislation.

Mr. BROWNE (Vancouver-Kingsway): I asked if he had any objection to
legislation which would be compensatory to the railways.

Mr. CHEVRIER: That is exactly the kind of question which the government
refused to answer in the house.

Mr. SMmitH (Simcoe North): If there were such a provision as has just
been suggested, that railway rates had to be compensatory towards the rail-
ways, would it not put the railroads in the position of having to prove their
costs on each application, whereas other shippers would not be in the same
position? i

Mr. Gorpon: That is exactly the line of my objection to it. You are placing
requirements on the railways and not elsewhere. While I am talking, I might
as well say this—if there is any legislation, and I know nothing of it, it has
not been discussed with me. Naturally the usual procedure is that if there is
legislation affecting railways in any way then the committee which considers
that legislation is usually invited to express an opinion. We should be asked
to express an opinion only through the proper officers; and I could not, until we
see what the legislation is. Right now we are dealing only with theories.

Mr. BROWNE (Vancouver-Kingsway): Then I may say you do not feel that
any rates on the railroads should not be compensatory rates?

Mr. Gorpon: I have just said that.

Mr. CHEVRIER: I had a question on the first sentence in your report which
states:

The surface transportation industry on the North American con-
tinent suffered from an unexpected fall off in traffic—

—and a similar reference is made in the third sentence. Apropos the question
I raised earlier, I wonder if Mr. Gordon could give the committee the employ-
ment position in the C.N.R., what reduction there has been and where it is
taking place in the various regions.

Mr. Goroon: If you turn to page 28 you will see the overall reduction, that
is the last page in the report.
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Mr. CHEVRIER: I take it employment has dropped from a high of 113,000.

Mr. Gorpoon: I can give you the breakdown right here if you would like
to jot the figures down, or I shall table them if you so prefer. This is based
on a mid-month count. In 1959 the figure was 111,538 and in 1960 it was 104,155.
;H the classification called “general” the 1959 figure was 20,448 and in 1960
it was 19,752. Weigh and structures in 1959 was 22,507 and in 1960 it was
20,391; equipment was 21,768 in 1959 and 19,503 in 1960; transportation, non-
train was 13,474 in 1959 and 12,804 in 1960; transportation, train, in 1959 was
18,082 and in 1960 it was 16,886; the figures for communications in 1959 were
5,827 and in 1960 they were 5,621; for express they were 6,091 in 1959 and
5,956 in 1960; and in highway transport outside operations the figure in 1959
Was 3,341 and in 1960 it was 3,242.

Mr. CHEVRIER: Mr. Chairman, is there a breakdown by regions? I do not
Want to delay the committee but, if there is, could we have it?

Mr. BrooMmE: How about filing it, to be incorporated in the report?

Mr. CueEvrIER: I was about to suggest that. Perhaps we could have it put
on the record.

Mr. GorooN: I have it here by regions. Shall I do the same thing? The
first figure I mention will be 1959 in each case. The figures are as follows:
headquarters 3,784 against 3,737; Newfoundland 4,550 against 4,397; Atlantic
13,693 against 13,035; central 36,321 against 33,218; western 29,320 against
27,021. These are the total Canadian figures and I am now going into other
departments. The comparisons are: road transport 864 against 886; express
department 6,091 against 5,956; communications 5,827 against 5,621; hotels
»117 against 2,082; non-railway subsidiaries 360 against 274, which shows a
?Otal Canadian figure of 102,927 against 96,227. In the United States the figure
s 8,611 against 7,928. Through reading the totals you get 111,538 against
104,155 in 1960. That will balance with page 28 of the report, which is an
amazing fact.

The CHAIRMAN: Any other questions?

. Mr. CHEVRIER: May I add one final question to this? What is the outlook
With reference to these figures for employment in 19617

Mr. Gorpon: It would depend entirely on traffic, sir. Our traffic figures
8enerally have been disappointing and the upturn we had rather expected in
the Second quarter of the year has not eventuated. Indeed, it is only within the
ast week or ten days I have seen some gleam that the upturn is coming.

Mr. BrRooME: Would the 1947 reduction in headquarters be partly taken
are of by transfers because of the new set-up in regional control?

Mr. Goroon: Yes, I would say in part, but I would have to analyze it
further, ;

Mr. BRooME: You transferred some of these in 19477

Mr. GorpoN: Yes, to regional breakdowns. I would have to answer the
Question precisely and, to do that, would have to analyze the figures more.
Owever, it would have been an influence.

Mr. BRooME: There is one question I should like to ask on financial results,
and | hope Mr. Gordon will not think it is unfair. In comparing freight services
Where there is a drop almost of $48 million, or 8 per cent, I was interested to
fote that the C.P.R. reports just a $16 million drop, or four per cent. Since the
Sconomic conditions should be the same across Canada, with slight variations

Stween points which are C.N.R. points as against C.P.R. points, could Mr.
ordon give us some indication, or tell us why .the revenues for the C.N.R.
ave twice the drop that the C.P.R. had?

The CHAIRMAN: You mean freight revenues?
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Mr. BROOME: Freight services. According to the C.P.R. report their freight
revenue decreased $16 million, or four per cent, and according to this statement
C.N.R.’s revenues decreased almost $48 million, or eight per cent, which is just
exactly double.

Mr. GOrDON: You are talking dollar figures there?

Mr. BROOME: Yes sir, dollars and percentages. Actually, of course, the
C.P.R. shows only one third of your loss, but you have a larger operation and
the percentages are four per cent and eight per cent.

Mr. GorpoN: You would have to get the tonnage figures before you got
the proper picture. A great deal of the explanation will lie in the analysis of
the traffic mix to which I was referring. Generally speaking, the C.P.R. has
much more of the type of traffic that would not be as vulnerable to the drop
as the type we have. As I referred today on the chart, we handle a large amount
of the Ontario iron ore, and it has fallen very greatly. Mr. Wahn, have you
the breakdown there?

Mr. D. WAHN: The point Mr. Broome has made is quite correct. The
C.P.R. is a corporation across the country, like ourselves, but the comparison
between the two operations depends on a mix in the traffic. Generally, we are
the more northern line and our traffic is connected much more with mineral
products. In mineral products in 1960 we had a fall of eight per cent, and the
C.N.R. lists a drop of 11 per cent in iron ore, as Mr. Gordon mentioned. There is
another factor in that, last year, we had quite a reduction in construction in
this country. I believe since then it has started up very substantially, but last
year construction fell off by something like 15 per cent and a great deal of our
fall-off was associated with a reduction in the loadings of such things as
cement, crude gypsum, lumber, paperboard and wallboard products. Lumber
traffic was down 14 per cent and that was associated with this construction
reduction.

Mr. BRooME: These are comparable items for both railways?

Mr. WAHN: But the point is that the traffic mix does vary between the rail-
roads. A higher percentage of C.P.R. traffic is in manufactured goods, whereas
ours is more in mining products.

Mr. BROOME: At the same time, last year the C.P.R. had far the greater
percentage of grain traffic, which might offset your iron ore, both being very low.

Mr. GorpoN: The point I am making here is that you cannot give an offhand
answer and assume our mix of traffic is about the same as the C.P.R. Actually
it is not. Our mix varies considerably and you have to analyze the C.P.R. in
detail, as compared to ours in detail.

Mr. BrRooME: Have you done that?

Mr. GorpoN: No, we have not. Whenever an upsurge occurs our traffic
goes up more quickly than the C.P.R., and whenever we are in a down-turn
our traffic swings downwards quickly and this is associated with the mix in
the traffic. We made no attempt to go into it item by item and there are some
200 items we can study. Generally speaking, on an upswing we go up faster
and on a downswing we go down faster.

Mr. HorRNER (Acadia): Is it not a fact that C.P.R. over the year was the
larger grain hauler of the two railroads?

Mr. Gorpon: Possibly it is, as a percentage of its total traffic.

Mr. HORNER (Jasper-Edson): I have a further question on traffic. You have
stated th'at one of the reasons for the decrease in revenue was because of the
traffic mix, and the change in that mix. I also note at page 23 of the annual
report, with regard to commodities, the commodities which have decreased the
most are agricultural products, and going back to the 1959 report the great
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majority is wheat and grain. It is rather interesting to note that because of the
trgﬁic mix there was a decrease in grain shipments and I would ask Mr. Gordon
this question: was the decrease in grain shipments the thing that altered the
tonnage mix so that you did not make as much revenue?

Mr. GorpoN: You are talking here about net revenue. I shall start again.
You are comparing here the 1959 tonnage against the 1960 tonnage, and you
are talking about a decrease in agricultural products.

Mr. HorNER (Jasper-Edson): No, I am talking on page 23, which shows a
decrease of 9.8 per cent in the tonnage of agricultural products. It is not the
Some comparable chart as it was in 1959 and before that. The majority of
that was wheat and grain?

Mr. GorpoN: Yes. What is your point?

- Mr. HORNER (Jasper-Edson): My point is simply that you claim the change
In traffic mix was one of the reasons your revenue has decreased?

Mr. GorboN: That is right.

Mr. HORNER (Jasper-Edson): I am simply showing that if there was a
change in the traffic mix, if it was a change in the traffic mix which caused a
dec;'ease in your revenue, this is due to the fact you are not hauling as much
grain as you usually do.

Mr. Goroon: We are talking about two different things. We are talking
about comparisons between the C.N.R. and C.P.R. and you are talking about
Something different.

Mr. SmiTH (Simcoe North): Are we off the C.P.R. now?

Mr. Gorpon: If we are talking now purely about our own situation, the
table on page 23 shows that mining products went down very substantially.

Mr. HorNER (Jasper-Edson): Percentagewise?

Mr. GorboN: But it is tonnage we count on for the amount of dollars we get.

Mr. HorNER (Jasper-Edson): I was pointing out, on these recent figures
you gave a moment ago, where the decrease was, and most of the decrease was
In the shipments of grain.

Mr. GorpoN: Certainly our grain revenues went down, but I do not see
What bearing that has on the point you are making.

Mr. HorNER (Jasper-Edson): The point I am making is that you claim the
change in the traffic mix had a lot to do with a decrease in your revenues.

Mr. GorpoN: Compared to the C.P.R.

Mr. HorNER (Jasper-Edson): Yes.

§ Mr. GorpoN: Perhaps the best way to tell the story is to give the actual
gures,

Mr. J. L. TooLE (Vice-President, C.N.R.): I was going to point out the
Tevenue from western grain, which moved at statutory rates, decreased only
,200,000 tons in the year. While there is a drop in the number of tons, the decline
In revenue was small and this therefore affected the traffic mix. This has come
about in other products as well.

The CHAIRMAN: What was the drop in minerals, iron ore and coal?

Mr. Gorpoon: Coal was down about 15 per cent, about 1,220,000 tons.

The CHAIRMAN: What about iron ore?

Mr. Gorpon: It went down about 398,000 tons in the mining products drop.

Mr. ToorE: That is the decrease in tonnage not in dollars.

Mr. Goroon: The decrease in-tonnage,—and this may shock you,—was
2’560,317 in mine products and in the agricultural products it was 1,473,915.
ave you got the dollar figures, for these groups?

Mr. Toore: No.
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Mr. GorpoN: That is the figure we really need.

Mr. ForBEs: How do you account for the decrease? Are you losing this
traffic to your competitors?

Mr. GorpoN: It depends entirely on what the wheat board places through
us, to ship.

Mr. ForBES: I often heard reports that farmers were better off to have
delivery points on the C.P.R., because the C.P.R. could get cars for them when
the C.N.R. could not. Is there any truth in that?

Mr. GorpoN: Absolutely not.

Mr. HorNER (Acadia): Following up with a supplementary question on
the 200,000 tons mentioned a moment ago, is that all was involved?

Mr. GorboN: We were talking about the grain that moved at statutory
rates. Western grain statutory rates went down. There was one figure I quoted
earlier in tons, it was a reduction from 6.8 to 6.6 million tons, which repre-
sented 200,000 tons; but when you get to the dollars it is from $28.4 million
down to $27 million, $1.4 million down in our revenue in regard to grain moved
under statutory rates.

Mr. HorNER (Acadia): In explaining chart three I think the president
said that grain for export was down 12 per cent. Am I right?

Mr. GorooN: Grain for export covers grain of all types.

Mr. HOrRNER (Acadia): I realize that. I just wanted to make sure this was
all correlated.

The CHAIRMAN: It seems to me we should try and stay within principles
or we shall be getting into detailed accounts, and I think we should keep our
questioning on general matters.

Mr. McPuILLIPS: The statute does not say we are to consider the annual
report. It says we are to consider the accounts. The statute says we are to
consider the details of the accounts.

Mr. GorpoN: I am not afraid of the committee’s questioning.

Mr. FisHER: I have one or two questions I should like to ask on the first
part of the report, the financial results, if I may.

The CHAIRMAN: Very well.

Mr. FisHErR: I understand, Mr. Gordon, you have been more than ten
years as head of the C.N.R.?

Mr. GorpoN:- That is right. I started on January 1, 1950.
Mr. FisHER: You had a free hand in running the railway?
Mr. GorpoN: You mean personally?

Mr. FisHer: I mean have you any qualification about the fact that you
have been in charge of it and in direction of its policy?

Mr. Gorpon: That is correct, I have been in charge.

Mr. FisHER: We have here financial results which are very unsatisfactory,
and we have a picture in the last four years that is a bleak one in terms of
deficits. I am wondering what you can tell us to assure us the management of
the C.N.R. is efficient, since these returns show we are getting deeper and
deeper into the box. In view of these results, and in view of the fact that you
have had control for this length of time, and have had a free hand in making
changes and alterations, why should not we have a complete lack of confi-
dence in the management of the C.N.R.?

Mr. Gorbon: I shall be happy to give you a memorandum which I have
had prepared on the financial situation, because that question you asked is
not something that can be disposed of in a single sentence. It is a very complex
subject indeed. If you will permit me, Mr. Chairman, I think the time has
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come now for me to give this statement. It will take a few minutes but it will,
nevertheless, permit the members to see it between now and tomorrow. Have
we copies of this statement?

I think, perhaps, I had better present this statement, Mr. Fisher, if you
are agreeable, and then we could give you a copy. You may want to look at
it overnight, and there may be some questions arising out of it which you
would like to ask. It is a lengthy statement, and will have to be followed closely.

Mr. CREAGHAN: It is not confined to the financial results?

Mr. GorpoN: Yes; I am dealing with the financial situation and the report
generally.

Let me put it this way. The earning capacity of the Canadian National
Railways may be considered in the light of the following summary of the 1960
results. If you would not mind putting these figures down, so that you would
have them before you, I think you will find them significant.

Profit from operations, $82,237,907; less depreciation, $88,711,639; less
interest on debt, $61,023,045. The total of the last two figures I mentioned is
$149,734,684, and deducting the profit I have just mentioned from that, produces
a deficit of $67,496,777. Therefore, you will see from that that the condition of
the C.N.R. is that while we made a profit from operations of $82 million, we
have not been able to provide for our depreciation of $88 million, plus our
interest load of $61 million.

To appraise the financial condition of the company, I refer, first, to the
conclusions reached by the MacPherson royal commission on transportation, in
which are recognized certain disabilities attributable to tradition, law and
Public policy. I shall refer to some features of this report later on in my remarks
but before doing so a much better perspective of the situation can be had if we
look at the circumstances and conditions of 1952 as they affected Canadian
National Railways. You may recall that at that time the company’s financial
structure had been the subject of a major capital revision and that year also
marked the beginning of a large-scale programme of rehabilitation and
modernization. It was the considered judgment of 1952, on the basis of facts and
forecasts, that assuming the same order of relativity between freight rates
on the one hand and wages and prices on the other that Canadian National, on
the average, out of its revenues should have been able to cover its operating
Costs, interest on its outstanding debt, income tax and have something left for a
dividend on the preferred stock. The outlook at that time took into account
that since 1946, the first post-war year, the railway had experienced a regular
growth of traffic thus reflecting increases in the gross national product. Then too
there seemed no reason to suppose that wage increases could not be met by
offsetting price increases, nor that even our contemplated capital expendi-
tures, large though they might be, could not be offset by the economies to be
Obtained from them.

What has actually happened is that competition from pipe lines, trucking,

the seaway and airlines has been intensified to such an extent that the railways’
traditional share of the transportation market has fallen from about 63 per cent
In 1952 to 51 per cent in 1959 (the latest figure available). In a period which
Saw the volume of the gross national product increase by some 27 per cent
(measured in 1949 dollars) not only did the C.N.R. average traffic level fail to
Trise but results for 1960 show a (11.5 per cent) decline in revenue ton miles
from the 1962 level.
. This competition has also seriously restricted the Railway’s ability to
Increase rates on all but the very low-rated commodities, with the result that
the revenue derived from such increases as was secured has fallen far short
of meeting the continuing increase in costs. Between 1952 and 1960, for example,
he average per ton-mile rose from 1.40¢ to 1.56¢ (11.4 per cent while the
average hourly rate of wages and fringe benefits per employee increased from
$1.59 to $2.31 (45.3 per cent).
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The Capital Programme

I should now like to refer to the program of capital expenditures and in
this connection I do not think that it is any exaggeration to say that the year
1950 found the C.N.R. in a severe state of physical exhaustion consequent upon
the strains of the war. Accordingly, in the 1960’s a major rehabilitation and
modernization programme was commenced which had to recognize a compelling
need to quickly restored the property and also to meet the challenges of new
forms of competition. In light of the magnitude of the program I think it is
remarkable that in 1960 it can be said that the objectives have either been
accomplished or are in sight. Starting in 1960 there was not in existence even
a paper plan to recognize the advent of the diesel electric locomotive. Last
year we ran our last steam engine and the Canadian National system as a whole
is completely dieselized. In addition, large sums were spent on machinery and
equipment to improve productivity, particularly in the shops and in the main-
tenance-of-way department. Further substantial capital expenditures were
undertaken to provide a plant that would permit the operation of trains faster
and with less terminal delay in order to provide a service that would match
competition, and at the same time increase the efficiency of labour performing
this higher quality service. Large amounts of capital were also required for
rehabilitation purposes to finance replacements of rail, ties, ballast, bridges,
buildings and freight equipment. Advantage was taken of new technology so
that there was an improvement factor built into these replacements. On the
administration side there has been implemented a new form of organization
which is designed to enable the Company to compete more effectively in the
transportation market and adapt itself more readily to changing conditions.

The capital expenditures totalling some $1.7 billion, were required during
a period marked by continued inflation and at a time which saw interest rates
rise from 33% to 6 per cent. Fixed costs for the capital programme thus proved
much higher than could be either foreseen or controlled by management. Re-
financing of earlier bond issues in recent years has aggravated the fixed cost
burden even further.

The natural query is what benefit have we obtained from these large capital
expenditures? My answer is that in traceable economies they are yielding some
$100 million annually and that more will be achieved as we complete the pro-
grammes. In other words, the deficit in 1960 if these capital improvements had
not been made would have been close to $167 million as compared to the actual
deficit of $67.5 million.

Additional economies attributable to, say the installations of treated ties,
heavier rail, etc., are still to be derived in the future. The disappointment has
been that, although some success has been achieved in reducing the number of
man hours per unit of output to the extent originally anticipated, the growth
in the average hourly earnings of employees has been such that the cost of
operation has continued to increase. When dollar figures alone are looked at,
the benefits obtained from the capital programme are therefore obscured
completely.

As I have said on other occasions, I am confident that the capital pro-
gramme has been prudent and necessary and that the new direction which
the company is now taking will be beneficial in both the broad public interest
and to the Canadian National as a business enterprise. In the administrative and
capital works programme we have endeavoured to take the long-range view and
have not sacrifice an over-all plan of development for short-term expedience.

The capital programme has been of some magnitude, approximately $1.7
billion as I have indicated. A disproportionate amount of it, however, approx-
imately 55 per cent, has had to be financed from borrowed capital. As near as
we can calculate from Canadian Pacific published statements, their borrowings
in the same period were roughly 9 per cent of the capital expended. This
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brings up a point that is usually overlooked, namely that the depreciation
Practices of the two railways were quite dissimilar in the period before 1950.
As a result, the recorded depreciation as accumulated by C.P.R. shows in their
!Jalance sheet of December 31, 1960, a total of $953.9 million against a property
Investment of $2,360.4 million. Whereas, C.N.R. shows total depreciation of
only $627.5 million against property investment of $3,767.3 million. Had de-
Preciation been accrued by C.N.R. on the same basis as C.P.R., its depreciation
reserve would have approximated $1.5 billion and, consequently, our funded
debt would have been reduced by about $900 million representing a saving
of some $45 million annually in our fixed charges.

The MacPherson Royal Commission Report—Volume I

Against the background then, I should now like to make brief reference to
Volume I of the MacPherson royal commission on transportation. The summary
of chapter II of that report, which appears on page 52, reads as follows:

This chapter contains the analysis necessary to establish the princi-
ple which we believe to be basic to achieving any long-run solution to
the problems which beset railways in Canada and to the establishment
of a greater degree of equity amongst the users of rail transport. The
principle developed in that burdens, which are the result of obligations
imposed upon railways by tradition, law and public policy, be lifted.
The increasingly competitive transportation environment, aggravated
by price increases, occasions losses to railways because obligations to
perform cannot be escaped even when the conditions which initiated
these obligations have passed. The obligations make it necessary to pass
on to the users of rail services the associated costs. The railways, to
survive as an active component of the transportation environment, must
meet their competition by price and service. This is only possible where
national obligations do not distort their ability to do so. Insofar as they
can be discerned, these national policy obligations should be removed in
the long run by adjustments to plant and services. Where these national
obligations cannot be removed, remuneration should be found for the
services performed to prevent distortions in resource allocations and dis-
tortions in pricing of rail services.

The report then goes on, as you know, to recommend certain subsidies
to take cognizance of disabilities incurred by reason of:
(a) passenger operations
(b) light density lines
(c) carriage of grain at statutory rates.
If the subsidies suggested by the commission for payment in 1961 had

actually been paid to the Canadian National on their recommended basis in
1960, the Canadian National would have fallen short of breaking even by $9.7
million. Looked at in this light, it does seem that it may be possible to produce
a viable financial environment for C.N.R. operations and that the deficit situa-
tion is by no means inevitable or chronic. In future appraisals of the C.N.R.
financial structure, the deficiency which exists in depreciation reserves and the
Interest burden it represents could be an area for study in dealing with the
Problem of the large funded debt of the company.

Comparison With C.P.R.:
I have heard of late many references to the Canadian Pacific and com-
Parisons of performance of the Canadian National with the Canadian Pacific.
I have stated before, the Canadian National, an amalgam of existing rail-
Toads, began with a polyglot inheritance of government lines built or acquired
Without hope of profit, while, on the other hand, the Canadian Pacific grew
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according to plan as a cohesive and integrated unit. The Canadian National
system as it is today owes its existence to the consequences—whether deliber-
ate or accidental—to a national policy that can be consistently traced through
the economic history of Canada over the past century or more. This policy
had as its end objective the bringing into being of transportation facilities
that were vitally needed to exploit the natural resources of the nation. A great
deal of money has been expended since 1923 with the objective of making the
C.N.R. an integrated railway. While much progress has been achieved, the
difficulties ascribable to the circumstances in which the lines were built
originally can never be overcome completely and, according to the best operat-
ing advice I can obtain, will always mean a handicap for the Canadian National
when it is compared with the Canadian Pacific. For example, in the main
categories of operating expenses such as road maintenance, equipment main-
tenance, transportation, the Canadian National expenses are relatively higher
than those of Cantadian Pacific. At the same time, I have had under way for
some time now extensive studies the objective of which is to endeavour to
arrive at a valid comparison of our numbers of employees with those of the
Canadian Pacific. I may say that indications are unmistakably that we have
relatively more employees than the Canadian Pacific. That is to say, it would
appear at this juncture that for a given amount of work the Canadian National
tends to employ more men than the Canadian Pacific. It is difficult to make
exact comparison but I shall summarize a few reasons for this:

(1) I mentioned a moment ago the differences in the basis of
original composition of the two railroads. Duplicate lines still exist
which must be retained to serve the areas they pass through. For
example, the C.N.R. operates two transcontinental main lines from
Moncton to the Pacific coast. To some extent this pattern has continued
and in recent years the Hudson Bay Railway and the Newfoundland
Railway have become part of the Canadian National system. Neither
of these lines is self-sustaining but must be retained in the public
interest.

For the same reason, duplicate terminal facilities exist which are
not suitable to integrated operation. For example, there are three sepa-
rate yards at Winnipeg resulting in extensive terminal handling of
traffic. At the terminal facilities in Moncton, Montreal and Toronto,
the C.N.R. has had to pay a penalty for handling traffic through these
key points, both in terms of additional expense and the service which
we could offer to our customers. The increased cost has shown up in the
C.N.R.’s transportation expense and is reflected in its transportation
ratio. To overcome this situation it has been necessary to undertake a
programme to provide co-ordinated yards at modern-day costs which
are much higher.

(2) Traffic Density—For the year 1960 C.N.R. revenue ton miles
per mile of road operated were 10 per cent below that of the C.P.R.
(1,358,680 versus 1,505,324). This would indicate that the C.N.R. has a
larger proportion of low density traffic lines. There is an irreducible
minimum of cost beyond which expenses cannot be adjusted to traffic.
For example, when we are forced to maintain an agency in the face of
falling traffic, unit costs of transportation must inevitably show a sub-
stantial rise. Similarly, when train service is at or near a minimum
the.re is little or no room to make adjustments for traffic reduction.
This also holds true for maintenance of track and structures. On low
traffic lines road maintenance expenses are related to the effect of
weather conditions much more than to the wear and tear of traffic, so
the area of adjustment of these expenses with traffic is strictly limited.
The combination of these things on light traffic lines in the face of
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dwindling business has a very serious effect on transportation perfor-
mance and operating ratios. In this respect, the C.P.R. is in a much
better position.

(3) Geographical distribution of traffic—A greater proportion of
C.P.R. traffic is handled in western Canada where transportation
costs are lower due to:

(a) longer average haul

(b) higher train loading and average speed due to terrain

(¢) less industrial switching per carload originated or terminated.

For the year 1960, Canadian National transportation costs on the
Western Region per thousand gross ton miles were 42 per cent less than
on the Central and Atlantic (excluding Newfoundland) Regions com-
bined. In 1960, 60 per cent of C.P.R. freight gross ton miles were gener-
ated in Western Canada against 46 per cent for C.N.R. In eastern Canada
the concentration of industry in and around large cities and urban
centres has increased the cost of serving this type of customer, so that

C.P.R. enjoys an advantage through this in the field of transportation
costs.

In spite of this, Canadian National freight train performance over
the past decade, measured in gross ton miles per freight train hour, an
acceptable and overall measure of transportation performance has con-

sistently been on a par or better, than the C.P.R. as is demonstrated by
the following figures:

Gross Ton Miles per Freight Train Hour
1950

C.N.R. C.PR.
27,300 27,000

1960

C.N.R. C.P.R.
46,600 46,200

So you see from that that we are as good as and slightly better
than the C.P.R. in that performance record.

(4) Differences in C.N.R.-C.P.R. Motive Power Inventories.—The
C.N.R. has some 4500 miles of track laid with light rail which
restricts the class of diesel power that can be operated by reason
of axle loading. Our information is that C.P.R. has less than 100 miles
of track laid with light rail, which requires restriction of certain
diesel units. Because of the weight restrictions brought about by rail
and bridge conditions, the C.N.R. requires over 200 light axle road
diesel units to handle traffic on these branch lines. C.P.R. have only
six light axle road diesel units. While these light axle units must be
available for use on the branch lines with minimum service the
utilization of the units is very low. Because of their nature they can-
not be packed with the main line power and this restricts the flexi-
bility of C.N.R. motive power to a greater degree than C.P.R.

The cost of upgrading these branch lines to make them fit for
main line power is prohibitive (approximately averaging 30 to 50
thousand dollars per mile).

The additional diesel units required, because of weight restric-
tions, are reflected in the C.N.R.’s operating expense as higher equip-
ment depreciation than the difference in traffic handled by the two
railways would indicate.

25453-2—5
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(5) Enwvironment.—As a publicly-owned enterprise, the Canadian
National is subject to pressures from the public to a much greater
extent than the Canadian Pacific and this form of pressure does
- distinguish the Canadian National from the ordinary private cor-
poration. It arises because every Canadian citizen feels instinctively,
and of course rightly so, that he has a proprietary interest in its
operations. The scope of the railway operations is nationwide and
is of such diversity and of such intimacy that it touches the lives
of Canadians in every province of Canada. When, for example, the
requirements of changing technology or the need to meet new and
developing types of competition make action necessary to keep our
operations modern and efficient, a stream of comment is directed
towards the C.N.R. by members of parliament and newspaper editorials,
by labour or other special interests, by community representation and
so on; to approve and to object; to co-operate and to resist. Need-
less to say, this adds to the problems of management and I am con-
vinced that both our cost of operations and capacity for accomplishment
are influenced by such considerations.

It is our established managerial policy that Canadian National be
in every way a considerate employer. We have endeavoured to avoid
the radical changes in maintenance forces to meet short-term traffic
volume fluctuations which could have a serious dislocating effect on
community life. When substantial lay-offs are indicated at any point
and the effect may seriously upset a community which has relied
on the railway for employment over a number of years, C.N.R.
takes special cognizance of the situation and plans staff reduction
over a period of time. With the assistance of the railway’s personal
staff, this permits laid off employees to seek other employment or
relocate elsewhere -with the railway and dislocation of community
life is minimized. The progressive staff reduction that preceded the
closing of the Stratford motive power main shop is an example of
this policy. In the main passenger and freight car repair shops, major

| staff reductions have resulted largely from improvements in machinery,
methods or from changes in operating requirements. Apart from this
we have planned major car repairs with. the objective of main-
taining the condition of our car inventory in keeping with the long-
_term requirements. Even in the implementation of staff reductions
resulting from technological changes or change in repair requirements
lay-offs aer made over extended periods. It is difficult to say just
what a policy of gradual reduction in maintenance forces has cost the
C.N.R., but there is no doubt that expenses have been higher than if

“all employees were laid off or relocated within a short period of
time.

. pA

The foregoing covers some of the differences between the Canadian
National and Canadian Pacific. T should like to conclude by saying that I
am convinced of the wisdom of the concept of the Canadian National as a
commercial undertaking. However, I recognize that the C.N.R. cannot escape
the obligations of the past, some of which are a blend of the developmental
and confederative functions. To say that C.N.R. eannot be judged by the
usual standards of profitability and financial return te shareholders does
not by any means imply that the profit motive is irrelevant to the con-
duct of its business. This means, in ordinary circumstances, that the justifica-
tion for any particular. service must be tested by whether the public is
willing to pay for at least the direct costs involved in producing it: that



RAILWAYS, AIR LINES AND SHIPPING 67

?apital expenditure must be rationed in such a way as to favour those pro-
lects which show the highest rate of return, etc. Thus C.N.R. manage-
ment has a clear duty to employ the dollar as the measuring stick in much
the same fashion as private corporations and must forever strive for profit
even though the goal may at times seen unattainable.

The objectives of the Canadian National organization  may be simply
stated as follows:

(a) To make available modern, efficient and safe transportation
services that meet the requirements of shippers and the travelling
public;

(b) To sell these services aggressively; :

(c) To charge rates that are competitive and fair to the users of the
services; ,

(d) To so conduct the affairs of the company that all costs of the
enterprise are completely recovered from earnings; :

(e) To employ personnel who will work capably, diligently and loyally
in the company interest;

(f) To treat employees fairly, providing them with opportunities for
advancement and compensation commensurate with that paid
generally for equivalent skills and responsibilities; 12 ;

(g) To act at all times in such a way as to retain and extend public
confidence and goodwill; | . : . , :

(h) To expand the company as necessary to meet new needs and op-
portunities created by industrial growth and enterprise in Canada
and to facilitate that growth wherever possible. i

The CuAmwmAN: I think Mr. Gordon has given us a very fine statement.
I believe he should be highly complimented for preparing such an exhaustive
Statement for the committee. If you do not mind, Mr. Gordon, I would like
0 see a copy of this statement in the hands of each member of the committee.

Mr. Gorpon: I would be glad to arrange that.. = '

Mr. Broome: Having brought up this C.N.R—C.P.R. comparison last
year and again at this meeting, I am very grateful to Mr. Gordon for hav-
g given some of the background which we as members could not possibly

DOW. All we can do is compare balance sheet against balance sheet. This
Oes e?(plain a lot, although it does not completely satisfy me. There is one
Mg in the report. The $100 million is taken as being a saving, but you

c::: not considered the offset cost of the $1.7 billion which, at the five per

pL figure would be eightly-five million. The same thing applies in the case
tl}e $?_>5 million saving; the cost of money is set off as an operating expense.
o Ink in all these things you must take into account the cost of the money
ng used to make the saving.

g MI‘- Gorbon: But the cost of the money is in my present deficit. A sub-
senr-ltlal proportion of the $1.7 billion has been financed, as you know, by
Mg bonds to the public. That is charged in my expense account now.

Whiclrr. BROWNE (Vancouver-Kingsway):. May I follow up on a question
of 11, was Taised earlier by Mr. McPhillips, having ‘to do' with the amount
Y el deficit, as found on page 3 and relating that to your pension fund on
hetiens: Am .I corx:ect in understanding that had the pension fund been on
oot me bas;s as it was last year, the deficit of the railways would have

$10.2 million higher than this year? | ‘

SOnst[r' GoRrDON: That is correct. If you would like a statement on the rea-
or that, we can hand you that now. : ‘

Mr, FISHER: We could consider it when we come to pensions.
25453'2‘3
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The CHAIRMAN: We have to try to keep it in order.

Mr. FisHER: We have had a statement on the finances of the C.N.R., and
we certainly welcome it, but I cannot read from it any assurances. The two
things I want to know are: first, the wisdom of some of the decisions that
have been made in terms of capital expenditures in the light of the trends.
In other words, in the last ten years you have made a number of wrong
estimates.

Mr. GorpoN: I would not agree with that. You must remember that
we started, in 1952 or thereabouts, with, a detailed program for the rehabili-
tation of the railway. Now, we either had to do that or we would not have
had a railway. It was not a matter of making a choice between diesel loco-
motives and steam locomotives. If we had still been running steam locomotives
today, our business would have been away down because we could not have
given service, and our expenses would have been way, way up over what they
are today. So we had to make a managerial decision: are we winding up the
railway, or are we going to continue in the railway business? When we pro-
duced the capital program, as we did in 1952, to dieselize the railway, it was
made quite clear that it was a program that was going to cost $500 million
to $600 million for the simple reason that steam locomotives were no longer
being built.—We could not have bought them. So we had to make up our
minds. Are we in the railway business? The answer to that of course was an
unqualified yes, both by the government and the public.

Now, with regard to the outlook for the future, I can say this. We are
not overbuilt in terms of the number of diesel locomotives we now have
on hand. With the present volume of traffic, we have a small surplus diesel
locomotive power.

Mr. H. C. GrRAYSTON (Vice-President, Transportation and Maintenance,
Canadian National Railways): Very few, Mr. Gordon, maybe 50 or 75.

Mr. Goroon: Fifty or 75 locomotives overestimated as of today’s traffic,
out of about 2,000.

Mr. SmITH (Simcoe North): Fifty out of how many?
Mr. GORDON: 2,134.

Mr. FisHER: Let us take two aspects of the report that you just made, or
the opinions you just expressed. You had a re-organization of the debt structure
in 1952. It seems to me that in your report you were suggesting that should
be looked at again.

Mr. GorpoN: I agree, and may I give you the reason? When we talked in
1952 we did not include in our analysis at that time, in my opinion—mind
you this thing was started really before I got there, the actual build-up on
it came to a head shortly after I got there—a matter of the rehabilitation
program, and what we were interested in at that time was how we could get
out of the burden of inherited debt that then existed in the books. But when
we got down to a close analysis to determine where we stood in respect of
our new equipment they were taking in on depreciation policies, we very soon
discovered we were way under-depreciated. In the period from 1923 to 1950 the
railway did not accrue anything like enough depreciation to write off the
expired lives of the steam locomotives, for example, and other parts of the
railway. The best example of that I gave you in the C.P.R. report. The C.P.R.
report shows that if we had recorded depreciation and retained funds out of
earnings or out of deficits as the situation may have been before 1950, then
the debt structure that I am struggling with would be nearly $900 million less,
if we had done the same thing as the C.P.R. and nothing more. So we are
paying interest under my management on borrowings to provide equipment
for which funds should have been retained out of operations in the period
1923 to 1950.
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Mr. FisHer: I have read the report of the Turgeon commission, I have
gone back to the committee’s reports at that time. This was not an issue in
1952, as I recall.

. Mr. Goroon: That is quite right. The method of depreciation, when was
it changed?

Mr. ToorE: In 1956.

Mr. Gorpon: You will find this, and of course you have to know about it
before you realize what the report meant. The Turgeon commission did require
an examination of the accounting procedures of the railway so as to get on to
& uniform accounting basis. They pointed out that no comparisons could properly

€ made because the accounting procedures were so different. It took years to
8et this down because it is a very complex and difficult subject. By 1956 the
boarq of transport commissioners brought in a ruling in respect of what was
IOWn as uniform accounting, and at that time we started to accrue deprecia-
10n on the basis of uniform accounting. That is when it became obvious how
Underdepreciated we were.

Mr. FisHER: No one knew of this before?
Mr. Gorpon: It was never brought to the surface in that way.

Mr. SmitH (Simcoe North): To use a term other than depreciation, in
effect the stock and equipment of the railway when it was considered in 1952
Must have been substantially overvalued.

Mr, Gorbon: That is another way of putting it.

Mr. FisHer: But to put it also from the point of view of the C.P.R., they
8ave up the alternative of what might have been bigger dividends in order
0 have a sound depreciation structure.

Mr. Gorbon: Absolutely right.

Mr. Fisuer: In other words, if we are transferring criticism, we have to
80 back to C.N.R. management in the 1920’s, 1930’s and 1940’s when they missed
Out on this situation.

th Mr. Goroon: I do not like to criticize my predecessors. What they did in
0se years was accepted and recognized as being all right. That was the
aCCounting practice of the day. Moreover, Mr. Toole reminds me that the same
Procedyre is still followed by railways in the United States. It is not necessarily
&r.ong. It is merely a point of view. In the case of the C.N.R. I assume that the
shmkmg of the day was, in effect, “it does not matter because we have no
Orareholders in the usual sense that are being affected by payment of dividends
Otherwise”. The financial results in the years between 1923 and 1950 should
t}?"e been much worse, we estimate to the tune of $900 million, spread over
at period.
Mr. Fisuer: What?
Mr. Gorpon: Yes, that is what we are saying.

8 Mr. SmitH (Simcoe North): I would like to ask another supplementary
Uestion to Mr. Fisher’s point on depreciation.

& Mr. Gorbon: I will jump in quickly and underscore this. I have .sweat_ed
th Much on this, I may get a little incoherent about it. We are st;ugghng with
o Rely structure now in which we are paying $61 million of interest. That
amdamned nearly my deficit, and that did not apply to my management. I
not Not responsible for it. The reason that that is so is that deprec1at1.o_n was
of Set‘ Uup on anything like an adequate scale to provide for the .rehablhtatmn
in €Quipment when it came due, plus another factor that in'ﬁatlon has.com.e
i tbe purchase of new equipment to replace old equipment which is
§ Written off has been at a much higher price.
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Now, I would have been prepared to take that in my stride as one of the
hazards of the game. Every industry has to do so. That is one of the great
quarrels in the accounting procedure now. You can take any balance sheet
and have the accountants, quarrel as to whether or not depreciation has taken
account of the inflation factor. I take that as a normal circumstance. I am
suggesting to you that the other thing is not a normal circumstance.

The CHAIRMAN: I want to ask one question, Mr. Gordon.

If for 20 years you had been on the same basis as the Canadian Pacific
Railway as a private enterprise, do you think the CNR would be in any better
condition today than it is?

Mr. Gorpon: With the same conditions?

The CrAIRMAN: That is right.

Mr. Gorpon: At the same salary? You know, that is important?
'The CHAIRMAN: I am serious.

Mr. HORNER (Acadia): That is a hypothetical question.

Mr. GorpoN: I would say this, Mr. Chairman: that you can never find
a point in time in which you can compare the Canadian National Railways
with the Canadian Pacific Railway. When you pick up a derelict group of
railways which were by definition bankrupt before they ever came into being;
by definition they were never intended to make money; they could not make
money. They were to be run by public ownership. If bankruptcy proceedings
which would normally have followed for a private enterprise in 1923, had
taken place, and if those lines had had to go through ordinary bankruptey
proceedings, and if the railways had started all cleaned up, I would say that
the Canadian National Railways could run as a profitable railway, certainly,

Mr. CREAGHAN: You mean you would have inherited an organization
without any debts.

Mr. GorpoN: I mean I would have inherited it on the basis that it could
make money; but it started off with a burden of debt so that it could not make
money.

Mr. FisHER: I am stunned by the fact that in 1961 this bombshell has
dropped on the whole thing. You are suggesting something which I can only
see in terms of refinancing of the Canadian National Railways, which is going
to be in terms approaching one billion dollars.

Mr. GorpoN: I am speaking consistently from the standpoint of the Cana-
dian National Railways with the sort of expectancy that has developed in the
last two or three months, when I thought I might have to defend my manage-
ment. I got that impression somewhere—maybe it is just a foggy thought. But
if you examine it from the standpoint of national interest, to see what it
really means, you will find that it really means that this cost of money, so to
speak, would be transferred from the Canadian National Railways to the
public debt, and the actual savings would be the difference in the market rate
of borrowing by direct government financing, and borrowing by the Canadian
National Railways, and there would be a margin of about one quarter of one
per cent.

Mr. Fisuer: In the'last couple of years the government loans and deben-
Fures to the Canadian National Railways have been reduced, while your
Interest-bearing debt has been increasing. Is that not true?

Mr. Goroon: I do not understand.

. Mr. Fisuer: Did the government not reduce its outstanding loans to the
Canadian National Railways last year?

Mr. Gorpon: This last year, as in the past, we got our deficit from the

government. We always go to the government in the first instance to borrow:
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The government acts as our banker, and it will lend to us so that we may have
a current account for about a year, but not more than that. Our general
borrowing is thus financed temporarily, and when the government says in
effect that they call their loan, we sell Canadian National Railways bonds
to the public.

Mr. FisHER: Are you not introducing a principle which would indicate
that almost all your borrowing should be done on the basis of some relationship
to a government loan, with the charges going into the public debt?

Mr. Gorpon: No. Our Canadian National Railways loans are in the form
of a bond issue which is guaranteed by the government, with a market differen-
tial in respect of interest cost by way of a guaranteed loan and a direct loan,
and that usually runs to about one quarter of one per cent. That is to say, I

Orrow from the government just as I would borrow from the bank. It is
€xactly the same as if I got a temporary loan from the bank and paid the
Tate of interest which has reference to a short term loan.

Mr. Fisuer: How can we separate the two? It seems to me you have put
?OrWard a suggestion that the public should be responsible for this debt that
Is actually interest bearing, and that is actually resting on the shoulders of

€ Canadian National Railways.

Mr. Gorbon: All right. I think you are moving towards the point of saying
that 1 should be making representations in regard to a new form of recapi-
t*f 2ation in order to recognize this un-requited depreciation which is under

IScussion now, and it is under discussion for the simple reason that our
Tecapitalization legislation which was issued in 1952 had a number of provisions
N it which will expire at.the end of this year. In fact one of them expired
ast. yvear, and you extended it in legislation in the house, just this year,
untj] we could get them all together. One was for a $100 million interest-free
€benture and the other was for stock purchases, based on the formula
WheI'léby the government bought our preferred stock accounting to a formula

nised on our revenues each year. But that whole thing is under revision right
w. '

.. Mr. Frsuer: So a solution to this particular problem is really the question
of shifting the account from the debt of the Canadian National Railways over
© the public debt.

Mr. Gorbon: In connection with this particular point, yet; but that is
°nly one point.
19 Mr. Broome: How much was shifted in the former recapitalization in
%6, or whenever it took place?

Mr. Gorpon: What was that?
~ Mr. Broome: How much was shifted in 1952?
interlfr' Gorbon: There was roughl_y .about $736 million, and it relieved us of
st to the cost of about $25 million.
- Mr. Broome: What was it?

dd Mr. Gorpon: The actual recapitalization in essence was this.—gnd please
oldn-()t hold me to any more than round figures. It was $736'm11hon of t.he
w _Interest bearing debt. We issued the government our capital stock, with
at Ich they retired the loans. The loans of course, were all in government hands

€ time, and they simply exchanged their position as creditor for one as
Proprietor., ;

- Mr,

Moy BrooME: You were responsible for the payment of interest on this
Oney?

d'ethl‘- Gorbon: That is right; and this was recognized to be a burden of the
the former bankrupt companies which had been carried over during
I's. :
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Mr. BRooME: This was $736 million at that time?
Mr. GOrDON: Yes.

Mr. BROOME: I have one more question: I do not expect you to answer
it at this sitting, but could you possibly have somebody develop as to how
your United States lines are going, whether they carry all expenses or not?

Mr. GorboN: I could give you the answer right away, because we have
been giving them very close scrutiny over the past few years. We show
a deficit on our United States lines, a large deficit, but let me speak with
some care here. These deficits are absolutely legitimate from the standpoint of
the operating returns that we file with the United States government, and by
reason of the deficits we do not pay any income tax. I want to stress that these
reports are completely accurate. They show that we are losing money in the
United States. Therefore we pay no income tax on those lines. But if we stop
to analyse the traffic that originates from those lines from the points that they
enter Canada, we value that traffic for what it is worth to us, and our first
conclusion is that from the point of view of their feeder value, those lines are
worth while.

Mr. ForBESs: Do you pay property tax in the United States?

Mr. GorpoN: We are liable to pay property tax, yes.

Mr. FORBES: Are you paying it on a mileage basis?

Mr. GorooN: I was talking about income tax. We are liable for income
tax, but since we show a loss, we are not paying it.

Mr. ForBES: You are not paying property tax?

Mr. GorpoN: But we have other property taxes.

Mr. BrRooME: What would the loss be on the United States lines?

Mr. GorpoN: I just returned on Monday from a board meeting of the

Grand Trunk Western Railroad, and they showed a loss of a little over $5
million before interest.

Mr. CreaGgHAN: I want to ask one question concerning the deficit of $67
million, I mean the current deficit. What does the government do to turn that
money over to the railway? First of all, has it been done so far for the year
19607

Mr. GorooN: I do not know if it has been received yet.

Mr. TooLE: I think it has all been received for the last year.

Mr. GorboN: Under the provisions of the act, the government is required
to pay our deficit to us in cash.

Mr. CREAGHAN: I realize that they have to do that.

Mr. GorpoN: As a matter of fact, we anticipated the deficit by borrowing
during the year.

Mr. TooLE: That is right. We borrow throughout the year and we normally
collect it during the month of February.

Mr. CREAGHAN: After the government pays you the $67 million to clear up
last year’s deficit, how does the government deal with that item? Is that
amount written off?

Mr. Goroon: Yes, it is written off.

Mr. CreaGgHAN: If you had not brought in a new depreciation formula in
1956, or if you had no depreciation, or a much lesser amount of depreciation,
the government deficit would have been substantially reduced, would it not?

Mr. GorpoN: That is right.

Mr. CREAGHAN: So, by having a modern bookkeeping type of depreciation,

in case you do not have a good operational year, the only one who suffers is
the government, rather than the railway?
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Mr. Gorpon: I am partial about this question, because there are an awful
lot of quirks to it.

Mr. CREACHAN: I am not just certain what I asked you.

Mr. GorboN: Neither am I.

~ Mr. CreacHAN: You told me a moment ago that the deficit, whatever it
might amount to, was paid off out of the treasury vote?

Mr. GorpoN: That is right.
Mr. CREAGHAN: And it is never repaid to the government?
Mr. GorpoN: That is right.

Mr. CREAGHAN: And that the deficit this year, according to your memo-
randum of financial circumstances, was in great part brought about because
of the $88 million worth of bookkeeping depreciation?

Mr. GorpoN: That is right.

- Mr. CreagHAN: It is proper that you have to provide for it; but if you
did not have this system of depreciation that you presently have, and if you
had the out of date system such as you had in the 20’s, you might not have
had this deficit?

Mr. Gorpon: The $88 million which I was talking about taking over last
Year to current depreciation is something, I admit; I accept it. But what I am
Complaining about is the $61 million which is shown there as interest, and
Which is largely brought about by reason of the fact that our depreciation
Teserve had not been built up sufficient prior to 1950; so that if there was to
be an adjustment made, what it meant again was that as a matter of book-

€eping, the government would take over the responsibilty for the interest
from the railways. This would reduce the deficit of the railways, with the
Tesult that the public accounts would break even. That is all. It is just a
Matter of bookkeeping between the Canadian National Railways and the gov-
€rnment, plus the additional factor that if the government took over that
amount, and itself borrowed in the market, it can do it at a slightly cheaper
Tate than we can.

1960Mr. CI.{EAGHAN: If next year’s ope_&ration is no worse or no better than
» and if your representations are implemented, it will not cost the gov-
€rnment anything; that is to say, there will be no deficit?
Mr. Gorpoon: If they make this adjustment—and that is far from sold.
Mr. Fisuer: Is that why Mr. Crump calls it just a transfer payment?
Mr. Gorpon: I do not know what transfer payment he is talking about.
1952Mr. SmITH (Simcoe North): $736 million thgt C.NR. was relieved of in
Stocl;;was any portion of that accumulated deficits, or was it all old bonded
Mr. Gorpon: There was no accumulated deficit in that figure. There was

an act in 1957 which provided for accumulated deficits up to that time. That

Was written off, and from then on the yearly deficits were written off
annually,

Mr. SmiTH (Simcoe North): The rate of depreciation affects the profit and
statement of the railway?

Mr. Gorpon: Yes.

Mr. Smit (Simcoe North): So that if during the period 1923 to 1940 the

;‘;te of depreciation was uneconomically low, had it any effect in the result,
reducing the deficit during those years?

Mr. Gorpon: That is right.

i The CraRMAN: You would not have had any more money, but you would
OW feel better about it.

1()ss
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Mr. FisHER: I have a quotation here on the economies of railway trans-
port and it states, from the C.N.R. current report:

One-half the long-term debt was changed into four per cent
preferred stock, to be held by the government, on which payments
by the system were contingent on earnings after income tax. The
remaining half ($736 million) of the former long-term debt was owed,
$615 million to the public and $121 million to the government. On
both of these sums, interest must be paid regularly. In addition, $100
million is interest free until 1962.

I could go on. What about this $100 million that is interest free until 1962?

Mr. GorpoN: That was in recognition of the fact that the Newfoundland
railway was taken over by the C.N.R. and was a deficit operation. In the
1952 recapitalization, they said: “All right, we will give you $100 million
interest free, and have a look at it in ten years”. That is due to be looked
at again. I thought it was 1961? Is it 19627 It was extended. It was the ten
years’ end; and that is the reason I say it was $100 million; and the question
of its continuing to be interest free, and the-contribution in the way of 3
per cent deferred stock is part of the thing under consideration and review
by the government now.

Mr. FisuER: That is part of it. Regarding the other part of it, the $736
million, is consideration being given to switching that into deferred stock?

Mr. Goroon: It is already in deferred stock, and stays put.

Mr. FisHER: What is your suggestion as far as that is concerned?

Mr. GorboN: Leave it alone and we will be paying 4 per cent on it if and
when we earn it. At the moment we do not pay it, because we do not earn it.

Mr. FisHER: In other words, it is static.

Mr. GorpoN: Until we earn money. We have paid some on it. In fact we
have paid in four years, 1952, 1953, 1955 and 1956.

Mr. FisHER: In the recent increases in interest, as a result of your capital
investment program, have you been inhibited at all by government fiscal
policy?

Mr. Gorbon: No. In other words; I can say this, that every capital budget
that I have put forward has been approved by government and approved by
this committee and finally by parliament, and there has been no cr1t1c1sm of
any recommendation that we have made.

Mr. FisHer: If we could bring the C.P.R. in again, I understand their
capital investment program has not been so ambitious.

Mr. GorpoN: ‘“Ambitious” is a rather questionable word. I do not know
what you mean by that.

Mr. FisHER: Let us put it this way. Is it possible that you have been pur-
suing an ambitious eapital investment program?

Mr. Goroon: I would rather put it this way, that we had much more to
do than C.P.R. Starting from a point—take 1950 if you like—the requirement
of capital expenditure on the C.N.R. was much greater than on the C.P.R. They
had a railway which was in good condition. There was capital expenditure
required for the C.N.R. which was not required for the C.P.R. I can give you
an example of that. When we get down to the matter of cases, in the matter
of diesel locomotive operation I was stunned one day to find that all of our
western railway lines were below grade in the matter of being able to take
diesel operations. Therefore we had to embark on a collateral program of
upgrading the line, renewing the line, in the form of drainage, heavy rails
in some cases, better ties in some cases, and so on: This was in order to handle
the diesel locomotives. However, Mr. Grayston would know more about this
than I would—perhaps he will deal with it.
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Mr. GraysToN: We embarked on that program a few years ago and it had
relation as Mr. Gordon says to dieselization of the railway. Of course it also
had relation to the general need for rehabilitation of that portion of the rail-
Way along with the rehabilitation of the-other portions of the railway which
already were underway or had been completed. I think it is quite safe to say
that if rehabilitation had not taken place in the west we in due course would
have had to spend a great deal more money on it than we did, and would have
found ourselves completely unable to compete in the way that we are starting
to do with faster, long distance freight trains, and things of that kind.

Mr. Gorpon: Let me put it to you in the form of a simple little story.
When I made my first inspection trip out west I remember very well standing
at the end of the train with the superintendent of the day. It was raining. I
knew very little about railroading then. I underline “then”. As I stood looking
there I could not understand why, in looking at the track as we went over it,
the mud came squishing out underneath the ties. We were doing about 20 to
25 miles an hour. It seemed to me a little odd and I said to this fellow: “How
do you explain that?” He replied: “Well, Mr. Gordon, we have not got a rail-
road. We have not spent any money on it. If we take a chance here we will
Probably derail”.

About two or three years ago I went over the same track. By then this
fellow had reached about retirement age and he said: “By God, Mr. Gordon,
We have got a railroad!” We were doing 60 to 70 miles an hour and we had a
good track.

Mr. FisHER: Let me ask you one other question in relation to the financial
Statement. You would agree the C.P.R., in so far as wage costs are concerned,
as been operating under the same terms as the C.N.R.

Mr. GorboN: If you are talking about wage rates, I would agree. I would
Not agree in regard to the number of employees. :

Mr. FrsHER: But in this instance the C.P.R. has no particular advantage
S0 far as wage rates are concerned. There is a direct parallel?

Mr. Gorpon: Pretty well, but they have a different form of wage costs.

The CHAIRMAN: In his report he showed there were more men employed
for the same work in the C.N.R. because of certain commitments. :

Mr. FisHER: I know the details of the break-up of the C.N.R. revenue
dollar. I have one last question in' relation to the statement dealing with
Teorganization on an area-management basis. If this is going to be the answer
0 the situation I imagine it is going to be an expensive change. I know the
Teorganization which was carried out at the Lakehead and how a lot of chiefs
Went into the headquarters there. Why delay this reorganization to this late
ate if it is the answer to your problem?

Mr. Gorpon: I think that is very easily explained. However, I am not going

to let you get away with your implication of too many chiefs. I can deal with

at later. Rome was not built in a day and we have done a lot of this in the

NR. during the last ten years. A reorganization of the size and magnitude

We_have accomplished was a fearsome thing to contemplate and we did not
80 ‘into it on anything but a very gradual basis.

It took four years of examination and study before we became convinced
= t? the kind of organization that would fit. Then, in the matter of implement-
::g it, again it is a very gradual process. I do not suggest there is any magic

all this year rather than last year or the year before. It is just a matter of
€0 we were finally able to get it done.

al Mr. FisHer: It certainly seems to me you have presented this change and
tel‘{ition in your whole management structure as being one of the answers to

€ situation. Surely it is fair to ask why this answer was not obvious earlier,
Why reorganization was not introduced sooner?
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Mr. GorbpoN: Things change, circumstances change and make it possible
to do things this year that might not have been possible seven years ago. As
I said before, we cannot do everything at the one time and it has taken time
to get around to the question of reorganization. It has taken a great deal of
time.

There were two elements in it which had a very definite bearing, the first
being the dieselization program itself. I felt myself, and all my officers agreed,
it would not be advisable to start on a reorganization before we got the diesel-
ization program finished, and the dieselization program only finished last year.
It has taken us close to ten years to complete the dieselization program and the
dieselization of the railway was a great change in the technology of railroading.

It made a great many things possible that were not possible with steam
locomotives. A steam locomotive needed servicing about every 300 miles. We had
to set up servicing points every 300 miles, and in some cases less than that
because of heavy traffic; but with a diesel loco you can run it from Montreal to
Vancouver and back, only giving it the kind of service you give an automobile
with oil and gas.

We also got into other technological developments in communications.
Some ten years ago we did not have anything like the centralized traffic control
which we have now. We did not have anything like the developments in the
communications field where, as I say, within five seconds we can be in touch
with Vancouver, Winnipeg and other points. I have referred to how this has
made possible the pooling of motor power which is available to the whole of
Canada. At one time engines were tied to a particular division and they never
left it. There was no fast way of keeping in touch with their movement;
but now these changes in railroading have brought us to the question of
being able to consider what kind of organization we should have. I am sure
you all know the amazing developments that have taken place in telecom-
munications in recent years; these have brought us to a realization that we
could afford to centralize. Through rapid communication we could put more

responsibility upon local areas and that is one of the benefits we got through
capital expenditure.

Mr. FisHER: What is the benefit going to mean in terms of your financial
position?

Mr. Gorpon: I am afraid we shall have to wait for time to show us that.
The benefits should be quite definite, in my view, but it will take a few years
before the benefit of what we are doing becomes fully apparent.

The CHAIRMAN: Gentlemen, it is 5.30 and I think it would be better if
we adjourned to 8 o’clock, especially since you are all in such good humour.

EVENING SITTING

THURSDAY, JUNE 15, 1961

The CHAIRMAN: Gentlemen, I am sorry I am late.

Mr. BRooME: Mr. Chairman, I would like to read out an excerpt from the
Financial Post editorial of June 17th, and ask Mr. Gordon if he might be able
to comment on this editorial, which seems to try and set out what is wrong
with the C.N.R.

The editorial states as follows—and it is quoting the Toronto Globe & Mail,

to start off with:
“In fact,” as the Toronto Globe & Mail points out, “far from being
a dictator over the CNR, Gordon does not have the authority that nor-
mally belongs to any corporation president. He and his executive team do
not run the railway. The most that they are allowed to do is to attempt,
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with one hand, to maintain sound operating procedures, while with
the other, they attempt to satisfy the conflicting demands of the Board
of Transport Commissioners, the railway unions and the politicians.”

Those words are all in quotes, and it is followed by this paragraph:
The things wrong with the CNR stem almost entirely from the
absurd, ridiculous and impossible set of strictures with which Parliament
ties the hands of the CNR management and limits its powers to manage.

The CHAIRMAN: What is your question, Mr. Broome?
. Mr. BrRooME: Whether it is true that the hands of management are tied
In the manner outlined by this editorial and, therefore, the management of the
C.N.R. have no room to maneuver in the operations of the railroad.

Mr. Fisger: That is a fair question.

Mr. Gorpon: May I see it? I have not seen it, yet.

Mr. BrRooME: Yes, it is right here.

Mr. GorpoN: I could say this at once: I am learning,—it has taken me
a long time, but I am learning—not to make quick replies to statements that
are made in the course of this comimttee. I have not seen this statement until
now, and I am sure it opens up a very, very wide series of considerations.

I presume the editorial is intended to be friendly and, therefore, I am glad
to read it. It is unusual enough for me to see a friendly comment that I would
like to read it, if I might.

Well, I would be glad to confirm the first statement, that I am not a dic-
tator. I will be glad to confirm that.

—does not have the authority that normally belongs to any corporation
president. He and his executive team do not run the railway. The most
that they are allowed to do is to attempt, with one hand, to maintain
sound operating procedures, while, with the other, they attempt to satisfy
the conflicting demands of the Board of Transport Commissioners, the
railway unions and the politicians.

I would read this to mean that they are referring here to the situation
that belongs generally to the railway business. They are pointing out that there
are severe restrictions on management of railways generally by reason of the
Controls that are exercised by the board of transport, railway unions and the
Politicians. I think that is a fair enough statement. Yes. There are very severe
Testrictions on management’s discretion by reason of the rules of the Board of

Tansport Commissioners, and the general control of setting freight rates that

as been exercised by the board and by the government. I think that is clear.

Need not comment any further—that these rules do restrict management in

he sense that they are not allowed to be flexible in meeting the competitive

fiemands of the transportation business. But, this applies to the other railways
In the country as well as the C.N.R.

The things wrong with the CNR stem almost entirely from the

absurd, ridiculous and impossible set of strictures with which Parliament

ties the hands of the CNR management and limits its powers to manage.

I take it this is your question?
Mr. BrooME: That is the point.
1 Mr. GorpoN: My reply to that would be that there are no absurd, ridicu-
‘OUs and impossible set of strictures that apply to the C.N.R. as such, and limits
s power to manage, and that the restrictions that are in play in the railway
Usiness apply with equal force to the other sections of the railway business.
Mr. BrRooME: In regard to the control of freight rates?

Mr. Gorbon: Yes, and other controls which are exercised by the board of

transport commissioners.
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Mr. BrooMmEe: But it is true, in regard to the operations of the C.N.R., that
it is independent and that although you report to parliament through the
minister, the minister has no control over the C.N.R., as such, according to the
statement that was made last year in this committee.

Mr. GorpoN: The minister has never at any time in my experience, nor has
any branch of government at any time in my experience, attempted to interfere
with the management of the C.N.R.

The other things that are referred to in this editorial, I take it, have to do
with other matters. Now, it is true, and I might as well be completely honest
on this, that there are forms of pressure on the C.N.R. that do not attach to the
other railways, and that arises out of the fact that because of its nature there
are agitations that arise through politicians, through mayors of cities, through
parish priests, if you will, that apply pressure on the C.N.R., which are not
applicable in the case of the C.P.R. or other railways. That is because the C.N.R.
is a publicly-owned corporation, and everybody feels they have a right to
complain. Where it touches us most—and Mr. Fisher and I discussed it in part
this afternoon—is, and as I said in my memorandum, it is true and perfectly
obvious that when the C.N.R. does take any action to control its expenses, which
results in layoffs of labour or rearrangements in regard to matters which
affect communities and so forth, then there will be protests made to the C.N.R.
management of an entirely different character than take place in the case of
the C.P.R.

The C.P.R. will close down its shop, if you will, and nothing is said about
it, because labour recognizes the right of the C.P.R. to do as they choose in
regard to their shops. However, if we decided to close a shop or transfer a shop,
or take other action which frequently affect labour, then it is quite true that a
storm of protest arises, and we have to deal with it. I do not complain partic-
ularly about that, so long as it is done within reason and so long as the C.N.R.
management has an opportunity to explain what is taken place. .

Mr. BrooME: That is what you really are asking for, an explanation in
nearly every case. A question is asked in parliament and the minister says he
will check, but then he reports back and says he has been advised nothlng
can be done.

Mr. GorboN: I think it must be admitted that human nature being what it
is, and having to defend themselves in respect to all sorts of questions, it tends
to make the management of the C.N.R. perhaps a little more cautious and a little
slower in doing things they might do. We recognize our obligation to approach
matters in a more critical manner than perhaps private enterprise.

Mr. BrooME: That is the point you made this afternoon regarding transi-
tional changes worked out in cooperation with communities and employees
concerned, so that less dislocation will take place and at the same time achieve
the desired results you want.

Mr. Gorpon: That is right. I say if these thmgs are done on a reasonable
basis I am enough of a realist to recognize that is the environment in which we
live. It is only when you go to extremes that something happens.

Mr. BrROwWNE (Vancouver-Kingsway): I wonder if Mr. Gordon would
clarify what he meant in this statement regarding prlvate enterprise and
restrictions on rate making.

Mr. BroomE: Before that, I should like to put one final question. Do you
agree the newspaper people who wrote that knew as little about railroading
as the politicians they are complaining about?

Mr. Gorpon: I have no idea who wrote that, and therefore pass no judg-
ment.

The CHAIRMAN: Could we get on to the report?
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Mr. BROWNE (Vancouver-Kingsway): I should like to have Mr. Gordon

clarify what he said in regard to restrictions on rate making. What does he
feel are onerous restrictions?

The CrHAIRMAN: I suggest that comes under another heading.

Mr. FisHER: In the light of the high charges?

Mr. GorpoN: Of course I recognize the board of transport has an over-
riding jurisdiction in respect to any freight rates.

Mr. BROWNE (Vancouver-Kingsway): There is no restriction on the rail-
road to reduce rates?

Mr. GorpoN: “There are no restrictions on the railways to reduce rates”?
Let me examine that. I think there are. As I remember the act it says that
rates must not be discriminatory and must be just and reasonable. At any

moment we have to be in a position to defend our judgment that a rate is just
and reasonable. ;

Mr. BRowNE (Vancouver-Kingsway): In other words, you are not in any
Way hampered so far as your competition is concerned?

Mr. GorpoN: Vis-a-vis the C.N.R. and C.P.R. I would agree.

Mr. BROWNE (Vancouver-Kingsway): Or any other form of competition,

for that matter? You can set a competitive rate to meet competition from any
form of carrier? ! :

Mr. GorpoN: I am talking now only of railway competition. In regard to
the competition which exists between ourselves and the C.P.R., we are on an
€ven-stephen basis. We are not, however, on an even-stephen basis at the
Moment with regard to other forms of competition.

- Mr. BrROwWNE (Vancouver-Kingsway): I understand the railways could
Set a competitive rate to meet other forms of transportation. If there is com-
Petition from trucks I understand the railway sets a rate known as a compe-
titive rate or incentive rate. : 2 o

Mr. GorponN: It all depends on what you define to be a restriction. I am
Perfectly well aware that if I have to set a rate-to compete with a trucking
rate, I have no means at all of finding out about the trucks. There is no
authority to control truck rates, but there is authority regarding the control
of railway rates. :

Mr. BROWNE (Vancouver-Kingsway): All I am getting at is that you are
I a position to meet this competition. All T am trying to define is whether
You are in a position to be able to meet this competition or whether you are

ampered in doing that by restrictions on rate making. Are you in a position
O set whatever rates you like to meet that competition?

Mr. Gorpon: No, I would not agree because we are always under the chal-
e as to whether or not a competitive rate is compensatory.

Mr. BrownNE (Vancouver-Kingsway): How many times has the railroad
been challenged? :
Mr. Goroon: I cannot say that, but it is always under the challenge.

b Mr. BrowNE (Vancouver-Kingsway): As I recall the evidence given
efore the royal commission on transportation, it had not happened a dozen

Mes in over 10,000 rates.
i Mr. Gorbon: But that does not give the solution. The power of challenge
ss there. The railways have to consider if the rates they are making can with-
and a challenge if it is brought before the board of transport.
g Mr. BrowNE (Vancouver-Kingsway): I think this is a very important
pomt3 and I want to be absolutely clear whether the railway can set a rate
at is competitive with the trucking industry. If the railways are not in that

len g
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position I assume they could not do it on a compensatory basis. The railways
have the outlet of agreed charges which do not need to be compensatory, and
therefore you could enter into an agreed charge. I do not see how the railways
are hampered in regard to restrictions in meeting competition.

State enterprise tends to operate without regard to cost or return on
investment, thus escaping the discipline of the market and contributing
to uneconomic allocation of resources and to lower productivity than
otherwise would be obtained.

It is well down the page.
State enterprise in certain instances, enjoys access to interest-free
capital and also escapes its share of the tax burden to which other
businesses and individuals are subject. In the long-run . . .

I do not need to go on as he is sounding off about is philosophy of state enter-
prise. This is to answer a criticism that will be put up in regard to the point you
were making about the debt structure under which the C.N.R. operates, that is,
that you enjoy access to interest free capital and you also escape your share of
the tax burden. How do those of us who are interested in the C.N.R. answer
a charge or an analysis such as that from your financial statement?

Mr. GorpoN: Well, my first comment is that Mr. Crump appears to be
making a general statement in regard to state enterprise. He is not referring
in particular to the C.N.R. He is not even refering in particular to the railway
business. He is making a statement of his philosophy in respect of what he
chooses to call private enterprise versus state enterprise.

Mr. FisHER: I think the C.N.R. certainly is a state enterprise.

Mr. GorpooN: I agree, but he says in a statement that state enterprise is
much less subject to the discipline of the market than private enterprise. That is
a general statement affecting state enterprise, but it does not attach to the C.N.R.
because we are subject to the discipline of the market and to the discipline of
trying to get a return on our capital. Mr. Crump states there that state enter-
prise tends to operate without regard to cost or return on investment, and I say
in connection with the C.N.R. that is not so.

Mr. GorponN: No, because what I was suggesting this afternoon was that we
would remedy the errors of the past in dealing with the public enterprise. I was
merely trying to point out that when you were talking about the record in
terms of present day management, the present day management should not be
held guilty for the burden of the debt or the burden of interest which is charged
to our current account. That burden originated in the period between 1923 and
1950, or whatever the date may be, by reason of what we regard now to be a
faulty method of providing for depreciation; if this enterprise by the Canadian
National had accumulated depreciation reserves on the same ratio as the C.P.R.,
then our current results would be far better than they are.

Mr. FisHER: Would you agree this is the first time that this particular
analysis has been projected publicly, or at least in this committee?

Mr. GorponN: Yes.

Mr. FisHER: This is what I just cannot understand, how it comes out only
now, in 1961, at this late date.

Mr. Gorpon: I thought I tried to explain that this afternoon. Let me try to
repeat then. Let us hope I will say the same thing. If I do not, let me have a
chance to correct it.

The situation was that in 1952, when the capital revision was then in hand—
that had originated two or three years before by a series of analyses which
finally came out of the Turgeon royal commission report—it was proceeded with
on the basis of dealing with the unfairness of loading the existing C.N.R.
system with the debts that really belonged to the previous bankrupt company-:
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That was accomplished, and a collateral item that the Turgeon commission
called attention to was that there was not a comparability in the manner of
the accounting methods of the two great railways. Their suggestion or recom-
mendation was that the board of transport commissioners should be required
to make an analysis of the accounting methods of the two railways in an effort
to get a uniform system of accounting. That analysis took the board of transport
Commissioners several years, because it is a very complex subject, and it was
not until 1956 that they emerged with rules in connection with the uniform
accounting. We then started, after we saw the impact of the uniform accounting,
FO make an analysis of our accounts in an endeavour to discover what was
Involved in our depreciation account. I do not want you to misunderstand me,
that the system had not been taking any depreciation. We had, but we had been
doing depreciation on a replacement basis, a retirement basis—how many

ases are there?

" Mr. TooLE: Principally retirement and replacement basis and the straight
Ine,

Mr. GorpoN: In any event it was a most complicated set-up. We then
decided that we would review our whole structure of depreciation to see where
We stood. It was around about that time that we began to see that the costs of
New equipment, new capital expenditures, and so forth, were such that we were
threatened once again with building up a very heavy interest burden, and we
Said “What is wrong with this? Let us get at it”. It has taken us a lot of time
?0 make the necessary analyses. That is why it has come out this year. Maybe
1t is a valid criticism that we might have done it last year or two years ago.

evertheless, we did not; we finally managed to get the necessary analysis now.

To do this analysis means going back over the books and taking each item
of the kinds of equipment and the kinds of capital expenditure, and tracing it

ough to see what the actual accounting has been. When I said to you this
afternoon that if you take the C.P.R. balance sheet and the C.N.R. balance
_Sheet you find on the same ratio of depreciation, in terms of the property
Mvestment account, our depreciation reserve would be $900 million higher,
Tam not arguing it ought to be that. I am only saying that if you took the same
gagO, you would see what a difference there is between the C.N.R. and the
-PR.

Before we can argue what is the actual amount of unrequited depreciation,
You still have to do a further analysis in terms of actual happenings, because
that $900 million can be swung $150 million one way or the other depending
On the analysis you get, when you take replacement accounting or retirement
ACcounting and set it against straight line accounting. I am not an accountant,
but tell me, Mr. Toole, how did I do?

Mr. ToorLe: Very well.

t Mr. FisHER: In terms of the new hump yards or your yard facilities, in
€rms of central traffic and control, in terms of dieselization, are not these new
€Xpenditures in which the old depreciation would have no relevance?

Mr. Gorpon: They have relevance to the extent that the depreciation that
can'}e into being by reason of the steam locomotive would be inadequate to offset
Against the purchase of the new diesels.

Mr. ToorLE: That is right.

¥ Mr. Gorpon: It is inadequate, you see. Suppose we take another example.
et us say we had a steam locomotive that cost us $150,000. You then get a
1esel locomotive to replace it, and that would cost us $250,000. Now, you
Ave to arrive at a determination as to whether the period of life that you
ad in that steam locomotive and the period of depreciation write-off you

aVe had is fair enough in terms of the new diesel, or does the new diesel
25453-9—¢
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at $250,000 represent an inflation in price? Are you buying the same thing?
You get two different factors. You get an inflation factor which, as I said before,
is something that the accounting profession is still quarrelling about. When I
pay $250,000 for a diesel locomotive, am I not buying the same thing as the
steam locomotive I bought or am I buying for that $250,000 the cost of the
depreciated value of money?

Now, I will give you a stock market tip. If you ever get around to setting
up your old age pension, Mr. Fisher, you try to buy some stocks, you get your
balance sheet and investigate in terms of the kind of business that the company
is doing and ask them the question as to how they are setting up the deprecia-
tion; are they renewing their equipment; are they renewing it on the same
basis of the depreciation of the new cost or the old cost, because it makes a
tremendous difference in regard to reserves that that company will have in its
depreciation, and it will make a big difference in the earning capacity of that
company.

Mr. CREAGHAN: Which is the C.N.R. using, the new cost or the old cost?

Mr. GorpoN: We are writing off the old, and we are doing it on the basis
of what we call “lives”. This is another thing that we have—a whole series of
lives. Have you got those lives, Mr. Toole? We use different lives depending on
different items. I have to have a working understanding of all these things and
I still do not know whether that makes me a railroader, but I am trying.

Mr. CREAGHAN: You are very good today.

Mr. GorboN: As I say, maybe I am learning. If you take a write-off for
a diesel locomotive, it is on the basis of 4.65 per annum which gives you a life
of 23 years roughly, but when you come to an electric locomotive, we are writing
that off at 2.85 per cent per annum which is a life of about 33 years. Freight
train cars go at about 33 years, and passenger train cars go at 2.30 per cent,
work equipment at 3.50 each year. The old steam locomotive went at a depre-
ciation rate of 3 per cent per annum which is 33% years. Those rates are
approved by the board of transport commissioners. We do not set them our-
selves. They have told us what their formula is.

Mr. CREAGHAN: Does the C.P.R. use them?

Mr. GOorpoN: They do now. This is again another factor that makes it
impossible to make an exact comparison between C.N.R. and C.P.R. I want
to be fair about it, but the C.P.R until 1956 engaged in what was called user
depreciation. That is another form of depreciation which is based roughly on
this, that you write off the particular piece of equipment in relation to its
usage during the particular year, and it has this satisfactory effect that you
charge to your expenses the depreciation of a high amount when your earnings
are high, because by definition when your traffic is high you are using your
equipment more. Therefore you set up your reserves in years of good earnings
and then when your traffic goes down you set up your reserves on a much
smaller dollar basis than before. The effect of that is that it gives a company,
which has a dividend to pay, a much better chance of maintaining the dividend
at a steady rate because the fluctuations in earnings are taken up in part by
the fluctuations in depreciation.

Mr. HorNER (Jasper-Edson): In your synoptical history of the railways
with regard to surplus or deficit, in fact the last four years are not a tru€
comparison with the previous years.

Mr. GorponN: The last four years are not a true comparison with the pre-
vious years? Is that a statement or a question?
Mr. HorNER (Jasper Edson): It is a question. Do you agree with that?

Mr. GorpoN: Yes, to this extent that our depreciation charges did change
in 1956, did they not?
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Mr. Toore: That is right.

Mr. GorponN: Have you got any estimate of the impact of that change?

Mr. TooLe: No, other than to say that in the year 1956 itself we did cal-
Culate that the impact of depreciation in the accounting that would otherwise

ave taken place in that year was practically nil. It brought about a drop in

Tesults in that year. We did not trace it to any one year.

Mr. HornNer (Jasper-Edson): If you continued on in your accounting
System, what difference would it have made?

- Mr. Gorpon: We would have to make a detailed study of that, which we
did not think worthwhile or would prove anything. However, I will say this,
and give my own impression of it. My own impression is that we are charging
More to our operation today, we are charging more by reason of our amended
depreciation.

Mr. HorNER (Jasper-Edson): In what year was that?

Mr. Gorpon: I do not like to make a positive statement that is not
@nalyzed.

Mr. Horngr (Jasper-Edson): I thought it was 1956.
Mr. Gorbon: The only time when we would have a proper appreciation of
as the one year when it changed. After that it gets lost.

o Mr.‘ HorNer (Jasper-Edson): I would like to know whether, in fact, a
ange in accounting had increased the deficit which you showed last year.
Hay GZVII‘. GorpoN: My judgment is yes, bpt ‘I would not like to say how much.
you by any chance got the depreciation figure for 19567

Mr. CreaGHAN: I have for 1957.
Mr. Gorbon: Have you got the depreciation figure?

lio Mr. CreaguAN: Yes, the total depreciation was something like $78 mil-
M. That was the first year of the scheme.

Mr. Gorpbon: Have you got the annual report?
Mr. Horner (Acadia): The Auditor’s report to parliament?

Pl Mr. Gorbox: Then, as you see, we are taking $88 million today, plus
intOther figure. To show that it is still more complex, we have a figure that goes
& 0 the depreciation account which consists of salvage. We have a great deal
Salvage in the last few years by reason of the turnover from steam loco-
ito Ves to diesel locomotives. We get salvage, and last year about $20 million of
: Was that figure reached?

Mr. TooL: Yes.
Mr. Gorbon: And that was credited to depreciation?
Mr. Creacuan: That was called “property”.

deprMF' Gorpon: It comes from that. That $20 million was credited to our
aveecmtlon account. One could have argued there that that $20 million should

so. T €en credited to revenue, or reduced our expenses. But we have not done
* *t has built up our depreciation account.

Mr. McPrrLLips: It was the sale of scrap.

Mr. Gorbon: Yes, pulling down water towers and all the rest of it.
Consta am sorry _to be so verbose, but this is extremely. interesting. That is
& goocriltly aﬁec’gmg our accounts and bringing about a judgment as to what
Arpne 1accoun‘tmg and what is not. I am constantly after Mr. Toole and we
. Waatl the time as to what is good accounting. I want to show a result and
accQUn?ai to be—I was going to say “honest’—he wants to be a good
Prog t, so he insists on charging to our operating expenses the cost of

2ucing the salvage. When we tear down a water tower or break up a
5453-2~3i
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locomotive, the cost of doing that is charged to our operating expenses, but the
yield that they get from it, though we sell the metal and sell the salvage of
various kinds, is credited to the depreciation revenue and our current year’s
expenses do not get any benefit at all. I discovered some years ago that our
operating people—and we are after them all the time, asking why they are
not making some money—have an awful lot of equipment around the rail-
ways which was being allowed to lie and rust and deteriorate, because the
various divisional superintendents would say: “Why should I tear down a
water tower and do this and that when the demolition is charged to me and
I get nothing for the scrap?”’ However, that was shortsighted, because we
were giving up an opportunity of producing saleable scrap which, if we let
it alone for several years, may be worth nothing. Therefore, I went along
with Mr. Toole and said: “Now, if you must be so pure, we will all be pure
and do it in the right way, and we will sell the scrap and get the money.” The
end result of it—and here is the irony of it—was that because we are
doing it in this legitimate way, it will be successor managements of the C.N.R.
who will get the benefit; I am getting it right in the neck so far as my operating
expenses are concerned.

Mr. HOrRNER (Acadia): I have a supplementary question. I wonder if we
could have some of the amounts charged off for depreciation for the years
previous to 1956?

Mr. GorbpoN: Yes it appears in our annual report for each year, if they
are available.

Mr. ToorLE: They are in the office.

Mr. Gorpon: It is shown in the annual report of each year.

Mr. HorNER (Acadia): I would have to go back and look at each year.

Mr. Gorpon: If you look at page 20 you will find a similar statement to
this in each annual report. If you would like it, I will have a statement pre-
pared for you.

Mr. HorNER (Acadia): I can look it up without any trouble, but I wonder
if you had it here so that we could compare it, and it would give the committee
some idea as to what this accelerated rate of depreciation has meant over the
years.

Mr. GorpoN: We will get one of our people working on it tonight.

Mr. GriLLs: This sounds like an old-fashioned question—

Mr. GorpoN: I would be glad to hear one.

Mr. GriLLs: Mr. Gordon may accuse me of being of the old-fashioned
school. We are here to examine the report of the C.N.R. and we make a com-
parison with the C.P.R. That is our privilege. I would like to inform MI-
Gordon—I had a little difference with him last year about being a politician,
and he is president of the C.N.R.—

Mr. GorooN: And I am not a politician.

Mr. GriLLs: —and he attacked me and asked me what I knew about run-
ning a railroad, and I told him that about running a railroad I knew nothing
but I represented people who did.

Mr. Gorpon: Let me take you up on that. I said I did not know anything
about the milk business—and you knew what I had in mind.

Mr. GriLLs: At least I may say this—

Mr. GorpoN: That is what I said. I remember.

Mr. GriLis: I tried to indicate that our milk business may not always
be a profit—it may be due to organization—it is intended to be that way
so I think you should consider that also. But, I would like to ask how many
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firnes it was stated in your judgment and in your board of management’s
Judgment you should dieselize the C.N.R. completely? The C.P.R. did not
do it as quickly. They were not as ambitious in the change-over program.
I have questioned your judgment and that of the board of management,
Whether your judgment was correct, that you destroyed or scrapped a lot of
800d steam power and I have wondered whether one division of the railway
Somewhere in Canada could not have been continued, whether you could
ave continued to use steam power economically. Was it practicable to
Change it over as fast as you did?

Mr. Gorbon: Well, I think that is a very good question and a question
on which I might say there can be endless differences of opinion. All I

fan tell you is what we did or what we did not do, and you can form your
OWn judgment.

Mr. GriLis: I will be glad to hear that.

Mr. Goroon: In the first place, when we started out to dieselize we
fOH_OWed a different method from the C.P.R. We decided to dieselize on the
asis of the services which were being operated rather than on a geo-
8raphical basis, and we put our diesel locomotives into that service which
Produced the greatest return in the first instance. The Canadian Pacific did
not.. They decided to dieselize on a geographical basis. They took certain
sec"_lOnS of the country and completely dieselized them. That was a matter
Ol judgment. We analyzed our particular circumstances and came to the
fonclusion that the best way to do it was by services. That is, where we
ot the quickest early return. As time went on, however, we had to decide,
iwme approached the dwindling stage whether or not we should completely
dieselize, We found as our dieselization program went on as we expected to
g of course, that we would come to a point where maintenance facilities
oeCessary to operate a steam locomotive would become too expensive. In

€T words, if you are running a service and running it in a section or a
Part of the country, you get to the point where it is 80 to 90 per cent
'eselized. At no point the cost of running a few steam locomotives will
€ away out of proportion to what it was before.

Mr. GriLLs: Would it not be possible in one region to maintain a larger
€ntage of them in steam, and dieselize one section?

o MI‘-. Gorbon: Yes, that would have been perfectly possible, but whether
DOi:tOt it would have been better, is a matter of opinion. From the view-
W of our particular economies, we did not think that it was. And. there
g another important factor. We rapidly saw that the time was going to
b € When the purchase of diesel locomotives by the Canadian Pacific and

VOUrselves would very rapidly become reduced and we would lose the
dieszllltage of the price that we were getting for placing large orders fqr
Price S. In other words, we would buy 1,000 diesels for a mugh smaller unit
of g than we could buy 100. As we got down to the point with the number
esels we would be buying to complete the program we found we
hay 1d be pPaying a very substantially smaller price per unit. than you would
diese] O pay today, right now, because the manufacturing capacity for

Ocomotives in Canada today is very much reduced.

to mMr. GRILLS: That might sound all right, but it does not seem practical

* Why would you buy more if it is not practical to use them?

Pere

do WIY?- GORDON: No, no, I did not say that. The reason we buy more has to
! our rate of conversion.

Mr. GRILLS: You are still paying interest on the money you borrow?
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Mr. GorpoON: That is right, but the economic analysis showed two things:
that the economy we get from the operation of a diesel locomotive, plus the
economy that we get for buying them in large quantities was considerably
more than the overall loss we were suffering through keeping in use what life
there was in the steam locomotive. Do you follow me?

Mr. GrIiLLS: You are sure it was not an empire building scheme?

Mr. GorpoN: I am absolutely positive of that. Do not think for one
minute that this decision was taken by one man, namely, Donald Gordon. No,
no. These decisions were taken after very careful analysis by all the respon-
sible officers and I can produce report after report on the economics of it,
which I have studied carefully myself, and which have been studied by other
officers whose job it was to do it; and the result was that the policy we
followed showed the best results from the standpoint of economics. Mr.
Grayston had a great deal to do with the program. I wonder if he would care
to add something to what I have said.

Mr. H. C. GraysToN (Vice-President, Transportation and Maintenance):
I think you have covered it very well. You do get to the point in the tail-end
of a program like dieselization where there is a residual advantage which
makes it very plain that you must complete that program in the shortest
possible space of time.

Mr. GriLLS: I can understand that fact, but you had the maintenance
service for all these types of locomotives across the country, and I have
wondered; I have been asked whether it would not have been practical in one
region to use these steam locomotives that were in perfect condition and which
had years of service in them, but which apparently were absolutely wasted,
in order that you could say that the Canadian National Railways was a com-
pletely dieselized railroad.

Mr. GrRAYSTON: Well, there is the question of economics as Mr. Gordon
has said, and economics showed us what we should do.

Mr. GorpoN: Let me give you an example of that.

Mr. CREAGHAN: I was wondering whether there might not be some
question of resentment in various regions. I can see that if you dieselized
western Canada and left central and eastern Canada behind, there might be
some feeling of resentment.

Mr. GorpoN: No, that was not a factor. But let me give you two examples.
In the first place, you must realize that this was not a sudden program. After
all, we have been ten years at it, so that the matter of a year or two, while
arguable, is not so important, because after all it has taken us ten years to0
do it; so it has been a gradual program by any standards.

Mr. GriLLs: The Canadian Pacific Railway did not do it in the sameé
manner.

Mr. GorpoN: That is right.
Mr. PascoE: I would like to come back to this report at page three.

Mr. GorpoN: Let me give you an important example on the matter of
economics. In the course of this program, as Mr. Grayston will remember, W€
had a program to buy diesels for the western region by a certain date. But
we discovered it as we watched the market that the price of diesel oil and the
price of bunker C oil suddenly went very much lower than we had estimate
in our economics. Because of that, when we found it out, we learned that the
oil burning locomotives in western Canada could match the economics of the
diesel. Therefore we stopped that program. I think we held it up for three
years.

Mr. GrAaYSTON; Yes, for nearly three years.
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Mr. Gorpon: As long as we could establish that our oil burning steam
10‘-‘0motives, with the cost of oil and so on in our economics, approached a
Comparable cost in the matter of diesels we held on to those locomotives. It
Was only after we had got the program to the point where we were able to
show actual savings that we dieselized this particular region. We did not go bull-
headed at it, just for the sake of dieselization.

Mr. GriLis: It does not seem practical. And if there is that high com-
pEt{tion with the Canadian Pacific, why do we not carry it over and solicit
Usiness? It seems to me that the two things do not tie in together.

Mr. Gorpon: Are you suggesting that we do not solicit business?

Mr. GriLLs: In the way I think it should be done.

Mr. Gorpon: I would be very happy if you would give me some examples.

Mr. GriLrs: I will take my own example. I use a lot of freight cars out
of _Bglleville, but I have yet to have a Canadian National freight agent ever
i Icit my business. I do give business to the Canadian National Railways, but
1t is not through solicitation.

s Ml‘- GorpoN: I would be very happy to hear more about this. My impres-
>lon is that that is one of the reasons for our re-organization. We have a very
Important operation in our sales solicitation, and over the last six months we
ave revamped our whole department. We are going at this thing now with
all the “umph” that we can muster. And if you tell me that it is still not hav-
8 an effect, I shall have something to say to our sales department when I
get home.

Mr. Grirvs: I have never had a solicitation from a C.N.R. freight agent.
Mr. Gorpon: Have you had one from the C.P.R.?

Mr. GriLis: Very definitely. And I am a C.N.R. man.

Mr. Gorpon: When are you going to be back in Belleville?

Mr. GriLLs: Whenever you want to meet me there.

Mr. Goroon: I will have a traffic solicitor there the same morning.

The CHARMAN: On page six there is a modern approach to sales. Let us

k to some order of business now.

Mr. Horner (Acadia): With regard to the president’s statement about

€ purchases, what does he mean by large purchases? I understand that the
anadian National Railways has something like 2,100 diesel units. Am I right?

Mr. Gorbon: Yes.
]arg:vfr- HorNER (Acadia): You surely would not purchase them all in one
order?

i %VII‘- Gorpon: The day for our large purchases of diesels is over. What was
otal? We got from 200 to 300, in that range.

Mr. Gravsrow: I think so.
Mr. Goroon: I think we got up to about 300 or 350 units in a year.

gettii\:[r' HorNER (Acadia): In other words when you were speaking about
DUrchg reduced prices for large purchases, this would constitute a large
ase,
$18 01\(’)[6‘0 GORDON: Yes. Three hundred units of diesels at a unit cost of about
’ would involve a figure of around $55 million.
‘this qu-fHORNER. (Acadia): That is a whole lot of money. I just want to follow
just I; turther, if I may. I see recently in the Track magazine where you were
stil 5 1vered 123 new diesels. I see here in the report of the C.P.R. that they
'dﬁes 'itve 364 steam locomotives in operation and only 1000 diesel units. How
along Compare? Is the C.P.R. moving that much less freight, that it can get
With that much less diesel units?

stie

larg
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Mr. Gorbon: At the time of this report the C.P.R. had not completed its
dieselization program. It is just a matter of when they are going to complete
their program.

Mr. HorNER (Acadia): Earlier you said that you perhaps were overstocked
in diesel units; that is, you were oversupplied about 75 or 50 for the present
traffic, or about that.

Mr. GOrpON: You must remember the C.N.R. is a much bigger railroad
than the C.P.R. The relationship is about 60-40. As of the end of the year I
think we have 2,134 diesel units. Now I would say, at the present level of
traffic, we have I suppose 32 to 40 diesels which are not being fully utilized;
but that situation could change in a couple of months. It would not take much
to use those twenty or thirty diesels.

Mr. HORNER (Acadia): Yes; but I think there is some merit to the sug-
gestion that some of the newer steam locomotives could have been worked off
in a particular area with greater utilization of that investment.

Mr. GorpoonN: Not if you look at the entire economics. It is not only a
matter of running a steam locomotive; there also are other things which
go with it. You have to maintain water towers, coal chutes or oil dispensers
and other things.

Mr. GriLLS: What about the interest on the investment?
Mr. Gorpon: It is figured in the economics.

The CHAIRMAN: I think, if we agree that the change from steam to diesel
is sound, then over the years we have to pretty well trust the economic ad-
visors of the railroad who give a lot of study to it. I do not think we as a
committee should be questioning too severely the procedure. I know I am
too much of a politician to know much about railroading in that sense. If we
decide that the dieselization principle in general was not sound, then that is
another question; but if it is sound, and the president’s advisors have proven
it is—they have studied the economics and all of the different factors which
have been mentioned—then I think we have to pretty well take it that this
procedure is pretty efficient.

Mr. Pascoe: Mr. Chairman, to keep us on the track in respect of the
program, I will keep my main question until later. Following up on the subject
of replacement of steam locomotives by diesels, what is happening to the old
round houses? Are they out completely? In Moose Jaw now, the C.P.R. has its
big round house rented out for the storage of wheat. What is the situation in
respect of the C.N.R.?

Mr. GorpoN: They are disappearing until we can change them into other
uses.

Mr. PascoE: Are you selling them?

Mr. GorpoN: We will certainly make them available for sale if we cannot
use them. Did you say the C.P.R. is renting a round house?

Mr. Pascok: They are leasing it for storage of wheat. I am wondering
if that is on a long term basis?

Mr. GorooN: I could not say, but if it is surplus I would imagine they
would lease it on any basis they could.

Mr. Pascoe: Have you any rented out.

Mr. GRAYSTON: We have had several enquiries from various sources ift
regard to rental. I believe we have one or two which are partially rented.

Mr. ForBES: You have one rented at Dauphin to the United grain growers

for the storage of grain. Would you indicate what rental you get for that
building?
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Mr. Gorbon: I do not have that available here.

Mr. ForBes: It is a transaction which took place last fall.

Mr. Gorpon: It would be in our records. I am not familiar with it myself.
It would be at the going market price, whatever might be the rental price for
an item of that kind.

Mr. ForBes: We know the rate the grain companies get per bushel for
storage, but we were wondering what you get for the rental?

Mr. GorpoN: I am not too sure that the grain company would wish us to
reveal what we are getting for it.

Mr. Forses: It is part of the C.N.R.’s operations, is it not?

Mr. Gorpon: Oh, yes.

Mr. FisHER: Mr. Chairman, I would like to return to the financial memo-
randum which Mr. Gordon gave us. It seems to me that you indicate there one
of the factors which altered the situation since you took over the railroad was

€ increasing competition from other transportation media. It also seems to me
You indicate that in the last few years your judgment of the business prospects

3 not been realized; that is, your forecasted estimate of the economy has
fallen short. Are both things generally true?

Mr. Gorbon: Well, yes. Of course we have to examine what we are talking
about there.

Mr. FisHer: There are different things.

. _Mr. Gorbon: Yes. The estimates we made in regard to the rate of growth

In th.e Canadian economy is based on other forms of estimates. I think I could

33y, in a general way, that we have not been any more wrong, and in fact have
€en less wrong, than many others who made those estimates.

Mr. FisHer: Who makes the estimates?
Mr. Gorpon: Mr. Wahn will speak on that.

e Mr. WaHN: We make the estimates on the gross national product for a year
€ad. For the particular year ahead we make estimates in four main sections;
OI'St of all, we make estimates about all consumer spending; we make estimates
Fon W_hat business will spend on capital investment both in terms of fixed assets
Inventory; we also make estimates of the housing program; we make esti-
ates of what the expenditures of the three levels of government will be for
De:l gpming year; and finally we make estimates of what exports will be—ex-
Bon 1tu_res by foreigners for our goods. We have only a limited number of
g°vn°'rmsts and therefore rely on information from other organizations such as
px.OC‘;I'HInent and other sources. Last year we estimated that the gross national
= uct would be six per cent greater than it was in 195¢. I think this error
. _Sharegi by our colleagues in the government and banks, and so far as I
in tﬁudge in the pulp and paper industry and by some of the larger corporations
€ country as well.
the € have tried to analyze what went wrong. Part of it was tied up with
Capital investment program. As you may know the Department of Trade
at ¢ Ommmerce, in conjunction with D.B.S. makes a capital investment survey
te end of every year. They go around and interview the major firms and
B 9, find out what the capital spending will be for the coming year. Business
Of c,om general, thought that 1960 would be a good year for capital investment.
urse, no one foresaw the falling off in spending, either for plant and

e .
h%‘;;Dmegt, or in the house-building field. However, as I mentioned earlier,
cent e‘bhllldlng fell off 15 per cent and, if you take out the price factor, 17 per

' Sbending on equipment also fell off slightly.
int, p € combined these estimates which have been made by impartial authorities
‘gherur economic models, and we got a level of G.N.P. and C.N.R. revenues
than actually occurred. If you look at the chart on the second or third
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page, in front of you, you will see in the second quarter of the year our reve-
nues fell off very substantially. This was due to a number of things. The house-
building program fell off; our haulings of lumber, building materials, sand and
gravel fell off. Our cement hauling fell off very substantially; I think it was
something like 20 per cent. None of these things could be foreseen when we
made the forecast.

Another thing which added to the problem was the fact that business
inventory was generally allowed to run down and, when it is, a transportation
agency generally suffers in a three-fold way. Goods are not transported from
the primary producer to the wholesaler, from the wholesaler to the retailer,
or from the retailer to the consumer, as the case may be. So, at a time of
inventory liquidation, a transportation agency suffers very substantially. Con-
versely, when we have an addition to inventory in the country, our business
booms up very quickly.

All I am stating, gentlemen, is what we had a recession which, I do not
think, was foreseen in this country, and in the United States, to the best
of my knowledge. Another of the root causes was tied in with the steel
strike in the United States in the preceding quarter up until the forecast was
made, and its effects were not reflected in our projections.

Mr. FisHErR: Mr. Gordon has told us, in contrast to the C.P.R., the C.N.R.
is peculiarly vulnerable to economic downturns, and when there are economic
upturns, it is more flexible than the C.P.R. In the light of this, is it not possible
that criticism could be made of your forecast, looking at the experience of the
last few years, in that it is generally too optimistic?

Mr. WaHN: No, sir.

Mr. GorpoN: I do not think so. I would say at once, we are no better
forecasters than anybody else. I am not claiming any better wisdom in read-
ing the crystal ball than anybody else. We do get into spotty situations like
this. In addition to the factors which Mr. Wahn has indicated, I have one
of the latest reports on this situation. We have a whole series of charts here—
anybody can take a chart, sit down and study it, and come to a conclusion.
It depends on what your general attitude may be, or what your knowledge may
be. However, you can read anything you like into that; all you get there
are trends. No one can make a firm judgment as to what it is. That is what
stock markets are all about. If we could do that accurately, we would not be
in the railway business. You have to do the best you can.

What I started to say was that we, in the railway business, have also this
other factor. We make an appraisal by enquiry from our own shippers; wé
try to reach with them an agreed idea of what they are likely to do. Take,
for instance, in preparing ourselves for the movement of iron ore. We had
quite a good figure from our iron ore shippers. It turned out to be grossly in
excess of what happened. As I say, we have to prepare ourselves for it
because we must give the service. They are depending on us. We depend on
their estimates, and sometimes they are wrong. The same is true of wheat:
We prepare for wheat, and sometimes the good Lord does not give sufficient
sunshine and rain, and we do not get the wheat we anticipated. Then, on the
other hand, sometimes He gives us too much. But, the best we can do is make
a forecast as to how we are going to handle it. We can tie up 2,000, 3,000 of
4,000 cars on wheat, and we may be grossly wrong on that. However, we do
our best with the information we can obtain. This is one of the business
hazards.

Mr. FisHER: Your thesis is that the C.N.R. has been no more wrong tha?
the other forecasters, including the government? : :
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Mr. GorpooN: I can certainly prove that. In fact, I am prepared to say, in
some of our forecasts we were better. But we have been worse, as well. How-
€ver, I think our average is pretty good.

‘Mr. FisHER: What about the fact that competition is moving in on you,
as indicated in the change of your mix?

Mr. Gorpon: Yes.

. Mr. Frsuer: How good are you in forcasting that?

: Mr. GorpoN: Not as good as I would like to see ourselves.

.~ Getting back into the business of trucking, I think we underestimated the
Ingenuity and forthrightness of our trucking friends. If we had started ten
years ago, we would have had more trucking business than we have. We under-
estimated the tremendous development in air lines travel. Ten years ago, nobody
Would be prepared to tell us about jet airplanes and what they would do. But,
We were no further short in that than others. We did not expect it would knock

ell out of our passenger business to the extent it has.

Mr. FisHER: Now, we are in a situation where you have given us a fairly
Complete and fair analysis of your financial position, the weaknesses you have,
‘”S_-a-vis the C.P.R., and you have indicated you want the debt structure of the
Tailway changed, or you think it should be. How can we have confidence in the

i‘iccuracy of what the C.N.R. is planning right now in both these fields, in the
ght of the record?

. Mr. Gorpon: I think you have to have confidence in management, the same
1§n of confidence that you would have to decide on in connection with the
ell Telephone, the C.P.R., the pulp and paper industry, or any other industry.
‘eou~ have to decide whether or not you think you have adequate, capable and
Clent management.

Mr. FISHER: Well, we have our views on that.

The CHamRMAN: In the matter of competition—and just speaking as a
Inem!)er of the committee, and not the chairman—would it not be a more serious
ian 1Icap to you in competition if you took too much of a pessimistic view,
Nstead of being criticized for optimism? I can recall when I was in business, we
.020 a terrible time trying to get cars to ship newsprint in. I can recall on many

aslons—and I am sure other members here, as well—over the years when
€re was an awful howl in parliament because there were not enough cars.
enf)an well recall instances when the two railways had not been optimistic
iugh and, because we had a bumper crop and conditions demanded heavy
Unﬁments of newsprint and iron ore, we had to bring in 150 cars from the
Chaned States. We were in a desperate position, and in fact many companies
epeg?i('i from thg C.P.R. to the C.N.R. and from the C.N.R. back to the C.P.R.,
thro :Il Ing on which company could give them enough cars at that time. I was
. 8h this myself and I ask, as a member of the committee, if it is not in the

ure of railroading in providing services and preparing for competition?
vpetitivou have tq be prepared to give service if you are going to hold your com-
lit]o ‘tf place w1tb the other methods of transporf;atmn, and you have to have a
gUreS andby. It is the same as the hydro electric power l?usiness. You cannot
2 €xactly ?vhat you are going to use. If all of us were wise enough to do that
b maOuld be just wasting our time sitting around in parliament if we wanted
Makip € money. We would be very good forecasters, but I have heard M.P.’s
Were gbspeeches at election time, forecasting the wonderful conditions that
aDOlo? out tg come, the bumper years and the great prosperity, and then
.WI‘Ong ZF during sessions in the following years because their forecast was
-bugine‘s do not suppose we would expect any more from a human being in
havip S than from a human being in politics. Regarding the advisability of
itsere igﬁsome surplus I myself would be very much disturbed if the C.N.R. got
to the position that it could not supply its services and competition.
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Mr. F1sHER: But here we have a railroad which is losing out to competition
right along the line despite great expenditures. I am sure in the Great Lakes
situation you did not keep piling up deficits each year.

Mr. GorboN: When you say we are losing out to competition, relatively we
are not losing out more than any other railway. Our share in the transportation
market is better than the average, especially if you look at the United States
record, and is just as good, if not better, than the C.P.R. Touching on Mr. Rowe’s
point, I can remember in 1955 or 1956 when the shortage of box cars grew so
acute that the late C. D. Howe ordered a national emergency and appointed a
transport controller in the west. He went to the west and made a proper mess
of it; but that is history.

Mr. FisHErR: That is all very well as a defence of the position of the
C.N.R., but your management over the last four years has managed to build
up huge deficits.

The CHAIRMAN: I can go back a lot further than that. I can remember
35 years ago in the House of Commons when we were building up a deficit of
$1 million a week, at that time, before you were in parliament.

Mr. FisHER: Long before.

The CHAIRMAN: At that time we were building up a deficit of $1 million
a week, and a dollar then was worth two or three now.

Mr. GorpoN: What we are discussing, Mr. Fisher, is whether or not the
capital expenditures made in the years you are talking about have been
prudently made?

Mr. FisHER: Exactly.

Mr. Gorpon: I think this is a perfectly valid inquiry and I have no ob-
jection to trying to answer it. I am not for a moment trying to say the C.N.R.
management is in a state of perfection. I would not want it to be, because
with perfection commences decay.

You have always to keep struggling and do the best you can in the matter
of judgment, and I believe our judgment has been just as good as our com-
petitors’. If you want to know if the C.N.R. is an efficient railway, I suggest
you do not ask me; ask our competitors. Ask the C.P.R. Bring Mr. Crump here
and ask him if I am efficient.

Mr. FisHeRr: I should like to.
Mr. GorpboN: There is nothing to stop you.
Mr. FisHER: He fears state enterprise.

Mr. GorpoN: If you want evidence as to whether or not the C.N.R. is
an efficient railway, and is as efficient as its competitors, please ask Mr. Crump.

Mr. FisHER: He says state enterprise is working a grave disservice to the
people of Canada.

The CHAIRMAN: He might be right regarding the state enterprise principle,
but we have a railway to run.

Mr. Gorbon: I wish members of the committee would bear in mind that
I did not invent the diesel locomotive. I did not produce the competition. I did
not produce the financial mess that the C.N.R. was in when I took control. I
inherited it, and what I have been doing and the management of the C.N.R. has
been doing, has been to struggle to adjust the system to the environment.

The diesel locomotive is a fact, and if I had anything to do with it m
1950 I would have taken the diesel locomotive and sunk it in the Atlantic
ocean. But we had to face the fact that the diesel locomotive was going 10
revolutionize the whole of the industry. We had also to face the fact that the
airlines were developing improved techniques, and were going to cut the heart
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out of the passenger business. Airlines went on to build aircraft costing $6
million, $7 million and $8 million for one plane. Who ever thought of that
kind of competition? I did not, and I do not think anyone else did.

What I have been trying to do, and what the management has been trying
to do, is to adjust ourselves to living with all the changes that have been
brought about. We had to adjust ourselves to the fact of the diesel locomotive,
and along with that went endless complications in numerous fields, new kinds
of track, a new kind of signalling system, a new kind of despatching system
and a new kind of communications. What we have tried to do is make that
adjustment with the human factor and the community factor on as a con-
Siderate a basis as possible. I think we have done that, and I am prepared to
argue we have done it as well as could be done by anyone else. I am talking
Not about myself but about the management team in the C.N.R., and I am
Prepared to state here definitely that there is no better group of railroaders
n this continent than you will find in the Canadian National Railways system.

am talking about the supervisory staff and employees right down to the
'felflow who is working on maintenance. There is no better kind of railroader in
this continent, and you cannot judge them but our competitors can. That is
Where I am forming my judgment. I know how they regard us.

Mr. FrsHER: In your past appearances before this committee you always
a_skEd to be judged on the basis that while you might be a public corpora-
tion you should be judged by private enterprise yardsticks.

Mr. Gorbon: No such thing. What I always said was that the C.N.R. is
act set up by legislation, and the legislation that produced the C.N.R.,
broduced an organization that is based and patterned on private enterprise
Models. It has its own board of directors, and to those directors the properties
are entrusted for business management on the model of private enterprise.

at is not my decision either. That is my job. I have handled the railway,
Ong with the management team and the board of directors, with the
€8islative instruction to run it as a private enterprise. By private enter-
Prise mean, as I say in my memorandum, that the profit motive is a
Proper yardstick, all things considered, and we have to have regard for the
Ollar and think about the return on our investment just as well as any-
One else. That is what I am trying to do.

Mr. FisHer: We still come back to the fact that in the last few years
are not producing a profit.

in ¢

You

b Mr: GorpoN: Let me give you one reason. I remember a certain in-

Nce in northern Ontario when we sat down to figure out how we could
ﬁgl on a fast freight train. We felt that we reached the stage in our tech-

Ogy- In the matter of dieselization, signalling system, track, all the things

Which we spent money for many years, and our officers finally came to
‘sae Conclusion we could capitalize on it in a competitive way. So we
g, OWn to find out how we could do this. We thought the best thing we
sho 'do was to see whether we can get a jump on our competitors by
Car:;lng we have a faster service than anyone else, and we figured that by
We ul management we could perhaps cut 24 hours off. We developed what
to tclall the “hot shot freight train”. Now, what happ.er}s? We sat down
ha datk to our operating crews for the purpose of e?cplal_nmg to them what
ran 0 be done, because we had to change our running time, we had to ar-
thage our trains to run faster and we had to get our crews to adjust to
Samé Ve talked to them. All this happened in northern Ontarip. At the
gen time while we were talking to them at the top level, which is the

era1. chairman in Toronto, a certain gentleman encouraged the labour

ble involved to pull a wildcat strike. He stood up in the House of Com-
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mons and bragged about it, with the result that we lost our advantage. The
C.P.R. got wise to what we were doing, and instead of being able to give
more jobs and get more traffic, the whole thing fell flat. That is one reason
why we have difficulty, Mr. Fisher.

Mr. FisHeEr: I would like to point out to you that at the committee
last year you gave the undertaking that whenever there was going to be
any dislocation or any change that would affect primarily railway com-
munities, that both the communities and the employees would have some
notice in connection with it.

Mr. GorpoN: Which is exactly what we were in the process of doing.

Mr. FisHER: How much notice are you giving?

Mr. Gorboon: The practical notice is that which is involved in the cir-
cumstances. The discussions were still in force and the practical notice, as
I told you in the last committee, is a notice that is called for in our agree-
ments with labour. In our agreements with labour we have worked out a
system which quite clearly states that the notice must be given in connection
with any changes. These different arrangements are complex; they vary from
trade to trade; they vary from condition to condition. We have found from
experience that it is not until we have actually given the notice we can
assume that the labour organization recognize it as valid. That is as it
should be. That is our agreement. But when we start advance discussions
with them, and someone else gets mixed up in this, there is always difficulty,
as I told you last year.

The CHAIRMAN: I think we are on personnel and employee relations.
Mr. FisHER: I know, but Mr. Gordon introduced this element.
Mr. GorpoN: I beg your pardon, I answered your question.

Mr. FisHER: But you took a specific case in the labour situation. In so far
as bragging in the House of Commons is concerned, Mr. Chairman, to put it
flatly, you gave us in the House of Commons an undertaking you would give
nine days’ notice to the communities and to the group of employees.

Mr. GorpoN: What community are you talking about?
Mr. FisHeEr: Capreol.

Mr. GorpoN: What effects are you talking about? Your figures are wildly
exaggerated. I can produce the evidence page after page.

Mr. FisHER: Those are figures I received from the representative of the
employees in the area and the communications I received from the town.

Mr. GorpoN: Why did you not talk to management?

Mr. FisHER: Why did not management talk with those employees?

Mr. BROWNE (Vancouver-Kingsway): We are getting off the point.

The CHAIRMAN: Gentlemen, I think you are getting a little off the point.

Mr. BRownNE (Vancouver-Kingsway): I have some questions I would like
to ask on that point.

The CHAIRMAN: It is going to take us a lot of time. We have had five hours
on this page.

Mr. HorNER (Acadia): A lot of time was spent reading the statement.

Mr. BrRowNE (Vancouver-Kingsway): I have a number of questions in
connection with deficit.

Mr. Gordon, in the financial statement that you have given us, which inci~
dentally was a very good one and it was welcomed by the committee, you
referred to the royal commission on transportation. I raised earlier the questlon
of whether in fact certain rates were compensatory to the railroad. At that
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time the question of trucks arose, but I want to state now why I raised that and
dra.w that to your attention. This is from the royal commission on transpor-
tation, page 30, in which the following statement is contained:

There has been, in our view, an excessive preoccupation on the part
of the railways with the problem of increasing the level of revenues
obtainable from their present traffic—a preoccupation which, among
other things, has hampered the development of a broadly based, cost
related program of rate adjustment which would enable the railways to
secure the kind of traffic for which they have an inherent cost advantage
and relinquish that traffic which might better be transported by other
carriers. While we recognize the complexity of the rate structure issue,
we cannot help but believe that railway resistance to the adoption of
a more cost oriented basis for rate-making is essentially unrealistic
and reflects a degree of institutional rigidity which is out of place in
the transportation environment of today.

In the light of that statement by the royal commission, and in view of
the fact that this $67 million deficit is in effect a subsidy to the railroad, and
€cause of the fact that there is a further $50 million subsidy in the estimates
at the present time the bulk of which I assume will go to the C.N.R., and
€Cause of the Maritime Freight Rates Act, and because of the bridge subsidies
and because of the Freight Rates Reduction Act, I believe the public need to
€ assured that the railroad is not moving traffic at less than it need to, and
Perhaps we may be subsidizing a shipper when we are not aware of it. I think
Other forms of transportation will want to be assured, and employees of other
forms of transportation will want to be assured that competitors are not being
SF‘?Sidized, and that employees of competitors are not having their wages sub-
Sl‘%IZed by the use of unfair competition against them. That is why I have
raised this question with regard to rates which are compensatory to the rail-
Way. I have pointed out that under the Transport Act there is no obligation on
€ railroad to have them compensatory. Because of that subsidy; and because
Of the deficit, I feel it is most important that people in other forms of trans-
Portation should know and that the general public should know, and I feel
€y would not want to have to pay a subsidy for a competing move by some
Shippers at lower rates than they should be.
- Mr. Gorpon: Would you find some answer to your remarks if you were to
Nish the guotation from the royal commission report?
it Mr. Browne (Vancouver-Kingsway): That was the part I read out of
» and I think that statement speaks for itself.
Mr. Goroon: Would you add the one sentence following, on page 317
Mr. BrownE (Vancouver-Kingsway) : It reads:

However, as we have said earlier, there are also indications that
a fundamental reorientation process is going on at the policy level within
railway management—a process which, if carried through, holds forth
much promise for the future.

i do not think that changes any of the facts as I related them in the statement
ade, and in the light of the subsidies and other considerations I mentioned.

of thlzdr' Gorbon: As we all know, thi; question of the freigh!; r_ate structure
put bsfcountry was exhaustively examined by the royal commission. We have
ple ore the royal commission page after page of evidence, and so have other

&, Including yourself, and I do not feel really competent to take up that
hent in capsule form at this stage. I am quite prepared to agree there
Prepar, :&’e been too much rigidity in the railway approach and I am quite
to .agree that a cost-oriented approach to the freight rate structure
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may hold some promise, as is said here. However, after all, having read this
statement as you have done, as it is there, this to my mind would seem to
suggest that the railway itself should have been in the trucking business a
long time ago.

Mr. BROWNE (Vancouver-Kingsway): With that interpretation of it now,
Mr. Chairman, I would like to ask further. Mr. Gordon did refer to the royal
commission report which also had some favourable things to say to the rail-
way in that regard and recommended some subsidies for them, and in particular
for passenger traffic which appeared to be a large part of the deficit. I
wonder whether Mr. Gordon concurred in the wview that that was re-
sponsible for a large part of the deficit—for passenger transportation.

Mr. Gorpon: Yes, we made representations to the royal commission along
that line.

Mr. BROWNE (Vancouver-Kingsway): Then I would like to ask what your
feelings are in regard to the recommendation of the royal commission, as to
whether or not the railways should get out of the passenger transportation
business and how long a period would be required to do so without unduly
disrupting the public in the country.

Mr. BrRoOME: Just on a point of order, I had a question on passenger
traffic and was waiting for that section.

The CHAIRMAN: I would like to keep it in order.

Mr. BROWNE (Vancouver-Kingsway): Mr. Chairman, this question is
directly related to the deficit we are discussing at this stage. This is just one
portion of it.

The CHAIRMAN: But there is an item further on which deals particularly
with passenger traffic, and also an item dealing with personnel relationship,
and we have been putting them all into the financial paragraph. We have not
been following very good order. That is probably my fault, but you are
helping in it.

Mr. BROWNE (Vancouver-Kingsway): I do not think I have gone as far
from the point as others. This is directly related to the deficit and is a major
portion of the deficit.

The CHAIRMAN: You are putting everything into it. I was thinking of your
freight rates questions.

Mr. BROWNE (Vancouver-Kingsway): Also, I may point out that Mr
Gordon has raised this in the financial consideration which he gave, which i$
related to the very clause under discussion.

Mr. GorpoN: Does that not give you an answer to the question? It seems
to me the findings in respect to passenger traffic do so.

Mr. BRowNE (Vancouver-Kingsway): I was asking for your own view:
Do you think you can get out of the passenger transportation in that timé
or in less time?

Mr. GorpoN: It is a question of degree. We have never said we were going
to get out of passenger business.

Mr. BROWNE (Vancouver-Kingsway): Do you feel you should, in the light
of the royal commission recommendation?

Mr. GorooN: No, we said we would like to get out of the unprofitabl®
business—which is quite a different thing.

Mr. BROWNE (Vancouver-Kingsway): Then I stand corrected on that
point. How long do you feel it would take to get out of that unproﬁtable
portion?

The CHAIRMAN: Now we are getting into the realm of theory.
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Mr. GorpoN: You are asking me to guess the reaction of the board of
transport. There is no part of it which we can get out of unless the board of
transport permits it.

Mr. BroomE: Could you table the applications you had made to the board
of transport commissioners showing those which were granted and those which
Were not granted?

Mr. GorpoN: Over what period?

Mr. BrooMmE: Perhaps the last two years, or the last year, if that is too
much,

Mr. Gorpon: It would be simply a matter of tabling what we put before
the royal commission. We could do that. It is already before the royal
Commissjon,

. Mr. BrooME: I believe this is one area where members of parliament can
8lve support to the railroad, and where support is needed.

Mr. Gorpbon: In a nutshell, we are working with all the initiative and
!Mmagination that we can summons to maximize our traffic of passengers where-
€ver we have an opportunity to do so. We have a very aggressive policy in that
Tespect in trying to pick up passenger traffic. If and when we reach a conclu-
Slon that a certain line is hopeless, then we still have to go before the board of
fansport commissioners and even under the suggestion they made in their
I'ec()mmendations, we will have to persuade them to let us abandon a service, or

hey may say to us that they consider it is in the public interest that that line
S0ould continue. It is only at that point that the suggestion is made that
ere is a subsidy.

Mr. BrRooME: Yes.

Mr. Gorbon: It is only if they ask us to continue, notwithstanding that we
) € Proven that it is a burden; so that means we must be able to prove it in
€8ard to each one. When you ask me how long—I do not know.

& Mr. Browne (Vancouver-Kingsway): Is it the feeling then that the rail-
ays should be free from these restrictions and that you should be allowed
0 8et out of that passenger traffic which is not profitable to the railroad?

& Mr. Gorbon: Yes, we feel so. We feel that when we have made a case we
ould be allowed to get out.

Mr. BRownE (Vancouver-Kingsway): I do also.

th The CramrMAN: I hope you do not get out of it across Canada any faster
a1 you did in Simcoe county, and Dufferin.

You Mr. Fisuer: On the financial point, at page 10 of that memorandum which
ch Tead, you set out this question of when, for example, the requirement to
ange your technology would operate, under the need to meet new competition.

E
DXtra comment is directed outside to that. Then you say at the bottom
aragraph:

hay,

Needless to say this adds to the problem of management and I am
convinced that both the cost of operation and capacity for accomplish-
ment are influenced by such considerations.

5‘?1‘;:1’ could you give us any indication? Have you even a vague figure in your
of how this affects the cost of operations?

W0u11<vilr' GoRrboN: No, I would not like to pin-point that. It' is somethix}g which

harg t need a lot of analysis. In the first place, some of it I admit is rather

Zoin D d<5ﬁ_m9—the fact that these pressures arise, and knowledge that they are

maygh O arise, produces in the mind an uncertainty on the part of officials who

While ?'ivgi ideas about amending this and that and decide: “Well, it is not worth-

24535 ti7ng or struggling”, and therefore they may not recommend it, or it
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may never reach headquaters. I am sure there is that element in it. However, it
cannot be valued, but it produces an uncertainty, I am certain. Then we have
several examples lately in connection with equipment—which is an essential
part of our capital expenditure vis-a-vis diesel, in regard to the centralizing
of shops and the giving up of shops in certain areas, or changes of equipment,
and things of that kind. All that takes time. Under the process that I have
described here, we have definitely had a policy of gradualness, but it is costly.
There are places where we could have done the job in a matter of months, but
we have taken a matter of years to do it, and that costs money.

Mr. FISHER: I am not critical of your making this statement. I think it is
important. You are suggesting that humane consideration come into effect.
Surely I think it would be worthwhile to give some indication of just what is
involved here on a percentage basis. Does it reflect any sizable part of your
deficit?

Mr. Gorpon: Well, of course, the number of studies that could be made in
regard to railway operation is endless, and we try to confine our studies as
much as possible to things which will produce results. I do not think that such
an estimate as you mention would accomplish anything. I do not think it would
change the psychology of it.

Mr. FisHER: It is the psychology of it which you think is important?

Mr. GORDON: Yes, I think it is the psychology; and when I say that, I
think it is pretty largely in the environment in which we must live. We know
it is there, and we just have to do the best we can with it.

Mr. FisHER: But if this is a factor in blocking your operations and making
it difficult to show a better financial statement, would it not be illuminating if
you could give us an example, let us say, in the changes that you made that
were delayed at Moncton, or at some place like that—to give us some idea of
the cost factor involved so that we can say to people who criticise the Canadian
National Railways for inefficient operation, that here is an example where, in
the light of public interest, certain economies were achieved.

Mr. GorpoN: We could do that, we could take type cases; I will take a
case which is over now, namely, our London shops. We did what you suggested
there. We gave advance notice and it was a mistake. We knew it was a mistake
at the time, but we did it to test it out. All that happened in the advance notice
was that it stirred up all sorts of agitation, which would not otherwise have been
very large. The city council became exercised, and there were various other
people who got all mixed up in regard to what we were trying to do; and we
found that it had set up a new series of agitation. Our experience was that the
advance notice itself had not accomplished anything beyond stirring up constant
agitation, and that it is only when the thing is done that the agitation begins
to dry up.

In the case of the London shops, how long it took us to meet that situation,
and how long it took to get it over, whether it was six months, a year, or a year
and a half, I do not know. But I do know this—that if we could have acted
as our competitors, we could have done it in a month or two months at the
outside. But we did not, and we had meetings with the city council more than
once. We also had meetings with the press, and showed them the results; W€
met the union people and talked to the workers. I visited them personally and
we talked to their wives and tried to show them that Montreal was not such 2
bad place to locate after all. Some of them have found that out, but some still
do not like it. But there is an interesting point in regard to the labour agree-
mepts. When we decided to close the London shop for various reasons,—but let
us just say it was necessary—if we had closed the shop and just closed it as We
had a perfect right to do, a certain number of men would have been out of
work. But many of them were men who had from 30 to 35 years seniority-
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Watch my statement now, because I am relying on my memory in this one;
but because London was one of the oldest shops, many of those men had very
ong seniority; and if we closed the shop they would have been out of work.
hstead of that, management chose to take advantage of a clause in the agree-
ment which said that when the work is transferred from one shop to another,
hen the seniority provision prevails, and the men with the longest seniority
have the right to follow the work. That being the case, in London from 75 to 80
Per cent of them had the right to follow the work, which gave them the alter-
Native of leaving London and going to Montreal. It is true that they bumped
OWer seniority men in Montreal, but Montreal is a bigger market and it did
g:)t cause as much trouble, and anyway it was within the terms of the agree-
ent.

Those men were entitled to move to Montreal or to Toronto as the case
May be, hecause there were three shops which were involved. But all this
akes time, and it takes a lot of patience. We had not only to deal with the
0cal community, but we also had to deal with the other unions. We had to meet
Tepresentatives of the men in Montreal who were going to be laid off, and
Who would say “to hell with it, you cannot do that to us”; and we had to
a_rgue with them about the wage agreement. You might finally get into a situa-
on where you got from ten to 15 union employees all looking after their
Particular groups, which is something they should do; that is, a union official’s
ob; he is entitled to do it, but it all takes time.

r Mr. FisHer: You are just not in a position to indicate what the percentage

g Mr. Gorpon: No, I could not; it would require an analysis that would take
lot of time, and besides that, it would have to be based on assumptions as
0 the time factor, and that is something we could not pinpoint.
Mr. Frsuer: But it is an important factor?
Mr. Goroon: I would say it was very definitely a factor, yes sir.

to thMr. BrownNE (Vancouver-Kingsway): I be}ieve Mr. Ggrdon has brought
= € attention of the committee a very, very important point, and I hope the
Mmittee will consider it and recommend that the railway be relieved from
W Ot of these restrictions and interferences in running their affairs, so that they
Y get rid of the deficit that everybody complains about. I think we are right
One of the major points of it now, and the committee has it in its power to

up te recommendations which will help the railway to get away from some

€se onerous restrictions.

1 thi?ﬁ: Gorbon: I do not want to get myself into trouble over a point which

Critio: .iS basic to the operation of a perfectly valid wage agreement. I am not
1Cising the union officials at all.
youer‘ BrowNE (Vancouver-Kingsway): You should be allowed to make
trict; collective agreements with labour, and there should be no further res-
'On put on the railroad.
me r-‘GORDON: If you know how to stop the mayor of London from wiring
’ = Wish you would do it, but I think you will never stop him.
ts thMr. Browne (Vancouver-Kingsway): You still have to make application
€ boarg of transport commissioners to discontinue some passenger services.
thy T"- Gorbon: T would like this committee to make an expression of sympa-
- That woylq help me.
recorlll/[r' BrRowNE (Vancouver-Kingsway): We would like them to make a
Mendation that you did not have to go through all that.

he CHAIRMAN: Are there any other questions on the first item?

the mr. CREAGHAN: Mr. Browne is suggesting to Mr. Gordon how to quiet down
ayors; but in the last month or so I received hundreds of letters con-
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cerning lay-offs at the Moncton shops. I do not think this is an example
of what agitates management, because the financial report Mr. Gordon used
today certainly indicates that when interest is aroused realistic people seem
to think they have a proprietory interest in the operation. Earlier, in answer
to Mr. Broome, you said you expect that sort of enquiry from members of
parliament and other elected representatives and you did not object too
much so long as they did not go to extremes.

Mr. GorpoON: Yes.

Mr. CREAGHAN: And I think you gave an example of what you meant
when you spoke to Mr. Fisher about Capreol.

Mr. GorpoN: No; I did not mention any names.

Mr. CREAGHAN: At the present time there is a great deal of agitation in the
greater Moncton area as you know and as several members of the house know.
In May about six elected spokesmen, the secretaries or presidents, of various
crafts came to Ottawa. I do not want you to think I invited them, although
I was very glad to receive them when they came to explain their brief. Fol-
lowing their visit to Ottawa, I asked the minister if he would ask management
to consider that serious move at a recent meeting of the board of directors. I
understand the directors did consider that management decision. I wonder
if you would explain today just what action the directors did take concern-
ing the transfer of repairs to heavy passenger equipment from Moncton to
Montreal and Winnipeg. It has been suggested by railroad men, not me, that
gradually the Moncton shops will be closed down entirely. Does it mean
that, or is there no intention of going that far?

Mr. GorpoN: You are talking only of our passenger car shop there?
Mr. CREAGHAN: Yes.

Mr. GospoN: The need for main shop repairs for passenger equipment has
been substantially reduced over the last number of years. The reasons for that
are obvious. First, we have had a considerable reduction in our passenger miles
operated. Second, there has been a substantial reduction, as a consequence
of that in our passenger train car inventory. Third, we have great techno-
logical improvements in the passenger coaches themselves which reduce theé
cycle of repairs; we do not have to repair or maintain them as often.

Mr. CREAGHAN: You have given me that answer three times.

Mr. Gorpon: That is the background which we discussed at Moncton with
the unions I think last month. We pointed out what was involved. We said t0
them that we would cushion the shock by transferring as many men as we coul
to freight car repairs—we would put in a program for freight car repairs at
Moncton. The effect of the decision meant that approximately fifty men woul
be retained on passenger cars for light ordinary running repairs, forty-oné
men would be offered the opportunity of transferring to other shops and four-
teen employees would be laid off. Also alternative work was provided for
seventy-nine employees on transfer to freight cars, improving material and
other things. That decision at Moncton was discussed at the board of directors
meeting and they confirmed, eventually, the recommendation of manaugemeﬁt
as it had been explained to them. As I say, we had words with the unions
back in March when they knew full well what was in hand.

Here is where I come to the point which is very difficult for me to express
because believe me I do not want to get into controversy. You may think I do:
but I do not. I do not like controversy; I like to keep out of it. The only reaso?
the union officials came to you is they knew they could do it and get a hearing
through you, with the Minister of Transport. If that had been the C.P.R.
nothing would have happened.
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Mr. CREAGHAN: That is why I want to disagree with you. You made a state-
ment to Mr. Gonder immediately following their visit which was printed in the
oncton press. Perhaps it was not taken down correctly by the newspaper. The
Bress report indicated that I invited them. It also said, or inferred, that the union
beople, who represent thousands of workers, have not a right to come to see
heir member.

Mr. Gorpon: No.

Mr. CreagHAN: That is the point with which I disagree. It is contrary to a
Member’s duty.

Mr. Gorpon: What we are speaking about is the difference between us and
the_C.P.R. Those union officials in Moncton when faced with that situation
o Viously were under pressure from their members. Those members naturally
€Xpect the union officials to go to the member. They know they can insist on their
Officials going to you and they know you are bound to see them if they can
fet a delegation from Moncton. You have to see them. I appreciate that, but I
4y that does not apply in respect of the C.P.R.

d Mr. CreacuaN: I think it does. I think any elected member will see any
elegation.

Mr. Gorbon: How many delegations have there been from the C.P.R.?
Mr. Fisuer: What do you call a delegation?
Mr. Gorpoxn: Seven union members protesting the closing of a shop.
Mr. Frsuer: I have had delegations from C.P.R. employees.
Doin%wr' BrowNE (Vancouver-Kingsway): We now have a very imps}rtant
Same. Wg are now seeing a perfect example of where the C.N.R. is not in the
€ position as the C.P.R. We will not see any more important one than we
Ve seen right here, this minute, in this committee.
IYou-Mr' ‘Gorbon: Now, Mr. Creaghan—and I am not pointing my finger at
telli;l I did not intend to. I am just talking, and I am not_ lt.actuljlng you—I am
b 8 you what happened in regard to the statement, anq it is this: These union
ad\?l ers had met and, unfortunately, one of them quite wrongfully and ill
Sedly made a statement that he believed we were going to close all the
ohcton works.
ang }l:'fr- CrEAGHAN: But the man that made that statement came from Toronto,
€ Was not a C.N.R. workman.
minul\fr - Gorbon: Well, I will call him what I think of him mentally, in a
€, because he did a great deal of harm.
harm fc‘ CreEAGHAN: That is right, a great deal of harm to you, a great deal of
0 me, to this company, and to the people of Canada.
that B;Itr. Gorpox: It did harm to both of us, and to Moncton as well, becal';lse
closeq arted a wild rumour that the C.N.R. shops in Moncton were being
OiDg.th at was never thought of, or even discussed; we had no 1ntent10n‘of
affeCted at.' We were only talking about the segment _of the shops which
inVOIVed this passenger main repairs. The end result is that 14 men are

Mr, CrEAGHAN: And 41 are transferrable.
We gl\fse EORDON: We have already moved 79 to other work in Moncton, and
N opportunity of transfer to other shops to 41 out of Moncton.
- CREAGHAN: Montreal and Winnipeg?
- GORDON: Well, wherever it may be.
- CREAGHAN: At their own expense,
- Gorbon: No.

- CREAGHAN: That is what I have been told.

r
Mr
My
My
My
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Mr. Gorpon: There is a regular arrangement under the wage agreement.
Our wage agreement has a provision in it that when a man is moved, he is
moved under certain circumstances. I cannot recollect the particular arrange-
ment.

Mr. CrReAGHAN: It is rule 28, or whatever it is.

Mr. Gorpon: Whatever it is, yes. But, the rule has been negotiated between
labour and management. You must remember that part of the railway busi-
ness is the hazard of change. They come into that with their eyes open,
assuming that the process of movement is part of the railway business. That
is why the union stipulated conditions when they made an agreement, and
these conditions are very rigid.

Mr. CreAGHAN: I have no complaints with the rules. I think they are
proper, as they were negotiated.

The CHAIRMAN: Gentlemen, it is ten o’clock. I think you now have aired
pretty nearly all your grievances, and we might conclude for the day. I do
not think it is anyone’s desire to sit until ten thirty.

Mr. HorNER (Acadia): Before we adjourn, Mr. Chairman, may I put the
question, in connection with this first page, and perhaps the figures could be
assimilated for another meeting.

My question relates to the loss in freight movement of $47 million. You
suggest at the bottom of page three, under “Financial Results”, that it was
because of grain and grain products, lumber, building materials, coal and
other mine products. You told me earlier that grain products accounted for
$1.4 million, and I am wondering if, later on, we could not have a breakdown
of this, and spread the $47 million over these various products.

The CHAIRMAN: Did you get that question?

Mr. GorpoNn: I think it is in here. However, we will get a statement
for you.

The CHAIRMAN: Are you satisfied, Mr. Horner, that Mr. Gordon obtains it?

Mr. HorNER (Acadia): Yes.

The CHAIRMAN: Gentlemen, what about adjournment?

Mr. BRooME: The house is sitting until ten thirty tonight. Should we not
continue on until fifteen or twenty minutes after ten o’clock?

The CHAIRMAN: I think Mr. Gordon has put in a very long day, and that
we should adjourn at this time. Is that agreeable?

Some Hon. MEMBERS: Agreed.

The CHamrRMAN: I do not know. Mr. Gordon is satisfied to carry on put
I think he has been given a pretty exhaustive day today. He has undergon€
a lot of hard pressure, but it is up to the committee. We can sit to-morroW
from 9.30 to 11.00 when the house meets, and then from 2.30 or 2.00 o’clock
to 6.00 o’clock.

Mr. Smrtr (Simcoe North): The notices have been sent out for 2.30.

The CHAIRMAN: Then we shall meet from 2.30 to 6.00 o’clock.

Mr. CreacHAN: The notice also says 8.00 o’clock to-morrow night.

The CuHamrman: That shows we are hard at work.



,‘J"‘:\."i
il lE‘ ’1“ e
; b Y

ﬂ{ Tt . 1~ r
= ‘ Ft :}r )5 - 21
j + : oy







HOUSE OF COMMONS

Fourth Session—Twenty-fourth Parliament
1960-61

SESSIONAL COMMITTEE
ON

RAILWAYS, AIR LINES
AND SHIPPING

Owned and Controlled by the Government
Chairman: HONOURABLE W. EARL ROWE

MINUTES OF PROCEEDINGS AND EVIDENCE
e ER \’:\

O

JUN 3019
5 30 1961

% O
8, _,
Ny q"b : 4 ,—((“
FRIDAY, JUNE 16, 1961 “we®f Parli?

CANADIAN NATIONAL RAILWAYS ANNUAL REPORT
(1960)

WITNESSES:

The HOrlourable Leon Balcer, Minister of Transport. From Canadian
ational Railways: Mr. Donald Gordon, Chairman and President; Mr.
Vaughan, Assistant to the Chairman; Mr. J. L. Toole, V1ce-
Presxdent Accounting and Finance; Mr. H. C. Grayston, Vice-
resident, Transportation and Maintenance; Mr. J. D. Wahn, General
COnonnst Mr. J. W. G. Macdougall, General Counsel; and Mr.
Harris, Dxrector, Public Relations.

ROGER DUHAMEL, F.R.S.C.
QUEEN'S PRINTER AND CONTROLLER OF STATIONERY
2545571 OTTAWA, 1961



SESSIONAL COMMITTEE ON RAILWAYS, AIR LINES AND SHIPPING
Chairman: Hon. W. Earl Rowe,

Vice-Chairman: Mr. H. Smith (Simcoe North)

and Messrs.

iBadanai Fisher McPhillips
Brassard (Lapointe) Forbes McWilliam
Broome Granger Mitchell
Browne (Vancouver- Grills Monteith (Verdun)

Kingsway) Horner (Jasper-Edson) Pascoe

fCampeau Horner (Acadia) Robinson
Carter Howe Smallwood—26.
Chevrier *Kennedy
Creaghan McFarlane

J. E. O’Connor,
Clerk of the Committee.

* Replaced on Friday June 16, 1961 by Mr. Crouse.
+ Replaced on Friday, June 16, 1961 by Mr. Cathers.
i Replaced on Friday, June 16, 1961 by Miss LaMarsh.



ORDERS OF REFERENCE

FripAY, June 16, 1961.

Ordered,—That the names of Messrs. Crouse and Cathers be substituted
f°_1‘ those of Messrs. Kennedy and Campeau respectively on the Sessional Com-
Mittee on Railways, Air Lines and Shipping.

Ordered,—That the name of Miss LaMarsh be substituted for that of
Badanai on the said Committee.

Attest.

Mr.,

LEON-J. RAYMOND,
Clerk of the House.

103
455713






MINUTES OF PROCEEDINGS

FripAy, June 16, 1961.
(4)

The Sessional Committee on Railways, Air Lines and Shipping, met at
9.32 am. this day. The Chairman, Mr. W. E. Rowe, presided.

Members present: Messrs. Broome, Browne (Vancouver-Kingsway),
CheVrier, Creaghan, Fisher, Forbes, Granger, Grills, Horner (Acadia), Horner
(JaspeT-Edson), Howe, McFarlane, McPhillips, Monteith (Verdun), Pascoe,

Obinson, Rowe, Smallwood and Smith (Simcoe-North)—19.

In attendance: The Honourable Leon Balcer, Minister of Transport, From
Canadian National Railways: Mr. Donald Gordon, Chairman and President;
L. R. T. Vaughan, Assistant to the Chairman; Mr. J. L. Toole, Vice-President,
A‘3(30unting and Finance; Mr. H. C. Grayston, Vice-President, Transportation
and Maintenance; and Mr. J. D. Wahn, General Economist.

q Agreed,—That meetings of the Committee be scheduled for 2.30 p.m. this
Ay and 9.30 a.m. and 2.30 p.m., Saturday, June 17th.

v The questioning of Mr. Gordon, assisted by Messrs. Toole, Grayston and
t.aUghan, on the subject of the Company’s Annual Report and financial situa-
0N was resumed.

A copy of the “Submission to The Senate Special Committee on Manpower

and Employment by The Railway Association of Canada”, was tabled.

day At 11.00 a.m., the Committee adjourned to meet again at 2.30 p.m. this

AFTERNOON SITTING

B At 233 p.m. the Committee reconvened. The Chairman, Mr. W. E. Rowe,
esided

verig{embers present: Miss LaMarsh and Messrs. Broome, Browne, (Vancou-
Gril Mmgsway), Cathers, Chevrier, Creaghan, Crouse, Fisher, Forbes, Granger,
o tséit orner (Acadia), Horner (Jasper-Edson), Howe, McFarlane, McPhillips,

h (Verdun), Pascoe, Robinson, Rowe and Smallwood—a21.

. ;3 attendqnce: The Honourable Leon Balcer, Minister of Transport. From

an National Railways: Mr. Donald Gordon, Chairman and President;

ACéOUnt'. Vaughan_, Assistant to the Chairman; Mr. J. L. Toole, Vice-President,

ang Ma‘mg and Finance; Mr. H. C. Grayston, Vice-President, Transportation

ougar; Intenance; Mr. J. D. Wahn, General Economist; Mr. J. W. G. Mac-
» General Counsel; and Mr. C. Harris, Director, Public Relations.

furt}g : Gorqon, assisted by Messrs. Grayston, Macdougall, and Harris, was

to thos Questioned concerning the Annual Report of the Company with regard

ture. € sections relating to financial results; management organization struc-
» Modern approach to sales; visual redesign; and plant and equipment.
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A document entitled “A New Plan of Organization—C.N.”—was tabled
and copies distributed to Members of the Committee.
3 to meet aga.m at 9.30 a.m., Saturday, June 17, 1961.

~ J. E. O’Connor, -
Clerk of the Committee.




EVIDENCE

FripAYy, June 16, 1961.

The CHAIRMAN: Gentlemen, I see a quorum so we will proceed.

; Mr. Fisger: Mr. Chairman, I want to raise a point. I do not know whether
1S a question of privilege, but certainly I want to make a correction. There
a little story which went out to the Canadian Press. I have not got a verbatim
oDy of it, but I have some quotations. It seems from Mr. Gordon’s statement
yeSterday that a member stood up in the house and bragged about—I do not
OW whether it was advocating a wildcat strike or not, but the actual words
used by the dispatch were the C.N.R.’s change in operation—or that I had
SCuttled it by a speech in the House of Commons. This was the first inaccuracy;
the second thing is that a wildcat strike developed. It was in the news
Teport. I think Mr. Gordon will agree with me that first of all my speech in the
Ouse of Commons did not take place until after the incident had happened.
1s is the first point—and secondly, that no wildcat strike ever did take place.
. Mr. DonaLp GoRDON (President, Canadian National Railways): Yes, I
Quite agree with that. I did not say that the plan which we developed did not
:VentUally mature. What I was pointing out was that we were endeavouring
O get the plan in at the time we did, and the reaction that followed the threat
9e wildcat strike stopped us from putting it in at that time. But we did
but it in later. It is working well and the men are quite happy with the arrange-
men's, The second point is that you say here that the wildcat strike did develop.
% In fact, it did not.

Mr. Frsuger: I did not say it did. The newspaper report said it did. I did not
82y it did.
Mr. Goroon: The wildcat strike did not develop. It was only threatened
ta;;d the statement about the House of Commons was that you had advised
€ men to pull a wildcat strike. I am quoting here your own language,
it ; MI‘: Fisurr: I want to make that perfectly clear in relation to the way that
$ mixed up. A wildcat strike did not take place and my remarks in the
guse of Commons could not scuttle the plan. My speech to the House of
o Mmons wag away long after that. It could not have scuttled the plans be-
Use the plans had already been made before the speech was made.
ThatN'[r . G9RDON: The plan went into operation before you made your speech.
1S quite correct.
Ques}:{h" FIsHEr: Fine. One point I f'eel I. must make clear is in reggrd to this
,severlcin of a wildcat strike. The situation was that the local chairman and
ang ta of the general chairmen of the unions mvo_lved were here in Ottawa,
. ;Y came to see me. They asked me in _thls particular case what could they
thann the loeal chairmen, as I can imagine, were more concerned about it
Taily, he_ general chairmen. I said: “I do not know what you can do; if the
N ay .lntends to go ahead with this, it is up to you to come to a decision.”
oo Y said: “What could we possibly do?”. And I said: “The only thing I can
y°u. could do is to call a wildcat strike”. When I said this, the general chair-
ther(.ial‘?sl think it was the general chairman of the firemen’s union who was
enoy, h You cannot do that, that is illegal.” I said: “If you really feel strongly
sh ulgd about this, if you really feel something is being put over on you, you
be prepared to go to jail.”

it
is
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Mr. GorpoN: In other words, you as a member of parliament advised them
to break the law. That is what you are saying now. You yourself advised them
to break the law.

Mr. F1sHER: I am giving this here, Mr. Chairman, as a point. I said: “If
you really feel strongly enough about it”. Well, I think the local chairman felt
that strongly about it, because he gave the statement to the press. That is all
I have to say.

Mr. GorpoN: You confirmed exactly what I have said, then.

Mr. F1sHER: I confirmed what?

Mr. GorpoN: That you did advise them to pull a wildcat strike.

Mr. FisHER: Yes, I only advised them to do that if—

Mr. Gorpon: You broke the law in doing that.

Mr. FisHeR: I did not. The judgment was up to them. I did not go around
saying—I have no rule with these men—they made the decision on their own.

Mr. GorboN: May I quote your own words?

Mr. FisHER: Yes, go ahead.

Mr. GorpoN: This paragraph is from Hansard, February 27, 1961, at page
2480. ]

Mr. FisHER: When was your plan to be brought into operation?

Mr. GorpoN: It was to go into operation the first week of December. It
was held up.

Mr. Fisger: So this underlines the fact that there was a considerable
interval between my “exaggerated speech” as it was called. Is that not right?

Mr. GorpoN: No, no, no. You made this statement in the house on Feb-
ruary 27, but you told them back at the time the plan was scuttled, as you
say; it was scuttled at that point.

Mr. Fisger: But Mr. Gordon, the point I started with today is this, that-l
want to make it perfectly clear that the way that the story was reported %n
the press, or the way it read was that I had scuttled this plan by a speech 1B
the House of Commons.

Mr. GorpoN: I have not seen what the Canadian Press said.

Mr. FisaeEr: That is what it said.

Mr. GorpoN: Then, may I put it this way, you did not suceed in scuttling it.

Mr. FiSHER: Well—

Mr. GorpoN: I confirm that. You did not succeed.

Mr. FisHER: —and my speech in the House of Commons had nothing to do
with it.
Mr. GorpoN: I am going to read what you said in the House of Commons:
It is as follows:
I remember asking these railroaders from North Bay, Nakina ?nd
Hornepayne what their unions were going to do about this situatio™
They replied that there was nothing that could be done because th¥®
service was to be introduced very quickly. They asked me what I wou
advise them to do. I advised them to pull a wildcat strike. I told them™
that was the only thing to do in a situation like this. They did not havé
to pull a wildcat strike. All they had to do was to threaten to do so. The
proposed change was postponed and a more satisfactory basis was worke
out. I should like to inform hon. members why I advised these people
pull a wildcat strike. I advised them to do so because I felt it was.the
only way in which they could get the attention and action of the officl B
Now, that is your statement.
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Mr. FisHErR: That is the statement.

Mr. Gorpon: That is what I was referring to yesterday. I did not name
you by name. I now say I was referring to you.

Mr. Fisuer: It was obvious that members of the committee would be
aware,

The CHAIRMAN: What is the point of order?

Mr. FisHer: There is no point of order. I think it is a legitimate question

of Privilege. An interpretation went out of this committee to the Canadian

Tess that there was an exaggerated speech of mine in the House of Commons
Which cost the C.N.R. some money.

Mr. Gorpon: No, no.

Mr. Frsger: My speech in the House of Commons had nothing to do with it.
«_ Mr. Gorbon: That is another interpretation. You have used the words
Cost the C.N.R. some money”. Yes, it did cost some money. It delayed the put-
g in of the plan.

Mr. Fisuer: My speech?

Mr. Gorbon: No, no; your advice.

Mr. Fisuer: It is thrown out here.

Mr. Svrre (Simcoe North): On a point of order, as I understand a point of
order it jg something brought by a member to correct some misinterpretation.
The Cramman: Perhaps we could—

Mr. Smrte (Simcoe North): We have heard now what he said and what

- been done. It would seem to me at this stage that all this has been ful}y

S eerEd, that every person in this room is now at one as to what was said
S to the follow-up of events. I think now that we should move on.

t Mr. Frsugr: I am quite prepared to do so, but I wanted to make this per-
ectly clear.

hag

i Mr. Smrrh (Simcoe North): Before we start the proceedings, Mr. Chair-
ti:n’ do you think the committee might have some indication as to what sit- .
€S are to be held again tomorrow?

- The CHAIRMAN: Yes, I think it would be well for everyone concerned, as
ou:re now near the end of the week. I think we should determine what the
» S of sitting shall be and whether we will sit tomorrow or not. It has been
8gested that we sit today until 11 o’clock; again at 2.30 and adjourn at 6 p.m.;
ot sit tonight. Is that satisfactory?
Some hon. MEMBERS: Agreed.

prefihe CHAIRMAN: As far as tomorrow is concerned, several members would
P sta;fmt to sit tomqrrow. I am satisfied to stay and I think Mr. Gordon and
not Woulq be quite able to stay tomorrow, but I do not know whether or
that We Committee would wish it. Perhaps we would be in such good mood
€ might finish up fonight.
moVeMr' BroomE: The house is sitting tomorrow, so while we are sitting, I
that we sit today and again tomorrow.

Mr. Pascor: I second that.
tOdayhe CHATIRMAN: Then it is agreed that we should sit the same hours as

Stan d’ t'that we would not sit tonight or tomorrow night. Eeveryone will under-
hardly hat, 5o that there will be no need to be confused. I must confess I was

it Wasg Sulrse as to the time which we would meet here this morning; I thought

p.m.NOW it is definite. We are sitting today 9.30 to 11 a.m. and 2.30 p.m. to 6
Untj] 6ep are sitting tomorrow from 9.30 am. to 11 am. and from 2.30 p.m.
m,
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Mr. CREAGHAN: If necessary.

The CHAIRMAN: If necessary, yes.

Mr. BrRooME: Yesterday I asked if the C.N.R. officials could prepare a
statement in regard to U.S. operations showing the total cost and the deficit that
occurred on the U.S. operations. I do not know whether they have had a chance
to prepare that statement as yet. I wonder if they could advise me when it
would be available?

Mr. GorpON: We have been guilty of catching some sleep, I am afraid. You
will have the statement this afternoon.

Mr. BRooME: I was just wondering when it would be ready.

Mr. GorpoN: Mr. Toole says it is being typed and that he will have it avail-
able for the first afternoon sitting.

Mr. BrooMmE: Will it include all costs applicable to that portion of your
system as against all revenue?

The CHAIRMAN: Is there any question left over from last night? I think
Mr. Horner had one.

Mr. Gorpoon: I think that will also be ready this afternoon.

Mr. BRooME: There was a list of applications for discontinuance of passen-
ger services.

The CHAIRMAN: That is over on the passenger item. I thought it would be
better now to clear up your point and Mr. Horner’s, and when those have been
dealt with satisfactorily, we could then get a little more order in our procedure-
We could take the Financial Results, and having dealt with that, we could go on
to the Management Organization Structure; then we could deal with Modern
Approach to Sales. Someone mentioned as to whether C.N.R. were advertising
their services enough, and that could be dealt with under this. There is plent¥
of latitude under each item. I am not going to be too rigid and if someone has
forgotten something, I will not prevent him from referring back. However, I
should like to get all this in order, so that we would make some more progress;
and at least know when we are making progress.

Mr. BRooME: This is on a point of order which you have raised. The tra-
ditional way of handling the estimates is that under item number one, a mem-
ber is able to refer to all phases of the operations of the department and it
usually happens that item one takes a fairly long time. It seems to me that the
committee is automatically treating this in that way.

The CHAIRMAN: Dealing with other items under number one.

Mr. BrooMmE: Treating them under item number one, the first item. OB
that item we are dealing with all points of railway operations, and it is oné
which is broad enough that you can say it is departmental administration
because it says Financial Results and everything in regard to railway operatio®
would come under it. G

The CHAIRMAN: Provided the committee understands this.

Mr. BROOME: When we have finished with item number one, we can go to
the details, and do not refer back again. It seems to me that the committee has
automatically picked the best method of procedure.

The CHAIRMAN: Very well. I just want to see that that is understood—=23
long as members are aware that we are doing the same as in the Housé o
Commons.

Mr. McPHILLIPS: I am not in favour of that, as we would just get into ’a
morass, because it has no relationship to the first item one in the minister
departmental estimates. If we start this we will have to bring all matters for~
ward on item one, and we will be in a morass.
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The CHamrMAN: There has been considerable latitude on item one, as Mr.
Toome has pointed out. It has been more or less the customary practice in the
Ouse of Commons in an item of estimates coming up, that you are given a

Iot of latitude on item one and very often it does come up, and as you come to
€ other items you can deal with them. However, I think that as soon as
Possible we should get out of item one and then deal more concretely with
€ach of the following items, and stick to them as closely as possible. In that
Way I think we would make more progress.
Mr. BroomEe: That suits me.

The CHamrMAN: Probably we should proceed along that line, and recog-
all that has been said now.

Mr. FisHer: On item one, I would like to ask Mr. Gordon about the last
Sentence on page 4 of the memorandum we had yesterday. It says:
Had depreciation been accrued by C.N.R. on the same basis as
C.P.R., its depreciation reserve would have approximated $1.5 billion
and, consequently, our funded debt would have been reduced by about
$900 million representing a saving of some $45 million annually in our
fixed charges.

€ question I want to ask is this. Am I correct in saying that partly as a

Sult of this situation as explained here, the C.N.R. is considering asking for

change in its debt structure?

Mr. Gorpon: Let me put it this way: The provisions of the Capital Revi-

Act, which were passed in 1952, are due to expire on December 31, 1961.
3VIng to do with that expiry, we are making representations to the Minister

anq ln*'%nce. Discussions are going forward now in regard to the whole matter,

this point will be included in our representations.
Mr. ¥ ISHER: Would the figure of $900 million have any currency or rele-

i:latléc{. to it, in your presentations, in terms of bringing your fixed charges
ne?

Nize

Te

sion

Mr. Gorpox: Yes, if the Minister of Finance will listen to us. But, mind
ey as I said yesterday, I am not advancing this $900 million figure because,
theacmatter of principle, the $900 million is only taking the contrast betvyeen
e P.R. report and our report. What I said here is, that had we done it at

th ame rate as the C.P.R., then our figure of depreciation would have been
Us ang

You

i So0. And, if we establish the principle that we should haye our depre-

: on In the same order of magnitude as the C.P.R., then we will analyze the

oy retical $900 million against an analysis of what actually took place. I

woéll?it tell you at the moment what the differential would be. ngever, ' E

$900 1}0{‘- mind saying it is somewhere in the area between $700 million and
Million. Is that figure about right?

tiong) & J - L. TooLE (Vice-President, Accounting and Finance, Canadian Na-
thege tRallways); That is about right. We are somewhere in the middle of

Wo figures, after the very careful calculations we have made to date.

T. FISHER: I wanted to get that point very clear.
Whicll\frﬁ Broome: Mr. Chairman, I would like to ask Mr. Gordon a qugstion,
N com @S an implication that you are considerably overstocked with diesels.
Stock dparmg the C.N.R. and C.P.R. in regard to the rolling stock, your rolling
40 per 9¢s follow the formula of 60-40, that is 60 per cent for the C.N.R. and
50 D tent for the C.P.R. So, your rolling stock is approximately not quite
109 percent more in number than the C.P.R. However, your diesels are about
thing incent over and, if it followed the same formula, there would be some-
saiq th € neighbourhood of 500 less diesels. However, against‘thxs .1t must
Valent at the C.P.R. have 300-odd steam locomotives. If one diesel is equi-
* I wWorking capacity, to two steam locomotives, it represents well over
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200 diesels in excess. If this comparison is true all the way along the board
this would represent perhaps $50 million to $75 million worth of equipment. A
factor might be the trackage—the lightweight trackage you have on a lot of
lines, and this may be a factor which is much more important than we can
assess, because you have to have certain types of diesels for that, with the
result you cannot have the flexibility of the same type over the whole system,
as in the case of the C.P.R. It does seem to me that in just comparing the fig-
ures, one against the other, that diesels stand out as not being in the same rela-
tionship as other stock, to a very considerable extent.

Mr. GorpoN: Well, I think that is a very pertinent question. I have my
answer to that, but I would like.to pass the question along to our Vice-
President of Transportation, who is the officer responsible for determining the
size of over-all inventory. You can hear what he has to say, and then I may
have something further to add.

Mr. H. C. GRAYSTON (Vice-President, Transportation and Maintenance,
Canadian National Railways): In the first place, the studies that were made
prior to embarking upon the purchase of our diesel inventory were very com-
plete. They represented months and, in fact, years of study, and this is the
answer we came up with.

Mr. Gordon has already referred to the difference in the inventory occa-
sioned by the light traffic lines. Also, we have a difference which is, in compari-
son with the C.P.R., just a little difficult to evaluate in terms of locomotives, but
we do operate, as indicated in Mr. Gordon’s statement of yesterday, to a much

larger extent in the highly industrialized areas. We serve more of them in

eastern Canada and this, of course, will account for some of the difference
in the inventory of the C.P.R. and the Canadian National in the area of yard
switchers.

There is another factor which entered into the studies that were made
Of course, if you are in the process of carrying out a large-scale track re-
habilitation program, such as we were, you must have motive power for that
sort of work, and this motive power must be virtually assigned to the track
work for hauling ballast, fill, and so on.

Mr. BrooME: Would not your steam locomotives have filled that are?
about which you are talking?

Mr. GRAYSTON: You get, then, Mr. Broome, into the area that was discussed
yesterday. There is a point at which you must make the decision to com~
pletely dieselize. The decision to complete it is to some extent forced upon a
railway. You get to the point where you are operating dual repair faciliti€s
and where your skilled tradesmen have been shifted from here to there. BY
virtue of the type of dieselization that we did, that is the selective method n
which we did our dieselization, we got to the point that we simply had %
complete the program in order to obtain these fairly substantial residual
benefits which were mentioned yesterday.

Now, there is another thing to bear in mind as well, and that is that th€
use of a diesel locomotive in work service is a much more efficient propositio®
than the use of steam. You can get far more service out of them in WOF
service than you can with steam. :

Mr. BRooME: May I make two comments in that connection? The on€ 15
that for a definite work program, it was necessary to dieselize 100 per cent ar d,
secondly, the problem of light density lines, with which the C.N.R. is plagué®
is the same problem you will be bringing before the transport board and ?r
which you will be asking a reduction in service. So, if you are successful
reduction of service on light density lines, then you will certainly—if not n.oW'
in the future—if you are successful, have a redundance of the locomotl‘_’e
you purchased for that reason. The more successful you are in consolidati™



RAILWAYS, AIR LINES AND SHIPPING 113

Your operations and becoming a cohesive railway, along the pattern of the
C.P.R., the more your operations will tend to follow a straight 50 per cent, as
Compared with the C.P.R.

Mr. GraysTON: This undoubtedly will have an effect. But, of course, we
Must take into consideration last year’s cut in the general level of traffic. Our
Present inventory of diesel power is tailored to the expectation of traffic now
and, as it increases, you must have inventory to meet the increase. As these
Programs increase, they will tend to have an effect in taking up the increased
Tequirements based on the expected increase in the level of business.

Mr. Gorbon: There is another factor in connection with our operations. In
NeW_fOundland we use narrow-gauge locomotives. The locomotives there are
Captive to Newfoundland and, therefore, cannot help us with the mainline work.

at tends to make us larger in terms of numbers. This is particularly true. Mr.
Toome, in regard to our diesel program.
th do not mind telling you that in our program we learned as we went along,
at we got better results out of the diesel operation than we had anticipated,
as it came closer and closer to full implementation it became more clear,
:E If I remember correctly, Mr. Grayston, we reduced our last budget by
out 200 locomotives.

th Mr. GraysTon: We made a substantial reduction, which came about from
€ traffic drop.
Mr. Broome: That would have meant $50 million.
Mr. GRrAYSTON: Yes. We reduced it.
o Mr., BroomE: And if you have 200 extras now, you would be $50 million
€r-capitalized.

Mr,

Oberat; GorpoN: We have not 200 extra. Also, we have the United States
io

ns, as well.

sto livh'- Broome: I was taking rolling stock in the same percentage—rolling
€%, too, in both railroads.

G Mr. CreagrAN: On the same point, Mr. Chairman, I was wondering if Mr.

viol‘don could file for the record a breakdown of the 2,134 diesel units. In pre-

ng S years we have known how many were used for such things as passenger

s V;ce and so on. Also, I would like to know how many were replaced in

fIvice, in 1960.

Mr. Gorpon: We can get that for you.

The Crammman: He will calculate that.

Mr, CREAGHAN: In previous years we had a detailed report.

the 1Mr. GORDON: Yes; that is easy to get. We have it. We could file it after
Unch hour if that would be suitable.

Mr, CREAGHAN: Yes.

therM.r' Howe: On page 3 of your memorandum the statement is made that
of t}? 1S $100 million in traceable economies. I would like to see the breakdown
fue) feSe traceable economies. I would like to know whether it is in respect of
o

Or diesels, whether it is due to technological changes, or where these econ-
S Were effected.

giVel\g;- GORDON: What you wish is a breakdown of the $100 million. We can
u

that. Remember that these figures are estimates.

he CHAIRMAN: Are you satisfied to have this after lunch?
Mr., Howe: Yes.

With th CHEVRIER: I have several questions on another field which has to do
What ite ump yard in Montreal. I would like to know when it was opened,
Costs and how it was operating.
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Mr. GorboN: It is practically completed now but there is finishing work
to be done. The estimated cost when it is all completed is $28,500,000. The
yard went into operation on June 4. What was your other question?

Mr. CHEVRIER: The other question is, how is the operation progressing?

Mr. GorpoN: It went into operation on Sunday. We were delayed and
partly handicapped toward the end of the operation by the serious sleet storm
in Montreal prior to the opening. That storm caused a great deal of damage
to the electronic equipment, some of which we have not been able to replace;
so, at the moment, it is operating under some handicap. We are, however,
quite satisfied with the basic functioning of the yard and are confident it will
work effectively in a short time.

Mr. CHEVRIER: Recently you have changed the routing of the train at
Dorval to avoid these highway crossings. You follow a new route.

Mr. GorpoN: That is the Lachine line.

Mr. CHEVRIER: Yes. I would like to know why the trains have been delayed
from the time they leave Dorval until they get into the central station. There
has been a delay of fifteen minutes or more. Is that because it is a new route?

Mr. GorpoN: I think it is a slow order as laid down by the board of
transport commissioners.

Mr. GRAYSTON: I believe these delays are due to signalling difficulties.

Mr. CHEVRIER: When will they disappear?

Mr.. GRaysTON: I would hope the delay has disappeared.

Mr. CHEVRIER: It had not disappeared this week.

Mr. GorpoN: It is part of the breaking-in problem. In part it is this, and
I am not sure whether or not the slow order is still in force, The signalling
equipment was not quite complete, and getting it functioning is almost a
momentary matter.

Mr. CHEVRIER: I take it that the time from Dorval to the central station
will be reduced. Will you always follow the route which crosses the canal on
two occasions.

Mr. GRAYSTON: With our present track location we cannot avoid crossing
the canal at two locations.

Mr. CHEVRIER: Then do you anticipate that at any future time the length
of time it takes to go from Dorval to the central station will be reduced?

Mr. GOrRDON: As compared with the previous time?

Mr. CHEVRIER: Yes.

Mr. GorpoN: It will.

' Mr. GRAYSTON: Instead of dipping down into Lachine through that indus-

trial area, now we simply follow the highway.

Mr. GorbpoN: But it avoids the level crossings and that will help the speed.

Mr. GraysToN: It is only a question in time of the lesser distance; this
is about the only difference in time.

Mr. CHEVRIER: Is there any difference in mileage as between the old route
and the new one.

Mr. GRAYSTON: .7 of a mile.

~ Mr. CHEVRIER: A suggestion has been made that in order to move air-
line passengers in and about Montreal more quickly—I think the minister
nr}entmped this in the house—that the railways had been asked to give con-
s1@erat10n to whether or not a belt line could be constructed or that the
: railway facilit_ies which already exist could be used to move passengers from
the Dorval airport into downtown Montreal more quickly than they now
move by taxi.



RAILWAYS, AIR LINES AND SHIPPING 115

Mr. GorpoN: The matter has been under examination. From the stand-
point of the C.N.R. it does not look wvery likely. It would mean we would
have to cross a number of highway crossings. As a matter of fact the C.P.R.
is in a better position to do it than we are in terms of maintaining a shuttle
service; but I do not think they would -have any enthusiasm for it. I do not
believe it is practical from our point of view in the sense that it would provide
a more satisfactory service.

Mr. McFARLANE: Some reference was made to the C.P.R. statement that
364 steam locomotives are used. This is shown as rolling stock inventory and
does not agree with their statement that locomotive repair expenses were down
markedly, reflecting the completion during the year of the program of sub-
stituting diesel for steam power and the beneficial effects of certain modifica-
tions made in diesel power design. I thought I should bring to your attention
that possibly these 364 steam locomotives they show in inventory are not in
use.

Mr. GorpoN: Thank you; that is helpful.
Mr. BRoOME: It makes the picture worse. Then they only have one thou-

sand diesel locomotives and I was including the 300 steam locomotives to give
the fifty per cent.

Mr. GorpoN: They have 364 steam locomotives in reserve. Therefore if
they got to a peak load of traffic, they would put that reserve into use. We
have nothing but diesel locomotives, so our reserve must naturally be applic-
able to our existing diesel stock. A railroad, at any given point in time, is
very seldom working at peak capacity. If it gets to peak capacity, then we will
be short of locomotive power. In 1956, we had a peak capacity and were very
short of locomotive power.

Mr. GraysToN: We actually had a peak this winter.

Mr. Gorpon: We do get peak periods even in times of low traffic where
we are short of locomotive power; so you have to provide for a reasonable
reserve. It would appear that the C.P.R. in this case, not being fully dieselized,
is leaning on the remnant of its steam power for reserve. However, once it is
fully dieselized it will have to use the diesels.

Mr. FrsHER: On this point, is it true on the main line route west, that
because of the different kind of diesels—that is your greater flexibility in the
kind of diesels—you are able to run consistently better times in the freight
service than the C.P.R. I am thinking particularly of between Toronto and
Winnipeg.

Mr. Gorbon: The general suggestion of a speed war is something I keep
away from. There could be actual instances in which our time is better, but
my impression is that it is on about a 50-50 basis. I do not think we have an
advantage in speed.

Mr. FisHer: Yesterday when you were giving your reference to the intro-
duction of the hot shot service it was strictly a jump on the C.P.R. and not a
competitive jump in terms of time.

Mr. Gorpon: Partly; it also had to do with the routing of the trains. There
are places we do get an advantage in time because of the routing and the fact
that our line may be running through less congested areas. On the whole,
however, we were hoping to be able to make our time so spectacularly better
in the first instance to get the jump you referred to. What are the times, Mr.
Grayston?

Mr. GRAYSTON: The times now are similar. The actual benefit is not nec-
essarily in the over-the-road time but in the time in which delivery is made
at the destination. Of course, the speed of the train in between the departure
and the destination point is quite a factor, but the delivery time is the impor-
tant thing,
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Mr. FisHER: May I ask Mr. Gordon if one of the most expensive aspects of
the program has been the yard program?

Mr. GorpoN: Yes.

Mr. FisHER: In your plans have you worked out capacities for these yards,
such as Moncton and Montreal.

Mr. Gorpon: Yes.

Mr. FisHErR: How close are you coming to capacity in respect of the Monc-
ton yard situation?

Mr. GorponN: I do not know at the moment. Mr. Grayston may have those
figures. I can say, generally, that the yards which are completed are built with
an excess capacity in mind. We are building for tomorrow by making provi-
sion for ready expansion. But, you are thinking now of the present day traffic
in the light of the capacity already available.

'Mr. FisHER: I am suggesting it might be conceivable that you have over-
spent?

Mr. GorpoN: You want to know whether we have overspent in the light of
present day traffic?

Mr. FisHER: Yes; in the light of your deficit and fixed debt.

Mr. GorpoN: Offhand, I would say that our Moncton capacity is greater than
the need for present day traffic, but that represents a prudent provision for
growth. What is the capacity of the Moncton yard now, Mr. Grayston?

Mr. GraysTon: The standing capacity, that is, capacity of Moncton yard to
hold cars is slightly over 5,000 cars. There is provision in the design of the
yard, although not in the actual construction at the present time, for an in-
crease to some 7,600 cars.

Mr. FisHER: Do you ever use more than 3,000 cars of that capacity at the
present time?

Mr. GRAYSTON: The yard is designed at the present time to handle in the
order of 3,500 cars per day. We have not reached that point.

Mr. GorpoN: Again, you are into the question of the peak load. We have
not gone through a full year yet. There is no use in having a yard which will not
handle your peak load. You have always to think of a peak load at any given
point of time. This has been only a short time in operation and we have not
been through a full season or full year.

Mr. GRAYSTON: It has not been in operation a full year yet.

Mr. FIsHER: A number of years ago you mentioned there would be these
three. One of them is in embryo, the Toronto one.

Mr. GorpoN: That is right.

Mr. FisHErR: There has been a downturn in the growth or the volume
carried, I take it. I want to know what is your ability to adjust to this, because
your expansion of the plan cost money. Are you adjusting your plan, reducing
it, in the light of the fact that you have not got the growth factor you expected.

Mr. GraysToN: That has been done.

Mr. Gorpon: I think Mr. Grayston you will find a memo in my file to you
about six weeks ago asking for a complete review of the whole Toronto plan,
and that was the thing that was in mind. But when we are talking about
estimates of traffic, it is a very complex problem, to get definite appraisals of
that. All we could get was a prudent estimate in respect of the total traffic that
mi_ght be developed in the Toronto area. I think at the moment that our
original plan for Toronto is probably over-estimated, but that does not mean
that we are in any way regretting the property that we have acquired and
the expansion possibilities that we will continue to reserve, because I am
thoroughly convinced that over the years the Toronto traffic will grow.

s
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Mr. FisHErR: We will see about that. As you can appreciate, we have not
the expertise or the knowledge of this to come to grips as to whether your
plans are over-ambitious.

Mr. Gorpon: No, I think that is a matter for management.

Mr. FisHER: It is a matter for management, but you can give us an as-
surance that you are trying, particularly in the Toronto one, which I imagine
will be one of the most expensive, if not the most expensive, to adjust to the
downturn.

Mr. GorpoN: Oh, absolutely; there is no question about that. As a matter of
fact we have gone further than that. Now that you have raised the point, I
may say that we learn from each of our yards built. The Moncton yard was
the first to be completed. Now, remember that this is a very, very new tech-
nology in the railroading business, these hump yards, so-called, and Moncton
was the first one. We learned from that. There were some things done in Monc-
ton that we would not do again and that would not be found in the Montreal
yard and will not be found in the Toronto one. They are not major things, but
I say we learn from actual experience.

One thing, for example, is that I think in Toronto we will not build our
buildings with the degree of life in them that we have done, say, in Moncton.
It may be better management to erect some of these buildings having in mind
15 or 20 years life rather than 30 or 40 years life, because we have seen so
many rapid changes in the matter of materials and so forth, and we are
considering taking a calculated risk that perhaps we could replace these build-
ings in 15 or 20 years which would result in a cheaper form of construction
than we have been in the habit of using. The habit has been in the railway
business generally, and I think this is a valid comment—not criticism but
a statement that the railways tend to build too substantially and that perhaps
we would be better off to build with an eye to less permanence and take the
chance that we will rebuild in an earlier period of time.

Mr. FisHER: How is this going to affect the timing of the Toronto develop-
ment?

Mr. GorpoN: It will not affect the timing.

Mr. F1sHER: You say this is a question for management, for management
judgment. If we have doubts about the adjustments to make, or if you your-
self have any doubts, is there any outside source which could readily give
you an analysis and opinion as to the wisdom of your plans and the adjust-
ments to the altered circumstances which are developing?

Mr. GorpoN: Not in relation to railway business as such. I think there
are checks which we can make in the form of technical approaches, and we
do use those. That is in respect to the capacity of the yard, and so forth. How-
ever, the analysis and the estimate as to the total amount of traffic or the size
of the yard has got to be pretty much a matter of railway managemen
judgment. ;

Mr. FisHerR: You do not hesitate at all, Mr. Gordon, in certain other
aspects of your railway operations to call in consultants, such as Price Water-
house and Company, or Woods Gordon and Company, or people like that.
There is no outside source of a similar kind in a situation such as this that you
might call in to give you advice as to whether your plans have been too
grandiose?

Mr. GorpoN: Yes, we have to this extent already made use of the de
Leeuw-Cather report which has been referred to before, but it was largely
a check on our own judgment, so to speak. There is no way that we can find
anybody-—let me put it this way—there is nobody that I know of outside the
railway business better able to form a judgment about the railway business
than the railway officers themselves.

25455-7—2
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Mr. FisHER: That is all I have at the moment.

Mr. CREAGHAN: To follow this up, to prove that either management has
been prudent or otherwise. Mr. Grayston said that the Moncton capacity was
3,500 per day and that you had not reached peak because you did not have
a full year of operation and did not have a real chance to prove it. How many
cars have you now per day there?

Mr. GraysToN: I do not think I have those actual figures here, sir.

Mr. CREAGHAN: Have you any idea?

Mr. GRAYSTON: I can get them, certainly.

Mr. CREAGHAN: Would there be 2,500? Would it be in excess of 2,500,
in the winter months?

Mr. GRAYSTON: Something like that. I would say nearer to 2,000.

Mr. FisHER: In other words, there is so far an excess capacity of over
75 per cent, or about 75 per cent?

Mr. GraysTON: I would not care, Mr. Fisher, to say yes or no to that.
I think we could produce the figure on the peak. There is another point in
connection with the hump yard operation which I think might be mentioned
here, that is, that the capacity of a major hump yard at a major centre is
determined to some extent by the extent to which marshalling of freight cars
at outlying points can be eliminated. If you restrict the capacity of the new
facility you also then reduce the opportunity of dispensing with smaller out-
lying yards at which this marshalling must be done.

Mr. CREAGHAN: You have located quite a lot of traffic in Moncton in the
last month or more, which was used during the last year, and consequently
salvaged some very valuable real estate on what was considered to be the
main street. I assume that next winter the freight usually handled in the
Toronto district will all be in the hump yard and this land you have captured
will be either developed or sold, which would reduce the expense of the hump
yard.

Mr. GorpooN: That has not got a relation to the hump yard. It will be an
off-set, yes.

Mr. CreaGHAN: Certainly it will be a credit, because you are going to re-
capture some very valuable real estate.

Mr. Goroon: Yes, but that is not recaptured by reason of the hump yard.
Mr. CreacHAN: It would reduce for ever and ever, if you did not.

Mr. Gorpon: I see what you mean—because we are able to carry it into
the hump yard.

Mr. CREAGHAN: Yes.

Mr. Gorpon: There is a factor in this which Mr. Grayston has not men-
tioned, that Moncton is the hub of the Maritimes. Whenever they run into
serious weather problems, as they do in the winter, that peak load can in-
crease enormously. It then becomes a hold yard for the traffic en route to
Newfoundland for example. What we were in trouble with in the past was
that when traffic getting towards Newfoundland got backed up for some weeks
by reason of weather conditions, we were in great difficulty by reason of this
backing up along the line. Now we have a flexibility by being able to handle
that in Moncton on an efficient basis.

Mr. .CRE'AGHAN: The news this morning, in fact was of a very serious tie-up
of shipping in the United States, and if that has any duration at all I presume

tha_t Halifax and Saint John ports may be used and Moncton yard will be used
to its full capacity during that period.

Mr. (}ogDON: That is what I maintain. Each one of these yards has different
characteristics. For example, look at the Moncton yard and compare it with the
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Toronto yard in terms of capacity and you could jump to the conclusion right
away that Moncton was overbuilt, but the characteristics of Moncton are
different. The need of the type of yard in Moncton has to do with that shipping
traffic and the great swing in traffic which could take place both in respect of
weather conditions and in respect of changes in relation to shipping and a lot of
other things which affect the maritime traffic, that of course does not affect
the Toronto traffic. Therefore, we have deliberately built in a flexibility of °
capacity in the Moncton yard that in one point of time may look to be overbuilt;
but that is not the case.

Mr. CReEaGHAN: I have gone through the yard with you, Mr. Gordon, on
several occasions, and although I know very little about rail traffic, I do not
believe Moncton yard is overbuilt.

Mr. Gorpon: I am glad to know that. That will answer Mr. Fisher’s question
as to whether we have got confirmation of our judgment.

Mr. FisHER: In regard to this, neither Montreal nor Moncton has been in
operation long enough to give you a real indication.

Mr. Gorpon: No, these are new developments and will take time to break
in—and we learn from experience.

Mr. FisHER: Would management be prepared then next year at this time,
or next year when appearing before the committee, to give us an analysis of
how correct your projections of the use of the yard have been in the light of
the year’s experience? We cannot apply any sort of judgment now to the matter,
but I think we deserve to know, or the committee deserve to know, within
the year, as to whether you have been justified in the scope of this.

Mr. GorpoN: Yes, I do not know that a year is sufficient, but I know we
will be able to give some idea. I am very glad to know also that you expect
me to be here next year.

Mr. FisHER: I said very carefully “the management” of the C.N.R., Mr.
Gordon.

Mr. Goroon: I would certainly be able to give you the facts up to that date,
and we will be able to form some judgment on that in respect to operations of
the yard generally.

The CHAIRMAN: It may not be big enough.

Mr. GorboN: I may say that the planning and construction of these yards
is a very technical matter, and we are pioneers in many respects in regard to
that. We are the pioneers and other people will be learning from us too.

Mr. FisHER: And the Canadian taxpayer, of course, is providing you with
your funds.

Mr. GorpoN: No, not the Canadian taxpayer, in this instance. We are
operating on funds from the people who are investing in the Canadian National
Railways bonds and the Canadian taxpayer only comes into the matter in
connection with what deficit there may be in the over-all operation. The
taxpayer is not providing the capital.

Mr. Fisuer: If the Canadian government were not standing behind these
bonds, do you think there would be much chance of selling them on the open
Mmarket?

Mr. Goroon: Yes, if I were selling bonds to the open market with the

kind of railway that is based on the C.P.R. basis, yes.
; Mr. SmiTH (Simcoe North): Of course Mr. Fisher suggested that probably
1t might leave an unfair and incorrect impression about the Canadian tax-
Payer. These capital projects, or the product of them, is largely of Canadian
Origin and they have provided a certain impulse to the Canadian economy
M various parts of Canada, have they not?

25455-7—23%
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Mr. Gorpon: Oh, indeed they have.
The CHAIRMAN: Are there any other questions on this item now?

Mr. BRooME: There is one on general policy which I should like to ask.
Has the C.N.R. any purchasing policy which gives a Canadian preference?

Mr. GorboN: Yes, indeed it has. I have a note on the purchasing policy
which I think I might as well give you, as I have it here. Just one moment; I
want to find the clauses which deal with this situation. There are some stand-
ard clauses and, I presume, that is what you have in mind.

Mr. BrooMmE: I was wondering whether there was a preference for Cana-
dian purchasing, as there is for government purchasing.

Mr. GorpoN: Yes. It is similar, but different, of course, because of different
requirements.

Here are three samples. Here is the clause that goes into an equipment
contract:

“The contractor shall purchase all materials and supplies required
for the equipment from Canadian producers, if such materials and sup-
plies of suitable quality are procurable in Canada upon terms as fa-
vourable as elsewhere. Under no circumstances shall the contractor pur-
chase outside of Canada any materials or supplies required for the
equipment which are procurable in Canada, without the written con-
sent of the company’s representative.

The clause that goes in for general materials reads as follows:

“Materials and articles produced or manufactured in Canada shall
be used exclusively in the work covered by this contract, provided that
the same are obtainable in Canada and that the quality and cost f.o.b.
the work are substantially equal to those obtainable outside of Canada.

Then, a general purchase order will read:

“This order is placed on the understanding that all materials and
supplies used in the production thereof shall, as far as possible, be of
Canadian origin.

I have some figures as well, if you want to go into that, which gives the
results.

Mr. BRooME: Perhaps if the table is interesting, it might be well to file
it so that it would appear as an appendix. In this way you would not need to
take the trouble of reading it.

Mr. GorboN: The figures show our performance.

Mr. BrRooME: It would be interesting to have that in the minutes of the
committee.

Mr. Gorpoon: It is as follows:




SEGREGATION OF 1959 SYSTEM PURCHASES BY COUNTRY OF ORIGIN AS INDICATED BY INVOICES HANDLED
(Exelusive of Foreign Freight, Duty, Fuel Handling and Dockage Charges)

For Use in Canada

For Use in U.S.A.

United Great Other United
Canadian National Railways Canada States Britain Countries Canada States Total
$ $ $ $ $ $ $

GENERAL MATERIALS
Purch. Agents Commodity Statements. ..... 132,228, 698 14,289,225 3,820,462 1,661,370 63,417 8,398,206 160,461,378
Public Relations Department................ 2,210,703 - _ — — 105,480 2,316,183
All other Miscellaneous Departments......... 414,246 - -— -— - 24,299 438,545
21 i 3] 12 SECNRERI KR ERRREL eSS 134,853, 647 14,289,225 3,820,462 1,661,370 63,417 8,527,985 163,216, 106
0y eI e £ 3 ot R S BT 82,869,907 50,000 — — — 2,428,160 85,348,067
Ties AND OTHER FOREST PRODUCTS............... 15,198,032 45,119 — - 279,821 780,864 16,303, 836
i A I PRl Sa IRl e (e PR PR e 29, 616,785 1,678,797 13,650 - 95,722 3,213,152 34,618,106
262, 538,371 16,063,141 3,834,112 438,960 14,950, 161 209,486,115

1,661,370
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Mr. BrooME: Does this represent a change in policy at all?

Mr. GorooN: No, Here are the figures in regard to purchases of all sorts
of things for use'in Canada.

Mr. BRooME: These are direct purchases by the railway?

Mr. GorpoN:' Yes, for use in Canada. $262,538,371 is bought in Canada;
$16,063,141 is purchased in the United States; $3,834,112 is purchased in Great
Britain, and $1,661,370 in other countries. So, the total for Canada is $262
million as against $16 million in the United States, $4 million in Great Britain,
and $1.6 million in other countries.

Then, for use on our lines in the United States, the figures are as follows:
$14,950,161 was bought in the United States and $438,960 was bought in Canada.
Therefore, the grand total of our purchases is $299,486,115. I will give you
this table; it will be interesting to have it in Hansard.

The CHAIRMA;N: Have you a question, Mr. Grills?

Mr. GRILLS: Mr. Gordon, there seems to be a general opinion amongst
railway emp’loyeejs in my area that there are more superintendents than are
necessary; in other words, that there are more bosses on the job and less
employees, and this is sometimes referred to as more chiefs and less indians.

Mr. Gorpon: That is a phrase that seems to have stuck pretty well,
hasn’t it?

Mr. GriLLs: Yes, I wonder what your opinion is. It seems to me it is the
general feeling, and that it has had some effect on the railway employees. I
must add that I am not suggesting that it is wrong.

Mr. Fisger: I take it we are on management organization structure now,
are we?

Mr. HorNER (Acadia): I have one question before we proceed to that.

The CHAIRMAN: I certainly think the field has been covered pretty well.
We will deal with Mr. Grills’ question but, after that, I would ask that you
try to keep in order.

Mr. CREAGHAN: That answer, Mr. Chairman, was more or less anticipated
when we changed the subject yesterday. Mr. Fisher raised a question in con-
nection with chiefs.

Mr. GorpON: I think I can answer your question this way—and this is the
short answer: The proportion of supervisory employees in the railway labour
force in 1959 was as follows: the Canadian National, 12.2; on the Canadian
Pacifie, 11.7, and on the United States, class 1 railroads, 12.4. Therefore, you
will see that our records show almost the same percentage as the United
States class 1 railways. They are slightly higher than we are, and the C.P.R.
ii slightly lower than we are. However, the percentage, by and large, is about

e same.

Mr. F1sHER: Does that take into account the change in your organization
structure?

Mr. Gorpon: I am giving the figures now for 1959.

The 1960 figures show Canadian National, 12.6, and the Canadian Pacific,
11.9. T have not the class 1 United States raiways for 1960. But, again, the
percentage is fairly close. "

Now, that is in regard to what you call supervisory forces. If you take
the proportion of white-collar employees in the total labour force—and I
would like to give you these figures, which I have only up as far as 1959 at
the moment-—you will find that Canadian National is 25.8, Canadian Pacific
26.1, and the United States, class 1 railways, is 27.3. Then, I have a couple of
other .ﬁgur_esﬁrom outside industries and, if you take the index for all manu-
facturing, it runs 23.6. In taking the index for durable goods, it is 23.7. How-

Fes
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ever, in respect of the white-collar employees in the railway business, the
Canadian National percentage is somewhat lower than the C.P.R., and con-
siderably lewer than the United States, class 1, railways.

Mr. FisHErR: You like that.durable goods standard.

The CHAIRMAN: We should keep that in mind. We all hear that discussed
in different places, and in fairness to the railways, we should keep in mind that
we have a fair ratio compared with other industries.

Mr. GRILLS: Another comment you hear occasionally is that some younger
men are coming into the railway business who have not railway back-
ground and, in some cases, there is objection to that.

Mr. GorpoN: I missed the first part of your comment.

Mr. GRILLS: I have heard comments that many of the superintendents or
white-collared bosses have not a railway background, and that they have not
come up through the ranks, so to speak. As a result of this, their knowledge
of their position, on occasion, is questioned.

Mr. GORDON: Yes.

Mr. GRILLS: Also, as to how they got there.

Mr. Gorpon: Of course, this general statement about railway background
is subject to a good deal of definition.

In my judgment, a railroader is not confined to a man who knows how
to marshal cars in a yard or run an engine from one point to another. There
is a great deal more to the business than the physical handling of the equip-
ment. I think, even in the milk business, you will agree that the fellow who
drives the truck does not necessarily know how to run the whole business.
The same is true of the railway.

In the Canadian National Railways we have a much more diversified
business than that of “straight” railroading. We have a nationwide com-
munications system, a nationwide system of hotels, and we have a real estate
business which is one of the biggest in Canada. At the moment, I am just
picking some of the highlights. Also, we have a lot of other activities within
the industry; in the reorganization, for example, we are establishing, area
managers, men we hope who will be able to represent the railway in all facets
of its business. It is not only a matter of operating the trains, but the man
who is an area manager is specifically in charge of sales as well. I want to
find out in your area, Mr. Grills, why he has not been around to see you.
That is what I mean. The man in your area is in charge of sales, and when
I call him up about it, he is going to know he is in charge of sales! The area
manager will be responsible for seeing to it that our interest in respect to
real estate in his area is properly looked after, as well as our interest in the
hotels or anything else which is within his area. There is the accounting
situation, and all sorts of problems—our competitive problems vis-a-vis the
trucking industry, as well as the airplane industry. He has to be a general
business administrator. There are men in our areas who, necessarily, are
equipped to do that job—he might be a lawyer, an accountant, or, even
a banker! It is a matter of general administration.

Mr. FISHER: Are you hiring Mr. Coyne?

Mr. HOoRNER (Acadia): I have a supplementary dquestion.

Mr. GorpoN: I want to make it clear, also, that in selecting these area
Mmanagers every branch of the railway is taken into consideration. What I
have said does not rule out at all the operating man who shows he has the
Capacity to develop along these lines. He has an equal opportunity—but only
an equal opportunity, not a preferred one. He has an equal opportunity with
anybody else in the whole organization.
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We have proceeded, now, in breaking down the former tradition, which
was certainly in the railway before I came, and which I believe handicapped
the organization a great deal. The tradition was that when a man started in
the purchasing department, he stayed there; when a man started in the
operating department, he stayed there; when a man started in the legal
department, he stayed there; and when a man started in the accounting depart-
ment, he stayed there, with the result that we produced purchasers, account-
ants, law officers, and so on, and they were all in a straight line; they did
not merge, with the result that the general business of management was not,
in my opinion, getting the over-all coordination it should. The consequence
of that was that all these straight lines—and I have only mentioned a few;
I could give you twenty—were being coordinated only in Montreal. They
were all coming through to Montreal, and we got an over-centralization.

Mr. BRooME: It sounds like Ottawa.

Mr. Gorbon: I do not know. I lived in Ottawa for a while.

That is the basic reason for reorganization. We are trying to put it on a
decentralized basis so that the man in the area can handle all the business and
requirements in that area.

Mr. CREAGHAN: Would the reorganization reduce the headquarters staff and
put them out into the field?

Mr. Gorpon: I would not like to answer that at this time. We only put
this into effect in January. We are not far enough advanced in our reorganiza-
tion to make a definite statement in that regard. I might as well say that I am
not satisfied with the headquarters organization yet—and that may be a shock
to some of my officers. However, I am reasonably well satisfied that we have
the right idea in the areas and the regions. Out in the field it is coming together.
But, there is still too much headquarters work being done and, when we get
the matters sorted out, as I hope to do, I think there will be a definite reduc-
tion in headquarters staff. However, it will take time to get it properly jelled.

Mr. HorNER (Jasper Edson): At page 5 we have a chart showing that 57.7
per cent went for payrolls. Could you tell me how much of that 57.7 per cent
is administrative or white-collar people, or are they included in that payroll,
or in the other expenses of 30.9?

Mr. Gorpon: Just a minute, until I see how I can break it down for you.

Mr. HorNER (Jasper-Edson): In other words, how much of the dollar is
going towards management? What is the management costing?

Mr. GorpoN: You want a breakdown of the total compensation in categories
which would cover, say, senior management, middle management and then
what you call the employee staff; is that it?

Mr. HorNER (Jasper Edson): Yes.

Mr. BrooME: Mr. Chairman, before the question is answered, I assume
we now are through with financial results and are on management organiza-
tion structure?

The CHAIRMAN: Yes. Is that agreed?

Agreed.

The CHARMAN: We are now on management organization structure.

Mr. Gorpon: I think I can get that from the statement, but it might be a
little different from the breakdown. I will have this for you after lunch.

Mr. HorNER (Acadia): I was interested in the figures in respect of the
supervisory staff. In 1959, the C.N.R. had 12.2 and in 1960, 12.6. This con-
stitutes an increase of about 500 people in the supetvisory staff. Do you have
the percentage for the years previous to 1959?

~ Mr. GORDON: Yes.

I ———
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Mr. HorNER (Acadia): This would perhaps give us a better idea whether
this has increased this year or whether it increases 500 people every year.

Mr. Gorpon: I will give you that. Which figure did you have in mind?

Mr. HORNER (Acadia): The supervisory staff.

Mr. Gorpon: I have it here back to 1956. This is the proportion of super-
visory employees to the railway labour force. In the Canadian National in 1956
it was 10.7 per cent; in the Canadian Pacific, 10.8 per cent; in class 1 railways
in the United States, 11.2 per cent. In 1957, in the C.N.R., it was 11.3 per cent;
in the C.P.R. 11 per cent, and on class 1 railways, 11.5 per cent. In 1958, in
the Canadian National, 12 per cent; C.P.R., 11.7 per cent, and class 1 railways
12.4 per cent. Then you have the figures for 1959-60.

Mr. HorNER (Acadia): Then it is obvious there has been a steady increase
in the amount under supervisory staff.

Mr. GorpON: Yes.

Mr. FisHER: You would also need to point out that there has been a marked
drop in the overall payroll. So when you graph this, there is a rising curve
in supervisory personnel and a downward curve in the total labour force.

Mr. GorpoN: Yes. As a matter of fact this subject was dealt with in con-
siderable detail in the submission by the railways to the Senate committee on
manpower and employment. I have copies of our submission in which all these
matters were gone into very thoroughly. I will be glad to lay this on the table for
any members who are interested in going into it. I would like to say this, how-
ever; there are a number of factors involved in this proportion of supervisory
force increase. It is quite true it is part of the complexity of railway business
that operations are becoming more and more complex and are moving at a
much faster pace. Planning and co-ordination are very vital elements in it.
Technological improvements made possible by the continual application of
capital are bringing about a corresponding elimination of routine physical opera-
tions which did require large numbers of unskilled workers. With our mecha-
nized operation we reduce the number of unskilled workers while the super-
visory element increases because of that reduction. The other fact is that with
the decline of traffic in 1960, it is obvious that the proportion is adversely
changed there in the matter of the ratio of the supervisory forces, because you
cannot handle a supervisory job with half a man.

The CrAIRMAN: Is it not a fact that this is the case at the present time in
respect of industry generally right across the country. We have had this re-
viewed in parliament. It is not connected with either the C.P.R. or the C.N.R.
any more than with any other industry. It takes more executive and white
collar men today per man employed in every industry in Canada, due to the
technological advancements.

Mr. FisHER: Mr. Grills’ point and mine, is that there are getting to be
more chiefs and fewer Indians.

Mr. Gorpon: Let us put that quotation in proper context. The proper way
to state it is there are more Indians becoming chiefs. These men who are un-
skilled workers are, by reason of mechanization, being given training and skills
Whereby they move into a supervisory capacity. They are now bossing machines
and not men.

Mr. FisueEr: You have already indicated there is less flexibility in the
Supervisory personnel than in the non-supervisory personnel. I am sure the
associated complaint, which Mr. Grills and I have heard, is that there are all
kinds of layoffs in many trades and jobs in the C.N.R. but they have yet to

ear of anyone among the supervisory personnel being laid off.

Mr. Gorpon: These anonymous complaints are hard to deal with. If I knew
€Xactly what you are talking about I would be able to deal with it. The changes
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which take place affect the supervisory personnel as well as the employees
concerned. The percentage of supervisory employees is growing, but it is quite
wrong to say there are no layoffs among the supervisory force:

Mr. FisHER: Is there no redundancy factor at all amongst supervisory
personnel?

Mr. Gorpon: I would not be positive on that. I would hope that when we
get our reorganization properly working the question of whether or not there
is a redundancy would become more apparent. I would suspect there is some;
but that will come to light as the thing is better jelled.

Mr. FisHER: In respect of the revenue dollar and how you spend it, it
would be true, in the section on page 5 where you have the picture of compensa-
tion to employees, that an increasing percentage of this compensation to em-
ployees is going to supervisory personnel and not to people who come under
union classification.

Mr. GorpoN: To the extent of the percentages I have named, the increasing
percentage there is very marked. For example, it has gone up from 11.3 per cent,
or 12 per cent, in 1958, to 12.6 per cent in 1960. Your reference to an increasing
percentage makes it sound to me that you intended that it should seem that
this is a very marked change. In the figures on page 28 I think you can see it
is perfectly true that our overall number of employees has gone down substan-
tially. The peak figure there in 1952 is 131,297 employees. Our figure in 1960
is 104,155; but that has come about from what I said yesterday, that the railway
traffic as a percentage of the transportation market has been going down.

Mr. FisHER: Could you give us any figures since 1956 which would indicate,
in this compensation to employees, how much of the profits go to your supervisory
personnel and how much to the people who have a union classification.

The CHAIRMAN: That already is being prepared.

Mr. FisHER: There are two things on which to make a judgment. One is
whether this ratio is a normal increase in supervisory personnel; the other is.
what share of the revenue dollar are they taking.

The CHAIRMAN: What would you call normal?

Mr. Fisger: This is something on which we should have an opinion from
the president.

Mr. GorpoN: The C.N.R. comparison is pretty close to other railways, and
the ratio of increase in respect of the indices in manufacturing and durable
goods remain about the same. It is a trend, and we believe we are staying
within the trend pretty well.

Mr. F1sHER: We have not had an indication of the percentage of compensa-
tion to employees. Are you bringing that in after lunch?

Mr. GorponN: Yes.

Mr. HorNER (Acadia): I can agree that more and more supervisors are
taking their place in industry, generally speaking. On the chart on page 11, for
the year 1956—or even 1955—ten per cent of your personnel was supervisory
staff, then 12.6 per cent today. There has been an increase in numbers in super-
visory staff ever since then, not only in percentage, but also in the numbers.

Mr. GorpoN: That is quite right.

: Mr. HorNER (Acadia): One of the yardsticks we must compare it with
is the C.P.R. Back in 1956 it was 10.7 per cent. Today this seems to be widening
rather than staying together.

Mr. Gorpon: First of all, the 1960 figure has to be held in reserve until
we work out a better appreciation of our recognization; but it is also true, mind
.you, that over the years there has developed another need for supervisory staff
‘on the C.N.R., which I was hoping we would not get into because it seems to
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be controversial. I am thinking of the barrage of interest that is taken in the
C.N.R. in respect of statistics and figures of all kinds. This has involved a
burden on management, and we do need staff to handle it. These questions,
which may seem simple, do require answers and analyses. You need trained
men for this; you need accountants. All this takes time. The questions in the
House of Commons which concern the C.N.R. have never been greater over
the years. They have been increasing steadily and this creates a definite burden.

Mr. HoRNER (Acadia): While I can agree with you that there has been
a lot of interest given to the C.N.R. and questions asked of the C.N.R., I
think this stems perhaps from the feeling of the men working for the C.N.R.
generally who are quite concerned today about their positions. Perhaps this
leads to a lot of questions. Surely the questions asked in the house and in this
committee would not really justify an increase in supervisory staff to any great
extent. They may require the supervisory staff to work a whole lot harder. Most
of these figures are available if they are dug out.

Mr. Gorpon: I did not say that this explained the increase. I simply said
it was a factor in the increase which is not applicable in the C.P.R. That ex-
plains the differential in part. I say it is a growth factor. The real question,
which I understand we are discussing, is whether or not the trend on the
C.N.R. in this regard is more marked than it is on other railways.

I think I have answered that I do not think it is. I think the fact that
there is a slight differentiation is a challenge to us to try to improve it. I
think we can go a bit along that line. In respect to the railway trends gen-
erally, I repeat that the analysis will give you some very significant figures.

There is another reason for the reaction to which you refer, that is,
over the last two or three years we have been examining our organization
in a detailed way and there have been more people around the railway from
the supervising point of view to make these examinations. It is all being
churned up and no doubt the average employee has seen more officials around
him than before, because we have been travelling backwards and forwards
over the country. That is perfectly true.

Mr. HorNER (Acadia): I would like to ask one question in view of what
the president has said just now. Do you believe that this re-organization of
your five regions and your subdivisions will bring a reduction of supervisory
staff, or at least hold the line for a few years in the growth of supervisory
staff?

Mr. GorpoN: That is my expectation. I think that when we get it properly

instituted, that will be so. You do not expect that in six months. It will
take a little time.

Mr. HorNER (Jasper-Edson): In empire building.

Mr. CreEaGHAN: I would like to ask that somebody on the staff, either
now or at 2.30, should bring in some statements, even if they could not be
absolutely accurate, on whether or not the C.P.R. has been having this re-
duction in its working force, particularly since 1956. There has been a lot of
criticism in Ottawa on it and there have been some members speaking about
a 20,000 drop in employees on the C.N.R. system.

Mr. Goroon: You want actual figures to see whether the amount has
dropped? I can give you that.
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Fripay, June 16, 1961.

The CHaRMAN: Gentlemen, we have a quorum now and we are ready
to proceed. I think we were on “management and organization structure”,
and we are now on “modern approach to sales”.

Mr. McPrILLIPS: No, Mr. Chairman, I do not think we had quite finished
with “management organization structure”; there is one question I would like
to ask. I notice that it is stated on the first page of the report that there is an
Atlantic region, a St. Lawrence region, a Great Lakes region, a prairie region,
and then a mountain region. Is that a term used to include the province of
British Columbia?

Mr. GorpoN: There is a prairie region, and then comes the mountain region,
but it is not all of Alberta.

Mr. H. C. GraysToN (Vice-President, Transportation and Maintenance):
Roughly speaking, Alberta and British Columbia as a group might be con-
sidered in it.

Mr. McPHiLLIPS: Is that a vice-president in Vancouver?

Mr. Gorpon: No, he is in Edmonton.

Mr. McPHiLLips: Do you have a high ranking official in Vancouver?

Mr. Gorpoon: Yes, Mr. Wyman, is our area manager there.

Mr. McPaILLIPS: I would like to see the Pacific region in there too, because
we think it is rather important.

Mr. GorooN: It does not affect the service that you get. We found in the
examination of the distribution of our traffic from the standpoint of the Cana-
dian National Railways organization that Edmonton was the most convenient
place for the vice president’s office, but that does not mean that you lose
anything in the matter of local service in British Columbia; because Mr.
Wyman is stationed at Vancouver. We have other officers in Prince George,
Edmonton, Calgary, and Vancouver. I think what might assist you in this—
and I intended to do it before—is a brochure on our re-organization. I wonder
if we have enough copies here? Let me see. This brochure describes the new
plan of re-organization in the C.N.R. In addition there is a map included, and
the whole thing is laid out in a form which I think will be helpful. I shall
have them distributed to you, and-I hope that you will find them of wvalue.
Any member of the committee may read this brochure, and if he would like
to get in touch with me after the meeting, or to get in correspondence with
me, I shall be happy to explain the background and the reasons. I would like
to know if you have any points to bring up.

Mr. McFARLANE: We had a considerable amount of discussion this morning
on supervision. I think it would be helpful to the committee if Mr. Gordon
should state where this supervision starts. Does it start from the foreman up,
or is it in a category beyond that?

Mr. Gorpoon: You are talking about the breakdown of figures. I was hoping
to have those categories set up, but I find that they have not finished with the
typing and they are not quite ready yet. The first unit of supervision is the
area manager. The question arises as to what we would include under super-
visory help.

Mr. McFARLANE: That is right; I think we might clarify the situation which
has to do with a part of the increase in supervision.

The CHAIRMAN: Probably, yes.

- Mr. Gorpon: The groupings that come in under the general heading of
superv1sory, and the figures I was talking about this morning are broken down
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in these important categories. Category I includes executive officers and as-
sistant professional, and sub-professional assistants; chiefs, assistant chiefs, and
supervisory clerks; stores, general foreman; foreman and assistants; B and
B master, roadmaster and assistants, B and B department foreman, and section
foreman. Then there is assistant general foremen, inspectors, and signal and
electrical transmission, and foremen, signal and electrical transmission; general
foremen, and system foremen, in the equipment section; chief train dispatchers;
supervisory agents and assistants; general foremen, and foremen in freight
sheds; dining car and restaurant inspectors, and yard masters and assistants.
There are 84 classifications under which our payroll breaks down. I have given
you the ones which are included in supervisory.

The CHAIRMAN: Does that answer your question, Mr. McFarlane?

Mr. McFARLANE: Yes. I thought it might help to clarify the situation to
the committee on the make-up of the personnel.

Mr. GORDON: Yes.

Mr. FisHER: Right at this particular point Mr. Gordon has very aptly given
us a comparison in terms with the C.P.R.; in category III, for example, chief,
assistant chief, and supervisory clerks—I am reading from the railway transport
report employment statistics; I believe it is the basis on which you gave us
your classification.

Mr. Gorbon: Is that a dominion bureau of statistics document?

Mr. FisHeR: Yes.

The CHAIRMAN: What year?

Mr. FisgER: It is for the year 1959; it is the latest. In the category under
professional and sub-professional assistants, the Canadian Pacific has only 361
in that category, while the Canadian National Railways has 1,290. It seems to
be rather uncommon soread, and I wondered what the reasons would be for
it. This is in category II under your classification.

Mr. Gorpoxn: I do not identify that category at the moment; I would have
to look into it in order to give you a reply. I would have to check into it to
see.

Mr. FisHER: But you just gave us your classifications.

Mr. Gorpon: I cannot compare them with Canadian Pacific figures with-
out having a chance to check them. I do not recognize those figures. Mr Toole
tells me there is not a perfect standardization between our figures and those
categories. That may be part of the explanation.

Mr. FisHER: Why would D.B.S. put them out in public?

Mr. Gorpoon: I am afraid D.B.S. would have to tell you that.

Mr. FisHER: I understand these classifications are set up by the board of
transport commissioners and the dominion bureau of statistics.
Mr. GorboN: Yes.

Mr. FisHeEr: Do you indicate it has been impossible to actually have an
exact co-relation for class 1 railways in these categories?

Mr. GorpoN: There is constant refinement on it. I think it can be said gen-
erally that those are not exact comparisons. Whenever you pick one particular
?rgument up, you have to examine it to make sure you are comparing the same
hings. -

Mr. FisHer: This would apply to the total breakup you gave this morning.

Mr. Gorpon: Noj; I do not think so. The breakdown between the categories
Mmay be those, but the total categories in here are supervisory Help. It would
not affect the total. Mr. Toole advises me that the breakdown I made this morn-

|
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ing was taken from figures which had been agreed on between the Canadian
National and the Canadian Pacific association as being the comparable figures
for use in the Senate manpower committee.

Mr. F1sHER: You agreed between yourselves in order to have a joint pres-
entation.

Mr. GOrDON: Yes.

Mr. FiseER: To come back to the situation in relation to supervisory per-
sonnel, I think it is unfortunate, when we have these published tables, table
1 for the C.N.R. and table 2 for the C.P.R., that one gets the impression in
several of these categories that there is a very wide disparity between the
totals, even in lieu of the difference in the total management force of the rail-
ways. Since we are on the topic of chiefs and Indians, it interests me very much.

Mr. GorpoN: Yes. I think that is a very valid point. It is something I think
we ought to be taking in hand to see if we can get a proper comparison made.
I am not familiar with that document. To be perfectly frank, I had not realized
those contrasts existed. I will have it examined to see if we can get agreement
on it. :

Mr. FisgHER: I will let that aspect of it go. Certainly one of the reasons
why I had come to the conclusion there were more chiefs than Indians in the
C.N.R. was by making a comparison on this table over a number of years.

I would like to come to another aspect of the organization. This relates
to what I think concerns politicians most of all; it is the total drop in employ-
ment on the railways and the sort of curves on a graph which you might
work out to give us some indication of what the future is in terms of railway
employment.

Mr. GorooN: Well, there are two things about that. The first is we cannot
do a very good job in forecasting that without tying it into a forecast in
respect of traffic. The other thing is, I do not believe it is wise for us to point
out job forecasts of that kind and produce unnecessary alarm on the basis of
our own guesses; they cannot be better than guesses. If we were to deal
purely with statistics and tried to project a trend, depending where we start
from, we could cause unnecessary alarm in respect of the total employment
which may be affected on the railways. It would depend on a lot of things
which are' completely out of our control such as legislative changes, conditions
in competition and so on. I do not believe it is wise for us to make public our
assumptions in that regard unless, of course, it was something being done by
the industry generally.

Mr. FisHEr: If we look at the situation as revealed in these employment
statistics, there is a disturbing pattern in railway employment.

Mr. Gorpoon: Yes.

Mr. FisHEr: I do not suppose all the members of the committee would
agree on this, but I have heard from men, especially men in their thirties and
forties—these people are not in set categories—that they are concerned whether
they should get out now when they have a choice, or wait until they are
laid off. You cannot inform any one man specifically or even any one area,
but if we had something in the nature of a projection of what the employment
situation would be as a result of technological change, it seems that then the
railway workers would be in a much better picture of realism.

Mr. Gorpon: I have referred before to the manpower study. This was a
joint study made by the railways. A very real study was given to this by the
senatfe committee on manpower and employment. This joint study by our
association is dated February 16. There is a chapter there headed “state of rail-
way employment”. Under that chapter we attempt to give our best appraisal
of the pattern of future employment.

iy —mc———
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Mr. FIsHER: Have you given any consideration to popularizing that par-
ticular chapter by putting it into your Track magazine.

Mr. GorpoN: We have some plans along the lines of discussing that sub-
ject in our Keeping Track magazine. We are working on that now.

Mr. FisHER: What about the points we have had for discussion in the last
period in the committee—the general concepts Mr. Grills put forward and
which I certainly put forward—that is this question of the burgeoning of
supervisory personnel and the cutting down of people who are not supervisory.
Could you project something in that field in a popular form to your employees
that would put the situaticn as it is? You disagree completely with the popular
interpretation which both Mr. Grills and I presented.

Mr. GorpoN: Wait a minute, now, please. When you say I disagree with
something, I would like to know exactly what it is.

Mr. FisHer: That the popular conception of the C.N.R. is that it is becoming
a place loaded with more chiefs and fewer Indians.

Mr. Gorpon: I disagree completely with the statement made, that that is
the popular opinion. I do not believe it.

Mr. FisHER: You do not believe it is the popular opinion?

Mr. Gorpon: No, I do not, and I do not think it can be proven to be a
popular opinion. '

The CHAIRMAN: On a point of order, Mr. Fisher, the president went through
all that this morning and, it seems to me, that we now are repeating ourselves.

Mr. FisHER: I do not think we are repeating one bit. To me, this is one of
the central points.

The CHAIRMAN: But, if you had heard it the first time, you would think
you were repeating it.

Mr. FisHeR: I have not been aware of any particular repetition.

The CHAIRMAN: Well, I have. You are rehashing a lot of stuff that already
has been said. That all was elaborated on this morning. You are taking up a
lot of the time of this committee and wanting a further elaboration of what
has already been said. I think the committee will agree on that.

Mr. FisHER: What I have been trying to bring to the attention of the
president is that if we are wrong in this—

The CHAIRMAN: Who do you mean by “we”?

Mr. F1SHER: Members such as Mr. Grills, myself and the rest of us.
The CHAIRMAN: I am on the committee, too.

Mr. FisHER: Then, you must agree—

The CHAIRMAN: I am not agreeing.

Mr. FisHeER: You obviously are talking in defence of Mr. Gordon.

The CHAIRMAN: No, I am not. When you say that this is the popular opinion,
this is not the popular opinion. I am only taking issue with you because I am
the chairman of this committee. I say that you are repeating yourself, and
making a mountain out of a molehill.

Mr. FisHER: I do not think it is any molehill.

Let me put this question to Mr. Gordon—

Mr. Gorpon: If I may interrupt, let me see if I can make a statement that
Will try to grasp what it is you are trying to establish.

I say, at once, that the railway industry has been under a process of change—
and very extreme change, for quite a considerable time. In that process, by use
of new technology, development of new machines, new processes and so fort}l,
the demand for unskilled labour has dropped considerably. We no longer, in
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the railway business, use human beings as beasts of burden, and the drudgery
that used to be a regular part of the railway business thirty, forty or fifty
years ago has gone. We no longer take men and use them, as I say, as beasts
of burden, but we supply them with tools which take all the heartbreaking toil
and backbreaking toil out of the business. In the process of doing that, these
men who were heretofore unskilled labourers have been moved up into higher
brackets. These men are taught how to use machines. As a result they are
pa‘d better because of their improved skills which we have taught them in the
use of these machines. Now, therefore, it is perfectly natural—and I agree at
once with this—that in that changing picture of the railway industry, the labour
content—the actual payroll content, is bound to show more men of the super-
visory type and fewer men of the common labour type. And, I further stated it
would be a great criticism of the efficiency of the railway if that were not so.
It must be so. So, if you are trying to establish that there is that change, yes,
I agree with you; but if you are trying to establish that we have more of the
supervisory type than the running of our business demands relative to other
types of employees, I say the answer is no, that that is not the case. Is that
what you have in mind?

Mr. FisHer: Yes. And, if the answer is no, I would like to suggest that it
would be a good idea for you to give a popular explanation of this to your
employees, because, with all respect to the chairman one does not receive three
or four hundred letters over a period of three months, largely on this point,
without there being a general conception. Whether it is a misconception or
not, I don’t know.

Mr. Gorpon: I think that is a very good suggestion. I will be glad to get
it under way.

You said it would be a useful thing for the railway employees generally,
if we produced a series of managerial information pamphlets or articles de-
scribing the sort of thing I have just expressed in a few sentences now.

Mr. FisHER: Exactly.

Mr. GOrpON: And, pointing out what is the changing face of the railway
industry.

Mr. FIsHER: Yes.

Mr. Gorpon: I accept that.

Mr. CREAGHAN: Could you make a brief statement at this particular point
on the extent and effectiveness of the relocation and retraining of employees
whose jobs might have disappeared because of automation or men who had
their jobs disappear because of a new type of work.

Mr. Gorpon: I will be glad to make a comment on that right now, because,
certainly, Canadian National management’s approach is that training is an
indispensable management tool to meet the demand for the new skills and
techniques.

I have a detailed document here which shows we have had training and
retraining courses of various types, which have affected over 45,000 employees
during the year 1960. As I say, there have been 45,000 of our employees who
have been touched in one way or another by our efforts to provide educational
training, technical and up-to-date oversight in regard to their work.

For instance, we have a management education staff training course, which
has been held annually since 1953. It is one of the things that I personally
am proudest of, as I had a good deal to do with establishing that course. In
connection with this course there are 50 officers of the Canadian National
chosen a}l across the system every year, and they are chosen under a method
_of selectl.on, whereby they have a six weeks’ course in Bishop’s university in
Lennoxville. To date, we have had over 400 men go through that course.
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Mr. CREAGHAN: Does this concern mostly management group?

Mr. GOrRDON: Yes.

There is a job instruction training course. This type of training, which
stresses the responsibility of the supervisor for on-job training of his men, was
included the syllabus of courses followed by maintenance of way personnel
in Toronto, Winnipeg and Moncton, and their chief clerks and other supervisory
personnel in Montreal, a total of 114 supervisors attended.

We have a course in leadership training. In connection with this course,
during 1960, some 875 supervisors in the passenger, communications, motive
power and car equipment, accounting and maintenance of way departments
received such training. This course included such subjects as human relations,
skills of communication and delegation, as well as leadership and management
skills.

Then, in connection with office management, in preparation for the move
to our new headquarters building, a group of 20 chief clerks and other super-
visory personnel were given instruction, in 1960, with a view to improving ‘the
standard of office management through more effective use of men, materials,
methods, procedures, space, equipment and other company resources and
service.

Another is a course in work study, the purpose of which is to train work
study analysts, and this course was attended by 68 selected Canadian National
personnel in 1960.

Next, is our work simplification course. The first training workshops in this
field were held in January and February of 1960, with 12 candidates selected
from the accounting, purchasing, passenger sales, maintenance of way and
personnel departments. The program included instructional techniques, effec-
tive speaking, methods study, motion picture photography for work analysis
and problem solving.

The school of instructional techniques is to improve the effectiveness of
all instructors and establish a standard of competence for all who instruct
others. There is an increasing acceptance of the premise that the skilled worker
requires more than job knowledge to be a good instructor. He must learn the
skill of teaching.

These schools are set up and operated by the company whenever and
wherever required. We have had 316 active instructors involved in these courses.

Then we have had courses in training steam locomotive engine men and
shop mechanics in the handling and maintenance of diesel locomotives. These
courses, which commenced in 1951 and 1952, respectively, are conducted at
various shops across the country and since 1952 there have been no fewer than
11,349 enrolments. In recent years the number of enrolments has decreased
as the backlog of employees to be retrained in these skills has diminished, but
in 1960 we had 76 enrolments in these courses. As I say, 11,349 men have gone
through these courses since they were established.

Dealing with technical job skills, this type of training and re-training pro-
gram was conducted mainly in the maintenance of way, signal maintenance,
communications department, motive power and car equipment shops during
1960. Prefabricated buildings were erected in Moncton, Toronto and Winnipeg
in 1960 to provide facilities in which to teach new methods in track main-
tenance, operation of new work equipment machines, rail welding and so on.

Passenger coaches converted to mobile classrooms, equipped with sig-
nalling apparatus, and which travel across the system, were used to teach the
technical skills involved in maintenance of centralized traffic control and other
aspects of the complex signal system. Thus a total of 7,559 employees were

either trained or re-trained in technical job skills during 1960 in these depart-
Ments.
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That is a very important thing, which might not appeal to you at first blush,
and in technical schools which are supervised by electrical engineers, training
is being given in the new science of microwave transmission, reperforate
switching, telex, and all the developments of that kind in the telecommunica-
tions business.

As a result of that we have been able to give employment to skilled signal
maintainers and installers that we just were not able to do before. Perhaps I
should mention that last year we had a protest from one of the unions to the
effect that we were using an American company to provide the equipment and
the installations in our C.T.C. program, that is, the centralized traffic control
program. You remember that, Mr. Grayston. The union came to see me about
it and we pointed out that the union was not able to provide the skilled work-
ers and that we were forced to go to the United States. However, after listen-
ing to the union’s representations we decided to delay our program for a period
until we got the instructional skill, working with the cooperation of the union,
and that has meant Canadian content in this field where we could not get the
skills before.

Mr. CREAGHAN: Are these courses of re-training for motor power employees
conducted during work hours or are they given after hours?

Mr. GorpoN: It varies. Some are on job instruction and some are after
hours instruction, but for the most part it is on the job instruction in that
particular category.

Mr. CREAGHAN: Do you encourage those who have the necessary educational
background to take these courses?

Mr. Gorpon: Yes indeed we do, but we are also subject to certain elements
in our union arrangements. There are certain trades which will only take a
certain number of apprentices and we cannot push them to any higher figure
than the arrangements will stipulate. We have been doing that to the maximum
extent possible.

We have a number of other programs in this connection. One is in clerical
operations, which is.a much bigger thing than you would imagine, and covers
developments in key punching, sorting, tabulating and data processing. I do
not know if the members of the committee are familiar with these things but,
if any of you are in Montreal, you should spend a couple of hours in seeing
our data processing computers in the office we have there. I think it will be a
perfect eye opener to you. You have no idea of the advancements made in
that respect, and we have trained these people to become skilled operators.
There is not one person in this room could hold a light to them for five
minutes. Certainly I could not. I do understand the theory of this operation but
I do not have the faintest idea of how it is done. It is marvellous what has
been done there and we have produced these operators in our training schools.

Also we have given courses to 1,047 employees of the passenger sales and
sleeping, dining and parlour car departments during the year. These courses,
which include such training as the preparation and serving of food, for chefs,
waiters and stewards or counter sales and telephone techniques for informa-
tion and reservation clerks, have a common objective—better customer rela-
tions with an emphasis on service and courtesy.

Then there were a number of other types of training activities, which in-
clude a very good work regarding safety on an accident prevention basis. There
were 18,306 people at these courses last year. Of the apprentices I just men-
tioned, 784 went through a mechanical course. We could put through more but,
as I said, we are limited by our agreements with the unions. In medical first
aid a similar course is provided, and 2,819 men took medical aid courses, and

“‘we ha.d 11,625 employees take part in a course on transportation covering
rules instruction.
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I believe I have mentioned that 45,000 employees were involved in these
respective courses and our costs in that respect, the money we put up to run
these courses, these schools, and provide the necessary instruction techniques
totalled over $1,300,000 in the year 1960. So I would just mention that to point
out that we have accepted in full measure any managerial responsibility that
could be pointed to in the matter of adjusting our employees to the changing
phases of the railway industry. These things will take time. There is no doubt
that Mr. Fisher is absolutely right that there is a tremendous need for under-
standing in this respect and an acceptance of the fact of the change being in-
evitable. We must adjust ourselves. An organization of any kind, has to adjust
itself to its environment, or it just dies.

Mr. FisHER: As a footnote to this, the largest area of misunderstanding
is with the maintenance people. Is that the group that is hardest to get to
take advantage of re-training, or is that the place where the agreements by
which you were bound would prevent you from making adjustments more
easily?

Mr. GOrRDON: By maintenance people you mean people working on the
track?

Mr. FisHER: I am thinking particularly of section foremen.

Mr. GorpoN: I would say this is a general concept, as I see it. Mr.
Grayston is closer to it than I. Perhaps he will fill in what I say. I want to
be very careful here because things get out of this room that may hurt the
feelings of certain people. Our maintenance crews, generally speaking, have a
larger turnover of the lesser educated type than most other parts of the
railway.

Mr. FisHER: Do they include in that figure extra gangs?

Mr. GRAYSTON: If you include the extra gangs, there is quite a rapid
turnover.

Mr. GorpON: The educational level by definition is much lower with extra
gangs.

Mr. FisHER: Do you remember last year there was a sensational story
that the railways could not get people to do this sort of work and that it
might be necessary for them to import people?

Mr. GorpoN: Like all sensational stories about the C.N.R., that was com-
pletely untrue. I remember that story. I do not remember how it got out,
it was a misinterpretation of some statement we made. The story was that
we had difficulty in finding men to take over work and that there were
hundreds of jobs open.

Mr. HORNER (Jasper-Edson): Was that not in the Senate manpower and
employment hearings?

Mr. GorpoN: There was a misunderstanding of some state