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MINUTES OF PROCEEDINGS

THURSDAY, June 16, 1966.
(22)

The Standing Committee on Public Accounts met this day at 11.07 a.m.
The Chairman, Mr. A. D. Hales presided.

Members present: Messrs. Baldwin, Bigg, Cameron (High Park), Forbes,
Gendron, Hales, Leblanc (Laurier), Lefebvre, Muir (Lisgar), Noble, Schreyer,
Thomas (Maisonneuve-Rosemont), Thomas (Middlesex West), Tucker (14).

Also present: Mr. Duquet, M.P.

In attendance: Mr. A. M. Henderson, Auditor General of Canada; Mr. G. R.
Long, Assistant Auditor General; and Messrs. Cooke, Wanzell, Laroche, Buzza
and McPhail of the Auditor General’s staff; Mr. R. B. Bryce, Deputy Minister
of Finance; Mr. H. R. Balls, Comptroller of the Treasury; and Messrs. Trudeau,

Beckett, Johnson, D. H. Clark, Clemens and H. D. Clark of the Department
of Finance.

The Chairman introduced Mr. R. B. Bryce, Deputy Minister of Finance and
Mr. H. R. Balls, Comptroller of the Treasury to the Committee.

The Chairman tabled a letter from the Deputy Minister of National

Revenue respecting Uncollectable Debts. (See Appendix “5” Minutes of Proceed-
ings and Evidence, June 7, 1966.)

The Committee examined the Deputy Minister of Finance and the
Comptroller of the Treasury on the following items from the Auditor General’s
Reports, 1964 and 1965:

Paragraph 55, 1965 Report Effect of change in method of financing capital
expenditures of the Canadian Broadcasting
Corporation.

Paragraph 57, 1965 Report Financing of the 1967 World Exhibition.

Paragraph 62, 1965 Report Indirect compensation to chartered banks. (Also
item 29 of 1965 Appendix 1 and follow-up
report.)

Paragraph 50, 1964 Report Government contributions not made to the
Public Service Superannuation Account.

Paragraph 63, 1965 Report Special Government contributions to super-
annuation accounts.

Paragraph 51, 1964 Report} Errors in Public Service Superannuation

Paragraph 64, 1965 Report Account pension and contribution calcula-
tions. (Also item 24 of 1965 Appendix 1 and
follow-up report).

Paragraph 52, 1964 Report Deletion of debt without collection effort.
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Paragraph 62, 1964 Report

June 16, 1966

Town of Oromocto, N.B. (Also item 17 of 1965
Appendix 1 and follow-up report).

At 12.50 p.m.i the Chairman adjourned the meeting to 3.30 p.m. this

same day.

AFTERNOON SITTING

(23)

The Standing Comim'tteé on Public Accounts met this day at 3.45 p.m. The
Chairman, Mr. A. D. Hales presided.

Members present: Messrs. Ballard, Bigg, Flemming, Forbes, Gendron, Hales,
Leblanc (Laurier), Muir (Lisgar), Tardif, Thomas (Middlesex West), Tucker

(11).

In attendance: (Same as at morning sitting).

The Chairman welcomed a student group from the Civil Service Commis-
sion and Mr. A. K. M. Faiz, Deputy Secretary, National Assembly of Pakistan
to the Committee hearings.

The Committee resumed examination of Mr. R. B. Bryce, Deputy Minister
of Finance and Mr. H. R. Balls, Comptroller of the Treasury covering the
following items in the Auditor General’s Reports: 1964 and 1965:

Paragraph 92(3), 1964 Report

Paragraph 65,

Paragraph 118,
Paragraph 167,
Paragraph 119,
Paragraph 168,

Paragraph 170,
Paragraph 172,

Paragraph 122,
Paragraph 123,
Paragraph 173,

Paragraph 124,
Paragraph 174,
Paragraph 125,
Paragraph 175,
Paragraph 176,
Paragraph 177,

1965 Report

1964 Report
1965 Report
1964 Report
1965 Report

1965 Report
1965 Report
1964 Report
1964 Report
1965 Report

1964 R’ei)ort

1965 Report

1964 Report.|.
1965 Report |
1965 Report
1965 Report

Unpaid accounts carried forward to new fiscal
year: (3) Department of Finance.

Extra-statutory death benefit and pension
payments.

Comments on Assets and Liabilities.

Accounts receivable. (Also item 28 of 1965
Appendix 1 and follow-up report). (Memo-
randum to follow) (See Minutes of Proceed-
ings and Evidence, June 28, 1966, Appendix 7)

Cash on deposit in chartered banks.

Sinking fund and other investments held for
retirement of unmatured debt.

Loans to the Town of Oromocto, N.B.
Unamortized portion of actuarial deficiencies.

Deferred charges—Unamortized portions of
actuarial deficiencies.

Cheque Adjustment Suspense.
Suspense accounts.

Public Service Superannuation Account.

Canadian Forces Superannuation Account.
Royal Canadian Mounted Police Superannuation
Account. :
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Paragraph 170, 1964 Report
Paragraph 221, 1965 Report
Paragraph 175, 1964 Report
Paragraph 226, 1965 Report

} Royal Canadian Mint.
Paragraph 177, 1964 Report} Exchange Fund Account. (Also item 23 of

The Custodian. (Memorandum to follow)

‘ € Paragraph 228, 1965 Report 1965 Appendix 1 and follow-up report).
¢ Paragraph 183, 1964 Report

Paragraph 234, 1965 Report Royal Canadian Mint stocks.

Appendix 1
(19) Assistance to provinces by the Armed Forces in civil emergencies.
(Also item 19 of follow-up report)

(25) Pension increased by payment of two salaries. (Also item 25 of
follow-up report)

(26) Reciprocal transfer agreements for superannuation benefits. (Also
item 26 of follow-up report)

(27) Interest charges on loans to the National Capital Commission. (Also
item 27 of follow-up report).

In accordance with directions contained in section 3, of the Committee’s
Ninth Report to the House on March 15, 1965, Mr. Balls presented the following:

Statement of Educational Leave Costs of Employees, 1963-64;
Listing of the Travelling Expenses of Employees in Excess of $1000, 1964-65;

Listing of Payments to Suppliers and Contractors in Excess of $100,000.
(Tabled as Exhibit X)

At 5.15 p.m. the meeting adjourned to the call of the Chair.

J. H. Bennett,
Acting Clerk of the Committee.
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EVIDENCE

(Recorded and transcribed by electronic apparatus)

THURSDAY, June 16, 1966.
e (11.07 am.)

The CHAIRMAN: Gentlemen, I see a quorum.

We welcome before the Public Accounts Committee this morning, as
witnesses, members of the Department of Finance, Mr. Balls, Comptroller of the
Treasury, and Mr. Bryce, the Deputy Minister of Finance.

Before proceeding with items related to the Finance Department I would
like to table the answers to questions which we asked of the Deputy Minister of

National Revenue when he appeared before the Committee. I herewith table
those answers.

Mr. ForBEs: Will these be appended to the report?
The CHAIRMAN: Yes, Mr. Forbes.

The Auditor General’s Report 1965, page 27, paragraph 55: As soon as you
have located that we will ask Mr. Henderson for an introduction, and then we
will ask Mr. Bryce to follow Mr. Henderson.

55. Effect of change in method of financing capital expenditures of the
Canadian Broadcasting Corporation. Paragraph 187 in the Crown Corporations
section of this Report includes comments regarding the operations of the
Canadian Broadcasting Corporation.

As required by section 35(1) of the Broadcasting Act, 1958, c¢.22, the
Canadian Broadcasting Corporation submits a capital budget and an operating
budget for each financial year for approval by the Governor in Council on the
recommendation of the responsible Minister and the Minister of Finance. Each
year, from the proclamation of the Act until March 31, 1964, funds to meet each
of these budgets have been provided by two separate grants under Appro-
priation Acts, both charged to budgetary expenditure.

The funds required by the Corporation to meet its capital expenditure
during the year ended March 31, 1965 were provided by means of loans from

the Government instead of grants. The relative vote of Appropriation Act No.
10, 1964 provided for:

Loans to the Canadian Broadcasting Corporation for the purpose of
capital expenditures, subject to terms and conditions prescribed by the
Governor in Council—$14,250,000.

These loans, repayable by the Corporation in equal annual instalments over the
next twenty years, with interest payable at rates of 519% and 53% per annum,
are included in “Loans to and investments in Crown corporations” appearing as
an asset item on the Statement of Assets and Liabilities of Canada (see
paragraph 149). As a consequence, the Statement of Expenditure and Revenue
of Canada was not prepared on a basis consistent with that of the preceding

735
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year and the resultant deficit of $37,965,000 shown on that Statement has been
under-stated to the extent of the capital expenditures of $14,250,000.

This procedure is a contradietion of the long-standing principle of the
Department of Finance that only realizable or interest- or revenue-producing
assets should be offset against the gross liabilities on the Statement of Assets
and Liabilities with costs of capital works being charged to expenditure at the
time of acquisition or construction. This subject is dealt with further in
paragraph 167 under the Comments on Assets and Liabilities.

The Canadian Broadcasting Corporation is not in a position to repay either
principal or interest on loans such as these unless it is placed in funds for the
purpose. Consequently, the grant of $85,869,000, provided by Appropriation Act
No. 10, 1964 to cover the net operating requirements of the Corporation
included an amount of $374,000 to enable the Corporation to pay the interest on
the loans. Receipt of this interest by the Department of Finance is recorded
under the heading of “Non-tax Revenues—Return on Investments”. This proce-
dure has the effect of increasing the recorded amount of both the revenues and
expenditures of Canada in violation of generally accepted accounting principles.

The 1965-66 Estimates tabled on March 22, 1965, but not yet approved by
Parliament, include a grant of $97,044,000 “in respect of the net operating
amount required to discharge the responsibilities of the national broadcasting
service”. This amount includes the first principal repayment of $710,000 and
interest of $1,170,000 on the loans made in 1964-65.

The wording of the Vote does not disclose this information nor is it
provided in the Details of Services.

Mr. HENDERSON: Mr. Chairman, since the members of the Committee have
the mimeographed sheet, “matters for consideration”, to hand they will be able
to follow the numbers. The listing is of a slightly different pattern to the one
that we have been following, but I would suggest that we start, as the Chairman
said, with the first item, although, in this case, it is a 1965 Report note.

In a number of cases, we can take two of the paragraphs together because
they relate to the same subject. In the 1965 note you will find that we have
updated what was stated in 1964.

Paragraph 55 describes the change in the method of financing the capital
expenditures of the Canadian Broadcasting Corporation. As a consequence of
this change having been made it was necessary for me to advise the House, as I
state in the third paragraph, that the “annual statement of expenditure and
revenue of Canada was not prepared on a basis consistent with that of the
preceding year.” The consequence of this was that the resultant overall deficit
which, as you recall, was $37,965,000 shown on that statement, was understated
to the extent of the amount involved here, namely, 14} million dollars.

As these loans cannot be repaid by this corporation unless it is placed in
further funds, the loans do not, in my opinion, constitute an asset and I do not
consider that they can possibly be described as such.

I am concerned that a change of this type should be made because it is, in
my view, also a contradiction of the long-standing principle of the Department
of Finance, that only the realizable or interest- or revenue-producing assets
should be offset against the gross liabilities on the statement of assets and
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liabilities, with costs of capital works being charged to expenditures at the time
of acquisition or construction.

This is the explanation given by the department and it continues to be
placed by it on its annual statement of assets and liabilities.

I should tell the members that I have made several enquiries of the
department and also of the Treasury Board about the underlying reasons for
this change, but to date I have not received any.

That is the only comment I would have on that one, Mr. Chairman.

The CHAIRMAN: Mr. Bryce, would you like to make an observation at this
point.

Mr. R. B. BRYCE (Deputy Minister of Finance): Thank you, Mr. Chairman.

I think that what is at issue here is a policy that has been adopted by the
Treasury Board and the government of using loans to finance a number of
Crown companies and Crown agencies of a corporate nature where, for reasons
of administration and management, or in order better to disclose the costs being
incurred in the operation of such corporations or agencies, and, we feel, in order
better to disclose to Parliament what certain operations are costing, the
government finances such corporations or agencies by loans rather than by
capital grants.

I explained the reasoning behind this at considerable length in 1964. The
discussion is to be found at pages 760 to 769. I made a lengthy statement. I do
not think it is necessary to recapitulate. It centered at that time on the grants to
the National Capital Commission where really the same principles were at issue.

The CHAIRMAN: Excuse me, Mr. Bryce. You are referring to the printed
copy of the minutes of our Public Accounts Committee. :

Mr. BrRYCE: Yes, the minutes.
The CHAIRMAN: The minutes of our meeting.

Mr. BrycE: That is right; the 1964 proceedings of the Committee.

I must recognize that I have not succeeded in convincing the Auditor
General that these principles overweigh—

Mr. HENDERSON: May I interject, Mr. Chairman? Nor did you convince the
Committee.

Mr. Bryce: I was going to come to that. I recognize that I have not con-
vinced the Auditor General who feels still, I think—to use his word—this"is
unrealistic. I also do not think that I convinced the Committee in 1964. On the
other hand, the House of Commons has, on several occasions, passed votes based
on this principle, and therefore the House itself seems to have accepted it.
Whether it has accepted it, having weighed fully the views of the Committee
on the matter, is a question for the House and not for me.

I do not really think that there is anything more that is worthwhile adding,
Mr. Chairman, at this juncture.

The CBAIRMAN: We will open the discussion. We will bear Mr. Baldwin,
and then Mr. Muir.

Mr. BALDWIN: I wonder, Mr. Chairman, if Mr. Bryce has given any thought
to the possibility of including, somewhere within the Public Accounts, so that
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this will be reflected when they are presented to Parliament, a special kind of
loan. As I think we suggested, and as Mr. Henderson pointed out, there are
loans where you may have some reasonable hope of repayment, but there are
other cases of loans where there is not too much reason to expect repayment.

Of course, with regard to the C.B.C. it might well be, since it is now
alleged to have lost one of its most valuable assets—a program about which we
do not want to introduce any discussion here—that its opportunities for repay-
ment may be even less than they were before.

I just offer this as a suggestion. Is this a feasible idea, that you could
introduce a special category of loan so that it would not necessarily show in the
Public Accounts of the country as a possible realizable asset?

Mr. HENDERSON: I think, Mr. Baldwin, you are perhaps thinking back on the
Oromocto case, where there is a possibility of something coming, perhaps, in the
years ahead, depending on the extent to which private money is invested in that
town. I think Mr. Bryce covered that in his letter, and we will be making a
reference to it today. However, in the case of the loan to the C.B.C,, it is rather,
if I may use the expression, like making a loan to your wife and calling it an
asset. She cannot pay it back unless you give her the money to pay it back. This
is precisely the situation we have here. As you will see, they charge interest on
the loan. They take that into the revenue of the country, which, of course, is
another item to which I must take exception; and, moreover, when they give
the operating grant to the corporation they have been including sufficient
money in that to help repay the loan—in the operating grant. That raises a point
which interests us very much in terms of the present wording of the Broad-
casting Act which differentiates between capital and income.

The merit of what they do is, of course, very clear. When you make a loan
like this it has the effect of excluding it from budgetary expenditures, and
consequently, as I have had to point out—as any auditor would point out—the
deficit in this case was understated.

It is a requirement, as you know, from your experience with the Crown
corporations and. the Financial Administration Act that inconsistency in treat-
ment such as this between the years requires a statement from the auditor.

It is perfectly true, however, as Mr. Bryce says, that notwithstanding the
fact that this Committee, in the case of the National Capital Commission, made
a recommendation supporting my views, the House of Commons acted different-
ly. You have a situation in that respect whereby the government not only is not
accepting a recommendation of this Committee, which it made in 1964, concern-
ing the National Capital Commission loan, but is deliberately extending the
practice which you cgndemned two years ago.

With all due respect to the members of the Committee, I suggest to you
that perhaps when the estimates regarding making loans were before the
Committee of Supply in the House not all of the members would have thought
back on the precise wording of the 1964 report of this Committee. I am sure,
had they done so, they would have spoken.

That brings up another question, and that is the amount of consideration
that is brought to the estimates, something on which I know everyone present.
has views.
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I would be very much interested in knowing what members of the
Committee feel about this.

Mr. Banpwin: I was not intending to suggest that this Co_mmittee can
overlook a practice which, in this particular instance, seems to ﬂy.ln the face of
what is a statutory requirement. I am thinking on the general policy.

I agree with you in that I do not think that the particulgr issue was
consciously before the members of the House of Commons in sufficient numbers
to justify our saying, after due consideration and having in mind the pros and
the cons, that the House of Commons passed the estimates in the face of th_e
recommendation of the Public Accounts Committee. I do not think that is
correct at all. However, assuming that this is going to become a question of
policy and determination, I was wondering if there was any intermediate
ground where, in order to satisfy accountants’ requirements, there could be a
separate class of loans established? Mind you, I meet my own argument by
saying that it would look very peculiar if you had a special category of capital
grants by way of loans; it would not look too well; but this is the sort of thing I
have in mind. Is there any possibility that it could be worked out?

Mr. HENDERSON: I would be happy to give that some thought, but, offhand,
if I lend money to somebody who cannot pay it back I do not have much of an
asset.

You will remenber that in, I think it was, 1958, or when the new
Broadcasting Act came in, the Canadian Broadcasting Corporation owed the
government something like $27 million, and that all had to be written off at that
time. Here, of course, they are being amortized a little more skilfully by giving
them the capital in the operating grant to make payments. I would say that
they are set up in a better way than they were in the years previous to 1958.

I do not think I have any more comments, Mr. Chairman, unless it is
something that has—

The CHAIRMAN: Mr. Muir has a question; and perhaps Mr. Bryce would
follow.

Mr. Muir: Mr. Chairman, did I correctly understand Mr. Bryce that he said
that this procedure was used for all Crown corporations Is that right?

Mr. BrycE: It is the procedure, sir, that has been followed in a number of
these Crown companies, which include now the National Capital Commission,

the CBC, this town of Oromocto, and, in effect, I suppose, the Expo Corporation
will turn out to have been much the same.

An hon. MEMBER: But not the St. Lawrence Seaway? That was different.
Mr. BrycE: No; that was different.

Mr. MuiIr: This is treated differently from the CNR deficit?

Mr. BrYCE: Yes, sir.

Mr. Muir: Why?

Mr. Bryce: I am not sure that it is essentially any different, but the origin
is so vastly different that I would hate to suggest that it was part of the same.

Mr. H. R. Barrs (Department of Finance): I think it is essentially the same
as the treatment of the CNR deficit in that the amount that Parliament votes to
reimburse the CNR for its deficit does include both operating and other debts.
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Mr. HENDERSON: The Canadian National has its income. I think there is a
differentiation here. We are speaking of a corporation which is not in that
position.

Mr. Muir: I think that unless there is something in the statutes that forbids
you to call it a capital grant it is a matter of bookkeeping, because, as has been
mentioned, if any money is loaned and you actually know it is not going to be
repaid, you would have to stretch your imagination a little bit to call it a loan.
I think it would be more realistic to call it a grant. Is there anything in the
statutes which would not permit this to be called a grant?

Mr. Brycke: First of all, I might speak to that, and then I would like to come
back to Mr. Baldwin. I would like to deal with his proposal which we have, in
fact, followed.

I do not know of anything in the statutes that would prevent these
practices in any of these cases. We have ascertained that they are authorized by
the statutes.

I think what the Auditor General is questioning is simply the accounting
practice which is involved and the policy that is involved in financing them in
ths way.

Mr. Muir: In other words, to some extent we are leaving the CBC with
an open end expenditure.

Mr. Bryck: I think that is not a full statement of the case.

The Auditor General has indicated that there may be a difference in some
cases because they are getting revenue. Of course, the CBC is expected to get
revenue, and is getting revenue—substantial revenue—from the advertising
although of course, not enough to pay for its operations. I do not think anyone
expected that it would pay the whole cost of its operations out of revenue.

We feel that the practice we are following here in principle is not different
from the CNR which also, of course, earns revenues and a much higher
proportion of its costs than the CBC does. We feel that by financing the CBC in
this way we get a better reflection of what its costs are. It has to include the
cost of interest in its account and the cost of paying off its loans, which is done
out of its depreciation fund. We had this in mind in setting the terms of the
loan.

In all these cases the corporate agencies involved are getting some revenue
outside the government appropriation, notwithstanding what the Auditor
General suggests. Part of the purpose is to encourage them to get such revenue
and to reflect in their accounts, and to bring to Parliament’s attention, the
extent to which they fail by their revenue to meet the charges that are being
made to them. »

The Auditor General suggests that the only purpose of the government in
doing this is to reduce its deficit. I feel this is not fair either to the present
government or to the preceding government that followed this policy in respect
of the National Capital Commission. There are, I suggest, other merits to the
proposal, which I outlined at some length in 1964.

Mr. MuUIR: You would agree though that actually government money is
used to repay the loans?

Mr. Bryckg: Certainly.
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Mr. Muir: So, as I say, it is a matter of taking it out of one pocket and
putting it in another. Can we not make some—

Mr. BrycE: Yes, but it is different pockets. We would hope that Parliament
would see that it is different pockets in its different years.

This will reduce our expenditure in the year in which the funds are
advanced as a loan. It will increase them in future years, both in interest and
for such sums as may be necessary for the repayment of the loan, in so far as
the loans cannot be repaid out of the charges that are properly made by the
corporations, either for depreciation as in the case of the CBC or for other
purposes in the other corporate agencies which are financed in this way.

Mr. MuiR: Do you suggest that this is actually acting as a brake on the
expenditures of the CBC?

Mr. BrycE: Not on the expenditures, I suppose; but it enables Parliament
and the CBC and the government to get a clearer idea, I suggest, about what it
is really costing to operate the CBC and a more meaningful comparison between
its revenues and its cost of operating.

Mr. MuiR: We are talking about pockets. It is true that it comes from one
government pocket to another, but there is only one pocket it actually comes
from and that is the pocket of the taxpayer, of course. These are the people we
are interested in, and I know that you are just as interested as we are.

I think that in any dealing of this kind the taxpayer should be made well
aware that the government is having to loan the CBC, or having to grant the
CBC, if you want to call it that, so much money in order that they can operate
to the extent that they are operating.

That is what I wanted to say.

Mr. Bryci: Certainly, sir; and our purpose in all this is to disclose as fully
as we can what is going on. I think that the practice that we are following here
in these cases brings repeatedly to Parliament’s attention the fact that—to take
the case of the National Capital Commission—their revenues from rental are
failing to meet the cost of the loans, or the investments—are failing to cover the
investment that was put into the green belt, for example. This was the case
most in point when this matter came up in 1964.

We think it is desirable that Parliament should have it drawn to its

attention, and not that the whole thing should have been written off years ago
and not brought currently before Parliament.

Mr. Muir: This is the reason? You are showing this in order that it stands
as a deficit against the corporation?

Mr. HENDERSON: I do not quite follow “standing as a deficit.” It stands as an
asset on the balance sheet of Canada.

Mr. MuIR: Are you speaking about the Corporation’s books, Mr. Hender-
son?

Mr. HENDERsON: If I might add to what Mr. Bryce has said about the
importance of getting accurate costs under the corporation, I would suggest that
you do not need to go through this financing technique to achieve that.

Anybody studying the accounts of the CBC in past years will have noticed
that they take in full depreciation and other charges which they do not pay but
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which they properly account for on their statement. It would be quite easy to
put in the carrying charges of this investment and a number of other costs, if it
were desired to do that. You do not have to go through this elaborate loaning
technique to achieve it.

Mr. THOMAS (Middlesex West): Mr. Chairman, I wish to ask Mr. Bryce
what sources of income the National Capital Commission has? In his answer he
said they were in rentals. I am not sure what on, but certain rents.

Mr. Bryce: This does not involve property, sir. It is chiefly the rentals of
the land that it has acquired and is holding for use and leasing for use, subject
to the restrictions put on it.

Mr. THoMAS (Middlesex West): But would that not be more or less
insignificant as against the grants which the government has made?

Mr. BryceE: Not insignificant, sir; it is a rising fraction, and we would
expect that over the long term it will go on rising, and I would suggest that it
should go on rising.

I think this was recognized in the discussion in the Committee in 1964.
I think when the acquisition of the green belt was undertaken by the govern-
ment—I have forgotten now whether it was Mr. St. Laurent’s government or
Mr. Diefenbaker’s—I think there was general support for it in Parliament and
elsewhere. It was felt that over the long term—a quite long term—it would prove
to be a good investment. Certainly it is not yet. If it is going to be a good
investment one of the considerations that has to be kept in mind is to get a
suitable return on these lands.

Mr. THOMAS (Middlesex West): In the meantime, the land, of course, stands
as an asset against the loans.

Mr. Bryce: That is right. It is shown as an asset in the books of the Capital
Commission.

Mr. THoMAS (Middlesex West): The operating costs would be the servicing
charges against the loans, less any income which might be received, and the cost
of carrying on.

Mr. Chairman, on the face of it—and I am sorry I came in a little late and
did not hear Mr. Henderson’s statement in full—I do not see any objection to
this.

The CHAIRMAN: Mr. Thomas, the next item, No. 57, is somewhat along the
same lines and the other ones here are related. I think we will pass on to those.
The same principle is involved in two or three of them.

Mr. BaLpwin: Could Mr. Bryce indicate, if this were an ordinary commer-
cial enterprise, unrelated to government, what assets of the Canadian Broad-
casting Corporation would be repersented by these loans—what additional
security would these loans provide in the form of additional assets which the
CBC would acquire?

Mr. BrycE: These are loans made to the CBC for the acquisition of capital
assets—buildings, equipment, and such, and the terms of the maturity of the
loans are related to the nature of the assets.
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Mr. THomAs (Middlesex West): I wonder, Mr. Chairman, if we could have
a brief outline of in what this $14,250,000 was invested? Could we have a few
of the representative items?

Mr. HenDERSON: I would be pleased to put that into focus for you, Mr.
Chairman.

Mr. Thomas, I am referring to page 128, where there is a reference made to
additions to capital assets. At March 31, 1965, the corporation was planning a
consolidation of its facilities in major cities in Canada. The figure, as indicated
there, as you will see in the table, is over $127,000,000. On the balance sheet
which will shortly be published I think you will find that figure is even larger. I
do not know. the present status of this consolidation but at all events these loans
are being made, as I understand it, over a period of years to put them in funds
for the purpose of spending the amount that they expect to require in achieving
this consolidation. It was explained to me that that was the purpose. You will
see the details on page 128.

During the year, for example, there were $13,000,000 in additions to fixed
assets, but their balance sheet carries the statement of this long-term cost.
Doubtless, therefore, the loans over the years are to cover that.

Mr. THOMAS (Middlesex West): $13,438,000 of the $14}1 millions were
invested, we assume, in sound assets.

Mr. HENDERSON: Oh, yes. There is no question about that. In this particular
case you see the technical equipment listed—the transmitters, the land for Place
Radio-Canada, Montreal; that is the land for the Montreal consolidation.

Mr. THOoMAS (Middlesex West): We can assume, too, that these assets
would probably have a life of twenty years.

Mr. HENDERSON: Not all of the assets would last that long in this particular
business, but they are effectively looked after, and depreciated in accordance
with normal business practice at standard rates, and that sort of thing.

The CHATRMAN: Mr. Baldwin, did you have another question?

Mr. BALDWIN: Yes. I was not quite finished with this. Mr. Bryce’s answer
gave me some indication of the nature of the assets, but I assume that, having
in mind the generally accepted interpretation of the word “loan”, these are not
assets which have any net revenue-producing capacity, unless, of course, it was
an extension of television into the Peace River country!

I am going back to the same point of distinction that Mr. Henderson was
trying to make, that if the loans are made with some prospect that, at some
time in the future, no matter how dim, or how far ahead that prospect might
be—there is a hope that there will be some degree of repayment—then the use of
the word “Loan” is justified, but if it is a grant disguised as a loan even though
given to a Crown corporation which is engaged in some measure of commerecial

activity, I think I would be inclined to accept Mr. Henderson’s version of it. This
is my own view on it.

Mr. BarLs: I wonder, Mr. Chairman, if I could say a little bit about my
understanding of the prineciple that is involved here?

We certainly are concerned to ensure that our statement of assets and
liabilities is a realistic statement. We are equally concerned, however, to ensure

that our statement of revenues and expenditures is realistic.
24622—2
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It is primarily with this in mind that we have taken the view that the
appropriations which the government makes towards the deficit of the CBC
should be realistic in that it includes all operating costs, plus the usage of
capital assets; and there is one thing more, which would not be covered by the
system suggested by Mr. Henderson, and that is the interest on the capital cost.

We feel that this system provides more specific accountability for the use of
these assets—better managerial control. It provides a more accurate statement of
the operating costs of the C.B.C. and a more accurate statement of the cost to
the government of the annual operation of the C.B.C.

To try to reflect this accurately on the balance sheet, we have taken the step
which Mr. Baldwin has suggested. Our statement of assets and liabilities now
includes, and has for the last couple of years, a specific category called
“Recovery Likely to Require Parliamentary Appropriation”, and these loans to
the Canadian Broadcasting Corporation and the advances to National Capital
Commission are both under this category.

The Minister, in the Budget papers which he tabled at the time of his
Budget speech last March, also included a further item for Expo and a further
item for Oromocto. These will all be included under categories of this nature
when the Public Accounts for this coming year are published.

There is one further point, Mr. Chairman, in regard to the accounting
approach on this. May I read a statement which was published by the American
Institute of Certified Public Accountants? This has to do with their accounting
research and terminology bulletin, edition of 1961. They talk about assets here,
and if I may I will read this:

“The word asset is not synonymous with, or limited to, property, but
includes also that part of any cost or expense incurred which is
properly carried forward upon a closing of books at a given date.
Consistency with the definition of the balance sheet previously suggests
that the term “asset” as used in balance sheets may be defined as follows:
Something represented by a debit balance, that is or would be properly
carried forward upon a closing of books of account according to the rules
and principles of accounting, provided such debit balance is not in effect
a negative balance applicable to a liability, on the basis that it represents
either a property right or value acquired or an expenditure which has
created a property right or is properly applicable to the future. Thus,
plants, accounts receivable, inventory, and a deferred charge are all
assets in balance sheet classification. The last named, speaking of the
deferred charge, is not an asset in the popular sense but if it may be
carried forward as a proper charge against future income, then in an
accounting sense, and particularly in the balance sheet classification this
is an asset,”

I suggest to you, Mr. Chairman, that this provides a very close analogy
to what we are trying to do. We are carrying forward these costs on our balance
sheet so that the true operating costs of the C.B.C. will be reflected in our
statement.

Mr. HENDERSON: If I might say, Mr. Chairman, I am familiar with the
reference Mr. Balls has made, and I feel I should say to you that not everyone in
my profession is in agreement with the interpretation he has placed on it.
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This observation of mine here in regard to the C.B.C., as well as Expo, has
attracted the attention of prominent members of the Canadian Institute gf
Chartered Accountants who, I can say unreservedly, have expressed their
agreement with the point of view that I had placed before the House.

I would suggest now that perhaps we might refer to the financing of
Expo, because it is not dissimilar.

The CHAIRMAN: All right.

Mr. HENDERSON: This is paragraph 57. This note explains how Expo
completed drawing down, during the year 1965. Its total grants of $40 million of
which $20 million was paid by Canada under section 11 of the federal Act.

57. Financing of the 1967 World Exhibition. Paragraph 189 in the Crown
Corporations section of this Report includes comments on the operations of the
Canadian Corporation for the 1967 World Exhibition during the past year.

As explained in that paragraph, the existing legislation provides that grants
provided by Canada, the Province of Quebec and the City of Montreal must not
exceed $20 million, $15 million and $5 million, respectively, a total of $40
million. The federal contribution is limited to $20 million under section 11 of
the Canadian Corporation for the 1967 World Exhibition Act.

The present revised overall plan approved by Canada and the Province of
Quebec, as provided for under section 10 of the Act, estimates total costs of
$250,704,000 for the Exhibition with revenues, salvage and asset recoveries
estimated at $189,123,000. As this forward estimate indicates a net cost or deficit
of $61,581,000 at the close of the Exhibition, after allowing an estimated
$56,039,000 for the value of the assets remaining at that time, it follows that the
Corporation’s total requirement by way of grants is $117,620,000 based on
present estimates. Because of the limits imposed by the present legislation of
Canada and the Province of Quebec as to the amount of the grants which may
be made to the Corporation, changes will be required in this legislation before
these additional substantial grants may be made. Unless these additional grants
are provided, this total requirement (less $40,000,000 already granted) will
have been financed by loans and the Corporation will be burdened with the cost
of additional interest and at the conclusion of the Fair will not have the cash
resources necessary for payment of the indebtedness.

In addition to the federal contribution of $20 million to the Corporation,
subsection (5) of section 12 of this Act provides for temporary borrowings from
the federal Government but the aggregate of all amounts loaned under this
subsection and outstanding at any time shall not exceed $1 million.

Subsections (1) to (4) of section 12 of the federal Act make provision for
the Corporation to issue securities guaranteed by Canada and Quebec. Following
the close of the year, the Corporation made arrangements to issue such
securities and Canada proposes to purchase and hold them to the extent of $80
million, as evidenced by Department of Finance Vote L26b of Supplementary
Estimates (B) which were submitted to the House on June 22, 1965. Although
this vote was not passed by Parliament before it recessed on June 30, 1965,
seven-twelfths of the amount was approved by Appropriation Act No. 6, 1965
assented to on that date.

The restrictive sections of the Canadian Corporation of the 1967 World

Exhibition Act, namely sections 11 and 12 outlined above, cause us to question
24622—2V)
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whether Parliament originally intended that Canada should purchase securities
of the Corporation.

Since then Expo’s development has been financed exclusively by loans
made by the Federal government. These had totalled $22 million by December
31, 1965, in respect of which Expo had issued notes payable to the Receiver
General of Canada. These advances had been treated by the Department of
Finance as assets.

Appropriation Act No. 2, 1966, which Parliament passed on March 9, 1966,
authorized the purchase of these securities by the Minister of Finance to the
extent of $80 million.

In the 1966-67 estimates, which were tabled on February 14, this year, the
government requested authority for a further $110 million for the purchase,
acquisition and holding by the Minister of Finance of additional securities to be
issued by the Corporation under the Federal Act. As members know these
estimates have not yet passed.

The point made here is, again, that these loans do not constitute assets. As
is explained, Expo’s total requirement, by way of grants was $117,620,000 based
on the figure existing six months ago when this report was issued. The estimate
has since been increase to over $143 million, as evidenced by an order in
council on March 31, 1966, details of which are given by Expo in its annual
report recently published.

Consequently, unless these grants are provided, this total requirement—that
is to say, the new figure of $143 million less the $40 million already granted by
the legislation—will have been financed by loans, and Expo will not only be
burdened with the cost of servicing these loans, which carry current rates of
interest, but at the end of the exhibition will not have the cash resources
necessary to pay the indebtedness.

The figure of $143 million odd consists of the anticipated deficit from the
exhibition, which has been placed at $82 million, plus the asset values estimated
to be remaining at the close of the exhibition; and these are estimated at
slightly over $60 million. If it is to be assumed that these asset values are going
to be realized in full-—that is to say, that they will get one hundred cents on the
dollar—then there will be only the deficit to be accounted for; that is to say, the
$82,600,000.

Since Canada contributed 50 per cent of the grants in the past, presumably
it may be called upon to contribute 50 per cent in the future, which would mean
that its liability, so far as the deficit is concerned, would amount to $41,300,000
on the basis of the figures which we are using. If the $20 million already paid is
deducted it leaves a potential liability of $21,300,000 for Canada to pick up,
based on the pregent forward estimating.

This percentage basis on which the grants were made, namely 50 per cent
by Canada, 37.5 per cent by Quebec and 12.5 per cent by Montreal, was not
established by the federal Act, but was spelled out in an agreement executed
January 18, 1963, by the three participants, Canada, Quebec and Montreal.

I might mention at this point that both my joint auditor, Mr. Tremblay, the
provincial auditor of Quebec, and I—who are the joint auditors of this Corpo-
ration—have been recommending to its management over the past several years
that they review this agreement for the purpose of tidying up, or clarifying, a
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number of ambiguities in it, and that it do it now instead of waiting until the
fair is over.

It is the view of the officers of the corporation—a view which I believe is
shared by the officials of the Department of Finance—that the percentage basis
on which the grants totalling $40 million have been borne by the three
participants in the past will apply to the future grants which are so obviously
required. Because the wording of the federal act under section 12, and in fact,
of the whole agreement between the three parties, appears to us to be limited to
the $40 million granted by these documents, we have been giving this matter
very careful consideration. There is no provision in the federal act, of course,
for the government of Canada to make grants to this corporation in addition to
the $20 million specifically authorized by section 11, by either directly or
indirectly becoming responsible for unpaid liabilities of the corporation. It
follows that there is no authority either for the three-party agreement to
contain a provision under which the government would agree to assume
liability to make payment for amounts greater in the aggregate than the $20
million mentioned in the Act. : \

We are, therefore, of the opinion that whatever this three-party agreement
may say, or may be claimed to imply, the government of Canada is not validly
authorized at the present time to make payments exceeding in the aggregate
$20 million, even on the winding up of the corporation.

Perhaps Mr. Bryce and his associates would care to comment on this.

Mr. BaLpwiIN: Just a supplementary question. Mr. Henderson, have you
discussed this with your legal advisers, by any chance?

Mr. HENDERSON: Yes, I have, Mr. Baldwin, and they have conﬁrmed
precisely the position I have outlined.

Mr. THOMAS (Middlesex West): In other words, Mr. Chairman, somebody
has their neck stuck out a mile.

The CHAIRMAN: You cannot blame the Auditor General for warning us. -

Mr. BarLs: Mr. Chairman, I am not in a position to speak at length to some
of the points which the Auditor General has been covering. I was preparéed to
speak to the point which he dealt with in paragraph 57, the substance of
which, I think, is summed up in the last paragraph which says “The restrictive
sections of the Canadian Corporation for the 1967 World Exhibition Act, namely
sections 11 and 12 outlined above, cause us to question whether Parliament
originally intended that Canada should purchase securities of the Corporation.”
This seemed to be the point of audit criticism, and I think the point I would
have to make in regard to this is that, while Parliament passed the Canadian
World Exhibition Corporation Act, it also passed the loan item: which approved
a change in the arrangement. Parliament specifically authorized the purchase,
acquisition and holding by the Minister of Finance of securities issued by the
Canadian Corporation for the 1967 World Exhibition, pursuant to subsection (1)
of section 12 of the Canadian Corporation for the 1967 World Exhibition Act,
and subsequently to dispose of these securities, and they approprlated $80
million for this purpose.
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My point here, in answer to this comment, is simply that this is a matter on
which Parliament surely can see fit to alter its original intent, and it has done
s0.

In regard to the accounting, Mr. Chairman, as we indicated in regard to the
previous item this is being recorded in our accounts as loans the recovery of
which is likely to require appropriation. We are trying to reflect the fact that
this may not be a completely self-sustaining operation.

Mr. BrycE: Perhaps I could just make a brief comment—without having the
papers here—on the other issues which the Auditor General has raised—and, let
me say, I think, quite properly raised—in terms of substance.

There is no doubt in my mind that Parliament will have to vote funds to
pay a substantial deficit on Expo. I think that this is manifest already. We
cannot tell what it will be, because we do not know what the revenues for Expo
will be, and we do not know what we are going to get from the disposition of
the assets which the Expo Corporation will have left over. There will be some
rather difficult bargaining involved in the disposition of these assets as is
evident if you think of their nature.

' Therefore, while we can be reasonably clear that there will be a substantial
deficit—and I think that all those concerned, including Parliament, have entered
upon this enterprise recognizing that it will be a costly one—it is too early yet to
set a limit on the terms.

As regards our authority to do these various things, I cannot site the
sections of the Act and such at this stage. All I can say is that we in the
Department of Finance have been most anxious throughout to be quite clear
about our authority to enter into agreements on this and to buy these securities.
We put this item into the estimates last year and sought Parliament’s approval
of it to remove any uncertainty about the thing, although, as I recall, our
lawyers felt that technically we could find authority to buy these bonds.
However, I certainly felt, and the Minister at the time felt, that it was better to
put this item before Parliament and have its clear approval of our purchasing
these securities, and for the reasons that Mr. Henderson has indicated.

This is obviously an operation where there is going to be a substantial
amount eventually to be shared among these who are undertaking the project,
and it will come about essentially in meeting the liabilities of the Expo
Corporation, most of which, of course, will be in the form of these bonds.

Mr. CamEeroN (High Park): I would just like to ask Mr. Bryce one
question. On the purchase of these securities, are they being taken over by the
city of Montreal, the province of Quebec and the Dominion of Canada in the
same proportion? .

Mr. BRYCE: No sir. We are buying the bonds.

Mr. CAMERON (High Park): What is going to happen on the d1v1s1on of the
fund, having regard to the charge that there will be against it on the loan.

Mr. BrycE: The agreement to which the Auditor General referred provides
for the sharing of the liabilities, which would include the liabilities on these
bonds. In addition, the bonds are guaranteed by the province of Quebec as well
as by Parliament. The authority for the guaranteeing of the bonds was given in
the original legislation.

-
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Mr. CaMmeROoN (High Park): They may be better secur.ity .than they
otherwise would, but usually the person who holds the security is the first
charge on the funds which are available to discharge that liability. If you do not

buy them in the same proportion the one who has the most, assuming there is a
big loss, will take the biggest loss.

Mr. BrycE: It was agreed between the government of Quebec and the
Government of Canada that we would buy the bonds through this period.

There was a possibility, of course, and I am not sure that it was not
envisaged originally that it would be followed, that we would issue the bonds as

a guaranteed obligation of the province and the government of Canada. This
matter arose before I was back in the Department of Finance.

We came to the conclusion, however, that the whole operation would be
cheaper if we did not try to market these guaranteed bonds. They do not fit into

any of the well recognized categories. They are jointly guaranteed by the
province of Quebec and ourselves—

Mr. CAMERON (High Park): No one here would want to buy them on basis
of the evidence so far.

Mr. BrycE: There is no doubt that they are guaranteed by Canada as well
as by Quebec, and the guarantee is quite clear. Guaranteed issues normally sell
at a somewhat higher yield than directors use, and we thought we would
ultimately get the money more cheaply by doing it this way.

Mr. SCHREYER: Mr. Chairman, my question is actually to that point. I take it
that Mr. Henderson is questioning rather more the legal aspect than the
financial one. If the Dominion of Canada is to guarantee these issues, at least in

part, I do not see anything too much wrong with it proceeding to purchase the
issue.

The CHAIRMAN: You have one more question Mr. Schreyer?

Mr. SCHREYER: It is clear in the report where the authority comes from for
the Dominion of Canada to guarantee the issuing of these securities.

What specific authority is there at the present time for the taking up, or the
purchasing, of these securities by the Dominion government?

Mr. HENDERSON: By parliament, Mr. Schreyer. The estimates item referred
to was passed subsequent to this report being issued.

I questioned whether Parliament originally intended that Canada should
purchase securities of the corporation, but at the time the report was issued this
particular supplementary estimate had not been passed. It has since been passed
in the amount of $80 million of which, as I said, the corporation has been given
$22 million in exchange for notes which it has issued, guaranteed, as Mr. Bryce
explained, by the province and by Canada, and then Canada has bought them.

They have been made payable to the Receiver General of Canada. I am not
questioning any aspects of that.

I wondered, when I wrote the report, whether Parliament originally
intended that Canada should purchase securities of the corporation. That was
my opinion, and it is still my opinion, notwithstanding the fact that, shortly

before the Easter recess, I think, very late at night, you passed the $80 million
in a hurry.
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Mr. BALDWIN: As a taxpayer with a weak sense of humour, I might make a
suggestion to close this on the same note as I opened it, and that is to try to
work out some new form of terminology which would cover this loan which is
really a grant which is going to be repaid by the taxpayers. If you put the first
two letters of the one with the last three of the other you would get the word
“groan” which seems to fit!

The CHAIRMAN: This does bring to our attention, I think, something which
we should put in our report. We have many items brought to our attention here
which hinge on legislation and pending legislation and amendments which are
going to come before the House.

I would think that it would be good, sound logic for this Committee, before
we close off, to list the pieces of legislation which are involved in our
discussions with the Auditor General so that when they come before the House
we will recall them and know what they are and be prepared to speak on them.

This is one which brings up the definition of “loan” or “grant”. We should
have a good debate in the House on it, as it is apparent that we have a division
of opinion here between the Committee and the Auditor General and the
Department of Finance. I do not think we are going to settle that division of
opinion here this morning, because it is a legal and technical one, but we have
had a good opportunity to air it, and I appreciate having had that opportunity.

We will move along to No. 62, page 33.

62. Indirect compensation to chartered banks. In our 1962 and 1963 Reports
reference was made to the practice of the Government of maintaining large
balances on deposit with the chartered banks, receiving interest only on the
balances in excess of an aggregate of $100 million. The view was expressed that
this constituted indirect compensation to the chartered banks for services
provided to the Crown and was contrary to section 93(1) of the Bank Act.

The Public Accounts Committee in its Fourth Report 1963 advised the
House that it was in agreement with the view of the Auditor General, and in its
Sixth Report 1964 it reiterated its belief that, if the bank are to be compensa-
ted for services provided to the Crown, consideration should be given to the
most equitable manner in which this may be done, with statutory sanction being
given by means of an appropriate amendment to the Bank Act, possibly at the
time of the decennial revision in 1965 (see Appendix 1, item 29).

At the 1965 session of Parliament, Bill C-102, entitled “An Act respecting
Banks and Banking”, was given first and second readings and referred to the
Standing Committee on Finance, Trade and Economic Affairs. Clause 93 of this
Bill reads as follows

93. (1) No bank shall make a charge for cashing a cheque or other

instrument drawn on the Receiver General or on his account in the Bank

of Canada or in any other bank, or for cashing any other instrument
issued as authority for the payment of money out of the Consolidated
Revenue Fund, or in respect of any cheque or other instrument drawn in
favour of the Receiver General the Government of Canada or any

department thereof or any public officer in his capacity as such, and

tendered for deposit to the credit of the Receiver General.

=]
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(2) Nothing in subsection (1) shall be construed to prohibit any
arrangement between the Government of Canada and the bank concern-
ing interest to be paid on any or all deposits of the Government of
Canada with the bank.

(3) No bank shall directly or indirectly charge or receive any sum
for the keeping of an account unless the charge is made by express
agreement between the bank and the customer.

It should be noted that subsection (2) of clause 93 of this Bill is designed to
permit the continuation of the practice of compensating the banks indirectly for
services provided to the Crown by keeping non-interest bearing funds (cur-
rently an aggregate of $100 million) on deposit with them:.

Mr. HENDERSON: This deals with the practice of the government of main-
taining large balances on deposit with the chartered banks, but receiving
interest only on balances in excess of an aggregate of $100 million.

I expressed the view in my 1962 and 1963 reports that this constituted
indirect compensation to the chartered banks for services provided to the
Crown, and was contrary to section 93(1) of the Bank Act.

My view was discussed at some length in the Committee in 1963 and 1964,
when the Committee, in its sixth report, reiterated its belief that if the banks
were to be compensated for services provided to the Crown then consideration
should be given to the most equitable manner in which this might be done, with
statutory sanction being given by means of an appropriate amendment to the
Bank Act.

You will recall that this is item 29 of the 1966 follow-up report. This
matter is mentioned here to explain that in the third paragraph—and you will
see it in the third paragraph on page 34—that in the 1965 session of parliament,
as you may recall, Bill C-102 was given first and second readings and referred
to the Standing Committee on Finance, Trade and Economic Affairs. I quote it,
and you will see that subsection (2) of clause 93 was written in, clearly to
permit the continuation of the practice of compensating the banks indirectly for
services provided to the Crown by keeping these non-interest bearing funds on
deposit with them.

I felt it necessary to draw the manner in which it was proposed to remedy
this matter to the attention of the House. We know that a new Bank Act is in
course of preparation and will shortly be tabled, but in the meantime we do not
know whether or not the same treatment will be given to the disposition of this

matter as was given last time. Perhaps Mr. Bryce would care to enlighten the
members on this.

The CHAIRMAN: Gentlemen, this is a case where the Crown has on deposit

with the chartered banks an average of $100 million on which the Crown
receives no interest. Is that right?

Mr. HENDERSON: That is right
The CHAIRMAN: Mr. Bryce, do you want to speak to that?

Mr. BrycE: The substance of this was discussed earlier, sir, and we agreed,
I think, to include something in the Bank Act to make more abundantly clear
that the arrangement we had would not be subject to subsection (1) of section
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93, or whatever it was, in the present Bank Act. To the best of my knowledge we
would plan to include a provision like this in the bill to revise the Bank Act.

The CHAIRMAN: All right. We will proceed. Paragraph 63 on the same page.

63. Special Government contributions to superannuation accounts. Refer-
ence was made in paragraph 50 of last year’s Report to the deficiency in the
Public Service Superannuation Account which resulted when no special credits
were made to the Account in respect of salary increases granted to civil service
classes in four consecutive years as the result of cyclical salary reviews,
although subsection (2) of section 32 of the Public Service Superannuation Act,
1952-53, ¢.47, then read:

There shall be credited to the Superannuation Account, as soon as
possible following the authorization of any salary increase of general
application to the Public Service, such amount as, in the opinion of the
Minister, is necessary to provide for the increase in the cost to Her
Majesty in right of Canada of the benefits payable under this Act, as a
result of such salary increase.

We were informed that the reason no such special credits were made to the
Account as required by section 32 was that the salary increases granted to the
four categories into which the service had been divided for salary review
purposes were not regarded as increases ‘“of general application” for the
purposes of the statute.

On March 6, 1964 the Minister of Finance informed the House of Commons
of a general policy for dealing with the deficiencies in the various superannua-
tion accounts. It was proposed to write off deficiencies existing prior to the
commencement of the 1963-64 fiscal year to net debt and to amortize subse-
quent deficiencies arising from salary increases, over a five-year period com-
mencing in the year in which the increases are authorized. In accordance with
this policy, and pursuant to department of Finance Vote 68e of the final
Supplementary Estimates for 1963-64, recorded deficiencies of $524,849,000 in
the Canadian Forces Superannuation Account and $6,333,000 in the Royal
Canadian Mounted Police Superannuation Account were written off to net debt.
Similar action was not taken at that time with respect to a recorded deficiency
of $276,661,000 as at December 31, 1957 in the Public Service Superannuation
Account.

When the quinquennial actuarial report on the Public Service Super-
annuation Account as of December 31, 1962 was tabled on November 12,
1964, the Minister stated that authority would be sought from Parliament later
in the year to write off to net debt an additional deficiency of $110,536,000
revealed by the report, plus interest (as well as the previously existing deficien-
cy of $276,661,000) and to charge the deficiencies arising from pay increases
authorized during the fiscal years 1963-64 and 1964-65 against expenditure over
a five-year period commencing with 1964-65.

It was calculated by the Department of Insurance that the deficiency in the
Superannuation Account as at December 31, 1962 plus interest to December 31,
1964 would amount to $119,556,000 and that the additional deficiency arising
from pay increases authorized in 1963-64, with interest to December 31, 1964,
would amount to $30,506,000.
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To carry out the new policy, three Department of Finance votes were
included in the Supplementary Estimates (D), 1964-65. Vote 24d authorized the
write-off to net debt of $396,217,000 representing the unamortized actuarial
deficiency of $276,661,000 in the Public Service Superannuation Account as
at December 31, 1957 and the deficiency of $119,556,000 as at December
31, 1962, including interest to December 31, 1964 (see paragraph 175). Vote
16d provided for the initial contribution to the Public Service Superan-
nuation Account to amortize deficiencies resulting from the authorization of
salary increases during the 1963-64 and 1964-65 fiscal years “‘each one of which
was applicable to at least one-quarter of one per cent” of the contributors under
the Act. A dollar vote (18d) was included to amend the Public Service
Superannuation Act, the Canadian Forces Superannuation Act and the Royal
Canadian Mounted Police Superannuation Act to require that the deficiency
resulting from any salary increase ‘“applicable to at least one per cent” of
the persons covered by the respective Acts be amortized over a five-year period
commencing in the year in which the increase is authorized. This vote was
withdrawn in Committee of Supply and its provisions were incorporated in
Chapter 5, 1965, “An Act to amend certain Acts respecting the superannuation
of persons employed in the Public Service, members of the Canadian Forces and
members of the Royal Canadian Mounted Police”, assented to an June 2, 1965.

The amendments to the Canadian Forces Superannuation Act and the Royal
‘Canadian Mounted Police Superannuation Act were made effective from
January 1, 1965, thus providing statutory authority to charge one-fifth of the
deficiencies in those accounts arising from pay increases in 1964-65 to expendi-
ture of the year.

Subsection (2) of section 32 of the Public Service Superannuation Act, as
amended by Chapter 5, 1965, now reads:

There shall be credited to the Superannuation Account, following the
authorization of any salary increase applicable to at least one per cent of
those persons employed in the Public Service who are contributors, in
five annual instalments commencing in the fiscal year in which the salary
increase is authorized, such amount as, in the opinion of the Minister, is
necessary to provide for the increase in the cost to Her Majesty of the
benefits payable under this Act, as a result of such salary increase.

Department of Finance Vote 18 of the Main Estimates, 1965-66, makes
provision for the second annual contribution to the Public Service Superan-
nuation Account to amortize the deficiency resulting from salary increases
authorized during 1963-64 and 1964-65. Unlike Vote 16d of the 1964-65
Estimates and subsection (2) of section 32 of the Public Service Superannuation
Act which refer, respectively, to “one-quarter of one per cent of the contribu-
tors” under the Act and “at least one per cent of those persons employed in the
Public Service who are contributors”, this vote reads:

Government’s contribution to the Superannuation Account as a
result of the authorization of salary increases, each one of which was
applicable to at least that percent of the contributors under the Public
Service Superannuation Act, during the 1963-64 and 1964-65 fiscal years,
as may be prescribed by the Treasury Board, in such amount as, in the
opinion of the Minister of Finance, is necessary to provide for one-fifth of
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the cost to Her Majesty in right of Canada for the benefits payable under
that Act as a result of the said salary increases—$10,000,000.

The Treasury Board, by T.B. 641422 of May 27, 1965, prescribed one-quarter
of one per cent as the percentage of contributors required for purposes of Vote
18. This was to take care of a situation where salary increases were not
authorized to all members of a large group at the same time within the fiscal
year, and while no single increase applied to as many as one per cent of the
contributors under the Act, in total they did.

Although the three superannuation Acts, as amended, authorize credits to
the superannuation accounts in five equal annual instalments, the full amount of
the acturial deficiency in each account was credited during 1964-65 and an
offsetting entry was made to a deferred charge account. The deferred charge
was then reduced by debiting expenditure with the one-fifth authorized for the
year, leaving four-fifths to be shown as ‘“unamortized portions of actuarial
deficiencies” on the asset side of the Statement of Assets and Liabilities until
charged to expenditure in subsequent years.

By immediately crediting the superannuation accounts with the full amount
of existing deficiencies, additional deficiencies resulting from loss of interest
were avoided, but the practice is not consistent with the recent amendments to
the governing statutes.

The following is a summary of the transactions in the deferred charge

accounts during 1964-65 and the position at the year-end:

Balance, April 1, 1964, representing the unamortized
portion of the actuarial deficiency in the Public
Service Superannuation Account as at December
S5 195800, ey JJ Wik SUE AOETLRaRE ATE Sos $ 276,661,000

Add:
Public Service Superannuation Account
Deficiency as at December 31, 1962 with interest
o' Deeefiiber 31, 71964 . .5 S EE YL AN s $ 119,556,000
Deficiency arising from pay increases author-
ized in 1963-64 with interest to Decem-

bert 3508804127 - sl o5 o8l micV. 30,506,000

Deficiency arising from pay increases author-
ized. i 3964=65 I hge Smreniu Bod S dbig v 19,395,000
169,457,000

Canadian Forces Superannuation Account
Deficiency, arising from pay increases author-

ized T LA O s st o e e ety oo 67,202,000
Royal Canadian Mounted Police Superannuation
Account
Deficiency arising from pay increases author-
izéd: A 19044681} vinn Sdd NG AR TRl 5,192,000
—_— 241,851,000

518,512,000
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Deduct:

Written off to net debt (Vote 24d)
Public Service Superannuation Account

Deficiency as at December 31, 1957 ...... 276,661,000

Deficiency as at December 31, 1962 with
interest to December 31, 1964 ...... 119,556,000
396,217,000

Charged to budgetary expenditure
One-fifth of the deficiencies arising from pay
increases authorized subsequent to April
1, 1963 Public Service Superannuation

Account afVote; 1BAFE NS et LiF Sdset 9,980,200
Canadian Forces Superannuation Account
S HTTIITOT Y tpatn S SR iy T 13,440,400

Royal Canadian Mounted Police Super-

annuation Account (Statutory) ...... 1,038,400
24,459,000
_— 420,676,000
Balance, March 31, 1965, representing the unamortized
portions of the actuarial deficiencies in the super-
annuation. aceotmts! iz L Hiis S SR G0 TdMALLR $ 97,836,000

Mr. HENDERSON: Here we might take paragraph 50 of the 1964 report, as
well as paragraph 63 of the 1965 one. We might confine ourselves, however, to
paragraph 63 because it does update the situation.

I might say at this point that whereas this has been the subject of criticism
for a number of years in my report, it has only been in the last few years that
the recommendations made, all of which have been supported by this Com-
mittee, have been put into effect. Nevertheless, the circumstances surrounding
the operation of the Public Service Superannuation account and its companion
ones, which are known as the Canadian Forces one and the Royal Canadian
Mounted Police one, are complex, and they do require pretty close study.

About the only matter, Mr. Chairman, I bring to the attention of the
members at this time, on which the witnesses today might be able to throw
some light, relates to Bill C-193, introduced in the House last Monday week by
the Hon. Mr. Benson. He said, when referring to a number of the amendments
included in the Bill—and I am quoting from his statement—that some of these
relate to proposals of the Public Accounts Committee. As the members are
aware, there are included in the forty recommendations of this Committee,
which have not yet been implemented, four dealing with the various superan-
nuation accounts. These were referred to in our follow-up report and I might
just mention them to you. There was No. 20 which was pension awards
effective at an early age, which is the deferred pension matter that we were
discussing with Mr. Armstrong the other day; No. 22, overlapping of pension
benefits; No. 25, pension increased by payment of two salaries; and No. 26,
reciprocal transfer agreements to superannuation benefits.
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As we understand it in the Audit Office, No. 22, overlapping of pension
benefits, and No. 26, about the reciprocal transfer payments, have been taken
care of by Bill C-193.

Perhaps Mr. Bryce could tell us if the other two were also provided and
could identify them for us in the Bill.

Mr. BALLS: Mr. Chairman, there certainly have been a number of things
taken care of in the Bill. The numbering which Mr. Henderson is using, I am
afraid, does not help me to identify them. If I could have the paragraph
numbers I could deal with them now, or we could deal with them as we come to
the paragraphs of the Auditor General’s Report.

Mr. HENDERSON: These are from Appendix 1 of the 1965 report, Mr. Balls.
You will find them starting at page 212, Nos. 20, 22, 25 and 26.

Mr. BarLs: I have it here. With regard to item 25 of Appendix I, this has
been covered, Mr. Chairman, in clause 19(4) of Bill C-193. The clause will
provide, amongst other things, that the governor in council would have power
to determine the amount that should be deemed to be the salary of a person for
the purpose of the Public Service Superannuation Act.

In regard to item 26, this is covered by clause 18 (2) of Bill C-193.

There was a third point which Mr. Henderson mentioned, and that arises
out of the comments on in paragraph 63. I think, at the bottom of page 38, there
is a reference ... By immediately crediting the Superannuation Account with
the full amount of existing deficiencies additional deficiencies resulting from
loss of interest were avoided, but the practice is not consistent with the recent
amendments of the governing statutes.”

The point that the Auditor General is making here is that we set up the full
amount of the actuarial deficiencies in the account and proceeded to amortize
the unamortized portion over a period of five years.

Mr. Henderson raised the point very wvalidly that there was no clear
authority that the full amount of that liability should be added to the account
immediately.

This is being dealt with in Bill C-193, and you will find that in section 21
the appropriate authority is being obtained in regard to the Public Service
Superannuation Act, in clause 52 in regard to the Canadian Forces superannua-
tion Act, and in clause 74 in regard to the Royal Canadian Mounted Police
Superannuation Act.

The CHAIRMAN: This is the Bill that has been referred to the joint
committee?

Mr. BavLLs: That is the Bill that is before the joint committee on the Public
Service of Canada.

Mr. HENDERSON: That just leaves one of the four, does it, on which there is
no action?

Mr. BaLLs: No; I thought we had dealt with all of your points.

Mr. HENDERSON: The pension awards effective at an early age, number
20—the deferred pension one? You did not mention that one.

Mr. BaLLs: This was not on the list of the agenda that we received and I
did not deal with this point.
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Mr. BALbwiIN: Mr. Chairman, this is the point I was going to make. You are
getting into pretty involved territory. I have some memory of it.

I wonder if the department, through Mr. Balls or Mr. Bryce, Would: give to
us a memorandum covering these particular items which have been raised apd
the answers to them, indicating the particular section and the extent to whl_ch
they meet the objections which the Committee did raise originally and wh1qh
Mr. Henderson has repeated? If we had this it might save us time today, and it
would constitute a simple answer. Would this be acceptable?

Mr. BALLS: Indeed.

The CHAIRMAN: We will move on.

Mr. HENDERSON: Shall we move on, Mr, Chairman?

Mr. BaLrs: Could I have just one word, Mr. Chairman, with regard to the
item 20?

I understand this is a Department of National Defence item.

Mr. HENDERSON: Yes, that is true; but so was the other one which you fixed
up, No. 22. We thought perhaps we might get them all settled.

51. Errors in Public Service Superannuation Account pension and contribu-
tion calculations. Comments under this heading have appeared in our Reports to
the House for the past three fiscal years. The Public Accounts Committee in its
Fourth Report 1963 noted with concern the high incidence of error in the
superannuation accounts, and in its Sixth Report 1964 (see Appendix 1, item
33) expressed concern that this matter is taking so long to be corrected and
requested the Auditor general to keep the Committee fully informed.

The responsibility for the operation of the Superannuation Branch was
transferred in December 1963 from the general direction of the Secretary of the
Treasury Board to the Comptroller of the Treasury, the Director of Pensions
and Social Insurance of the Department of Finance retaining responsibility for
dealing with cases requiring legal opinions and decisions regarding superannua-
tion policy.

On assuming this responsibility, the Comptroller of the Treasury appointed
a task force to study the organizational structure of the Branch and review its
existing system and procedures in depth to determine what steps should be
taken toward eliminating the errors occurring in the pension and contribution
calculations. He advises that following receipt of the task force’s report, a series
of staff meetings were held to discuss its recommendations and that a number of
significant measures designed to remedy this situation have been or are in the
course of being introduced.

There has been some reduction in the number of errors we have had to
bring to the attention of the officers of the Branch during the past year.
However, in our opinion, the incidence of error continues to be higher than it
should be in an administrative operation of this type.

A reference was made in paragraph 53 of last year’s Report to the lack of
verification of the correctness of contributions remitted to the Central Pay
Division in respect of employees of Crown corporations. We have been advised
that action is being taken to correct this situation.
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64. Errors in Public Service Superannuation Account pension and contribu-
tion calculations. Comments under this heading have appeared in our Reports to
the House for the past four years. The Public Accounts Committee in its Fourth
Report 1963 noted its concern over the high incidence of error in the superan-
nuation accounts and in its Sixth Report 1964 expressed its further concern that
the matter was taking so long to be corrected. The Committee requested the
Auditor General to keep it fully informed as to the progress being made in this
direction (see Appendix 1, item 24).

While our test examinations in 1964-65 indicated a reduction in the number
of errors in current calculations, they continued to disclose numerous errors
made in previous years. We directed the attention of the Superannuation
Branch to 80 cases of non-payment or underpayment of amounts due under Vote
667 of Appropriation Act No. 5, 1958 and the Public Service Pension Adjust-
ment Act, 1959, c. 32, amounting to $22,700 up to February 28, 1965 and to two
overpayments. A detailed check by the Branch revealed 245 additional under-
payments amounting to $30,900 to July 31, 1965 and 13 overpayments amount-
ing to $1,200 to September 30, 1965.

During the year the Superannuation Branch established a special review
unit to check in detail the files of all contributors between the ages of 55 and 63
in order to locate any financial discrepancies before the contributors leave the
service. There are some 25,000 contributors in this are group. As those over 63
will be retiring in the near future, the Branch proposes to delay checking their
files until the retirement dates.

The number of contributors to the Public Service Superannuation Account
is large and the numerous amendments to the Act and Regulations over the
years have presented administrative problems. However, clerical work of this
type is a necessary part of personnel administration in all large organizations. Its
accuracy is of particular importance to the individual contributor to the
Superannuation Account who should not have to accept the possibility, after
retirement, of a retroactive adjustment of his pension caused by mistakes or
inadequate departmental procedures. Prompt and effective steps should be
taken to further improve the quality of the work and to identify and correct the
numerous errors made in previous years.

The multiplicity of errors which has been the subject of comment by us in
recent years had its origin in a directive dated June 11, 1957 from the then
Minister of Finance which established a division of responsibility between the
Superannuation Branch and the Comptroller of the Treasury. Under this
division the Comptroller’s pre-audit of benefit payments was discontinued and
the Superannuatioh Branch was relieved of all responsibility for the correctness
of superannuation contribution deductions from pay. Accordingly, when deter-
mining annuities to be paid, the Branch does not verify contibutions made in
relation to salary earned which would automatically indicate errors made at any
time during the period of service and reduce the possibility of error in
calculating the annuity. Even with the transfer of responsibility for administra-
tion of the Superannuation Branch to the Comptroller of the Treasury in
December 1963, this simple verification was not re-introduced.
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On May 14, 1959, we made the following suggestion to the Superannuation
Branch:

Might we suggest that, if the Superannuation Account and the interests
of the individual contributors are to be adequately protected, the Super-
annuation Branch should ascertain that a contributor’s account is in
order before authorizing a benefit, and that the procedure should include
an examination of the employee’s contributions in relation to his salary
and the documents on file. This would probably require the inclusion of a
record of contributions (current and arrears) in the Non-elective Pen-
sionable Service Record (FA9).

This suggestion has not been accepted and in our opinion the unsatisfactory
situation in the Superannuation Branch will not be adequately resolved until it is
adopted.

Reference was made in the 1963 Report and in last year’s Report (paragraph
51) to the lack of verification of the correctness of contributions remitted to the
Central Pay Division in respect of employees of various Crown corporations. We
Were advised last year that action would be taken to correct the situation. We
find, however, that little progress has been made. Contributors’ accounts in this
category totalled 4,353 at December 31, 1959 and 8,493 at December 31, 1964. By
September 1965 entries in 2,335 accounts had been completed and verified to
December 31, 1959 and in 122 accounts had been completed and verified to
December 31, 1964.

Mr. HENDERSON: This is paragraph 64, and we will also take paragraph 51
and deal with the two. I will deal principally with paragraph 64 because it
Updates the situation having to do with errors in Public Service Superan-
Nuation Account pension and contribution calculations.

The high incidence of errors here have been the subject of criticism by my
Office for a number of years. The matter was last examined in quite some detail
n 1963 and 1964. It was on December 6th, 1963 that Mr. Bryce made a lengthy
Statement to the Committee on this very subject. He reviewed the situation at
length and outlined the steps that were going to be taken to overcome it. The
Matter was again discussed when he was present on July 21st.

It was as a result of these discussions that the Committee, in its Sixth
Report, 1964, expressed its further concern that the matter was taking so long
to be corrected, and requested me to keep it fully informed as to the progress
being made in this direction. As members are aware this was item 24 of our
1966 follow-up report.

We continue to be faced with having to draw the attention of the
_SUDErannuation Branch to errors disclosed by our test checking. As will be seen
n the first paragraph at the top of page 38, we directed their attention to some
80 cases of non-payment or underpayment of amounts due under the Public
Service Pension Adjustment Act, amounting to $22,700 up to February 28, 1965,
While a detailed check by the branch revealed 245 additional underpayments
amounting to $30,900 on July 31, 1965, and 13 overpayments. This was a
Particular type of error not associated with errors referred to in the past.

The individual amounts involved may not be large here but they are, as I
think the Committee members will agree, of importance to the pensioners who

24622—3
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are entitled to know the precise amount of their entitlement and to be able to
depend on its not being changed.

Every large organization has to face clerical work of this type in the
administration of its personnel work and it is my view that prompt and
effective steps are long overdue in this area.

We go on to say in this note that the multiplicity of errors, in our opinion,
had its origin in a directive dated June 11, 1957 from the then Minister of
Finance, which established a division of responsibility between the Superan-
nuation Branch and the Comptroller of the Treasury.

Under this division the Comptroller’s pre-audit of benefit payments was
discontinued, and for some reason the Superannuation Branch was relieved of
all responsibility for the correctness of superannuation contribution deductions.
As a result, when determining annuities to be paid the Branch does not verify
contributions made in relation to salary earned. If it did so, it would automati-
cally indicate errors made at any time during the period of service, and
consequently reduce the possibility of error when you come to calculate the
annuity.

Yet even with the transfer of responsibility for administration of the
branch to the Comptroller of the Treasury in December 1963, this simple
verification was not re-introduced. Perhaps our witnesses today can shed some
light on this.

Mr. BaLrs: Mr. Chairman, this is a matter which has been before the
Committee for many years, and as the Auditor General has said, on December
6, 1963, when appearing before the Committee, the Deputy Minister of Finance
announced that the Minister had decided to transfer the Superannuation Branch
from the general direction of the Secretary of the Treasury Board to the
Comptroller of the Treasury. When Mr. Bryce appeared again before the
‘Committee in July 1964 he suggested that at some subsequent time I might
report to the Committee on my stewardship.

This is the first occasion that I have had an opportunity to do so, Mr.
Chairman. I am very, very glad to be able to speak here today on it. With your
indulgence I have a statement which I would like to read in connection with the
steps that have been taken to meet these questions.

The CHAIRMAN: Proceed.

Mr. BaLrs: Let me commence by saying that the Public Service Superan-
nuation Act is a most difficult piece of legislation to comprehend and, I believe,
a most difficult one to administer, being comparable to the Income Tax Act in
its complexity. This, may I say, is more true particularly since the Act of 1953,
which made superannuation a right rather than a privilege of employees.
Moreover, as a result of the proposed amendments to the Act, which were
placed before Parliament ten days ago and which have been referred to the
joint committee on the Public Service of Canada, in the very near future the
branch will have to cope with this new and even more complex legislation.

In addition to the Public Service Superannuation Act the branch is
responsible for the administration of six other pension acts, the National
Harbours Board Pension Plan, the Diplomatic Services Special Superannuation
Act, the Public Service Pension Adjustment Act, the Annuities Agents Pension
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Regulations, the Canadian Overseas Telecommunication Pension Regulations
and the Canadian Arsenals Pension Regulations, together with a variety of
reciprocal agreements with other public service employers, and the application
of the old Civil Service Superannuation Act of 1924, in so far as it is applicable
to current contributors. Moreover, since 1955, the branch has administered the
supplementary Death Benefit Plan under Part II of the Superannuation Act,
and, since 1960, the Public Service Group Surgical-Medical Insurance Plan.

Not only, however, in the complexity of the legislation does the branch
have problems. It is in every sense a large scale operation. As at 31st March,
1965, the end of the year which we are studying, there were 176,914 contribu-
tors under the Act, and during the fiscal 1964-65, 19,557 employees became
contributors and 18,348 contributors ceased to contribute, entailing either a
return of contribution, an annuity to a retired employee, a widow or a child, or a
lump sum payment. As at 31st March 1965, 46,377 persons were receiving
Pension benefits payable out of the Superannuation Account. These includ?d
29,007 former employees, 14,263 widows and 3,107 children.

I could cite a number of financial statistics, Mr. Chairman, but just let me
say that during 1964-65 the branch account received income of $369 million, of
which $61.8 million represented contributions from employees and retired
employees. The expenditures that year were $64 million, of which $52.6 million
represented annuities; $10.8 million, return of contributions; and there were
some other transactions. With the result that at the end of the fiscal year, the
balance of the government’s liability under the account was $2,161.8 million.

I hope this brief outline of the nature and extent of the operation for which
the branch is responsible will give some indication of the magnitude and
complexity of the task it faces in attempting to ensure prompt and accurate
Processing of all superannuation transactions.

When I assumed responsibility for the administration of the branch I
appointed a task force, composed of four of my senior officers, to undertake a
thorough review of all aspects of superannuation administration. I received the
fina] report of that task force in February, 1964. Its recommendations were
accepted and were introduced early in the fiscal year 1964-65, and they have
been reviewed and re-assessed from time to time since then. I should like to
review with you the action that has been taken.

In the first place, important administrative measures were taken to im-
Prove the competence of staff, to strengthen the organization of the branch, to.
Improve communications with departments, contributors and annuitants, and in
general to create an improved environment in which the incidence of the
conditions noted by the Auditor General could be eliminated to the extent

Umanly possible.

With regard to the specific observations made by the Auditor General, let,
me say, first, that in ensuring that the provisions of the legislation are properly
applied the branch has three main responsibilities.

The first is to ensure that the rights of the Crown and employees are
Protected and that the contributions and benefits are in accordance with the
law, Secondly, to reconcile the amount of superannuation contributions actually
Made by a contributor for both current and elective service with the ammfmt
that he should have contributed. Thirdly, to verify that each superannuation

2462231,
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benefit entitlement is calculated accurately on the basis of the contributory
service of the employee concerned.

In regard to contributions, I should explain that “current service” refers to
continuing employment in the Public Service of Canada. “Elective service”
usually refers to war service, or service with other employers, which may be
counted as pensionable service if the employee contributes for it.

Since January 1st, 1953, the responsibility for ensuring that appropriate
current service deductions are made from each employee’s pay has been vested
in the office that pays the employee’s salary. In most cases, these are my
Treasury Offices, but for wvarious Crown corporations whose employees are
subject to the superannuation legislation it is the Crown corporation, and for
some revenue and semi-staff postmasters, who are paid by the Post Office
Department, it is that department.

For the verification of contributions for current service prior to January
1st, 1953, and for all elective service, the Superannuation Branch itself is
responsible.

Let me say, Mr. Chairman, that, in our consideration of the matter, it was
at once clear that a contributor should not be subject to uncertainty about his
entitlement after retirement and that to this end there should be a pre-retire-
ment review of each contributor’s file that would permit the correction prior to
retirement of any errors made in earlier years, thus avoiding post-retirement
adjustments. We have taken measures to this end in three areas.

The first relates to current service contributions prior to January 1st, 1953
and for elective service. In December 1964, a special audit section, with a staff
of six, was established to review all superannuation transactions for contribu-
tors who, as at April 1, 1964, were in the age range of 55 to 63. This branch and
section is now composed of eleven senior employees of the branch.

We selected this age range because the employees in this group were those
most likely to retire in the near future with an annuity entitlement. It was felt
that there was less immediate need to check the files of younger contributors as
the great majority of those leaving the Public Service receive only a return of
contributions.

There were approximately 25,000 contributors in this age group from 55 to
63. As of June 1st, 1966, the special audit section had carefully scrutinized some
7,500 files and had completed its review of some 6,700, with the remaining 800
in various stages of completion. Expressed in another way, by the end of June
of this year the review will be virtually completed for all those contributors
who had reached the ages of 63, 62, 61 and 60 on April 1st, 1964. For each
individual, the special audit section checks to ensure that all contributions for
elective service to the date of the audit have been properly paid, that all
contributions for current service up to December 31, 1952, are correct, and that
all vital documents are on the contributor’s file. Any discrepancies are rectified,
of course, immediately.

The second area relates to current contributions on and after January 1st,
1953. In regard to these, a procedure has been devised, and will be introduced
by July 1st of this year, whereby the Superannuation branch will undertake to
ensure that proper superannuation contributions have been reserved from
salary for the pensionable service credits allowed. This will be done just prior
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to }"etirement, or on completion of thirty-five years of contributory service,
which is the maximum contributory period allowed. Together with the record of
contributions up to December 31st, 1952, which is now maintained in the
Superannuation branch, this will cover an employee’s entire career.

This mathematical check, I may say, will be carried out by means of a
comparison of the salaries paid to a contributor, as certified by the various
baying offices, with the contributions in respect of such salaries and with a
reconciliation sheet that will be prepared in the paying offices showing the total
Superannuation contributions actually reserved from salary. I may say that this
brocedure is in line with that suggested by the Auditor General in his report for
111964‘65, although the technique adopted differs slightly from that proposed by

im. Ak

The third area is in regard to contributions of Crown corporation em-
bloyees and revenue and semi-staff postmasters. For the employees of Crown
corporations, who are not paid through my Treasury Offices, a new system of
reporting was instituted in 1963-64, which will ensure that contributions are
reconciled. The corporations concerned have been requested to submit complete
reports for those years in which details of contributions are lacking. Current
service - contributions will be verified by my Central Services: Branch and
contributions in respect of elective service by the Superannuation Branch. This
}CS being done just as rapidly as the data is received from the Crown corpora-
10ns. i

In regard to contributions on behalf of revenue and semi-staff postmasters,
the Treasury Office servicing the Post Office Department, in co-operation with
the department which pays the employees, and with the Superannuation
branch, has reconciled all past contributions for these contributors. During 1965,
the Chief Treasury Officer for the Post Office Department completed the
reconciliation of current contributions for all such employees for the period
from January 1st, 1953 to December 31st, 1963, and instituted an annual
Teconciliation program on a current basis for the year 1964 and thereafter. Qn
completion, all reviewed accounts were transmitted to the Superannuation

branch and the special audit section has verified current contributions for the

years prior to January 1, 1953, as well as all contributions for elective service.
his undertaking, which involved a reconciliation of contributions for ngarly
4,000 individuals, was completed in April of this year.
. Mr. Chairman, I hope that this outline will give the Committeg some
n.ldication of the steps that have been taken to improve the g.enerz.il admlms.tra-
tion of the superannuation branch, and correct the specific situations described
by the Auditor General in his report. :
When I assumed responsibility for the administration of the branch I
recognized that the situation, which had developed over many years, was not
one that could be remedied overnight. It was clear that long range measures
must be taken, and, indeed, in his evidence before this Committee in December
1963, Mr. Bryce indicated that a minimum period of three years was required.
er the responsibility for the adminis-
he Auditor General has noted an
I, but I have every confidence that

In his reports since my office took ov
ftratlon of the Superannuation branch, t
Improvement. He is not yet satisfied, nor am
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the decisions that have been taken and the action that has been initiated over
the last two years will produce the results which both the Auditor General and
I desire.

In summary, then, Mr. Chairman, I believe action has been taken to remedy
the situation described by the Auditor General. I repeat again, however, that
the measures that have been taken are of a long term nature and it will be
some time yet before the full effects are apparent. I am satisfied that progress
has been made and that more will be made. I can assure you, Mr. Chairman, and
every member of this Committee, that I shall not be content until the maximum
efficiency humanly possible is achieved in the administration of the Superan-
nuation branch and the legislation for which it is responsible. I can assure you
that this feeling, too, is shared by Mr. Trudeau, the Director of the branch, and
every member of his staff.

The CHAIRMAN: Thank you, Mr. Balls. This Committee, for at least the last
three years, has had this matter brought to their attention concerning errors in
the Public Superannuation department.

The Auditor General has carried out his responsibilities in bringing it to
the attention of this Committee. You have explained to us the complexities and
problems involved in this department. I think the Committee would want to
know if these errors are being eliminated and you have endeavoured to prove to
us that the branch is being operated on a much better level than it was
previously.

I guess we are in the position where the Committee will have to ask the
Auditor General if he feels that the outline which Mr. Balls has given us fulfills
his requirements, or what he would like to see, as an auditor.

I think I will put this question to him at this time.

Mr. HENDERSON: Mr. Chairman, I would like to ask Mr. Long to speak to
this matter, if I may.

The CHAIRMAN: Before Mr. Long speaks, how many of a staff have you on
this Superannuation branch?

Mr. BALLS: There is an establishment of 217, Mr. Chairman.

The CHAIRMAN: Have you taken steps to automate it in any way, or com-
putorize it, or come up to current efficiency methods?

Mr. BarLrs: This is not essentially a problem of automation. This is
essentially a problem of judgment and the interpretation of statutes.

We would visualize, in our longer range program, that there will be very
real possibility to apply automatic data processing techniques for maintaining
the records. But our prime concern is to ensure the accuracy of the records. It is
no use putting inaccurate records on a computer. Our first step is to ensure that,
as far as humanly possible, our records are accurate. Then our next step will be
to see what possible applications there are for data-processing in the superan-
nuation operation.

The CHAIRMAN: One other question: How did we allow this superannuation
branch to get into this mess in the earlier days?

Mr. BALLS: On that, Mr. Chairman, I am afraid I cannot give you an answer
to this. My association with it came in some measure with my responsibility for
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the Central Pay Office in 1958, but I did not have responsibility for the
superannuation branch until December 1963.

I think the occasion really came in 1963 and 1964 when the Superannuation
Act was amended and brought in some 60,000 new contributors, and almost
overnight the volume of the work of the branch was practically doubled. This
entajled a tremendous amount of additional work. It had to be done quickly,
and in some cases it was not done accurately.

The CHAIRMAN: Then we, as legislators, before we pass legislation, should
enq_uire as to the feasibility and the method of setting up these pieces of
legislation.

Mr. Bryce: Mr. Chairman, I think what you suggest is very sensible. We
are apt to forget, in making reforms and improvements, that it takes men and
women and organization and training to carry them out. When we blanketed in
all the temporaries back there in the early fifties we thrust on to this
organization almost an impossibility in catching up very quickly on a vast task.

I would like to speak to the point you raised about how this branch got into
such a state, and I do so with a certain diffidence.

The Crarrman: I used a naughty word there. I could not think of another

one.

Mr. Bryc: It is all right. I think myself it was justified.

The fact is that when I became Deputy Minister of Finance in 1963 and
looked at the audit observations on this and looked into the matter, I came to
the conclusion that an operation of this kind should not be made the responsi-
bility of an officer such as the Secretary of the Treasury Board who is
concerned so much with day to day policy problems and authorizations because
h? has not himself the time to direct it as an operating unit, and he has not the
kind of staff to give such direction at second removed.

It was with that in mind that I suggested that it be transferred to the
Comptroller of the Treasury. I can speak feelingly on this because I'had this
responsibility myself prior to 1953 and the bringing in of the temporaries, and I
found when I took it over that the branch was not in good shape. We got in an
organization and methods group to look at it, and I think we 1mp.roved the
organization at that time. In doing SO W€ were aiming at cutting down
the number of employees and operating it more economically. It may be that we
overdid it a bit, because we did not have the kind of reserves _that.would have
helped us to do the job that was thrust on us by the legislation in the early
fifties, which brought the temporaries in there. . :

I need hardly point out to members of the Committee how complicated this
law is, You have got the amendments pefore you. If all of you can understand
these amendments I think it is a great compliment to both the industry and the
care of members of Parliament.

The fact is that you cannot g0 out and hire people off the streets and expect
them to understand this law within 2 month or two. They have got to be trained
in what it is all about. It is a slow job to get people who can interpret this very
Complicated statute, and I would hope that the Committee would bear that in
mind in judging what is feasible and how it should be done. v

The CHAIRMAN: Mr. Schreyer, did you have a question?
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Mr. ScHREYER: I wanted to ask, Mr. Chairman, if the task of sifting out, or
tracing down, errors and correcting them would not somehow be expedited in
the process of going over to automatic data-processing? In the actual process of
programming for automatic data-processing it seems to me there would be a
good opportunity for this to be done.

Mr. BaLLs: We think, Mr. Chairman, that there are very real opportunities
ultimately for the data processing application, but, as I mentioned earlier, our
first concern is to ensure that our basic record that we hold now is accurate.
This is the first step. When we are satisfied with that then we can proceed to
current recording on data processing application.

This, I might just say in passing, is an area with which I and my officers
are very deeply concerned at the present time. I think the Comptroller’s office
has probably more data-processing applications than any other user in Canada.
We are very, very much alert to the opportunities for the use of this equipment,
but we also want to be very sure that, when we do apply it—it is very costly
equipment—we apply it efficiently and economically. We certainly have this in
mind. This is one of the long range programs that we have before us. The task
force which I mentioned in my statement specifically referred to the possibility
of this, and this is one of the items on our agenda.

The CHAIRMAN: I think I had remarked that we had heard both sides, and
that the Committee would be interested to know if there was greater efficiency
and that fewer errors were occurring.

I think I had asked the Auditor General if he wanted to say anything in
this regard.

Mr. HENDERSON: I would like Mr. Long to speak to this, if I may, Mr. Hales.
He has some figures.

Mr. G. R. LoNG (Assistant Auditor General): Mr. Chairman, as was indi-
cated in our note on page 38, it was on May 14th, 1959, that we wrote to the
Superannuation branch and suggested that, before authorizing a benefit, their
procedure should include an examination of the employee’s contributions in
relation to his salary and the documents on file. If I understand Mr. Balls
correctly, I think he has said that within the next three weeks this is going to
be introduced.

Mr. BaLns: My comment, Mr. Chairman, was that a system that is
essentially the same as that recommended by the Auditor General will be
introduced. The technique will differ slightly.

The CHAIRMAN: But it will achieve the same purpose.

Mr. BaLrs: It, I am sure, will achieve the same purpose. Our feeling is that
it will be a more gfficient system. '

Mr. LonGg: Of course, we were not dealing with any particular system or
technique; it was simply that errors were made, and there are still errors being
made although Mr. Balls has improved the branch. There are still current
errors, but using this check at the time of the superannuation benefits going into
effect, these errors will be caught before they do any real damage. This is what
we have been after. If this is done, and done properly, we will not see errors
after this, because they will all be caught. They have to be caught.
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: We do have figures here on the result of our last year’s work, but if this is
going to be taken care of I am not sure that there is much point in going into
these now. There has been a gradual improvement.

Our point has been that the improvement has been very slow and we did
not t_hink the problem would be completely overcome until this last check, at
the time of authorizing a benefit, was put into effect. I think our point will be
Completely taken care of within the next three weeks.

Mr. Baris: If I may just add a point, Mr. Chairman, this is our aim. We
have felt that we have now covered every possible avenue of error arising and
that we will now have a system whereby these will be checked and, if at all
humanly possible, prevented completely in the future before a person proceeds
tO. retirement. There may be a few cases where a person proceeds to retirement
without warning the branch where we may have to look at it at the time of
retirement but we do hope we will have eliminated the possibility of errors
arising after retirement.

The CHAIRMAN: The Committee hopes that it will not see this in the
Auditor General’s report next year. It has been there for about three or four
years now, and we hope that this is the last time we will look at it.

Mr. Long: There is another year to report on in the meantime, Mr.
Chairman.

The CHAIRMAN: I will back up one year, then. We will close off here in
about five minutes. I wonder if— ¢

Mr. HenpersoN: I might just make a reference to paragraph 52. I believe
M_r - Bryce thought that this should perhaps be left until the Treasury Board is
with us, but we did discuss this case, you will remember, in the Committee on
May 3rq.

There is no suggestion here that the pensioner should have been penalized
for this mistake, and I certainly agree that the officials of the Treasury Board
obViOUSIY did the sensible thing. However, we do think that in the interests of
effective financial control a letter should have gone forward to the pensioner
€xplaining the situation. ’

This is a mistake that originated in the Superannuation branch, whereby
she was overpaid, and our point was, as you will recall, that the action should
?aVe been evidenced by some letter or something to the pensioner in the
Interests of effective internal financial control, and that is the point the
Committee will discuss with Dr. Davidson. I presume that you would agree with

The CHATRMAN: Yes. I think we have discussed the town of Oromocto.
Mr. BarLs: Mr. Chairman, may I just add one word in answer to Mr.
Henderson on this. I would like to record the fact that the normal practice of
the superannuation branch is to inform employees and annuitants of overpay-
Ment, or underpayment, with a view to collecting or reporting the amount as
€ case may be when deletion is authorized in the case of a debt. In other
Wwords, the normal practice is to so advise
The individual in this case was in
taken by the Treasury Board to waive recovery,
that this might create a shock to the widow of som

the person concerned.

her eighties. As the action had been
there was very real concern
e 82 or 83 at the time, and
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this was the reason that this was not done in this particular case. The general
policy is to so advise annuitants and contributors.

The CHAIRMAN: Well, this brings up a point I would like to clear up. I
understand that the department sees the Auditor General’s report before it goes
for printing. This particular item 52 would go to the department of Finance, you
would have an opportunity of reading it over, and you would send it back to the
Auditor General and it would be printed. Why would you not correct the
Auditor General’s report, as you have done here now, before it gets into this
printed form?

First of all, is it a fact that the department sees your report before it is
printed?

Mr. HENDERSON: Mr. Chairman, the text of my statements in my report are
sent to the deputy ministers in each of the departments with the question as to
whether or not the facts are right.

The extent to which they wish to brief me further, or add additional
information, is a matter of relationship between us, and I am always pleased to
receive any comments which they wish to send, and in some cases they extend
into further discussion.

In the case of this particular note, Mr. Balls was good enough to say in his
statement that he did not have any criticism of the figures, or the factual
information contained in there.

The criticism is my own, for which I accept full responsibility. The decision
as to the information I shall give to the House is my responsibility. But I seek in
all these cases to temper my approach with fairness, at the same time carrying
out how I conceive my responsibility to the House of Commons.

The CHAIRMAN: I agree, Mr. Henderson, with that.

Mr. Balls, why would you not have a sentence added to section 52 to say
that the widow was 82 years of age and that you did not wish to alarm
her?

Mr. BaLrs: I have the information, Mr. Chairman, which I submitted to the
Auditor General in regard to his comments for 1965, and also what Mr. Bryce
transmitted in this connection, but I have not got a reference to this item in
relation to 1964. I think at the time that this was regarded as a policy
consideration that really fell within the purview of the Treasury Board.

Mr. LoNG: Mr. Chairman, might I say something about this? I would not
want to let you get away with saying that Mr. Balls has corrected something
here that was in the note.

Our concern ™ this note was that we did not know, and we still do not
know, if anybody had collected this money and kept it. It is true that this was
an 82 years old widow and this was not mentioned in the note. There was no
suggestion that other action should have been taken in her case, but all widows
in their eighties are not poor and many widows in their eighties, I would
suggest, are very proud. She might be very disturbed if she thought that
somebody in Ottawa had decided they had to write off something which she had
received by mistake, which she would not want to keep.
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The whole point here is that there is a danger in writing off an account
When the person concerned does not know that they owe that money, and when
the person does not know that action was taken on their behalf.

Mr. Barrs: I have referred to this, Mr. Chairman. This is the policy
Consideration which it was suggested should be dealt with by Dr. Davidson, the
Secrgtary to the Treasury Board, at the meeting next week. I spoke to Dr.
Davidson and he said he would like to speak to this point.

The CHAIRMAN: All right. We will leave it for further reference.

We will have to adjourn at this point.

Gentlemen, we will finish with the Department of Finance this afternoon.
There will not be any problem in completing it. I understand the witnesses are
agreeable to attending, and the Committee will adjourn until approximately
three-thirty.

The meeting is adjourned.

AFTERNOON SITTING

® (3.30 p.m.)

The CHAIRMAN: Gentlemen, we recessed at 1 o’clock and we will now
Proceed from where we left off, namely page 50 of the 1964 Auditor General’s
report, section 3, which has to do with the Department of Finance, unpaid
accounts carried forward to new fiscal year:

DEPARTMENT OF FINANCE.—The 1963-64 Supplementary Estimates (E)
included an additional amount of $2,800,000 (Vote 45e) for payment of
municipal grants. This amount was insufficient to cover the remaining
grants which were approved for payment in the fiscal year 1963-64 and
grants totalling $806,503 had to be carried forward for payment in

1964-65.

Mr. HEnpErsoN: The only item for discussion here is subheading number 3.
The other items were discussed in the committee on May 12.

Subparagraph 3, dealing with the Department of Finance, was a case where
appropriations for 1963-64 were insufficient to meet accounts coming in for
Payment that year. As you know, bills such as this cannot be paid if it results in
€Xpenditures being made in excess of available appropriations. However, as you
discussed and will recollect, difficulty in estimating requirements is often a
factor. We do have to recognize that the incurring of such obligations is
té}ntamount to the overspending of appropriations and, therefore, it cannot be
dismissed lightly.

When this matter was discussed on May 12, the suggestion was made that it
Might be more informative to members and to the public if the public accounts
Were to include a listing by departments and appropriations of‘ all amounts
Temaining unpaid at the year end for any reason whatsoever, this should not
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entail too much work. I think the committee felt this would be a useful change
and perhaps, Mr. Chairman, the witnesses would care to comment on that
suggestion.

Mr. BrYCE: In connection with this item, I think it is clear, Mr. Chairman,
that in asking for the supplementary estimate, to which reference was made, we
did not forecast successfully what grants would be “makeable” if I may use that
term, and consequently we did not have enough funds to pay the grants of
which the amounts had been determined. -

e (3.45 p.m.)

These grants, of course, are determined in accordance with a statute. We do
not have discretion as to whether we will make a grant or not. What the
department does is calculate the grants in accordance with the statute. So, the
problem here is essentially a forecasting one, plus a question of speed in making
the actual determinations. We had to forecast not only what the formula would
yield applied to the facts of the year in question, but how quickly the
department could calculate the grants under the formula. Essentially, what
happened in this year, I am advised, is that more grants in fact were calculated
and determined by the end of March than we had anticipated at the time the
supplementary estimate was forecasted.

The CHAIRMAN: Mr. Bryce, further to the suggestion which the committee
made when we discussed this matter previously, namely that they felt it would
be a good idea for departments to list unpaid accounts at the end of each year,
have you any remarks concerning the feasibility of it, and so on?

Mr. BryceE: Well, if we take this case as an example, the problem here
would be that in order to list unpaid accounts, we would have to decide whether
we should try to estimate unpaid grants which could have been determined
under the formula for the grants, but which had not been determined. The
actual determination of the grants in many cases is what determines the actual
expenditures which will be made that year. Now, if the grants had not been
determined we could not list them. I do not know if it would be possible to
make an over-all estimate of what the probable determinations might be?

Mr. HENDERSON: Perhaps Mr. Long could explain this matter.

Mr. G. R. LonG (Assistant Auditor General): Mr. Bryce, I do not think that
would be the point here. The point would be to list those accounts which were
not paid solely for the reason that there was not sufficient funds in the
appropriation. In other words, the accounts which you charged to the next
year’s appropriation which should have been paid in the previous year.

Mr. Bryce: We could certainly do that once we determine them; this would
not be a problem.

The CHAIRMAN: That is really what I had in mind.

Mr. BrycE: The comptroller knows far more about this as a general
proposition.
Mr. BaLLs: There is one point on this, Mr. Chairman. The information as to

what is not paid would not be available in the treasury offices. We would
certainly have any requisitions submitted to us and which we had not acted on
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by virtue of the fact that there were not sufficient funds in the appropriation.
The departments are well aware that if they submitted requisitions to us, we
would not act on them if there were not sufficient funds. Therefore, we would
not have this within our records. We would have to circularize the departments,
and we would have to publish a report in the Public Accounts on the basis of
advice received from the departments. This would not be on the basis of our
accounting records necessarily.

Mr. LonNG: Mr. Balls, would you not be able to identify previous years’
accounts when they are being paid in the new year?

Mr. Barrs: This may be true, but bear in mind this may be some period
after the time when we prepare the Public Accounts. I think we would have to
ask departments to identify these if we are going to publish a satisfactory
statement in the Public Accounts.

. The CHAIRMAN: It should not be any problem for the departments to do
at.

Mr. Barrs: I thing this can be done, but it would have to depend, I believe,

on departmental advice. -
g Could I add one further thing, Mr. Chairman, in regard to this particular
item. There is one aspect in regard to the difficulty of errors in estimating, but I
think we should bear in mind too, that the fact there are unpaid accounts has
Some reference to the requirements of the Financial Administration Act and the
Tesponsibilities of my office under that act to ensure that a payment must not be
made unless there is an available appropriation for it. To the extent that there
are unpaid accounts, this simply reflects the effectiveness of the controls Whiqh
are being exercised on behalf of Parliament to ensure that appropriations are in
fact not exceeded.

The CHAIRMAN: Is there anything further on that section? Mr. Long, do you
Want to ask any further questions?

Mr. Long: I was going to say that I think a listing such as that would give a
true picture. As Mr. Balls says, the Financial Administration Act prevents you
from making a payment. When is money spent, when you pay it or.when you
actually incur the obligation? The alternative would be, if the act did not stop
the payment, to show over-expenditures Over the estimpates in each of the
Appropriations. However, the act does stop the payment and, th.erefore, shogld
the members of Parliment not be made aware of obligations incurred which
really should not have been incurred because parliamentary authority for them
did not exist.

Mr. Brycg: Mr. Chairman, could I put a question to Mr. Long. How can one
Say in this case, where Parliament has determined by statute the grants which
We are to pay, that the obligation should not have been incurred?

Mr. Long: The grants, of course, which come under ﬁnarllce are a very
Special item. The other items in this paragraph are expenditures of other
departments. For instance, in the case of National Defence they hac?. a supple-
Mentary estimate of $13 million when they should have had $25 m'llhon. Your
Municipal grants are in a particular class. Nevertheless, had your estimates been
-8reater, there would have been that much more expenditure in the year.
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Mr. BryYCE: I quite agree that our forecast should be accurate.

The CHAIRMAN: We will now turn to the 1965 report, page 112, paragraph
167. Before proceeding with that, I would like to take a moment to welcome a
group of students from the Civil Service Commission who have come in to see
the Public Accounts Committee at work. We welcome you. We are reviewing
the Auditor General’s Report which has to do with the observations made
concerning the Department of Finance, and we have Mr. Bryce, the Deputy
Minister of Finance, and Mr. Balls, the Comptroller of the Treasury, with us as
witnesses.

I would like the Auditor General to introduce a person who is here at his
invitation.

Mr. HENDERSON: Mr. Chairman, it gives me much pleasure to introduce to
you Mr. A. K. M. Faiz, the deputy secretary of the National Assembly of
Pakistan, who is interested in the workings of your committee. Following a
discussion of some of the procedures with Mr. Faiz, we thought it would be nice
if he came along and sat in this afternoon to see the committee in action.

The CHAIRMAN: Thank you, Mr. Henderson. We will now deal with
paragraph 167, which is as follows:

The Statement of Assets and Liabilities as at March 31, 1965 was
prepared by the Department of Finance on the same basis as in previous
years, the following explanation concerning this basis being included in
the introduction to the Public Accounts:

With certain exceptions, taxes and revenues receivable, revenue
and other asset accruals and inventories of materials, supplies and
equipment are not recorded as assets (except when these are held as
charges against working capital accounts or revolving funds) nor are
public works and buildings or other fixed or capital assets. Following
the principle that only realizable or interest—or revenue—producing
assets should be offset against the gross liabilities, costs of capital
works are charged to expenditures at the time of acquisition or
construction. Consequently, government buildings, public works, na-
tional monuments, military assets (such as aircraft, naval vessels,
and army equipment) and other capital works and equipment are
recorded on the statement of assets and liabilities at a nominal value
of $1 as the value is not considered as a proper offset to the gross
liabilities in determining the net debt of Canada.

On the liabilities side, accrued liabilities (except for interest
accrued on the public debt) are not taken into account in determin-
ing the obligations of the government. However, under section 35 of
the Financial Administration Act, liabilities under contracts and
other accounts payable at March 31 if paid on or before April 30 may
be charged to the accounts for the year. These are recorded as
accounts payable in the “Current and demand liabilities” schedule to
the statement of assets and liabilities.

This explanation reflects a policy established by the Minister of
Finance in 1920, that assets to be included in the Statement of Assets and
Liabilities should be confined to those which are readily convertible or
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which are revenue-producing. The Minister had immediately implement-
ed this policy by removing from the Statement of Assets and Liabilities a
substantial amount in loans, etc., which could not meet this test.

This policy has been followed by successive Ministers of Finance
ever since but a major exception was introduced in 1957-58 when funds
required by the National Capital Commission for the purchase of lands in
the Greenbelt were recorded as loans to the Commission instead of
budgetary expenditures as had formerly been the case. They were given
the appearance of being revenue-producing by asking Parliament to
appropriate money to the National Capital Commission with which to pay
interest on the loans. This practice has been the subject of comments in
previous Reports and has been considered by the Public Accounts
Committee which holds the view that outlays on properties in the
Greenbelt are expenditures of the Crown rather than income-producing
investments. The Committee has on two occasions requested the De-
partment of Finance to review the existing practice with the National
Capital Commission with a view to placing the financing of the Com-
mission on a more realistic basis. This is one of the observations of the
Standing Committee on Public Accounts which has not yet been dealt
with by Executive action.

As is pointed out in paragraph 55 of this Report, the funds required
by the Canadian Broadcasting Corporation to meet its capital expendi-
tures during the year ended March 31, 1965 were provided by means of
loans from the Government instead of grants as in the past.

The explanation quoted above means that the costs of government
buildings and other public works undertaken by ggy'e.rnment depart-
ments are charged to expenditure at the time of acquisition or construc-
tion because the departments are dependent on public revenues for their
capital needs. The two Crown corporations referred to above are also
dependent on public revenues for their capital needs.

Mr. HENDERSON: This paragraph can be dealt with at _t}}e same time as the
COmpanion paragraph in the 1964 report on assets and liabilities.

In this note are contained my comments on the assets and liabilities, the
Presentation of them, and you will notice we reproduce the explanation given
fach year by the Department of Finance about which some discussion ranged
this morning.

. As I go on to explain, this explanation reflects the policy es'gablished lpy the
Minister of Finance 46 years ago, namely that assets to be included in ‘r:he
Statement should be confined to those which are readily convertible or which
are revenue producing. It may interest members to know that' the M1n1ster‘ of
the day, as I understand it, immediately implemented this policy by removing
from the statement a substantial amount of loans, and so on, which cguld not
Meet the test. I felt it was not inappropriate to mention that at this point,

. Chairman.

. T go on to say that this policy has been followed by successive Ministers of

nance ever since, the first major exception, however, took place in 19§7-58
When, as we were discussing this morning, funds required by the National
Capita] Commission for the purchase of lands in the Greenbelt came to be
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recorded as loans to the Commission instead of budgetary expenditures as had
formerly been the case. Mr. Bryce referred to that this morning when we were
discussing the recording of these advances to corporations and, as you know, the
policy has since been extended by the government to include loans to the
Canadian Broadcasting Corporation and, in a somewhat slightly different con-
text, to Expo ’67. I do not think I have anything more to add to that.

The committee is on record, as I mention here, of asking the Department of
Finance to review the existing practice with the National Capital Commission
with a view to placing the financing of the Commission on a more realistic basis.
Whether that review has taken place or is going to take place, is something he
will probably want to speak to you about.

Mr. BrycE: I believe the results of our review were reflected in what I said
this morning.

Mr. Muir (Lisgar): Are we given to understand then, Mr. Bryce, that there
will be no change in your accounting as far as these organizations are
concerned?

Mr. BALLARD: In other words, Mr. Chairman, they will not consider the
recommendation of this committee?

Mr. BrYcE: The government has not changed its practice as a result of that.
These are determined by the Treasury Board and put to Parliament in the
estimates.

The CHAIRMAN: We discussed this subject this morning, Mr. Ballard, and
there is a difference of opinion as to whether they should be treated as grants or
loans. The Auditor General has his recommendations on this; the Department of
Finance think differently. The committee will have to weigh the pros and cons
and persuade the House to think along the same lines as we do on it, if we come
to a decision concerning the matter.

Mr. BaLLArDp: I would like to hear the Auditor General’s opinion with
regard to how this should be handled.

The CHAIRMAN: He gave it this morning, but I am sure he will be glad to
give another brief outline on it.

Mr. HENDERSON: I do not know in what depth you wish me to repeat the
testimony of this morning. I could give the highlights for the benefit of Mr.
Ballard and perhaps some of the other gentlemen.

We might refer back for a moment to paragraph 55 of the 1965 Report
which had to do with the method of financing capital expenditures of the
Canadian Broadcasting Corporation. In this paragraph I describe the change in
the method of financing which had taken place in the year, that is the financing
of the capital expenditures of this corporation; that is to say, instead of being
voted in the House as a budgetary expenditure, it changed over and loaned the
money. As a result of this change, it was necessary for me to advise the House,
as is stated in this paragraph, that the annual statement of expenditure and
revenue of Canada was not prepared on a basis consistent with that of the
preceding year, and the consequence of this was that the resultant over-all
deficit of approximately $38 million shown on that statement was understated to
the extent of the amount involved, namely $14% million.
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As these loans cannot be repaid by the corporation unless it is placed in
furt}}er funds, the loans do not, in my opinion, constitute an asset and I do not
.COHS{der they can be properly described as such. I explained that I had made
Inquiries both in the Department of Finance and the Treasury Board as to the
underlying reasons for this, but until I heard the explanation this morning, I
have not received any. I am concerned that a change of this type should be made
because it is, in my view, a contradiction of the long-standing principle of the
Department of Finance itself which is mentioned here in paragraph 167, namely
tha'? only realizable or interest- or revenue-producing assets should be offset
against the gross liabilities in the statement of assets and liabilities, with costs
of capital works being charged to expenditure at the time of acquisition or
construction. This is the explanation given and it continues to be placed by the
department in its annual statement of assets and liabilities.

The department’s view is that their present method is fully supportable,
and, notwithstanding the recommendation made by the committee in its 1964
report, the government has continued to actually expand what originated with
the National Capital Commission, the CBC and now Expo.

I think I should speak about Expo 67, Mr. Chairman, but perhaps Mr.
Bryce would like to say something for the benefit of Mr. Ballard.

Mr. Muir (Lisgar): Before Mr. Bryce makes his statement, it seems to me
ise. He left the committee

that Mr. Baldwin made some suggested compromil
;hOI‘tly after you were going to comment on it, Mr. Bryce. Could you do so
ow?

th Mr. Bryce: Mr. Balls did so after M
at we have included in the Public Accoun .
ments in crown companies, the recovery of which is dependent upon appropria-

tions. It may be that we ought to word this item a little more clearly to indicate
that they are loans to crown companies which are in large part dependent on
Parliamentary appropriations. I think perhaps we ought to give it a little more
Prominence because I do not think it has been recognized that this change has

been made,

. Mr. Muir (Lisgar): You woul
In that, would you?

. Mr. Bryce: No sir, because I thin
In mind.

Mr. HENDERsON: I can only say that if :
asset is likely to require parliamentary appropriation, then I fail to understand

OW it can be described as an asset; it seems to me an admission of the very
Point we are making. Of course, if you give it more prominence, do you
contemplate you will give it that prominence right on the statement of assets

and liabilities rather than putting it in a subsidiary schedule?

Mr. Bryck: Quite possibly. I think that is a useful suggestion.

Mr. HENDERSON: Perhaps Mr. Long would like to add something to that.

Mr. Lone: Mr. Bryce, would you not think, if you were giving that
Prominence, you should also indicate the effect this has had on the deficit for the
year which appears on your statement?

24622—4

r. Baldwin came back. He pointed out
ts a category of loans and invest-

d not suggest putting grants instead of loans
k that would defeat the purposes we had

recovery of a loan or recovery of an
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Mr. Bryck: I would have thought that the House is quite capable of seeing
that point directly.

Mr. LoNG: On your balance sheet you have an accumulation of several
years of these things, and the House would have no way of knowing from the
balance sheet how much pertained to that particular year.

Mr. Bryce: Only by seeing the difference which is shown.

Mr. THoMAS (Middlesex West): Mr. Chairman, there is rather an important
point here. If the committee, in past years, has been wrong then they should
amend their findings, but to have a department of the government disregarding
the findings of this committee strikes me as rather important; that is, it should
not be an open defiance of the findings of the committee. This is what strikes me
as an important factor. If the committee is wrong then they should correct
themselves, that is for sure. But when there is a matter of open defiance by a
department of the government it constitutes defiance of power and, therefore, it
becomes a serious matter.

Mr. Bryce: Mr. Chairman, I would like to comment on that. This is not a
question of the department defying the committee. These decisions are govern-
ment decisions; they are decided by the Treasury Board in preparing the
estimates, and are concurred in by the government itself. These particular items
have been approved by the House in this form. Therefore, there is a difference
here between what the House has approved and what the committee has
approved. I think it is not a question here of right and wrong; it is a question of
which is a better way of doing it. There is, of course, room for differences of
opinion as to what is a better way of doing this. I do not think it is a question of
right or wrong so much as what is most useful and helpful in understanding
what is going on.

Mr. THOMAS (Middlesex West): It leads to a rather confusing situation to
my mind, and there is looseness somewhere. I mean to say there is supposed to
be a head to all of our governmental enterprises and somewhere authority must
reign. It raises the question as to what authority this committee has; it raises a
question as to the usefulness of this committee. Possibly the committee lacks the
confidence of Parliament. Perhaps the committee did make a mistake, but
somewhere along the line there is a looseness, an incongruity here that
something is not right. At the moment I do not know how we can correct it, but
there is something wrong and the weakness should be covered in some way.

Possibly, if it is government policy, and the government approves this
policy, Parliament retains confidence in the government, then certainly it would
appear to me that this committee is wrong; the committee must be wrong. It is
all right to make recommendations, but surely the recommendations of the
committee, somewhere along the line, should be dealt with and they should be
either approved or disapproved. However, if this committee is making recom-
mendations which are more or less meaningless in effect, then why should we
sit?

Mr. Muir (Lisgar): Mr. Chairman, may I comment on this. Mr. Bryce has
suggested that perhaps there is a little area of compromise in this matter, and
he is willing to insert these suggestions in the financial statement. However, in
answer to Mr. Thomas, I do not think the committee has been completely
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wrong. I think perhaps we could take a look at the compromised statement as
suggested and see whether it does give us the information which Parliament
requires.

_ Mr. Barrs: I was going to make two points in partial answer to what Mr.
Thomas has said and also in regard to Mr. Muir’s comments.

) I would like to refer to section 63(2) of the Financial Administration Act
which says:

Subject to regulations of the Treasury Board, the Minister—
and this refers to the Minister of Finance
—shall cause accounts to be kept to show such of the assets and direct and
contingent liabilities of Canada, and may establish such reserves with
respect to the assets and liabilities, as, in his opinion are required to give
a true and fair view of the financial position of Canada.

Mr. HENDERSON: Might I just interject here to point out—
Mr. BaLLs: May I continue, Mr. Chairman?
The CHATRMAN: You may continue and then Mr. Henderson will follow.

Mr. Barrs: May I further point out that when Mr. Bryce was speaking
before this committee in 1964, he indicated that not the following year, but at
Some subsequent time he would hope that we would be able to put before this
Committee a considered statement in regard to how the assets and liabilities of
Canada should be shown.

I can say on this that we have given very considerable study to this. It is
not an easy problem by any means. We could cover many aspects of the asset
and liability presentation that have not been discussed today; for example, the
Question of deferred charges, how to deal with equity in crown corporations,
Prepaid expenses, and loans such as we have been discussing. There are many
broblems involved and we have been giving a great deal of consideration to
this, 1 hope that possibly next year, we can put forward something to .th1s
Committee which will carry the support of the Minister. Thi§ was a previous
Commitment given to the committee; we have it very much in mind, and we
hope to be able to produce this.

. Mr. Henperson: Regarding section 63(1) which Mr. Balls c_;uoted, that the
Minister shall cause accounts to be kept and so on, as in his opinion are requ1r(?d
t0 give a true and fair view of the financial position, I would point out that in
the following paragraph it says that that statement has to be certified by me as
to whether it fairly presents that type of a position. This is why I have to say to
You that I do not think it does present a true and fair view. One of the basic
Tesponsibilities of an auditor is to bring these points to attention.

Now, respecting the other point about the study, let me say to you that no

one is more ready than my officers and I to sit down and devote all our energies

to discussing a matter like this with officials of the department. I have made two
efforts to do this which have not produced any results. This is the first
indication I have had that such a study is actually under way. I suggest that if
Something like that could be done, I would be only too happy to follow Mr.
uir’s suggestion to see if, in fact, a more effective presentation qould not be
evised. At the moment it is difficult to see how, with the description attached

2462241,
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to these loans they can be treated as assets; but if, on further mature
consideration by the committee, they feel we should get together and come up
with something, I suggest we do so.

Mr. ForBes: How would it be if we changed the definition to say “grants
and/or loans”?

Mr. HENDERSON: Well, “grants” is a difficult word for them to accept under
the circumstances, Mr. Forbes, but it might be that there is some other way. As
I mentioned this morning, I have not been thinking along those lines. However,
I suggest that two heads are always better than one, so why do we not try
that?

Mr. BaLLarp: I am sorry to have reopened a subject which was under
discussion this morning. I did so because of my absence, but I wonder if we
could ask Mr. Balls how soon we might expect this report. For example, can we
expect it by the end of this month?

Mr. BaLLs: No.

Mr. BALLARD: Then would you make a statement as to how soon we can
expect to have it so that it can be considered?

Mr. BaLrs: I thought I indicated, Mr. Chairman, that I did not think this
would be possible this year, but I hope at next year’s committee we will have
something which the Minister might authorize.

The CHAIRMAN: Did I understand you to say that you started to make this
study in 1964?

Mr. BarLs: No. My recollection is that when Mr. Bryce was before this
committee in 1964 he indicated that he would hope not the following year, but
at some subsequent year that such a study would be undertaken and the results
of it communicated to this committee.

The CHAIRMAN: Would the committee be unfair in stating that we think
that report should have been ready by now?

Mr. BALLS: The problem is a very real one, Mr. Chairman. I can assure you
a great deal of thought has been given to it, but we have not yet been able to
come to complete final answers on this. It is apparent, even from our discussions
today, that there is a great difference of view. We are trying to get something
which will be a supportable recommendation. I may say it is the sort of thing
which has been studied in other jurisdictions and other national governments,
and they too have had great difficulty in coming to a satisfactory conclusion
with respect to"how statements of assets and liabilities should be presented
when a national government is concerned.

The CHAIRMAN: From what has been said here it would appear that there
might have been a little more co-operation in getting together, from the
observations I have gathered here as Chairman. I hope this condition will
rectify itself, and that the Auditor General’s office and the Department of
Finance will get together on this problem and reach a satisfactory conclusion.
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who I\::é ]f}?YCbE: Mr. Chairman, perhaps I should say that it is the Minister and I
time has be ottlenecks in this matter, not Mr. Balls and the accountants. Our
work on i teen so taken up with other things that we have not done sufficient
officers t y tali tl?e top of the Department of Finance to permit Mr. Balls or his
reflect o take it up productively with the Auditor General’s office. It does not
any lack of desire on our part to discuss it with the Auditor General.

probiwr' Muir (Lisgar): Having taken into consideration the complexity of the
assurenfl—an'd we all see it here—I think it is fair enough if we can have some
ance that next year a report can be made to the committee.

happlgrf' .fFLEMMING: Mr. Cbairman, my que§tion has to do with what would
P if the recor.nmendatlons of the committee had been followed and these
o afes of lan'd in the C}reenbglt were recorded as expenditures instead of
there. assume 1t‘would simply increase the deficit for that particular year if
B YOWeI‘e a deficit, or reduce the surplus, if there were a surplus. My question
COmml'l never expect to get loans of _this nature paid by the National Capital
Ny, ission, do you? They are not going to pay you in cash, are they? I see no
tHat :thhy they should not be treated as expenditures. I note by the paragraph
this i at was done previous to 1957 and then the system was changed. I think
S 1s purely a question of a difference of opinion as to a common procedure.

Mr. Brycg: It discloses to Parliament and draws their attention to things

Which merit attention.

P Mr. FLeMing: If this is carried as a loan,
et, does it not? Whereas, actually it is an expenditure,

then it appears as if it were an
is it not?

Mr. Bryce: I do not like to reopen a long discussion. I think we must bear

In mind that our statement of assets and expenditures has lots of other
as a huge asset and

init‘éiament jco provide for its recapitalizati_or_l. On th_e other hand, we show our

thatSt,ment in the Bank of Canada as .$5 million, I t.hl'nk, and we get a return on

5 asset of something like $130 million of $150 million a year. So that perhaps
1 million understates what one might regard as a proper valuation on it.

3 erefore, it is by no means a perfect statement to indicate to people what all
€se things are worth in some economic sense.

Mr. FLemwing: Some of them are revenue producing, are they?

Mr. Bryce: Oh yes.

Mr. BarLarp: Mr. Chairman, I think the problem here is that while I do not
agree with the presentation which has been made on the balance sheet, there is
& broblem and a point of view from the Department of Finance which I can
accept, and that is this. When these grants are made initially, in many cases

ere is really no way to tell whether they are going to be revenue producing
:ssion entity, or whether the loan or the
:ﬁst of carrying the loan is going to be contributed in addition to the lqan from
e coffers of the government. I think it should be quite a difficult decision for
€ Minister of Finance to make at the time of the initial grant of a loan, to
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decide whether this should be shown as a non-recoverable grant, in which case
it could be shown as an expense, or whether it is a grant which will some day
be recovered and which, in the interim, may pay interest.

A case in point is a grant to the National Capital Commission, which we
can say no one really ever expects to be repaid. On the other hand, a grant to
the Bank of Canada could be repaid, and in the interim it could pay its own
carrying charges. I think the danger of saying that the Department of Finance
should determine which of these grants is recoverable is one which is very
current in our minds at the present time, and that is the grant to Expo. At this
present moment I think it would be very dangerous for the Minister of Finance
to say this loan will not be recovered. It than takes away the compulsion which
might be inherent in the loan under the present circumstances to have the loan
repaid.

I think it would be difficult for Parliament of for the Minister of Finance to
decide, in the initial stages, what to expect in the future from a loan which is
made. So there is a difficulty that I can see. I think probably a grant to crown
corporations or commissions should be set out separately in probably two
categories; one a grant to crown corporations, and secondly, a grant to
commissions and so on.

I think the accounts should also be very specific in the amounts of money
which have been voted by Parliament for the payment of interest on grants
made to crown corporations and to commission. In this way you could deter-
mine the over-all effect on the public purse by these two disclosures. The dis-
closure, first of all, of the interest voted by Parliament for the satisfaction of a
government loan, and secondly, the amount of loans made in these two particular
categories.

The CHAIRMAN: Mr. Long, do you have some observations?

Mr. LoNng: Mr. Ballard, if you will look at our paragraph 167, page 112, you
will note it sets out a copy of what the Comptroller of the Treasury puts in the
Public Accounts as the basis on which it is determined what is shown as an
asset on the balance sheet. It is a comparatively simple basis; it has been in
effect for many years. Briefly it is that anything which is recoverable or is
revenue producing may be treated as an asset; otherwise it is an expenditure. In
public finance, rightly or wrongly, it has always been considered necessary to
regard pretty well all cash—that is unless it is recoverable—as something which
has to come from the taxpayers and, therefore, a budgetary expenditure. All
your payments on land and buildings, are treated as budgetary expenditures.
This is the policy, and this is the policy stated in the public accounts.

The points, we are mentioning, namely the National Capital Commission,
the CBC and Expo, are exceptions to this stated policy. Why should land in the
Greenbelt be shown as an asset, but Uplands Airport, which is also in the
Greenbelt, be written off to expenditure?

Mr. BALLARD: Of course, this follows along the remarks I made that in some
of these cases there is a possiblilty of recovery.

Mr. Lonc: But not the cases which have been mentioned here. These people
cannot possibly produce revenue. Now you mentioned Expo. The Expo loans are
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to cover the acknowledged expected deficit of Expo, that is after taking into
conSl.cleration all revenue Expo will have, there is going to be a good healthy
deficit. There will be buildings left but no one knows how much they will be
P’Orth‘ .They are not built on land owned by Canada. What will happen there as
ar as title to the land and title to the buildings are concerned?

In all of the cases mentioned here there is no earning power to pay interest.
fOr example, in the Greenbelt the loans are worth $34 million; the revenue
tfl(.)m rentals is $500,000, but this revenue has to take care of carrying charges. I
think the experience in the Greenbelt has been that if you want to keep farms
n operation you have to make capital expenditures on them to keep the
Occupants happy.

We feel that anything where there is revenue in sight to pay interest or to

Tepay the loan, fine, there is no criticism, but in these cases the revenue is not in

sight except from government appropriations. This concept was started in

1957-58 in connection with the Greenbelt purchases. Right now there are loans
of $67 million to the National Capital Commission covering the Greenbelt,
the Queensway which was financed that way, and is now almost cleaned up,
there was $1 million loaned to them for the Eastern Parkway, and $11 million
loaned for the Ottawa River Parkway. Where is this money going to come back
from except from appropriations?

Mr. BALLARD: According to my theory, this should be written off.
Mr. LoNg: That is what we are saying.

Mr. Barrarp: I say there are certain
Whether a loan or an advance will necessari
It may have to be written off. One of these, of course,
certain of the expenditures the deficit will be so much and,

Write off the—

Mr. Long: If the deficit is goin {
appropriations from someone to cover that deficit.

Mr. BaLLarp: We do not know what the deficit is goin,
Mr. LonG: Oh yes. The governor in council has accepted—

cases where it is not determinable
ly be written off, and to what extent
is Expo. You say in
therefore, we must

g to be so much, you certainly have to have

g to be though.

Mr. HEnpERSON: The estimate is $81 million.

Mr. BarLarp: What will happen if the deficit turns out to be
Tather than $81 million?

Mr. Long: Then you will have a recover

has been that it is going up, not coming down.
will be much more, but I am stating a

ficit is $50 million?

we have all kinds of recoveries
to revenue when

$50 million

yv. However, the experience so far

b Mr. BarLarp: We expect the deficit
YPothetical case of what happens if the de
4 Mr. Long: Then there is no harm done; ;
Very year from the previous year’s expenditures. This goes
You do get such a windfall.
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Mr., BALLARD: I might say from an accounting point of view, this is a more
desirable way of handling it.

The CHAIRMAN: Did you want to interject, Mr. Bryce.

Mr. Bryce: I did not really want to interject, Mr. Chairman. This is a large
subject and I do not want to follow up all the leads which are open in Mr.
Long’s statement. However, I think it is fair to say that to use the 1920
statement is an oversimplification now because the kind of problem we had then
did not really exist; we did not have this profusion of crown companies in those
days. As Mr. Balls has indicated, that is why it really is desirable to bring up to
date and evolve a pattern or a series of tests in the light of present circumstances.

Mr. LonG: There can be no disagreeing with that. The balance sheet is a
mess; we will all agree with that, but these new particular things—

Mr. Bryce: May I finish, Mr. Chairman?
Mr. Long: I am sorry I thought you were finished.
The CHAIRMAN: Please continue, Mr. Bryce.

Mr. BryCE: Again, in all these cases there is revenue from outside. There
are none of these cases where we are wholly dependent upon appropriations. It
is not the travesty that is suggested here.

Questions were raised about financing in advance of need of the National
Capital Commission, which is a different subject. There it is merely a question
of carrying it as a loan until the land is put into government use. Then the
value of the land is charged into that final use and the loan is repaid out of the
proceeds of that. I think we ought to have a look at this old statement which we
have been repeating in the Public Accounts and bring it up to date. We will try
to have this properly done for the committee next year, and we will consult the
Audit office concerning it.

The CHAIRMAN: I think we have spent enough time on this matter. We have
had a good review on it.

We will now proceed to paragraph 168, accounts receivable. This was
brought about by the recommendation of public accounts.

168. Accounts receivable. Taxes and sundry accounts receivable are
not recorded as assets in the Statement of Assets and Liabilities.

Information regarding the total accounts receivable of each depart-
ment at the year-end, in comparison with the corresponding total at the
close of the preceding year, is given in the several departmental sections
of Volume® II of the Public Accounts.

The Public Accounts Committee in its Sixth Report 1964 expressed
agreement with our observation that it would be more informative to
Parliament were a summary showing the overall total of all accounts
receivable due to the Government of Canada, whether in memorandum
form or recorded on the books, included in the Public Accounts each
year. As a result, a summary similar to the following is included for the
first time in Volume I of the Public Accounts for 1964-65:
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Previous Years
Department Current year Collectable Uncollectable Total
Agriculbure ™ 4% P Sat e o $ 440,218 $ 849,636 $ 21,258 ¢ 1,311,112
Citizenship and Immigration 196,564 442,968 57,733 697,265
Defence Production ...... 4,270 1,768 259,329 265,367
External Affairs .......... 333,210 482,231 14,700 830,141
Bnenee.s. . . . ioreniien 21,198 7,816 59,922 88,936
L O SRR 134,194 L 222 134,416
EMBote ). p Ao 120 — 17,465 17,585
Unemployment Insurance
Commission . ..... .« 54,798 127 469 55,394
TR Doer v e Gascin OE 4,873,774% — — 4,873,774
Mines and Technical Surveys 61,222 15,048 595 76,865
National Defence ......... 4,514,477 2,502,328 88,650 7,105,455
National Health and Welfare 1,328,976 281,547 72,710 1,683,233
National Research Council 108,535 12,201 Aol f2ledk
National Revenue—
Customs and Excise ¥
TS ASIoN . e o s 13,338,855* - 1,241,672* 14,580,527
Taxation Division ...... 175,121,388 — 45,137,672* 220,259,060
Northern Affai
irs and
National Resources . ... 187,342 412,228 4,075 o
Public Printin
g and
Stationery ........... 129,766 2,035 = 131,801
Fublic Works ............ 627,415 484,939 10,959 1,123,313
Royal Canadi
an Mounted
Polite WItauli 0 L. 385,548 5,913 2,003 393,464
Trade and Commerce . .. .. . 134,013 9,069 11,566 154,648
Transport ................ 3,169,176 600,885 802 3,770,863
VEterans ARPRIrSL i g oivds o 3,784,409 2,038,803 369,096 6,192,308
Other departments ........ 29,956 11,157 9,103 B;16
$ 208,979,424 $ 8,160,699 $ 47,380,562 $ 264,520,685
_———"—/—“

— e
]

* These amounts relate to both current and previous years.

The accounts receivable totals shown in the above table were the
amounts remaining after certain uncollectable debts
(@) of $1,000 or less had been deleted from the ac_:counts (?.u_rmg 1:.he }:a:
under authority of section 23 of the Financial Administration Act,

and
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(b) in excess of $1,000 had been written off under authority of Depart-
ment of Finance Vote 22d of Appropriation Act No. 2, 1965.
A summary of these deletions by departments is as follows:

Deleted under authority of

Financial
Administra- = Finance
. tion Act, Vote Total
Department Items sec. 23 22d deleted
BgricBibire v ixds 8. mastevees v i 440 $ 5:125~$ 14,791 $ 19,916
Citizenship and Immigration ...... 1,128 172,972 88,174 261,146
Mines and Technical Surveys .... 35 189 148,759 148,948
National Defence ..........cocu... 460 8,123 175,568 183,691
National Health and Welfare .... 307 82,473 29,193 111,666
National Revenue—
Customs and Excise Division .... 156 2,997 — 2,997
T AXATIOR "TIIVISIOE . o ¢ o o s s g r e 957 299,827 12,070 311,897
Northern Affairs and National
TRERGUTCES (LA r cvvoe sois TRIED 47 7,934 — 7,934
PUbBetWOrkS i A <oy + brasa Yot e 98 13,133 — 13,133
Royal Canadian Mounted Police .. 38 8,599 - 8,599
Yolerang AMFOITE . im0 5o o st 879 87,983 175,430 263,413
Other departments .. ... .«eccsevs 145 2,998 — 2,998

4690 $ 692,353 $ 643,985 $ 1,336,338

We have drawn attention in the past several years to the fact that
whether accounts receivable are kept in memorandum form or recorded
as an asset in the Statement of Assets and Liabilities, they are none-
theless debts due to the Crown, and their accurate recording and ultimate
collection are primarily responsibilities of the departments concerned.
While we have again found that most departments having extensive
accounts receivable keep their records accurately and efficiently, this does
not apply in the case of some departments where accounts receivable as
such are not an important factor. We believe this situation to be largely
due to the failure of these departments to maintain controlling accounts
and to provide for an effective internal verification of the accounts by
officers other than those responsible for keeping the accounts. Such
weaknesses in internal control should be remedied in order to reduce the
possibility of accounts being tampered with and collections misappro-
priated.

The Public Accounts Committee expressed concern over this situa-
tion and in its Sixth Report 1964 (see Appendix 1, item 28) suggested
that the Treasury Board have the matter studied with a view to ensuring
that amounts due to the Crown are adequately recorded and that an
accounts receivable control system is instituted. The Committee also
stated that collection procedures must be tightened up and firmly en-
forced.
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The Treasury Board is presently developing a policy on revenue
control designed to eliminate the conditions referred to by the Auditor
General and the Public Accounts Committee and also by the Royal
Commission on Government Organization.

- Mr. HENDERSON: The only point which I think concerns the Department of
Finance is the statement of the committee’s recommendation in its Sixth Report
1964 that a summary showing the overall total of all accounts receivable due to
the government of Canada, whether in memorandum form or recorded on the
books, should be included in the Public Accounts each year. This was done for
the first time in Volume 1 of the Public Accounts for 1964-65. This arose out of

Subcommittee discussions which took place in 1964.

The CrHAIRMAN: I have one question. The uncollectable amount is $47,380,-
962. What year does that date back t0?

Mr. Henperson: Some of these go back quite a long time. You will see the
bulk of that is in the Taxation Division; it is income tax.

The CratRMaN: But we do not know what year this started from. It gives
the current year.

Mr. HenpERsON: That is right. It goes back many years.

The CramrMAN: I have one other question. The Department of Finance
shows an uncollectable figure of $59,922. By way of interest, what would that be
Made up of in the Department of Finance?

Mr. Barws: I do not have the details, Mr. Chairman. I can give you a
memorandum, and pass this along to you.

The CHATRMAN: Are there any further questions?

Mr. BaLLarD: Mr. Henderson, in part of your explanation here you say that
ontrolling accounts are not maintained in some of the departments. Did your
3uditors make their own reconciliation, that is more or less a controlling
dccount for your own satisfaction?

Mr. HENDERSON: Where we could do so, yes, but we looked at the
d‘"—"pal"trnent’s internal controls and we found that this was not being done. It is a
Matter of some concern because many of these accounts receivable, as you will
recognize, are memorandum ones. I think you will agree that this is quite
dangeroys in terms of the ease with which an account can be removed; the
Money Joeg not necessarily get credited if you do not have it under control.

This matter was brought up in 1964 at the time Dr. Davidson, the Secretary
of the Treasury Board, was the witness, and he undertook to examine the
Matter. As a matter of fact, just about two weeks ago, what is called a
Management improvement circular came out from the Treasury Board spelling
OUt the steps to be taken and how to put this straight, and it opens up with a
duotation of the recommendation of the Public Accounts Committee. It gives
that a5 a background, and then they proceed to issue instructions. This goes to
t%le deputy head and to the people in all of the departments. It has taken a long
time 4o be issued. We have been watching this and it has been definitely
unsatisfactory. It has been all right in some of the larger departments.
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However, the smaller ones are not necessarily in the business of invoicing, and
if accounts are owing they are just kept in memorandum form.

Mr. BALLARD: In your opinion, sir, does this directive institute a satisfactory
system of internal control?

Mr. HENDERSON: I have not had an opportunity to study it closely yet, but
we shall most certainly be looking at that in relationship to the situations we
have noted, and if it is not satisfactory we shall be drawing it to their attention.

The CHAIRMAN: It seems beyond comprehension that a department would
operate without an accounts receivable system; I just cannot imagine it. Some
departments must handle an awful lot of money. It is just a matter of having a
controlled figure to start from, and everything which is invoiced is added to
that; as they are paid they are deducted from it and your control is established.
This is not being done in all departments, is it?

Mr. HENDERSON: I would like to ask a question of Mr. Balls while he is here.
I am not too clear as to the point of responsibility, but would your treasury
officers, who are stationed in all of the departments not have had some
responsibility for seeing that effective accounts receivable records are kept, and
that these points are looked after?

Mr. BaLrs: The responsibility for expenditure, Mr. Chairman, rests with
the Comptroller, and expenditures of all departments are made under his
direction by his officers. The responsibility for revenue rests with the depart-
mental officials. In some cases though—and there is provision in the Financial
Administration Act—departments have asked my officers to provide accounting
services in connection with the revenue.

The management improvement circular, which Mr. Henderson mentioned
and which is dated April 28, 1966, on the subject of revenue and accounts re-
ceivable control, which I have in my hand, covers, I think very effectively the
substantive requirements of a satisfactory revenue system.

In regard to Mr. Ballard’s point, there is a specific requirement on page 3
under “Records Control Account” which says:

The books of accounts must contain a control account to which is
charged the total of amounts set up as accounts receivable and to which
is credited the total of all amounts credited to individual accounts
receivable.

I think in this policy statement, Mr. Chairman, you have the basis for a
satisfactory revenue control system.

The CHAIRMAN: Whose responsibility is it to see that this is carried out?
Mr. BALLs: It is the responsibility of the Treasury Board. I am sure Dr.
Davidson may wish to speak to this, because it was issued from his office.

The CHAIRMAN: And the crown has operated all these years without a
system similar to that being set up?
Mr. BarLLs: I would think some departments would practise this, Mr.

Chairman. Many of the departments, particularly the larger ones, have quite
sophisticated systems of accounts receivable in operation.
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Mr. Henderson: You say it will be the responsibility in the future of the
Treasury Board to carry this out. I still am not clear as to why your officers
WOgld not have some responsibility here; why you would not make it your
business to see this is carried out. They do not have people stationed in the
departments, do they? Who is going to oversee that this is done?

Mr. Baris: I do not think I said, Mr. Chairman, that it would be the
Tesponsibility of the Treasury board to carry it out. I think it is the responsibili-
ty of the Treasury Board to see that it is carried out. It has a responsibility for
financial management and it will certainly look to the departments to ensure
that they have proper accounts receivable systems and revenue control systems.

here we are servicing the departments in the revenue area, we certainly will
1_:ake that responsibility in servicing those departments, but under the statute it
18 not our responsibility to control revenues.

In some cases we may be asked to provide revenue services. Section 15 of
the Financial Administration Act says:

On the request of the appropriate Minister and with the approval of
the Minister of Finance, the comptroller may (a) provide accounting and
other services in connection with the collection and accounting of public
money for department, and (b) examine the collecting and accounting
Practices applied in a department and report thereon to the appropriate

Minister.

Both of these are on the request of the appropriate Minister.

The CHARMAN: Our committee will likely be making a recommendation
along this line. By the same token, I think it would be very difficult for the
Auditor General to know all moneys were being accounted for unless there was
a control system of some kind. I believe the Auditor General’s department
Would be most anxious that a good tight system should be instituted, and I am
Wondering why that department has not been pushing this before now.

Mr. HENDERSON: Which department do you mean, Mr. Chairman?

The CHAIRMAN: The Auditor General’s department.

Mr. Henperson: This observation has appeared in my repqrt for. previous
years. As I say, it was discussed by this committee and Dr. Davidson in 1963, I
think it was. The remedial action, however, was to be undertaken by Dr.
Davidson and, as Mr. Balls says, it was only on April 28 of this year that the

bulletin to which he has referred came out.
th reference to this item, that

I would just like to add in closing, wi .
is overseeing on a more or less

€Xperience has taught me that unless someone : ?
3y to day basis that instructions such as this are really going to be carried out,

¥0U can all too frequently find that they are not being followed.
It concerns me to learn that it is the responsibility of the Treasury Board
because they do not have a large staff, and they do not have any auditors or

People who s true they are concerned with the financial manage-
A uditing services, and I hope all the depart-

Ment, but the
; y do not have any & 1
Ments will avail themselves of Mr. Balls’ resident treasury staff.

The CHATRMAN: When Dr. Davidson is before us, we will discuss this
Turther with him,
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Mr. ForBes: In 1964 the committee made a recommendation which is
contained on the bottom of page 114: “The Committee also stated that collection
procedures must be tightened up and firmly enforced.” Is there any indication
that this recommendation is being followed?

Mr. HENDERSON: That is one of the instructions contained, if I am not
mistaken, in the Treasury Board bulletin to which Mr. Balls referred. There is a
paragraph specifying that because the Treasury Board open that bulletin by
quoting the recommendation of this committee. We, of course, shall be looking
to see that that in fact is being done. However, I repeat again, it is the day to
day supervision which is going to count in the early months of setting this up to
see it gets launched on the right foot and that it will pay off.

Mr. BaLrs: I have one further point on this. In the management improve-
ment circular there is a paragraph under the heading of “Reporting for Public
Accounts of Canada”, and it states:

At the close of each fiscal year departments are required to forward
to the Comptroller of the Treasury a statement of accounts receivable in
such form as the Comptroller may designate.

This will provide, Mr. Chairman, that the material will be included in the
Public Accounts and will be available for your scrutiny and, of course, for the
reporting on by the Auditor General.

The CHAIRMAN: But it does not have much value unless it is a controllable
figure; it does not mean anything unless it is controlled and tightened up.

Mr. HENDERSON: All of the steps enunciated there will have to be carried
out if this procedure is to work. However, I am concerned about people not
being watched or checked, in which case it does not get started.

Mr. BALLARD: Would it be possible, Mr. Balls, to put all of the accounts
receivable on the computer over the data processing centre?

The CHAIRMAN: Do you mean for all of the departments?

Mr. BALLARD: Yes. We have the income tax on the computer and it seems to
be working satisfactorily. Would it not be possible to put all receivables on this
same computer?

Mr. BaLLs: This is a question, Mr. Chairman, which I am not going to
answer very dogmatically. I think it probably would be possible, but I would
want to be sure that in using data processing facilities we are, in fact,
improving our processes. The computer can provide you with a more expedi-
tious, faster operation on a large scale mass system. It does not necessarily
follow that the computer is the best thing for everything. It is possible, but it is
something we would have to study very carefully, and this would require that
the material would have to come in from each department through some central
source and be compiled there. We must bear in mind at the same time that the
departments still must maintain their responsibility for the collection of these
receivables.

The CHAIRMAN: Paragraph 170 reads as follows:

170. Cash on deposit in chartered banks. Included in the item
“Current assets” is an amount of $682 million on deposit in bank
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accounts. Of this amount $634 million was on deposit in the chartered
banks of Canada, $31 million in the Bank of Canada and $17 million in
banks in London, New York, Paris and Bonn.

The balances on deposit in foreign bank accounts are working
balances against which cheques are drawn and which do not earn
interest. The Bank of Canada, in accordance with the provisions of
section 19(e) of the Bank of Canada Act, R.S., ¢. 13, does not pay interest
on deposits. However, profits of the Bank of Canada are paid to the
lbzeceiver General and placed to the credit of the Consolidated Revenue

und.

Balances on deposit in the chartered banks in Canada in excess of an
aggregate of $100 million earn interest at the weekly average accepted
treasury bill tender rate for the three months treasury bills, less 10 per
cent, calculations being based on the minimum weekly balances. No
interest was received on the aggregate of $100 million which was kept on
deposit in the chartered banks throughout the year 1964-65.

Mr. HEnDERSON: The details as shown in this paragraph are the amount of
funds on deposit in bank accounts. You will note that of the $682 million on
deposit in bank accounts, $634 million was on deposit in the chartered banks of
Canada. This morning we discussed, under paragraph 62, balances on deposit in
the chartered banks of Canada in excess of an aggregate of $100 million, how
they earn interest at the weekly average accepted treasury bill tender rate for
thg three months treasury bills less 10 per cent, calculations being based on the
Minimum weekly balances. As you know, no interest was received on the
aggregate of $100 million. This will be coming up for the committee’s considera-

tion in due course.
The CHAIRMAN: I think Mr. Bryce answered that this morning.

Mr. HEnDERSON: That is correct.

The CualRMAN: Paragraph 172 states:
172. Sinking fund and other investments held for retirement of

unmatured debt. On August 10, 1964 the Minister of Finance purchased
$4.1 million of 2§ per cent Canada bonds payable in New York and due
September 1, 1974 and $1.8 million of a similar issue due on September
15, 1975. Interest earned on these bonds amounting to $101,000 was
credited to this asset account in error instead of being credited to
revenue. Furthermore, an amortization adjustment of $57,000 represent-
ing the portion of the discount on these bonds applicable to the year was
not made. Consequently, this asset item is under-valued by $158,000 and
the Department of Finance revenue item “Return on Investments” is

understated by a similar amount.

~Mr. Henperson: In this note, I describe transactions, the treatment of

t. As a consequence, the asset

Teturn on investments, understated by a similar amount. No harm has been
itably creep in.

done by this; it is just one of those things which inevi

»
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The CHAIRMAN: This was a mistake credited to assets account in error
instead of being credited to revenue?

Mr. HENDERSON: That is right.
Mr. BaLLs: Could I speak very briefly on that?

The CHAIRMAN: Yes. I would like to ask one question. Would that error be
discovered by your internal audit system, or was it the Auditor General?

Mr. BarLLs: I am not sure whether it was found by the Auditor General’s
office or by ourselves. We found it shortly after the books for the year were
closed, but before we had prepared the Public Accounts. We then included a
note in the Public Accounts calling attention to the fact that it is on page 737,
and I advised the Auditor General in a letter dated December 16, 1965 that we
would be so noting it in our Public Accounts. The adjustment was made in
1965-66.

The CHAIRMAN: We will now move to paragraph 173 which reads:

173. Deferred charges—Unamortized portions of actuarial deficien-
cies. The balances in these accounts represent the remaining portions of
the actuarial deficiencies in the Canadian Forces Superannuation Account
$53,762,000, the Public Service Superannuation Account $39,921,000, and
the Royal Canadian Mounted Police Superannuation Account $4,153,000,
after one-fifth of the deficiencies which arose when general pay increases
were authorized had been charged to expenditure in 1964-65 (see
paragraph 63).

Mr. HENDERSON: This will also deal with one, two, three in 1964, deferred
charges, unamortized portions of actuarial deficiencies. I suggest we do not
spend any time here because the situation, as I told you, is up to date.

The CHAIRMAN: The next item is on paragraph 174:

174. Suspense accounts. Reference was made under the heading
“Cheque Adjustment Suspense” in paragraph 124 of last year’s Report to
a balance of $141,392 representing unidentified net differences which
were encountered between 1942-43 and 1961-62 in reconciling paid
cheques with the payments made to the banks. In 1964-65 this balance
was written off to net debt under authority of Department of Finance
Vote 27d, Appropriation Act No. 2, 1965.

Mr. HENDERSON: Paragraph 174 and its 1964 counterpart was 124. This is a
situation which had existed over the 20 year period up to 1965. As is explained
in paragraph 124 of my 1964 report, difficulties had been encountered in
reconciling the paid cheques with the payments made to the banks which were
exceeding the total value of the cheques being removed from the outstanding
cheque lists. The difficulties arose mainly from the inability of an inexperienced
staff to cope with the mounting volume and the inadequacies of the mechanical
equipment in use at the time. The net differences were transferred to a suspense
account, the total of which had reached a total of $141,392 by March 31, 1964.
This amount represented differences prior to April 1, 1962 when the introduc-
tion of electronic data processing equipment brought the situation under

control.
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The difference was transferred to this suspense account and, as indicated in
nOte. 174, the balance was written off to net debt under authority of Department
of Finance, Vote 27d, Appropriation Act No. 2 in 1965.

The CuatRMAN: May I ask, how is the reconciling of your paid cheques
Operating now?

Mr. BaLLs: We now reconcile all the cheques issued drawn on the Receiver
General by data processing equipment and, as indicated by the Auditor General,
Since the introduction of that electronic processing system it has been possible
to reconcile the cheques with the issue lists to the cent.

The CHARMAN: That is wonderful. I think paragraphs 175, 176 and 177 can
be taken together.

175. Public Service Superannuation Account. A statement of this
Account appears in paragraph 159 of this eport. In 1964-65 the Account
was credited (and a deferred charge account was debited) with a special
Government contribution of $169,457,000 representing the fotal of: the
actuarial deficiency in the Account as of December 31, 1962 with interest
to December 31, 1964, amounting to $119,556,000; the actuarial deficiency
arising from salary increases authorized in 1963-64 with interest to
December 31, 1964, amounting to $30,506,000; and the actuarial deficiency
of $19,395,000 arising from salary increases authorized in 1964-65. As

stated in paragraph 63, the deficiency of $119,556,00_0 was written off to
net debt during the year and one-fifth of the deficiency of $49,901,000
resulting from salary increases authorized in 1963-64 an_d 1964-65 was
charged to expenditure, leaving a balance of $39,921,000 in the deferred
charge acount to be written off to expenditure over the next four years.

176. Canadian Forces Superannuation Account. A statement of this

Account appears in paragraph 159 of this Report. In 1‘964-65 jche Accou.nt
was credited (and a deferred charge account was debited) with a special
Government contribution of $67,202,000 representing the amount of the
actuarial deficiency in the Account arising from pay increases authorized
for members of the forces during the year. As §tated in paragraph 63,
one-fifth of the deficiency was charged to expenditure, leaving a balance
of $53,762,000 in the deferred charge acount to be written off to expendi-
ture over the next four years.

177. Royal Canadian Mounted Police Superannuation Account. A
Statement of this Account appears in paragraph 159 of this eport. In
1964-65 the Account was credited (and a deferred charge account was
debited) with a special Government contribution of $5,192,000 represent-

ing the amount of the actuarial deficiency in the Account arising from
pay increases authorized for members of the Force during the year. As
th of the deficiency was charged to

stated i h 63, one-fif
In paragrap of $4,153,000 in the deferred charge

expenditure, leaving a balance C
account to be written off to expenditure over the next four years.

b ~ Mr. Hexperson: We can deal with all three paragraphs together, and I
think aj50 the companion paragraphs as noted for 1964. These situations are
generally up to date and we discussed them this morning.

The CHARMAN: The next item is on page 187, paragraph 221:

246225
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221. Royal Canadian Mint. The Royal Canadian Mint operates under
Part II of the Currency, Mint and Exchange Fund Act, R.S., c. 315, and
provides “facilities for making coins of the currency of Canada, and
for melting, assaying and refining gold”.

Transactions in gold, silver and other metals acquired by the Mint
for its operations are recorded in revolving fund accounts. The following
is a summary of these accounts for the year in comparison with cor-
responding amounts for the preceding year:

Year ended March 31

1965 1964
Inventories at beginning of year .......... $29,401,000 $27,212,000
Purchase—
Gold! Suisadsarash LB SEL FNR A, 102,005,000 98,296,000
BRNErE: di saclodmnwdd e s Sonieded 12,777,000 14,782,000
Othew-anetals. anG suia fvis il websomidvrse 3,487,000 1,675,000
118,269,000 114,753,000
147,670,000 141,965,000
Sales—
GOMAr AR OO0 & - o~ Braid o 13345 Sriamdaits 104,825,000 96,072,000
Silver coin at face value ............. 217,369,000 20,176,000
Other coin at face value ............ 8,629,000 5,513,000
SIIVEE DIIIOL e s ois ¢ fa 5o mmbhy o e 57,000 86,000
SURAry’ . s ITIR TR P DTN, ¥ — 17,000
140,880,000 121,864,000
Gold.revaluatlon sqws disimine ey sl S 11,000 1,000

140,891,000 121,865,000

6,779,000 20,100,000

Transfers to revenue—

Gain on coinage operations .......... 11,909,000 9,276,000
Gold refing ZaIIE s oi e« o osvosmes s 16,000 25,000
11,925,000 9,301,000

Inventoriesatendof year ................ $18,704,000 $29,401,000

The Public Accounts record as revenue of the Department of Finance
the trangfer of $11,925,000 from the revolving fund accounts and other
Mint revenue of $3,107,000, a total of $15,032,000 for the year ended
March 31, 1965 compared with $10,624,000 for 1963-64. Offset against
this are expenditures charged to parliamentary appropriations under the
Department of Finance totalling $2,662,000, comprising the following:
administration, operation and maintenance, $2,572,000 ($2,192,000 in
1963-64) ; and construction or acquisition of equipment, $90,000 ($419,000
in 1963-64).
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The net result is an excess of revenue over expenditure for the year
1964-65 of $12,370,000 compared with $8,013,000 for 1963-64, an increase
Of. $4,357,000. These recorded results do not, however, take into consider-
at_lon such expenses as interest on funds employed or services provided
Wwithout charge by other departments such as accommodation, security,
contributions to the Public Service Superannuation Account, employees’
surgical-medical insurance premiums, accounting and cheque issue serv-
ices, and employee compensation payments.

During the year the gain on coinage operations increased by $2,-
633,000 over the comparable figure for the previous year due to an
Increase of 217,397,779 in the number of coins issued, from 435,568,416 to
652,966,195 pieces, while sundry revenue decreased by $51,000. Service
fees increased by $1,826,000 largely as a result of the greater number of
uncirculated coin sets sold and an increase, effective January 1, 1965, in

the selling price from $3 to $4 a set.

3 Mr. HENDERSON: This paragraph refers to the Royal Canadian Mint. It sets
orth f_Or each year the results of our examinations of the accounts of the Royal
?:?adlan Mint. A summary of comparative figures is given in the paragraph

Which may be of some interest.

o 'Pa}ragraph 226 in the 1965 report is the up to date one respecting the

Stodian, and it reads as follows:

226. The Custodian. In accordance with Regulation 6 of the Revised
Regulations respecting Trading with the Enemy (1943) as set out in the
schedule to the Trading with the Enemy (Transitional Powers) Act, 1947,
C. 24, the Secretary of State is appointed Custodian “to receive, hold,
Mmanage, release, dispose of and otherwise deal with all property which is
reported to him, received or controlled by him or vested in him”.
Effective from May 15, 1964, the Deputy Registrar of Canada acts as the
Deputy Custodian. The Custodian’s Office is administered by an Assistant
Deputy Custodian in Ottawa. A report on the audit of the Custodian’s
accounts for the year ended December 31, 1964 was made to the
Secretary of State. ;

The assets vested in the Custodian, which were valued in accordance
Wwith bases explained in an addendum to the statement of assets and
liabilities, decreased by $771,000 to $3,080,000 at December 31, 1964. A
transfer of $350,000 to the Minister of Finance for the War Claims Fund,
and releases of assets valued at $874,000 to former owners or their
beneficiairies or other rightful claimants, offset in part by an appreciation
of $474000 in the value of remaining vested assets, accounted for the
greater part of the decrease.

Under the Regulations referred to above, the CJst‘oc?ian may cha%-ge
against all property investigated, controlled or administered by him,
whether it has been vested in him or not, a fee for services rende:;"ed not
exceeding 2 per cent of the value of the property including the income
therefrom. He is also permitted to employ such part of the property
Vested in him or the proceeds therefrom as may be necessary to pay the
expenses incurred in the administration of the Regulations.

2462251,
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All fees and any income received from vested assets which consist of,
or are converted into, cash or Government of Canada bonds are credited
to the Custodian’s Office Administration Account, from which all ex-
penses of the Office are paid. Since becoming responsible for the audit of
the Custodian’s account in 1947, this Office has repeatedly drawn atten-
tion to this procedure because it is one which is not consistent with the
treatment of income arising from other assets vested in the Custodian.

From September 2, 1939 to December 31, 1964 the Custodian has
accumulated a surplus of $4,700,000—Ilargely invested in Government of
Canada bonds—in his Office Administration Account. On September 22,
1965 we suggested to the Deputy Minister of Finance that consideration
be given to whether the surplus cash resources being managed by the
Custodian should be transferred to the Consolidated Revenue Fund, with
the Custodian’s administrative expenses being provided in future by
parliamentary appropriation. Consideration was also invited to whether
the other cash resources might be managed more effectively if they were
held in an open account in the Consolidated Revenue Fund. We were
informed that the suggestions would be examined.

The following is a summary of the income and expense of the

_ Custodian for the year together thh comparable figures for the preced-

ing year:
Year ended December 31

1964 1963

Income—

Fees on assets released from admimstratmn e 10,000 $ 9,000
Interest'on investments .......... .0 . o 206,000 199,000
Interest on ‘bank deposits .. ... be. uleiiinaes 9,000 16,000

ikt 3 : ) 225,000 224,000

Expense—

Salariess, croviii 2. S Do e I A et 81,000 108,000
Ex gratia payment ......... i R T 5,000 —
Othéy: expen®iis .5 o, . Pd. SN INA G, O 12,000 11,000

98,000 119,000

G e, ook o - CO0RTES Je | houlgw yi $ 127,000 $ 105,000

The income from fees on assets released from administration did not

. increase. proportionately with the value of assets released during the

year, due to a comparatively large settlement having been made without
fee. The increase in interest on investments was due mainly to an
increase of $11,000 in net discounts on purchases and sales of bonds offset
by a reduction in interest earned for the year, whereas the decrease in
bank interest resulted from the outflow of cash from among the vested
assets as releases of assets from administration were effected. The de-
crease in salary costs resulted mainly from staff reductions that had been
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%ffected'. during the prior: year. The ex gratia payment was madée by
A)éec_utlve order, on the recommendation of the Department of External
airs, to the widow of a former diplomatic representative to Canada
whose assets of like value had been seized by the Custodian, liquidated,
and the proceeds transferred to the Minister of Finance for credit to the
War Claims Fund.

havﬂﬁﬁ respect to the fourth paragraph,‘ I believe I can say, Mr. Chairman, we
At the Sammag_ter under @15cuss1on now with the office of the Secretary of State.
tion be g e time you will note that we suggested to Mr. Bryce that considera-
CUStOdiargl Vin as to whether the surplus cash resources being managed by the
custodian’ S guh_ﬂ 'be tljansferred to t}.le conso_lidated revenue fund with the
Sropris ts a mlnlstr.atlve expenses being proylded in future by parliamentary
it ions. I believe he has these suggestions under examination. I do not
whether he has anything to add at this time. The custodian functions

under the Secretary of State.

mattMr. Bryce: I should say that I agree with the Auditor General on this

Worker. However, others are involved and we have not as yet got this thing

w ed out and settled. It is just one of those things which does not seem to be
gent, and most of what we do is.

th The CHATRMAN: There is one question I would lik

me year was decreased because there was a compar

ngevwnhout fee. What settlement was made without fee,
e?

e to ask. The income for
atively large settlement
and to whom was it

r the departmental officials would
obtain that and furnish the
I would not like to trust my

R Mr. Henperson: I do not know whethe

infoe tha't or not. I believe we would have to
rmation to the committee at the next meeting.

Memory on that.

i The CrATRMAN: Would you have
e was down considerably because there

0 ;
ut a fee. My question was: Why was it ma
Mmade to?

Mr. Bryce: This was in the custodian’s office.
The CratrMAN: Could you give the committee that information?

b Mr. Brycg: I am not sure whether it is proper for us to do that or the
ebartment of the Secretary of State. I think this is the sort of thing which is

T ;
€ally their responsibility.

e Mr. Henperson: We could as

mittee with that information, if you wish.

Mr. Lone: I think this was quite normal, and we took no exception to it.

Evl}ere was a custodian in another country involved. The settlement Wou_ld be
th1th the claimants to the assets, of course, and it is a questiop of knoyvmg if
€Y were charged for whatever administration there was during the time the

assets were held.
The CHATRMAN: The act says that a fee of 2p

that, Mr. Bryce? It is stated that the in-
was a large settlement made with-
de without a fee, and who was it

k the Secretary of State’s office to furnish the

er cent must be charged.
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Mr. HENDERSON: I recollect looking into it, but it seems to me that the
explanation had something to do with international relationships, or something
of that nature. However, since you asked the question, I am sure the Secretary
of State would wish to furnish the information you seek.

The CHAIRMAN: We will now proceed to paragraph 228:

228. Exchange Fund Account. The Exchange Fund Account, which
was originally established by the Exchange Fund Act, 1935, ¢.60, “to aid
in the control and protection of the external value of the Canadian
monetary unit”, and continued by the Foreign Exchange Control Act,
1946, ¢.53, now operates under Part III of the Currency, Mint and
Exchange Fund Act, R.S., ¢.315.

Pursuant to section 27 of the Currency, Mint and Exchange Fund
Act we have audited the Exchange Fund Account and the transactions in
connection therewith for the year ended December 31, 1964, and have
addressed a report thereon to the Minister of Finance. This section also
requires a certificate to be given annually to Parliament and I now
certify that, in my opinion, the transactions in connection with the
Account have been in accordance with the provisions of the Act and the
records of the Account show truly and clearly the state of the Account.

The following is a summary of the transactions in the Account for
the last two years:

Year ended December 31

1964 1963
Balanearat JaiGaryyd 93785 .6 8589, 0050 AR $ 2,751,594,000 $ 2,686,227,000
Deduct:
Paid into Consolidated Revenue Fund in
respect of previous year’s earnings .... 62,594,000 35,227,000

2,689,000,000 2,651,000,000

Add:

Al

Adydiices ety ok s e e E e gt 48,000,000 38,000,000

Earnings on investments (fo be paid into
the Consolidated Revenue Fund) .... 63,552,000 62,594,000

Balance at December 31 .................. $ 2,800,552,000 $ 2,751,594,000
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Year ended December 31

1964 1963
Represented by:
Canadian GoTlarsils.iiies i Lt il $ 1,241,000 $ 78,000
United States dollars and securities .... 1,705,869,000 1,898,188,000
International Monetary Fund note ...... 16,236,000 -
Coldydle. o't auloil 0 8 e 1,108,876,000 883,500,000
Suspense aceount .. ... il e L0 62,000 110,000

a 2,832,284,000 2,781,876,000
(S gl b CRAR G LS U i s Lt 8 oo 31,732,000 30,282,000

$ 2,800,552,000 $ 2,751,594,000

The United States dollar holdings were valued at $1.08108 (par) at
December 31, 1964 and as a result the surplus was $19,195,000 greater
than if the closing market rate of $1.07375 had been used.

In our 1964 Report we referred to our previous recommendation
with respect to the Exchange Fund Account and to the statement of the
Minister of Finance to the Public Accounts Committee on July 21, 1964.
The Public Accounts Committee made the following recommendation
(Appendix 1, item 23) in its Sixth Report 1964:

The Committee is glad to note that in future, commencing with
this year or as soon as the necessary parliamentary authority is
obtained, the annual balance of profit or loss arising from trading
operations and investment, including interest and discount on securi-
ties, trading profits and losses on purchases and sales of foreign
exchange, gold and securities, and the net valuation adjustments on
unmatched purchases or sales during the year, is to be transferred to
the Consolidate Revenue Fund.

The Committee approves of the Minister’s proposal that the
surplus of $30.3 million at December 31, 1963 be left in the fund to

serve as a reserve against any future revaluation losses.
The Committee understands the reluctance of the Minister to

decide today whether future profits or losses arising from changes in
erred to the Consolidated Revenue

exchange rates should be transf : '
of the possibility of these causing

Fund at each year-end because
serious distortions in the budgetary accounts. However, the Com-

mittee also noted the statement by the Auditor General that the
present surplus would be much larger had past exchange losses I?een
charged to expenditure as they occurred, and that a drop of as little
as two cents in value of the United States dollar can again cause the
Exchange Fund Account to go into a deficit position. It therefore
recommends that in the event the holdings of the Account drop in
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value by an amount sufficient to eliminate the above-mentioned
surplus and create a deficit in the Account, the Minister of Finance
of the day give immediate consideration to the elimination of the
deficit in order to maintain the full value of the advances made from
the Consolidated Revenue Fund to the Exchange Fund Account.

Parliamentary authority to transfer to the Consolidated Revenue
Fund the net profit arising from trading operations and investment, as
described in the Commiittee’s Sixth Report 1964 referred to above, was
not obtained during the year and accordingly the net profit on these
transactions in 1964 is reflected in the surplus of the Account which
increased by $1,450,000 from $30,282,000 at December 31, 1963 to $31,-
732,000 at December 31, 1964.

Mr. HENDERSON: This is the exchange fund account. As you will recall, this
was the subject of item 23 in the 1966 follow-up report. This is another matter
which Mr. Bryce discussed with you in 1964, at which time he submitted a
helpful statement prepared by the Minister of Finance at the request of the
committee.

You will recall the committee made the recommendation that in the event
the holdings of the account drop in value by an amount sufficient to eliminate
the surplus of $30.3 million at December 31, 1963 and thereby create a deficit in
the account, the Minister of Finance of the day give immediate consideration to
the elimination of the deficit in order to maintain the full value of the advances
made from the consolidated revenue fund to the exchange fund account.

In this paragraph you will see a summary of the position of the exchange
fund account. It is given at the bottom of page 195 with particulars given at the
top of page 196 as to what the fund is made up of. The members will note that
the surplus at December 31, 1964 has actually changed little from the $30.3
million figure which I gave you at December 31, 1963. Mr. Bryce may have
some comment to make here, but it will be noted that the holdings have
not dropped in value and, therefore, the problem which you posed has not
arisen.

The CHAIRMAN: Do you have any comment, Mr. Bryce? Mr. Balls, do you
have a comment?

Mr. BaLrs: I would like to speak to that. I understand that an appropriation
item will be proposed by the supplementary estimates of the Department of
Finance for this year which will provide authority for the transfer of profits for
1964 and subsequent years to the consolidated revenue fund. At the first
opportunity when the Currency, Mint and Exchange Fund Act is opened for
amendment, this provision will then be included in that statute.

The CHAIRMAN: We are ready to proceed with paragraph 234 on page 201:

234. Royal Canadian Mint stocks. The Royal Canadian Mint is a
branch of the Department of Finance and its revenue and expenditure
accordingly form part of, and are examined with, departmental revenue
and expenditure. However, section 20 of the Currency, Mint and Ex-
change Fund Act, R.S., c. 315, requires that “the Auditor General shall,
at least once in each year, inspect the store of bullion and coin at the
Mint”. We inspected these stores as at January 31, 1965 and reported



June 16, 1966 PUBLIC ACCOUNTS 799

thereon to the Deputy Minister of Finance. The stocks of bullion and
metals at cost, and coin at face value, held by the Mint at January 31,
1965 amounted to $16,946,000 comprising: gold $2,812,000, silver $13,-
272,000, bronze $723,000, nickel $93,000, and other metals $46,000.

5 Mr. HENDERSON: A paragraph on this subject is placed in each of my annual

cports, Mr. Chairman, in order to record how, under section 2, of the

Curr ency, Mint and Exchange Fund Act, I have inspected the storage of bullion
and coin at the mint,

& I might now refer to an item in appendix 1, Mr. Chairman, which is a

OW-up report having to do with assistance to the provinces:

19. ASSISTANCE TO PROVINCES BY THE ARMED FORCES IN CIVIL EMERGENCIES.

The Committee noted that certain provinces had not settled out-

standing accounts with the Department of National Defence relating

to assistance provided by the Armed Forces in civil emergencies in

prior years. It also noted that as the Department had not been suc-

cessful in collecting the accounts, they had been referred to the

Executive for direction but such direction had not as yet been re-

ceived. The Committee directed the Auditor General to inform it of

the final outcome of these matters.

Mr. Bryce was good enough to furnish me with some information on this
IélattEr by letter on June 6, at the time he was writing about the town of
fomocto loans. Would you care to advise the committee about that, Mr. Bryce?

Mr. Brycg: This is what I wrote to the Auditor General:

There is nothing further to report at this time as regards the
outstanding accounts owed by several provinces. The treasury board has
considered the matter on several occasions, but has not yet come to a
decision as to whether and how the accounts should be collected or
alternatively to recommend they be written off. The general policy of
federal assistance to provincial governments in dealing with disasters is
again under consideration as a result of the Red River flood, and it is
hoped that principles can be established that will lay down in advance
the nature and amount of such assistance under various circumstances.

onsideration will be given to these outstanding accounts in the light of

such principles.
It is terribly hard to work out a sensible set of rules to govern what help
We shoulq give in emergencies. We have a great deal of precedence, and they
€ Place under conditions where you cannot really foresee exactly what the
Scale ang nature of the damage involved is going to be. We have quite a number

of cases in the past to try to put into some recognizable pattern.
: € have hpad otccéasi}:)n tIc)) review this in connection with the flood of the.Red
Rlver this year and out of that we will, as the committee I am sure recognizes,
€ asking Parliament for authority to pay amounts to Manitoba to meet a share
the costs incurred in fighting the flood and making good the damage, as was
dMNounced some weeks ago at the time of the flood.
ti I hope we can get a policy which can be laid down in z—{dvance so that every
"Me a disaster like this occurs, we do not have to contrive some formula or
drangement which looks fair in the light of all the precedence. When we try to
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codify it we always run into difficulty. This is all background to say that when
we do that the treasury board thinks it will be in a better position to decide
what to do with these outstanding accounts.

The CHAIRMAN: I suppose you discussed this at your Dominion-Provincial
Conference. Is that the place where this would be discussed?

Mr. Bryce: Well, most of these are bilateral payments and problems. Many
of the provinces do not have any of these at all. I have forgotten the details of
this particular account, but there would be some virtue in dealing with it as a
general proposition, and if we can get a general formula I expect we would do
that.

The CHAIRMAN: In the meantime, we are helping our neighbours and are
being good samaritans.

Mr. BALLARD: Does this include such things as RCAF rescue missions? The
Manitoba flood is easy to define, but what about air force rescue searching, and
so on?

Mr. Bryce: I think a number of these relate to large forest fires. It is
mainly accounts with regard to Newfoundland and New Brunswick arising out
of forest fires.

The CHAIRMAN: This is another item, Mr. Ballard, which the members
should have thought about when we advanced that $8 million to Newfoundland
at the time it was being debated on the floor of the House a few weeks ago.

We will now proceed to item numbers 25 and 26, and ask Mr. Long to
speak to these.

25. PENSION INCREASED BY PAYMENT OF TWO SALARIES. The Committee
stated it expects to see suitable amending legislation introduced in
due course to protect the Public Service Superannuation Account
from excessive annuity charges and requested the Auditor General
to keep it fully informed.

26. RECIPROCAL TRANSFER AGREEMENTS FOR SUPERANNUATION BENEFITS.
The Committee suggested that when the Public Service Superan-
nuation Act is next amended a suitable amendment be introduced
which will provide for the disposition of any excess amounts of
contributions in reciprocal transfer cases.

Mr. LonG: The items under 25 and 26 have to do with the Public Service
Superannuation Act. We heard from Mr. Balls this morning that both of these, I
believe, have been fixed up in Bill C-193. Two items which have been covered
in that bill were positive changes in the act which dealt with the problems
referred to in tlge recommendations.

Do I understand correctly that item 25, namely pension increased by
payment of two salaries, is now left with the governor in council, and it does
not necessarily mean that there will not be two salaries considered for pension
purposes in future?

Mr. Baris: The clause of the bill, which is clause 19(4), introduces a new

section, namely 30(1)(1b), which provides amongst other things that the
governor in council will have power to determine the amount which should be
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deemed to be the salary of a person for the purposes of the Pubic Service

uperannuation Act. I think your interpretation, Mr. Long, is correct. The
governgr in council will determine what the salary will be in such cases when a
berson is in receipt of two salaries.

Mr. Long: The point I had was that the other recommendations of the
Committee have been positively dealt with, and what happened before cannot
%lappen again. In this particular case it might happen again, that is the governor
In council might approve a similar case.

L Mr. Baris: Tt would then be the approved salary for the purposes of the
ct,

Mr. Bryce: I would suggest, Mr. Chairman, that the governor in council

would be quite prepared to accept responsibility before this committee or the
Ouse for such a decision.

The CHATRMAN: We discussed item No. 27 this morning; it has been handled
at great length, but no decision reached.

Mr. BALLS: Mr. Chairman, there is one item which I would like to raise. In
the ninth report of the Committee, which was tabled in the House of Commons
on March 15, 1965, having to do with the recommendations of this committee
Tﬁgardjng the forum and content of Public Accounts, there was a recommenda-
tion to the effect that your committee further recommends that listings of the
traVelling expenses of employees in excess of $1,000 and payments to suppliers
40d contractors in excess of $100,000 be prepared annually for the information

the committee. There was a further communication from the then minister of

ﬁnanCe, Mr. Gordon, to Mr. Baldwin, who was then the Chairman of this
Committee, which included inter alia, in regard to education leave costs this:

Arrangements are being made for the Comptroller of thg Treasury to

prepare a statement of the full cost of educational leave dunr}g the ﬁ§cal

year 1963-64. This information will not have been assembled in sufficient

time for inclusion in Public Accounts and therefore a sep:arate paper

containing this information will be tabled before the Publ}c Accounts

ommittee, Consideration is to be given to the most appropriate method

of dealing with the problems of training costs,_h'avmg regard to t'he

future form of estimates and the desirability of giving greater authority

to the departments.

Subsequen’c to 1963-64 this information in regard to educatio.nal costs is in
the Public Accounts. However, in conformity with the requirements, Mr.
Chairman, of the report to the committee and the Minister’s undertaking, I have
here the statement and I wonder if I could present it to you. If it is your wish, I
€An see to it that there are sufficient copies of it for all members of the
Committee,

would like to add that while the original intent of the rec?mmendations of
the Public Accounts Committee was to save costs in the production of the Public
Accoun’cs and the printing of Public Accounts, the preparation of this does entail
Yery Substantial administrative costs in its production. We are happy to produce
%, but if, after having reviewed it, you feel it is no longer necessary, we can
Save g considerable amount of money by its discontinuance. I would ask Mr.
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Chairman, if the committee might give consideration to this to determine what
its requirements are. I estimate that we could save approximately $10,000.

The CHAIRMAN: Thank you, Mr. Balls. Rather than have it printed for each
member of the committee—it is quite elaborately done—I would suggest that any
member of the committee who wishes to see it can get it from our secretary,
who will keep a list of those who have it and its return.

Going on from there, the public accounts did recommend that we remove,
as you stated, those expenditures in travelling over $1,000, wages and so on. It
has been prepared in this form for the use of the committee to see. The
committee’s original idea was to cut it out of Public Accounts and, as I
understand it, there have been no inquiries from people asking why it was
deleted. Therefore, it has not been missed out of Public Accounts.

Mr. BaLLs: At the time these recommendations were acted upon I was
authorized by the Minister to say that if any requests for information are
received from members in regard to material that has been deleted from the
Public Accounts, we would arrange to make this available to members. I have
had no such requests in regard to any of the matters deleted from the Public
Accounts.

The CHAIRMAN: Is there any further discussion on this? I do not think the
committee want to go to the expense of $10,000 to prepare that list after we
decided originally to cut it out of Public Accounts.

Mr. Barrs: I could readily provide you with sufficient copies of that
particular document, Mr. Chairman, for distribution to the members if you
wish; they are ready.

Mr. BALLARD: I think we should accept that offer, Mr. Chairman.

The CHAIRMAN: If that can be done without too much cost or trouble, we
will request one for each member.

Please remember, gentlemen, that on Tuesday morning at 11 o’clock—with
particular interest to our western members—we will deal with the Department
of Agriculture, PFRA. I would ask that you pass the word along to all the
agricultural members to come and sit in, even though they are not members of
the committee.

The meeting is now adjourned.
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ORDER OF REFERENCE
Fripay, June 17, 1966.

Ordered,—That the name of Mr. Southam be substituted for that of Mr.
Omas (Middlesex West), on the Standing Committee on Public Accounts.

Attest,

LEON-J. RAYMOND,
The Clerk of the House.
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MINUTES OF PROCEEDINGS

TUESDAY, June 21, 1966.
(24)

The Standing Committee on Public Accounts met this day at 11:12 a.m. The

Chairman, Mr. A. D. Hales, presided.

Hal Members present: Messrs. Baldwin, Ballard, Bigg, Flemming, Gendron,
es, Leblanc (Laurier), Lefebvre, McLean (Cha'rlotte), Southam, Thomas

(Maisonneuve-Rosemont), Tucker (12).
Also present: Mr. Fane, M.P.

M In attendance: Mr. A. M. Henderson, Auditor General of Canada; and
essrs. Long, Stokes, Laroche, Sayers and Millward of the Auditor General’s

gtaff? Mr. S. C. Barry, Deputy Minister of Agriculture; Mr. W. R. Bird, Director,
rop Insurance; Mr. H. S. Riddell, Director, Prairie Farm Assistance Adminis-
ini jon; Mr.

tsra'%on; Mr. J. S. Parker, Director General, t
. B. Williams, Assistant Deputy Minister (Production and Marketing) and
Hamilton, Chief Com-

gl}ai}‘man, Agricultural Stabilization Board; Mr. F. F.
iy Beerd of Grain Commissioners; and Mr: W. J. MacLeod, Secretary to
e Board of Grain Commissioners.

s The Chairman welcomed Mr. Southam, rep
e st), to the Committee and Mr. Gérard Wolff, a sen
s Comptes of France with the Auditors General’s 0

agreement.

D The Chairman introduced Mr. Barry, Deputy Minister of Agriculture,

Gepgrtment of Agriculture officials and the Chief Commissioner of the Board of

Ara1.n Commissioners, who were examined on the following items from the
uditor General’s Reports, 1964 and 1965:

Para
LR Report} Prairie Farm Emergency Fund.

Paragraph 52, 1965 Report
ije Farm Rehabilitation Administration—

Paragraph 53, 1965 Report Prair :
Loss arising from delay 1n acceptance of offer

to purchase land.
ruction of potato

Paragraph 54, 1965 Report Losses on advances for const
warehouses.

lacing Mr. Thomas (Middlesex
jor officer from La Cour
ffice under an exchange

Par
agraph 121, 1964 Report 1 Agricultural Commodities Stabilization Account.

1P;aragraph 171, 1965 Report
aragraph 127, 1964 Report Suspense Accounts: P.F.R.A. Community Pas-
tures—-payments to municipalities.

Paragra
ph 162, 1964 Report | y Products Board.
Paragraph 212, 1965 Report Agrlcultural roducts Bo

805
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Paragraph 163, 1964 Report | Agricultural Stabilization Board (memorandum

to follow). (See Minutes of Proceedings and

Paragraph 213, 1965 Report Evidence, June 28, 1966, also Appendix “6’).
Contract Form of the Coopérative Fédérée de
Québec tabled as Exhibit XI.

Paragraph 165, 1964 Report | i i

Paragraph 215, 1965 Report | Board of Grain Commissioners for Canada.

Paragraph 166, 1964 Report | ;
Paragraph 216, 1965 Report Canadian Government Elevators.

At 1:05 p.m., the Committee adjourned to the call of the Chair.

J. H. Bennett,
Acting Clerk of the Committee.



EVIDENCE

(Recorded by Electronic Apparatus)
TUESDAY, June 21, 1966.

® (1112 am,)

De The CHATRMAN: Gentlemen, we have a quorum. Before we proceed with the
5 partmept of Agriculture, I would like to welcome Mr. Richard Southam to
whr Committee this morning who is replacing Mr. W. Thomas (Middlesex West)

0 1s absent for about ten days due to an international conference which he is
attending,

3 T am sure the members of the Committee will be interested to know that,
r_ompanying the members of the staff of the Auditor General, present today, is
. Gérarg Wolff, a senior officer of La Cour de Comptes, the court of Accounts
Tance. Mr. Wolff is spending six months with the Office of the Auditor
enera] in Canada under an exchange agreement made with the French Court
Ccounts last year. We welcome you, sir. Thank you.
2 Now gentlemen, will you turn to the 1965 Auditor General’s Report, page
Jbaragraph 52, which has to do with the Prairie Farm Emergency Fund. I

Will ask Mr. Henderson to introduce the subject.

52. Prairie Farm Emergency Fund. The deficit in the operations of this
$;1n during the year was $367,000 compared with deficits of $1,073,000 and
295,000 in 1964  and 1963,
The Fund operates as a special account within the Consolidated Revenue
Fung to record transactions under the Prairie Farm Assistance Act. R.S, c.213.
Oder the Act a levy of 1 per cent is imposed on the price of grain purchased
licensees under the Canada Grain Act and the moneys collected, which
totalleq $10,238,000 during the past year, are credited to the account. Awards
2 Made to eligible farmers in areas affected by crop failure in the provinces of
“nitoba, Saskatchewan and Alberta and the Peace River District of British
Col,umbia. During the year awards amounted to $10,605,000 and the $367,000 by
Which thege exceeded the revenue from the 1 per cent levy was charged to

ePartment of Agriculture Vote 75d. 1 ol
The Act i i to farmers where a general crop failure has
Occurreq, Thep;?j‘gf;iniszlszznfﬁat can normally be considered a general crop
failyre area is an entire township, but section 6(b) provides that a rectangular
lock of Sections, having an area of not less than one-third of a toquhlp, can
€ declareq eligik’)le for an award as though it were a complete township. Under
Section 6(a) additional sections of land that lie alongside of the boundary of an
eligiple township can be added to the township. It was the opinion of the
Puty Minister of Justice that a block of land which is eligible for an award
Under section 6(b) cannot be regarded as an eligible township for the purposes
. Making other sections of land having a side that lies along its boundz_iry
eligible for an award under section 6(a). Nevertheless, during the period
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December 1, 1964 to March 31, 1965 some $909,000 was paid to farmers in
respect of crop failures on land purportedly under section 6(a) by reason of
being alongside of a rectangular block of land eligible under section 6(b). These
payments were regularized by a dollar vote included in Appropriation Act No.
2, 1965, assented to April 3, 1965. The vote in question is Department of

Agriculture Vote 70d which declared that any block of land eligible for an.

award under section 6(b) was an eligible township for purposes of section 6(a)
and ratified any previous awards made on this basis.

No awards are made in respect of sections of land where the average yield
of wheat is 12 bushels or more per acre. However, a farmer occupying part of a
section of land is entitled to receive an award even though the yield on his land
exceeds 12 bushels per acre if the other occupant of this particular section has a
yield low enough to bring the average yield for the section below 12 bushels per
acre. Three cases were observed where farmers were paid $310, $135 and $44
where their yields were 13.5, 14.8 and 21 bushels per acre respectively. In
another township, which was eligible on the basis of wheat being the predomi-
nant crop, two cases were observed where awards were made to farmers who
had very successful harvests of coarse grains. One farmer harvested 2,700
bushels of oats on 100 acres and the other 3,600 bushels of rye on 180 acres.
Converted to a wheat-yield basis, the yield would be 13.5 and 26.6 bushels per
acre. These farmers were paid awards of $315 and $400 respectively.

Inspections of areas where general crop failures have occurred are made to
secure information from farmers to determine the actual yield of grain on each
parcel of land. This is recorded on a “cultivated acreage report” which is signed
by the farmer and the inspector. Two methods of verifying the information
given by a farmer are measurement of his grain bins and examination of his
Wheat Board permit book. Inspectors are required to measure bins and examine
permit books or explain why they have not done so on the cultivated acreage
reports. Our limited test revealed that Wheat Board permits were not examined
in all cases and the bins were not always measured. However, measurement of
the bins does not assure accuracy of the reports because wheat grown in one
year may be stored with wheat produced in a previous year or in bins located
outside the crop failure area. Furthermore, it is frequently impossible to
examine storage bins located in remote locations when country roads are
practically impassable due to inclement weather. As a result the inspector is
forced to rely on information given him by the farmer.

During the year a special branch was set up, with headquarters in Regina,
to make spot checks of selected areas. One of the reports of this special branch
concerned a suspected area in Alberta. The investigator reported that there
appeared to be no doubt the falsification of cultivated acreage reports was the
rule rather than the exception and that the elevator agents were also involved.
Quantities of wheat on hand, stated to have been produced in the previous year,
did not agree with grades of that year. Sales of grain were made in locations
other than the location shown on the permit books and there was also a strong
indication that considerable wheat had been sold to a feed processing plant.
There appeared to be no doubt that considerably more wheat had been
produced in 1964 than had been shown on the cultivated acreage reports.
Eleven townships were involved. No payments had been made in the area and
the municipalities had been requested to withdraw applications for awards.

(3
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The Commission of Inquiry established by Order in Council on December
21, 1963 to inquire into payments made under the Act, in its report of June 10,
1964, observed that the present system of processing cultivated acreage reports
through the employment of a large number of inspectors was both unnecessary
and expensive and did not assure accuracy. The Commission noted that new
permit books are issued at the end of each crop year and recommended that, as
a condition precedent to a farmer having a right to secure an award, he be
required to set forth in his permit book, at the time he receives it, a statement
of grain on his farm. The Commission also recommended that all farmers in an
area affected be required to complete cultivated acreage reports when a
municipality makes an application for assistance, so that it would not be
necessary for inspectors to secure these reports. In our opinion these two
recommendations require implementation.

Last year we noted that the Board of Review, established under the Act to
decide questions concerning eligibility for awards and other relevant matters,
did not maintain any minutes and, as a result, difficulty was experienced in
verifying certain awards under the Act. This condition still exists.

Since inception of the Act three townships have received crop failure
assistance in 24 out of 26 crop years and 30 surrounding townships were eligible
in 21 years of the same period. We again recommend that consideration be
given to the elimination from eligibility for awards, of marginal land on which
crop failures continuously occur from year to year, and also to the repeal of
section 7 of the Act which requires every award to be paid in the month of
December. It is impossible to comply with this section of the Act as most of the

awards cannot be paid until January or February.

Mr. A. M. HenpersonN (Auditor General of Canada): As most members
know, this Fund operates as a special account within the Consolidated Revenue
Fund. Under the P.F.A. Act a levy of 1 per cent is imposed on the purchase
Price of grain bought by licensees and the moneys collected are credited to the
account, Awards are then made to eligible farms in the areas affected by crop
failure in Manitoba, Saskatchewan and Alberta, and the Peace River District of

ritish Columbia.

In 1963 there was a deficit in this account of $7,295,000, in 1964 it was
$1,073,000 and in 1965 it was $367,000. You will remember that in December
1963 the Committee on Privileges and Elections in the House recommended the
appointment of a commission to enquire into payments made under the Act in
the 1962 crop year. The audit office had only been able to conduct a limited
€Xamination of the operations of this account for a number of years up to- 1963.
Our first report on the operations of the fund followed a test examination in the
fiscal years 1963-64 and the comments made in paragraph 46 of my 1964 report
and in paragraph 52 which you have before you, at page 24 of my 1965 report,
arise from our work during these two years.

. Mr. Chairman, if I may run over these two notes. very quickly, I yvill
Just mention the highlights of ten problems which they bring out and leave it to
Mr. Barry and his associates to discuss them in more detail and for you to read

them anq bring the questions out.
There are ten basic problems on which I would comment. The first has to

do with the fact that the Review Board has to decide eligibility of the farmer,
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but it keeps no minutes which would disclose its policy or the criteria of its
judgment. Consequently, it is difficult for us, as auditors, to verify the awards.

Secondly, there is the desirability of placing PFAA permanent staff
under the Civil Service Commission. You will probably recall that the Com-
mission of Inquiry expressed some views on the desirability of that and I do not
believe that this has been resolved yet, but no doubt Mr. Barry will have
something to tell you on that.

The third point I would mention is the question of payments of awards to
marginal townships. There are some cases given in the note.

The fourth point is the payment of awards to sections which are kitty
corner to each other, a policy which was only in effect for one year; 1962 was
the year.

The next has to do with an opinion given by the Deputy Minister of Justice
that a block of land eligible for award under section 6 (b) cannot be regarded
as an eligible township for purposes of making other sections of land, having a
side that lies along its boundary eligible for an award under section 6 (a).
Nevertheless, as I say in the note, approximately $909,000 was paid out, not-
withstanding this legal opinion.

The payments were, however, regularized by a dollar vote in Appropriation
Act No. 2, 1965 which I would suggest to you demonstrates the effective use of a
dollar vote to amend a statute, namely the Prairie Farm Administration Act.

Number six, is the difficulty of determining the accuracy of awards when it
comes to the substitution of coarse grain for wheat. There is nothing the matter
with that but coarse grain is not, in fact, measured whereas wheat is.

Number seven, I mention some instances where awards paid when yields
exceeded 12 bushels an acre, which is the limit.

Number eight deals with the difficulties of verifying yields on grains grown
adjacent to irrigated land.

Number nine, I might mention the fact that the administration set up a
special branch, with headquarters in Regina, to make certain spot checks in
selected areas. This was an excellent step and indicates how the agent in charge
was able to make good use of the administrative staff, local inspectors, et cetera.

And the final point, which is referred to again at the end of my 1965 note,
indicates how the P.F.A. Act cannot, in fact, be complied with so far as paying
awards by the end of December is concerned. They just cannot all be paid by
then and it is always January or February before payments are complete.

Perhaps Mr. Barry and his associates would care to pick it up from there,
Mr. Chairman.

The CHAIRM’.A‘;\I: Well, now gentlemen, I would like to introduce the
members of the Department of Agriculture who are with us this morning: Mr.
S. C. Barry, the Deputy Minister; Mr. W. R. Bird, Director of Crop Insurance;
Mr. H. S. Riddell, Director of Prairie Farm Assistance administration; Mr. J. S.
Parker, Director of Administration, and, from the Board of Grain Commis-
sioners, Mr. F. F. Hamilton, Mr. W. J. MacLeod, their secretary; and Mr. S. B.
Williams, Assistant Deputy Minister of Agriculture. Dr. Barry, would you like
to make some comments at this time?

(3
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Mr. S. C. Barry (Deputy Minister of Agriculture): If I may briefly, Mr.
Chairman, then I might call on my associates for some more comments and
detail. If I may, I will take the items in the order in which Mr. Henderson
mentioned them.

Mr. Henderson referred first to the fact that no minutes are kept by the
Board of Review of its decisions. This, sir, is factually correct in the sense that
no minutes are kept. The Board of Review has the responsibility, under the
Prairie Farm Assistance Act, to pass judgment on the eligibility or otherwise of
townships and to deal also with the eligibility of individuals where difficulties
arise and decisions have to be made.

Its decisions are recorded on the forms which are provided for the purpose.
With respect to each decision of the Board the Chairman signs the form which
is presented to the Board, listing the record of a township and the board’s
decision is recorded in that way. There is no explanation by way of minutes of
t_he reasons why the Board came to a decision with respect to these indivudual
items. The decision is recorded but not the reasons for it.

I would like to ask Mr. Riddell briefly to elaborate on the procedures
followed by the Board of Review in this connection but there is one point wich I
feel I should make. That is, that the Board of Review is a reasonably
autonomous body in that it is not subject to direction from the Director of the
Prairie Farm Assistance Administration, and the Board of Review make_s its
Oown decision on whether it keeps minutes. The Director is not able to give a
direction in this respect. I think that on two or three occasions it has been
raised with the Board but I understand the Board’s opinion has been that it
Tecords its decision and the chairman’s signature on the documents which are
bresened to it, with respect to eligibility or otherwise, and that this constitutes
their decision.

From that brief background Mr. Riddell might briefly elaborate a bit
more on the procedures of the Review Board.

Mr. H. S. RmoperL (Director, Prairie Farm Assistance Administration):
After the yields information is compiled in our office, as received from the ﬁgld,
this information is transcribed in what we call a “Ledger Yield Sheet” which
Shows the individual yields on each quarter section and each section of every
toWnship. There are 36 sections in a township. In each section the average yield
is caleulated on that section and it is also calculated on the township as a whole.
This information then is placed before the Board of Review on the ledger yield
Sheet and the Board of Review then decide on the eligibility, or otherwise, of
this township according to the yields that have been shown to them and
Computed by our staff. .

Supposing the township is not eligible but there is a block of sections In th'e
area, they decide how far the block shall extend. It is their decision and their
decision only. From time to time they call me in to their meeting and ask for
information and I may be asked for an opinion on various things, but they make
the decisions. Then they record it on the ledger yield sheet which is date.d and
Signed by the Chairman of the board and when we come to the blocks in the
township they indicate the number of sections included in the block, the
c""tegOI‘Y, and all pertinent information relative thereto.
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Now, when we deal with an individual case of a farmer who may be
appealing a decision of the administration regarding his eligibility, we provide
the Board with a summary of this farmer’s particular case as compiled from his
file. And the complete file, together with all correspondence, is submitted to the
Board and the Board consider it and they rule on its eligibility or ineligibility,
as the case may be. Their decision is final and is indicated by the Chairman’s
signature on each individual case.

The CHAIRMAN: Are there any questions?

Mr. Bice: I think this Act is principally in operation in western Canada. It
is not entirely an operation to know the difficulty in administering this Act. It is
almost impossible to administer it to the satisfaction of individual farmers. I
think an adequate system of crop insurance would be better. That is all I have
to say about that.

The CHAIRMAN: Any more questions?

Mr. SoutHAM: Mr. Chairman, as Mr. Bigg has said, anybody who is familiar
with the administration of this Act understands some of the problems in
connection with it, the pressures that are brought about by various climatic
situations in various areas, and so on. The Board of Review itself is not subject
to giving written reasons or statements concerning why they make certain
decisions. I wonder could this be changed as far as the Board of Review is
concerned, because if they would keep minutes of these decisions this would
help to clarify and maybe alleviate some of the criticism which has been
directed towards some of decisions that have been made. Has this ever been
attempted or is it contrary to the general administration of the Board of
Review?

Mr. Barry: In this case, sir, I speak from second hand and know only what
the officials have told me. I think the situation is that the Board of Review
makes the decision on the basis of information supplied to it by the administra-
tion of P.F.A.A. I think there probably have been times when the administra-
tion might have been happy to have had a minute from the Board of Review
which would have enabled them to explain the reasons for the decisions. The
Board, as I said earlier felt that it had discharged its obligation when it makes
its decision and records that decision by the Chairman’s signature on the report.

Mr. SoutHAM: Basically speaking, ninety-nine per cent of the decisions are
I think just and fair but there have been instances where there has been a
question raised and I would think that possibly there could be some little
change in the constitutional or statutory approach there.

Mr. BARRY: As it stands now, the administrative officers have to interpret,
to the individual concerned the reasons for the Board’s decision, which is not
always a very happy situation to be in.

Mr. SoutHAM: This is the point and I think this has been one of the
controversial areas that might be overcome if we did ask the Board of Review
to keep minutes and then, if they did have to refer back, they would have
something to support their decision.

The CHAIRMAN: Mr. Henderson, what are your observations on this state-
ment?

(3
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. Mr. HENDERSON: We make the point here, Mr. Chairman, for the informa-
tion of the House and the Committee, that we were unable to verify to any
degree the eligibility of the townships and the farmers because no minutes were
kept. As I said, the sort of minutes we are looking for would recite or deal with
the policies of this Review Board and the criteria of its judgment in much the
Same way as the minutes of the Service Pension Board, which we were
dlsgussing last week with the Department of National Defence, indicate what
their policy is, and from which we are able to form a better idea and to carry
out a complete audit. We also might be able to advise the Board of exceptional
Cases which, in fact, would help it or cause it to improve its administration.

I do not see why there has to be an exception in the case of the P.F.A. Act,
any more than there is for example in the case of the Canada Corporations Act
Or some of the other legislation. In short, Mr. Chairman, I wonder whether this
IS not a case where the Committee might care to recommend that some effort be
Made to keep minutes, if only to put down, as I say, the broad general policy or
the_criteria so that there would be some sort of record other than just the
decision of the committee in each case.

The CHAIRMAN: We will make note of that. I have one or two questions
here which I would like to ask. It says here that, during the year, Special

ul‘?nch was set up with headquarters in Regina. By whom was this branch set
p?

Mr. RmpELL: By the PFA administration, sir.

. The CHAIRMAN: Now, Mr. Henderson, you audit the books of this commis-
tS}ion’ where do you work from? Have you an officer in the west who audits out
ere?

Mr. HENDERSON: Yes, we have had an office for some years in Winnipeg,
Mr, Chairman. But rather more recently, in the last three years, we have
established one man who now has a junior assistant in Edmonton, and we have a
Man in Regina. It is as a result of these two small offices that we are able to do
8 more effective job on the Prairie Farm Administration Act records. The
'eason we had not done anything up to that time was that, as I say, we only

ad an office in Winnipeg and, in fact, that office consisted of only one man.

The CrARMAN: Do you feel that you are making a more effective audit
than yoy were previously?
Mr. HenpgRsoN: I think so, Mr. Chairman, and I would hope that the points
We bring out in the 1964-65 notes here will indicate that to the Committee.
The CHAmRMAN: And these recommendations made by the Commission of
Inquh‘y, Mr. Barry, are they being followed out?
I Mr. Barry: Well, sir, I think that one cannot be completely didactic on that.
n,s‘)me respects yes, and in some respects not yet. For example, the second
Doint that Mr. Henderson raised which was a specific recommendation of t_he
Oard of Inquiry that the staff of the PFAA be placed under the Civil Service
Ommission, has not been acted on because this requires an amendmept to the
Statu.te in order to do it. And this has not yet been done. It is not within our
Administrative authority to do it. It has to be done by statute.
the Mr. Soursam: If I may speak to the bringing of the PFAA staff under
he Civi Service, when I had the honour of being a member of this Committee a
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couple of years ago, this came under discussion and was a recommendation
then, I believe. Has this not been done because of the point Mr. Bigg brought
up, namely that we had hopes of bringing in crop insurance legislation which
would finally supersede PFA and it was therefore not considered necessary to
take this step at the present time, before viewing what progress crop insurance
policy might have in the west? Have you any comment to make on that?

Mr. BArry: Well, I think that the eventual decision concerning whether and
to wich extent crop insurance will replace PFA is still for the future. This has
still to be determined by experience and I would not have thought that an
expectation of crop insurance subsequently replacing PFA would be a factor
in the determination now of whether the staff should or should not be placed
under the Civil Service Commission. Again, though, I should say that this
specific recommendation, and indeed, many others involved in the recommenda-
tions of the Board and some points raised by the Auditor General, are only
capable of correction by amendments to the Act itself. This is something that
has not yet been done.

Mr. SoutHAM: Personally, Mr. Chairman, I was, at that time, in favour of
bringing the PFA staff under the Civil Service. I am still of that opinion. I do
feel that, irrespective of the progress of our crop insurance program, there is
still a need for PFA and will be for some time. In the meantime, I think your
staff under PFA administering this Act would feel more contented and free to
do a better job in the administration of the whole—

The CHAIRMAN: Mr. Southam, we will make a note of that. That might be a
recommendation of the Committee on Public Accounts.

Mr. BALLARD: Well, Mr. Chairman, I can agree with the Auditor General
that the lack of minutes does create a problem in the setting of standards from
his point of view, but I think that it goes a little further than that. The lack of
minutes prevents a Committee such as this, or some other Committee charged
wih the responsibility, of assuring itself that all appellants before the Board
are treated in an equitable way. We have no way of deciding whether everyone
who has made an appeal has been given the justice to which they are entitled,
and I think this is quite a shortcoming.

The other thing I object to very strongly is the fact that there appears to be
no appeal from the decision of this Board. I think this is just one more of many
boards and commissions, set up by various levels of government, from which
there is no appeal. I think this tends to abrogate the British system of justice
where there is an appeal from appointed boards. So often you run up against a
board which makes a decision and will not give you an answer on why they
made the decision nor will they give you the opportunity to argue that the
decision reached has been unjust in a particular case.

I think this type of board, which is an end of the road board, is increasing
in number and that we are getting away from the concept of assuring people
that they are being justly treated when they do come before these boards.

Mr. Bica: I was wondering whether one of the officials would tell us, if they
have any breakdown, where most of these complaints come from. My point is
that this board is continually reviewing literally hundreds of cases. Now what is
it the farmers are complaining about? I understand the very great difficulties
you have of giving so-called justice under this Act, because this Act just does
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not work. But, in so far as it does work, and in so far as the farmers expect to
be reimbursed for crop failure out of a combined fund of their own and the
public treasury, is there a breakdown at all into the kind of complaints they
have? Because I think if we did that, we could amend the act more efficiently
and that if we had this type of information before the House, we could
Tecommend to Parliament.

Mr. Bagry: Mr. Chairman, I wonder if I might deal with the point Mr.
Ballard raised, as well as the point Mr. Bigg has just raised? If I might refer
briefly to the Act itself, it is section 4 of the Act which establishes the Board
and says what its responsibilities are.

The Board basically does two things; it reviews the information with
Tespect to yields in a township and determines the eligiblity of a township for
P.F.A. awards. This is a straightforward thing, and indeed I would not be of the
Opinion that minutes in this respect would serve any great purpose because the
data is all there. It shows the yields in each section of the township which is

hfen either eligible or not eligible and the Board so records its decision. I do not
think that, in this respect, the lack of minutes is a serious matter.

The second responsibility of the Board is to decide any question concerning
‘ghe eligibility of any farmer or a class of farmers. This then gets dowp to
Individual cases and I feel that, as I judge to be the opinion of the Committee
In this respect a minute of the Board, stating its reasons for its decision, would
Certainly be helpful to the administration too.

Then, finally—and this deals with Mr. Ballard’s point—the Act says: “the
decision of the majority of the members of the Board constitutes a decision of
e Board”—and finally, “any decision of determination of the Board is final.
his is the way the statute now stands. If there were to be provision for appeal
Such as a court of appeal or some form of personal representation this, again,

Would require some amendment in the Act as it now stands. :
More specifically, with respect to Mr. Bigg’s question concerning the type of

frf)_peals, and so forth, I think I might refer this to Mr. Riddell, if you do not
ind.

Mr, RippeLL: Well, one of the areas where we receive a lo’g of complaints
from farmers is from areas we have gone into and made inspections due to the
fact that the municipality has applied for inspection. Then we get to the ec}ge of

at area, particularly that edge of the area where they are found to be eligible.

e get a lot of complaints there, Mr. Chairman, from farmers who do not get
Paid, complaining that the other farmers did get paid, and they did not, and his
€rop was better than theirs. :

We also get complaints on what we call a 12 plus section for which, when
the average yield of a section of land is found to be 12 bushels of_ wheat or the
®quivalent thereto, nobody gets paid on that section. We run into problems

€re of farmers unloading wheat. Then again, in the area of hail storms, we get
% 1.0t of complaints on the edge of hail storms where farmers are completely
ailed out and have no crop and the man on the edge of the hail storm may
ave a fairly good crop and he will get paid at the same rate of pay.
W, I think these are pretty well the areas from where we get the complaints.
€ do get 0odd complaints from farmers who think they should have got a higher
aw.ard» but not so much as from those complaining because the other fellow got
baid ang they did not and they felt the other fellows crop was just as good.
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The CHAIRMAN: Well, now I do not wish to cut off discussion.

Mr. B1cc: Mr. Chairman, another point, if I may. Now, you fellows are all
here now and we are the parliamentarians and, as you all know, sometimes
there is not good liaison. You may feel that we are being critical when we ask
that a farmer’s case be brought forward and so forth.

Are there any suggestions you people could make to improve the act so that
we can give you parliamentary sanction for breaking some of these bottlenecks.
For instance, it is well known that if a farmer does not touch a township he
does not get paid but he has to pay the levy and it is impossible for him to ever
benefit under PFA and yet he is taxed. Now this is one of the things I am sure
that many farmers, particularly in my district where there are scattered farms,
feel this is a great injustice.

The CHAIRMAN: Mr. Riddell, or Mr. Barry have you any observations on
that?

Mr. RippeLL: I will let Mr. Barry reply.

Mr. Barry: Well this, of course, is a fact of life as far as PFA is
concerned. Every western grain producer delivering grain has to pay the levy
and there are wide areas of the prairie provinces which very seldom receive
awards and this is a continuing fact. Nevertheless, the original concept of PFA
was that this was the base of its establishment, that there was to be a fund built
up, through this levy, which was to be used to compensate people in years of
disaster or semi-disaster. This is just the system; that is all I can say about it.
PFA has never been regarded as crop insurance. PFA has been regarded,
historically, more as a semi-welfare operation with the funds for it provided,
theoretically, by the levy against all grains, but indeed, historically they have
amounted to only about half of the total amounts which have been paid in
awards.

The CHAIRMAN: I would like to interject here. You mention welfare.
According to the Auditor General’s report, some of the welfare went to people
who should not have got it. It says here:

One of the reports of this special branch concerns a suspected area in
Alberta. The investigator reported that there appeared to be no doubt
that falsifications of cultivated acreage reports was the rule rather than
the exception, and the elevator agents were also involved.

Now, as the Public Accounts Committee, this is the section in which we are
interested. We have heard of the operation of the PFA and of the ground
work, but the responsibility for checking the authenticity of this is ours.

I know there=is a member in our midst this morning whose area was
concerned in this and if Mr. Payne wishes to make any brief statement here
about this, he is at liberty to do so. He is not a member of the Committee but,

as you know, anybody attending Committees is at liberty to take part in
everything but voting.

Mr. FANE: Thank you, Mr. Chairman, the name is Fane.

The CHAIRMAN: Fane. I am sorry, I said “Payne”; I was thinking of the
former member Bill Payne.
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Mr. FANE: The area mostly in question does happen to be in the constituen-
¢y which I have the honour to represent. I may say that those people who were
excluded, notwithstanding the many meetings I had with the Minister, the
Director Mr. Bird, and even one meeting with the Board of Review, still contend
that the cut off of the award from them was not right. They say that something
has happened somewhere and that the information they gave was not consid-
ered as correct. It has naturally been proven to the Board and the director who
have shown me where the information they have is correct, according to the
figures they have been able to work out.

I have told all those people that they have lost out on any award. And
do not ever let anybody think this is an award to which the people are not
entitled when they get prairie farm assistance, because they do pay in one per
cent of all the returns they get from the grain sold to the Canadian Wheat

oard. Our western grain must be sold through the Canadian Wheat Board.

It is not looked upon as a welfare or a relief program, I can assure
you. It is looked upon as a right because they pay for it. Some of those people,
(_iid give wrong information, there is no question about that, but it certainly
mposes great hardship on the people adjoining a block which was
eligible. I have a great many people whose C.A.R., cultivated acreage report
Carried the correct information to the last bushel. They get excluded because
Somebody else guessed wrongly on the measurements or did not give the proper
Information to the inspectors. Perhaps there is a lot of misrepresentation by
Some of the farmers but the majority of them are honest.

But there is something more. Mr. Barry, I think, remarked about the blocks
Which are eligible. They are 12 sections in a rectangular block and, at the
Moment, they are not allowed to be kitty-cornered to another section. I t‘hlnk

at is a mistake because, no matter how it is organized, drought, hail or
Srasshoppers, or what have you, do not conform to rectangular blocks. Perhaps
18 not the place to say that, but it has to be said everywhere and all these
Calamities do not come in rectangular or square blocks. Bglieye me that makes a

ifference to the people who are just across the township line in a _6( b) area
Or if they happen to be kitty corner. If anybody is makin_g represeptatm_ns about
Prairie farm assistance, things like that should be taken into cpn51derat}on. And
L, When crop insurance becomes an accomplished fact, and if there is still a
Place for PFA, then the block should be made smaller. ;

Of ¢ 1d have said that in the agricultural meeting but I was ngt
there; 1 ?Alrlz::eﬁgtsi};?\:litid. I feel that the director and the Board of Review did
everYthing possible, within the act, to see that justice was done.

The CHARMAN: Thank you. Any further discussion on this? We will move

Mr. Barrarp: Mr. Fane got into the question of rectangular calamities
°°Curring on the prairie. I was going to ask Mr. Barry if, in his opinion, it was
€ intention of the act as it was originally conceived, to pay bonuses to farms
Where the vield was greater than 12 bushels to the acre. I notice that in some
Places here, for example, that farms which had a yield of 26 bushels to the acre
Were stil] eligible, under the act, for bonuses. I suspect the act spells out that
€Y are eligible but Mr. Barry, do you think it was the intention of the act as

°riginally passed that this should oceur?
246249
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Mr. BARRY: The way this works, sir, and this, again, is specifically provided
for in the act, that for a township which is the starting point to be eligible for
P.F.A. awards the average yield of wheat in that township must be under 8
bushels per acre. If the yield in the township is under 8 bushels per acre, then
any section in that township which has yields of under 12 bushels is also
eligible. Even though a township is eligible, if there is a section in that township
where the yield on that section has been over 12 bushels, that section is not
eligible.

Where the point has arisen to which you refer and to which Mr. Henderson
also referred in his report and in his summary, is that there are circumstances
in which you will have two or maybe three farmers on a section. One of the
farmers on that section may have a yield of over 12 bushels but if the average
yield on that section is under 12 then all farmers on that section are eligible
whether or not their individual yields were over 12 bushels. This is specifically
provided for in the statute. This is our bench mark. This is what we must do.

Mr. BALLARD: Well, that leads to another question, Mr. Chairman, instead of
working on averages and on large blocks of land, Mr. Barry, would it not be
possible to handle this type of thing, on an individual farm basis?

Mr. BARrY: There is the basic difference in concept between P.F.A. and crop
insurance. Crop insurance works on an individual farm basis. P.F.A., in its
inception and since, has always been regarded as a vehicle to provide assistance
to broad areas of land which have suffered crop failures. This has always been
the concept of P.F.A. This is why it starts with the township.

Mr. BALLARD: Would we be destroying the concept of P.F.A. if we did
handle it on an individual farm basis rather than an area basis?

Mr. BARRY: In my judgment yes. This is the area of crop insurance.

The CHAIRMAN: Any further questions? Just two questions in closing, Mr.
Barry, who is responsible for signing the cultivated acreage reports?

Mr. BARRY: Mr. Riddell will answer.

Mr. RipperL: The farmer signs the cultivated acreage report. He also
certifies as to its correctness and then our inspector also signs it and certifies
that, in his belief, it is reasonably correct.

The CHAIRMAN: Does the Chairman?

Mr. RippELL: No, the Chairman does not sign each individual cultivated
acreage report, only when it is referred to the Board of Review as an individual
appeal and then they put the decision on it. Then, and only then, does the
chairman of the Board sign it.

The CHAIRMAN: When it goes te the board of appeal, only the chairman
signs it?

Mr. RippELL: The Board of Review do not see each individual claim when
they are dealing with the township. They just see the ledger yield sheet, which
is the summary of the township. That is all the board sees.

The CHAIRMAN: And only the chairman signs it?

Mr. RippELL: He signs the summary.
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The CHAIRMAN: Well this would appear to be a bit of a loophole, I wogld
think. Is there an assistant or a vice-chairman, so that two people could sign
that?

Mr. RIppELL: You mean, Mr. Chairman, that the chairman should sign each
individual cultivated acreage sheet?

The CHAIRMAN: No. No. The one that he does sign should be co-signed by
two people rather than just by the chairman.

Mr. BARRY: The point which the chairman raises is one gf some validity.
The signature of the Chairman indicates that this is the decision pf_ the Board
and yet we have no minute of the Board to record that this is the decision.

The CHAIRMAN: This is the point.

Mr. BARRY: We go on the assumption that the Chairman only signs when
the Board decides, and I think this, in actual fact, is so. I imagine that each case
is dealt with by the Board and the chairman then signs it. It is not recorded as a
decision of the Board, as such. The Chairman’s signature is taken to mean that
this is the decision of the Board.

The CHAIRMAN: We may recommend in this regard. We will discuss it
further. Just one question and then we will move on to the next one. Are these
inspectors paid by the day or by the number of calls they make?

Mr. RIDDELL: They are paid on a per diem basis.

The CHATRMAN: Did you ever give any thought to paying them on the basis
of the calls they make?

Mr. RippeLL: It would be a difficult thing to do and I do not think we would
8et nearly the same type of work as we do from them because some inspectors
Would be inclined to take a considerable number of reports in a day, in a short
Space of time, and I think the per diem basis is the better method.

The CHAIRMAN: Page 26, item 53. We would like to finish this by noon, if
Possible; still T do not want to curtail discussion, so make your questions as
bointed and as concise as you can.

53. Loss arising from delay in acceptance of offer to purchase _la'r.Ld. Early in
1962 the Prairie Farm Rehabilitation Administration opened negot1at1ons‘ for the
Purchase of certain properties required in connection with the construction of a
Water reservoir in Saskatchewan. One of the owners concerned offered to achpt
the sum of $10,750, in full and final settlement for his property, on the condition

at payment be made on or before October 31, 1962. :

The offer was forwarded to P.F.R.A. headquarters in Reglpa on May 29,
1962 and was sent to Ottawa on July 31, 1962. Order in Council PC 1962-2/
%336 of September 27, 1962 authorized acquisition of the property involved but
1t was not until late in October that a solicitor in the Province of Sa_skatchewan
Was appointed to handle the conveyance. On November’ 3, 1962 solicitors for the
landowner advised that, because the condition set out in the Offer to Sell as to
time of payment had not been complied with, the offer had been thhdravsm.

Since the land in question was essential to the water st_oragg project, the
Department of Agriculture undertook expropriation proceedl_ngs in 1964. Set-

€ment was then made with the landowner for $16,000,. an increase of $5,250
Over the amount agreed upon prior to withdrawal of the original offer.
2462493



820 PUBLIC ACCOUNTS June 21, 1966

Mr. HENDERSON: Paragraph 53 has to do with the loss arising from the
delay in acceptance of offer to purchase land. It will be seen from this note that
due to a delay in the processing of an order in council authorizing acquisition of
the property involved, the solicitors for the landowner who was willing to sell,
withdrew his offer. The only course left open to the Department of Agriculture
was to undertake expropriation proceedings with the result that the landowner
received $16,000 for the land in question instead of the price of $10,750 which
he had agreed to accept providing payment was made by the date he had
stipulated, namely October 31st.

The CHAIRMAN: Mr. Barry, whom do you wish to answer? I think the
question the Committee would like to know is why it took five months to close
the deal.

Mr. BArrY: Well, there was a delay in actually securing concurrence of the
offer and I suppose several interests were involved in this delay. But I think
that there is one point I would like to make in connection with this particular
item.

This had to do with the project of the Avonlea dam in southern Regina in
Saskatchewan. The offer of the party in question was not an offer of outright
sale, it was an offer for an easement for the flooding of the dam. The owner
attached one condition to the easement and I am sure that all members of the
committee realize the difference between easement and outright purchase. The
easement gives us the right to flood the land up to the level of the easement
which is secured and, when the water is not flooded to that level, the owner
would have the right to use the land for grazing or for whatever purpose he
wished.

The owner attached one condition for this easement and that was that we
would guarantee him a supply of water in perpetuity for his whole farm. This
was a questionable request and this particular request indeed did lead to some
delay in dealing with the matter. In any event, in the outcome the offer of
easement was not taken up before the expiry date and subsequently we
purchased the land under expropriation, with the difference in the financial cost,
as the Auditor General has noted. But I do wish to stress that the offer of the
owner was for an easement, which did not give us ownership and that the final
action was actual possession of the land and ownership.

The CHAIRMAN: We are running into differences of opinion here. The
Auditor General says one thing in this paragraph and Mr. Barry says another,
the Committee are in between.

Mr. HENDERSON: Mr. Chairman, the point is that the note here was shown to
the Department and, as I understand it, confirmed by them to us that it was an
offer to sell, that ke agreed to accept a sum, as we stated, of $10,750 in final
settlement on condition payment was made by October 31, 1962. Do I under-
stand Mr. Barry to say that is not true?

Mr. BARRY: His offer was for an easement for a right of way and, sir, I
would like to say at this point that we could pass this over and just call to Mr.
Henderson’s attention the word “fault”. We should have done this, because the
difference in the two transactions was quite clear.

The CHAIRMAN: I think what the Committee is concerned about here is that
we do not want to waste time on paragraphs in the Auditor General’s Report
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unless they are A-1 and authentic. The Committee will rule on whether or not
they want to make this a recommendation. As I understand it, the Auditor
General, before he prints his report, submits to the department concerned what
he is going to put in his report. Therefore, I would think the Department of
{\griculture would have read this over and said, “Well, now wait a minute, this
Just does not seem to be correct in view of the fact that you have not stated in
there that there are certain circumstances connected with this, such as the
€asement and the right of water to be supplied over a period of years”’, all of
Which throws a little different light on the matter.

Mr. LEFEBVRE: Does it really make any difference whether it was .for an
€asement or to purchase? We still lost $5,000 on the deal. Why should it tak_e
longer to have an easement than to purchase? I cannot see what the difficulty is
on that,

Mr. HENDERSON: Mr. Chairman, if I might just answer Mr. Lefebvre, I
Presume Mr. Barry’s point was that investigating an easement is likely to take
longer than considering an offer to purchase. I can only say in regard to the
Correctness of the facts that I have here in my hand a copy of my letter to Mr.

arry of November 15th, 1965 enclosing a copy of this audit observation,
together with six others, asking if he could advise me of any comments he could
Make on these paragraphs before they went forward to the printers. And on
Ovember 22nd a reply was received from Mr. S. J. Chagnpn, Acting Deputy
inister of the Department, commenting on the seven in question.

Mr. Chagnon had no comment in regard to loss in delay of acceptance of
offer to purchase land, his concluding paragraph in his letter simply reading: “I
aVe no comments in respect of the remaining subjects covered in your letter”,
V:hich led me to believe that the facts contained in this audit note were as
Stated,

The CHAIRMAN: Then the Committee can only handle this as it appears in
the Auditor General’s report as presented to us here this morning. Unless the
department has any other comments on it we must deal with it as it is here

€cause you were given the opportunity to correct it, if it was incorrect, and
¥ou did not correct it.

Mr. Bagry: I would like, if I may, to record my apologies to the Committee
and to the Auditor General for the fact that we did not pick it up when it was
Teferred to us.

The CrarrmaN: I sincerely hope this will be the case with all departments.
We have been running into this a few times, not too often.

Mr. HENDERSON': Very seldom, I think.
The CrAIRMAN: Very seldom.
Mr. HenpERsON: If I may say so, very seldom actually.

Mr. SourHaM: Well, Mr. Chairman, this might help to clarify this problem.

I come from an area of Saskatchewan where PFRA has been applied to the

deVeloping of dams, and I am quite familiar with what has actually happened
€re,

When 2 application comes in to our PFRA engineers in Regina to look over

2 certain area and they agree to developing a dam, naturally, there is a certain
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amount of interest on behalf of the individual who is going to be affected by
this inundation and so on. But as I understand, from the application of the Act,
it is the responsibility of the municipality within the area of the proposed dam
to approach the individuals who will be directly affected and obtain their
agrement regarding the cost of the easement. Is that not right, Mr. Barry?

Mr. BArryY: Not in every case, sir. There are occasions when PFRA will
build a water project where the right of way is supplied by the municipality.
There are other cases where PFRA supplies the right of way and takes
responsibility for the negotiation for the purchase. In this case, the responsibili-
ty for negotiation for purchase or for easement of land to be flooded, was done
by PFRA alone.

Mr. SouTHAM: The experiences I had were that it was usually the
municipality.

Mr. BARRY: In some cases the municipality prepares the right of way for
small projects.

Mr. SoutHAM: The point there is that where it takes the responsibility off
PFRA, local elected municipal officials themselves have a deep responsibility in
seeing that justice is done and they, through their good offices, persuade these
people directly affected, to be reasonable about these prices and, when they
make an agreement, to stick to it.

I think in one or two cases in my area an agreement was made with PFRA.
There was no increased cost to PFRA for getting these easements but there may
have been some adjustments between the municipal officials and the farmer
himself.

Mr. BARRY: This applies in several small water projects where the munici-
pality does supply the right of way.

The CHAIRMAN: I think we will move on. Mr. Barry, is there any specific
reason why this was held up for five months and cost the taxpayers of Canada
$5,250? Is there any reason that you could give for this?

Mr. BARRY: It was a combination of circumstances.
The CHAIRMAN: Right. The next one is paragraph 54.

54, Loss on adwvances for comstruction of potato warehouses. Order in
Council P.C. 2017 of April 20, 1950 authorizes the Minister of Agriculture to
grant financial assistance to co-operative associations for the construction of
potato warehouses. The regulations governing the grants require co-operative
associations applying for assistance to assume not less than one-quarter of the
cost of construction, the province to pay the remainder. Following construction
of a warehouse, the federal Government reimburses one-half of the amount
paid by a province. One-half of the subsidy received by a co-operative
association is required to be repaid by a volume levy on all potatoes and other
produce handled by the warehouse.

It has not been the practice to protect the recoverable portion of a subsidy
by means of a mortgage on the warehouse and two cases were noted where
amounts required to be repaid by co-operative associations will not be recov-
ered.

In 1960 the Province of Saskatchewan paid $75,728 to a co-operative
association for construction of a potato warehouse and in 1962 the federal
government paid $37,864 to the Province as its share of the subsidy.
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The manager of this co-operative association was also the manager of a
nearby family-owned potato chipping plant. A member of the family was on the
board of directors of the co-operative association and it soon became apparent
that the warehouse was being run solely for the needs of the chipping plant. In
1960, 1.5 million pounds of potatoes in storage were not offered for sale even
though wholesalers in the three northern cities of the Province were buying
Potatoes in Alberta and Manitoba. It was the opinion of the trade that all the
Potatoes could have been sold on the commercial market. Some of the potatoes
Wf{re stored in a special insulated bin and, in order to condition them for
Ch}pping, the temperature in this bin was raised. However, the heat loss from
this bin penetrated the other bins of the warehouse. Advice from many sources
on the necessity of marketing the potatoes was ignored and $50,000 worth of
Potatoes were allowed to rot in the warehouse.

The chipping plant did not prosper and went into liquidation owing the
Co-operative association some $12,000. To finance its operations the co-operative
association then borrowed $40,000 from a loan company and gave as security a

r'st mortgage on the potato warehouse.

. The losses incurred on the 1960 potato crop deterred growers and by 1962
it was evident that the warehouse could not operate economically. In 1964 the
Mortgage was allowed to sell the warehouse. No amount was received on
account of the levy on the volume of the produce handled while-the warehouse
Was in operation and it now appears that neither the provincial nor federal
governments will recover any part of the $18,932 due to each.

In the second case, a co-operative association received $26,930 from the

rovince of British Columbia to assist in the construction of a potato warehouse
and in 1960 the federal Government reimbursed the Province one-half of the
Subsidy which it had paid. After a year’s operation the co-operative association
Was dissolved while still owing $2,890 to the contractor who had built the ware-
Ouse and a further sum of $3,178 to a member who had advanced this sum to
€ co-operative association. Both amounts were secured by mqrtgages anq Whe‘n
foreclosure proceedings were commenced the Province of British Columbia paid
Off the mortgages and rented the warehouse. The provincial Government. is
Dresently negotiating the sale of the warehouse for $10,000 and, after deducting
the $6,068 paid on the mortgages, will divide the remainder equally between
€ two governments. The federal Government will then have received only
$3,497 ang therefore will lose $3,236 of the recoverable portion of the subsidy.
In our opinion, consideration should be given to taking security, in the' form
Of a first mortgage ‘on each warehouse or in some other form, for that portion of
€ subsidy recoverable by the provincial and federal governments.

Mr. Henperson: This note explains how it has not been the practice to
Protect the recoverable portion of a subsidy by means of a mortgage on the
Warehouse and, in the course of our work, two cases were note:d where
amountg required to be paid by co-operative associations are not going to be
Tecovereq,
th The circumstances of the two cas
hat, at the close, we recommend consideration b
. € form of g first mortgage, perhaps, on each ware
o that portion of the subsidy recoverable by th

es are set out on page 27. You will notice
e given to taking security in
house or in some other form
e provincial and federal
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governments. I would hope the Committee might endorse our recommendation
in this respect, subject to Mr Barry’s comments.

The CHAIRMAN: Perhaps, Mr. Barry, you could answer the last paragraph
in the Auditor General’s report on page 27 which begins: “In our opinion
consideration should be given to taking security in the form of a first mort-
gage...” Could you enlarge on that and tell the Committee whether or not it
has been implemented.

Mr. BARRY: Mr. Chairman, we are in complete agreement with the sugges-
tion of the Auditor General that we should have some better form of security
on these grants which, in effect, are loans for half the amount of the grant.

This, indeed, we are trying to develop. A first mortgage does present some
problems. The basic premise of this operation is that a co-operative organiza-
tion, building a potato warehouse, puts up 25 per cent of the cost and the other
75 per cent is given to it in a grant equally by the province and the federal
government. Often the co-operative, in securing its 25 per cent of the cost, will
have to take a first mortgage for that amount, which somewhat complicates a
first mortgage on behalf of the two governments.

I would like to assure the Committee that we are trying to develop now a
means under which we can have greater security of our equity than we have at
the moment. Indeed, this is not a current issue because these grants have been
discontinued since 1964, and I think they may be renewed.

The CHAIRMAN: Page 118.

171. Agricultural Commodities Stabilization Account. The operations
of the Agricultural Stabilization Board during the year 1964-65 resulted
in a loss of $61,500,000. This loss, together with a balance of loss of
$2,555,000 brought forward from the previous year, was met to the
extent of $57,118,000 by funds provided by Department of Agriculture
Vote 80d, Appropriation Act No. 2, 1965, and to the extent of $5,619,000
by major services provided without charge by government departments
(see paragraph 213). The balance of the loss amounting to $1,318,000
remains as a charge to the Agricultural Commodities Stabilization Ac-
count and is included in the balance of $23,152,000 at March 31, 1965.
This amount appears as a current asset item (see paragraph 145)
although to the extent of $1,318,000 it represents a loss which must
eventually be written off to expenditure (see also paragraph 140).

Mr. HENDERSON: This covers paragraph 171 of my 1965 report and it
updates this particular situation. You will notice that the operations of the
Stabilization Board during 1964-65 resulted in the lost of $613 million compared
with a loss of $134,287,000 the previous year.

We shall be discussing this very shortly under another paragraph heading
but, right here, it is explained in this note how the loss for that year was met
and how the balance of the loss not absorbed was carried again, at the close of
the fiscal year, as a current asset item on the statement of assets and liabilities,
although I would point out to the members that it represented a loss which must
eventually be written off to expenditure.

Perhaps I can remind you of our discussion last week with the Department
of Finance when we were questioning what is an asset. I do not know whether

o
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there is much point in taking time to discuss this, Mr. Chairman, unless
members have any questions.

The CHAIRMAN: No questions?

Mr. LeBranc (Laurier): Could you tell us whether the balance sheet is
consistent with what the Department of Finance told us last week? In all our
accounts we have current assets which are expenditures in both the departments.

Mr. HENDERSON: They are of a deferred nature which they are going to
Wwrite off or which they do not want to lose track of, so they categorize them as
assets. I think that is the point you are making. Would Mr. Long care to add
anything to this?

Mr. LonG: I was going to say, Mr. Leblanc, there are not that many of
them. There are a few accounts in that category but, generally speaking, there
are not that many which are being called assets. Any which we notice, we
certainly draw attention to.

Mr. B1icc: I am not an accountant but it seems to me that this is a problem
of finance, and so long as the Auditor General is satisfied that the public purse
IS not suffering by this, it does not really matter whether they are shown as an
asset or liability, so far as this committee is concerned.

Mr. HENDERSON: Unless you are interested in the correctness of the budget
fieﬁcit at the end of the year, Mr, Bigg, it does not matter at all. You either write
I off or you treat it as an asset.

Mr. Bica: Well, I think we are definitely interested in the accuracy also. On
the other hand, if it is something which cannot be altered by merely transfer-
Ting from one account to the other. I think our job is to plug any leaks from the
bPublic purse, rather than to ride herd on you and your accountants.

Mr. HENDERSON: Would you not agree that you are also interested in seeing
that you are being given effective and fair disclosure; that the taxpayers of the
Country are being given the facts in terms of effective disclosure in the accounts
and that items which are questionable assets should perhaps be brought to
attention? Would you not concede that?

Mr. Bica: Yes.

Mr. HEnDERSON: Then, if I may suggest, I think that answers the point. It is
Dot easy to look ahead and be right all the time and the department, quite
Raturally, is going to have to carry some of these items on the short term and
also, as we saw last week, on the long term.

Mr. Barnagrp: This is the sort of presentation which put the Atlantic
Acceptance Corporation into so much difficulty, namely, showing losses as assets
“{hen, in fact, they were not. In the basic concept, from an accountant’s point of
View, as soon as a loss is recognized it must be reported as such, and this is the
Whole point,

{ What the Auditor General is saying is that these are really losses and this

'S the way they should be presented on the Public Accounts. They should not be

: OWn as assets unless you expect to realize something from them and actually

sﬁilsli? something from them outside of government sources or government
ies.

The CrarMAN: That is a point well put.
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Mr. BicG: The point is well taken. If we are doing something which is not
acceptable to chartered accountants, let us do it the way it should be done.

Mr. HENDERSON: That is all I am speaking to. I am your auditor, Mr. Bigg,
and nothing else.

The CHAIRMAN: All right. A good note for recommendation. Page 172,
paragraph 212.

212. Agricultural Products Board. This Board operates under the authority
of the Agricultural Products Board Act, R.S., ¢.4, and consists of a chairman and
two members appointed by the Governor in Council. The Act empowers the
Board, under the direction of the Minister of Agriculture and subject to
approval of the Governor in Council, to buy, sell, or import, and to store
transport or process agricultural products. The Agricultural Products Board
Account was established in the Consolidated Revenue Fund in accordance with
section 5 of the Act and all financial transactions of the Board are recorded in
this Account. The Board’s activities are administered by personnel of the
Department of Agriculture and the members of the Board also serve on the
Agricultural Stabilization Board.

In response to the recommendation of the Public Accounts Committee in its
Fifth Report 1961, overall financial statements, including the estimated cost of
major services provided without charge by government departments, were
prepared by the Agricultural Products Board. These have been examined and
certified by us and are to be found in the Public Accounts (Volume II, pages
1.36 to 1.38).

The proprietary equity of the Government of Canada at the year-end was
represented by inventories, at cost, consisting of: 3,735,000 pounds of dry skim
milk valued at $473,000; and 229,000 dozen whole eggs and 177,000 pounds of
dried eggs valued at $274,000.

A summary of the results of operations for the years ended March 31, 1965
and 1964 follows:

Year ended March 31

1965 1964
Sales=DrysKisvmilics . 50 Sk W APBENNA LEET J 0L 4 $ 2,505,000 $ 2,088,000
Cost of sales—
T (o e W § L MCTE St Y N s ERUSEL S s 453,000 1,195,000
Purcheses’ .ot skwnnl i kit in R b e Bl 3,026,000 2,240,000
e e e LR AR 36,000 78,000
s S A e e et Sl et e S b e e 35,000 —

3,550,000 3,513,000
Leésss Imventory; March 31 0%, vuili stk isen Fosis 747,000 453,000

2,803,000 3,060,000
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Neislossonteales o.ols saiag S sdissnllAPR il odo 298,000 972,000
Freight, cartage, handling .........cceoeveeneeneenes 2,000 32,000

Estimated cost of major services provided without
charge by government departments:

Interestion working eapital s 2050 50, GV 0 . 39,000 82,000

o3 ik e () 0 SR LIl RO LR BT I 5,000 5,000
Accounting and cheque iSSUE . ........cooneannnes 2,000 2,000
46,000 89,000

b T R P T e T cg R AR S RS $ 346,000 $ 1,093,000

The loss for the year was met to the extent of $300,000 by funds provided
by Department of Agriculture Vote 85d, and to the extent of $46,000 by major
Services provided without charge by government departments.

Only two agricultural products, first grade dry skim milk and grade A eggs,
Were purchased during the year. The Board purchased 25,340,000 pounds of dry
Skim milk, at eleven cents per pound, from exporters and resold the product, at
a'lower price, to the same exporters without taking possession. Payment of the
differential of four cents per pound on 1,408,000 pounds and one cent per pound
on 23,932,000 pounds, aggregating $296,000, was made to the relative exporters
On presentation of export documents. The Board’s stock of dry skim milk
declined by 119,000 pounds which was sold to the Department of External

ffairs for donations to other countries. The eggs were acquired as part of the
orld Food Program and none were sold.

Mr. HENDERSON: You will see here that the Agricultural Product Board
Oberates under the authority of its own act and consists of a chairman and two
Members appointed by the governor in council. The Board buys, sells, imports,
Stores, transports and processes agricultural products. The account was estab-

shed in the Consolidated Revenue Fund and all of its financial transactions are
Tecorded in this account.

Members of the Committee will be pleased to note how, in response to a

Teécommendation by this Committee in its Fifth Report, 1961, overall financial

Statements are now being prepared and these include all of the estimated costs
of : : : : charge by government departments in the

Mr. Barry: We have no particular comment, sir.
The CHARMAN: Any questions? If not, I have one here. My question is in
last paragraph where it states:

The Board purchased 25,340,000 pounds of dry skim milk at eleven
cents per pound from exporters and resold the product at a lower price

to the same exporters without even taking possession.
on. I think the Committee

the

- No doubt there is a reason for that transacti
ould be interested in the reason.
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Mr. BARRY: May I refer to Mr. Williams.

Mr. S. B. WiLL1aMs (Assistant Deputy Minister, Production and Market-
ing): Under our various support programs, one of the methods whereby prices:
are supported in Canada is by export assistance. That is to say, the board, either
the Agricultural Product Board or the Agricultural Stablization Board, depend-
ing under which act the program is brought into force, is authorized to sell the
product at a lower price than it paid for it, to sell it into export only.

The reason why the Board handles it this way is a matter of economy and
of maintaining competition on export markets. Were we to take possession of
the product we would have to insist that it be packed and then stored in
standard containers of some sort. By our following what we call our plan “A’”
and our plan “B” in respect to this, under our plan A we do take possession of a
product and re-sell it. But if an exporter has a market for which he wishes to
use and continue to develop his own brand or his own particular packaging, we
will buy it from him and re-sell it to him immediately, and this is the device, in
fact, that is used in order to pay the export assistance. Cheese, going to the
United Kingdom, for example, has been assisted by the Agricultural Stabliza-
tion Board for a good many years.

The amount of assistance depends upon market conditions and on the
authority under which the board is operating at that time. The device used is
for the board to purchase from the manufacturer and sell back to him
immediately, at the purchase price less the amount of export assistance.

The CHAIRMAN: Could you have stored that product and made the four
cents profit yourself?

Mr. WiLLiaMs: It was not a four cents profit, it was a four cents loss.

The CHAIRMAN: Loss, yes that is right; I was looking at it backwards. What
if it was the other way round, do you do that?

Mr. WiLLiaMs: Yes, we have made profit. I must say the times we operate
at a profit are, however, much less frequent than the times we operate at a loss,
sir. But we have made profit on powder which we have purchased and then
stored for some time and the market has risen. However, as I say, that is the
exception rather than the rule.

Mr. BALDWIN: I suppose this is, in effect, a four cent subsidy disguised
under the form of a purchase and a sale. Am I correct?

Mr. WiLLiaMs: That is the legal device which, is used, yes sir.

Mr. BALDWIN: Maybe I should not be saying this but has this anything to do
with our obligations under GATT? Is this one of the difficulties we face? Have
we limitations o our right to subsidize for export?

Mr. WiLLiams: In applying this subsidization for export, we endeavour to
make sure that we are not conflicting with commercial markets in a way that
would get us in trouble with our GATT associates. But, as Mr. Baldwin has said,
Mr. Chairman, this is just the device used to provide an export subsidy;
purchase and resale is the amount of the subsidy.

The CHAIRMAN: Paragraph 213.

213. Agricultural Stabilization Board. The Agricultural Stabilization Board
was established by the Agricultural Stabilization Act, 1957-58, c. 22, and has the
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ze§§9n51b111‘§y for‘ stabiliziqg prices of agricultural commodities at levels bearing
o Ir:r frel.a‘uonsh1p to their cost of prqdpction. Stabilizing measures take the
e of either the purchase o.f commod}tles at prescribed prices, or payment to
b ]l31cer§1 of amounts by whlch.prescrlbeo} prices exceed those determined by
vy 3ar to be the average prices at which commodities are currently being
P ,thr %asir}‘lents to processors for the. })eneﬁt of producers. Pursuant to the
“Cor;sol }ed gricultural Commodities Stabilization Account was established in the
adrnin'l tatefl Revenue Fund .and finances the activities of the Board, except for
Driatiolrslsratlve expenses which are met through annual parliamentary appro-

91 8The proprietary equity of the Government of Canada at the year-end of
ot ?4,000 was represented by inventories, at estimated market value, consist-
g of 44,555,000 pounds of butter, $21,961,000, and 3,650,000 pounds of pork,

$1,102,000, offset in part by advances from customers and accounts payble

aggregating $1,229,000.

4 bFor a number of years the Board experienced a mounting surplus in stocks
HOWutter since very little opportunity was found for substantial export sales.
bR ever, durmg 1964 generally poor production conditions prevailed in Europe.
1962215 thus possible to dispose of the residual stocks accumulated from 1958 to

B to the extent that the inventory of butter decreased by 102.2 million

nds from the 146.7 million pounds held on March 31, 1964.
4 The. results of the Board’s activities for the year ended March 31, 1965 are
SUmmarized as follows:

Trading operations—

Cost of products sold L. ...uuieeisvoeein $92,799,000
Revenue from sales ... ...coeeeesosnss 80,622,000
Net 1oss On SAles o .o ceeeeenesses 12,177,000
Cost of products destroyed by fire .... 87,000
Net loss on trading operations . ... $12,264,000
—by commodities—
Sales Cost of Sales Net loss
Sler. . o o $71,633,000 $83,111,000 $11,478,000
- W 193,000 273,000 80,000
Chiseser O, 2l SBE VELR 8,796,000 9,502,000 706,000
$80,622,000 $92,886,000 $12,264,000
Denk: | TR T,
®ficiency payments—
T R SV e i SO AT 986,000
T B e SR DI T 553,000
SOUT CREITIES .. v sesersamsosonsonsossnnnssss 300,000
Oy PSS S R WP e D 1,000

i s 1,840,000
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Payments for stabilization of prices—

Butterfat content of milk and cream .......... 35,497,000
Milk used for cheddar cheese ................ 4,339,000
Dried casein and caseinates .................. 1,941,000
_ 41,777,000
Estimated cost of major services provided without
charge by government departments—
Interest on working capital .................. 4,815,000
ISR At ION. 5 T p vt - Sinmtad &8t a4 B s 564,000
Aveoanding’ 5. SIS ARSI IR, Y 3 182,000
Aecomimodation I, il t OV I B aP VIR L 33,000
Contribution to Public Service Superannuation
et 7 R R R e e O TR 16,000
Carrying of frapfked Taanlts, '3, 0 TN 7,000
Employee surgical-medical insurance premiums 1,000
Employee compensation payments ............ 1,000
e 5,619,000
NS OIS SEe Eler W e e S St e e $61,500,000

The loss for the year together with the balance of loss of $2,555,000 brought
forward from the previous year was met to the extent of $57,118,000 by funds
provided by Department of Agriculture Vote 80d, and to the extent of $5,-
619,000 by major services provided without charge by government depart-
ments. The balance of the loss, $1,318,000, was deducted from the proprietary
equity of the Government of Canada on the balance sheet of the Board.

During the year, two fires occurred in warehouses containing Board
products and losses of butter valued at $23,000, and pork valued at $64,000,
were charged to trading operations.

Toward the close of the year, the Board received reports of thefts involving
64,000 pounds of butter valued at $33,000 stored in warehouses located in the
Province of Quebec. The Board obtained a legal opinion to the effect that under
circumstances of forcible entry, the warehouse proprietors would not be liable.
This loss will be written off as a charge to operations in the ensuing year.

Mr. HENDERSON: The Agricultural Stabilization Board has the responsibilty
for stabilizing prices of agricultural commodities at levels bearing a fair
relationship to their cost of production. These measures take the form of either
the purchase of, commodities at prescribed prices or payment to producers of
amounts by which prescribed prices exceed those determined by the Board to
be the average prices at which the commodities are currently being sold or
payment to processors for the benefit of producers.

Like the Agricultural Products Board account, the Stabilization account
was established in the Consolidated Revenue Fund and it finances the activities
of the board except for administrative expenses which are met through annual
parliamentary appropriations.

Again, you will be interested to note that this board maintains its accounts
and prepares its statements in the manner recommended by this Committee it

}
'
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%ﬁGl. M)f office examines the statements and we certify them for inclusion in
e Public Accounts in the normal way.

self-"rhe lossejs from ﬁ.re, referred to, are included in the statement of losses,
A insured, included in _the Public Accounts for 1964-65 for the first time in
g B?’ear, at the §uggest1on of this Committee. You may also care to question
ik arry regarding the comments made at the bottom of page 174 about the
0ss of butter stores.

apprlc\)/irédWILLIAMS: The situation here is that the board stores butter at various
Lo :varehouses arounq the couptry. We do not enter into a firm contract
Setent (‘:hs orage but we speplfy certain terms and conditions of our own and we
o e terms and conditions the warehouse puts out as standard for the
ince. These are generally governed by provincial legislation.
boargve lcliave been storing butter across Canagig sipce 1948 under a previous
5 e 111.1 under the current Agricultural Stabilization Bqard. During the year
beia d§ lon there was, I believe, a total of three thefts at different locations. The
rd instituted action to recover the loss due to theft.

" The CHAIRMAN: May we interject as we go along,
Y where these three thefts occurred?

a1 of four thefts covered by this particular
e firm of John Little Cartage of Montreal,
olen. The value of that, has
The other thefts were from
d fils Limitée, La

Mr. Williams? Would you

itemMor. WirLLiams: There were a tot
Wher.- ne was from a cartage firm, th
o e a truck was hijacked and the contents were st
Ver recovered because it was covered by insurance.
. mette et fils of St. Agapit, Quebec; O. Couture an
rantaye, Quebec, and Weedon Creamery, Weedon, Quebec.
g 'lt;he Board entered a claim against these warehouses for the losses occa-
tiVee by these thefts. We received communications from the legal representa-
thefst of the firms in question that they were not responsible for loss due to
g if there was forceable entry. We sought a legal opinion from our
enfal‘tmentall solicitor which confirmed that this was correct. The Board then
ered a minute and wrote off the loss.
the However, in order to protect themselves in future, we have required, for
£ current year, that all storage houses sign an agreement with the Board
eeing that they will protect and indemnify the Board against losses of Board

Stocks incurred by theft regardless of the manner of the theft.
Apparently the question turns on whether or not there is proven forcea-
i ndertaken of all these and, in all cases,

b

ﬁe entry. We had police investigations u

no?;y reported forceable entry. The legal opinion we received was that we could
claim against these people.

The CHAIRMAN: h ords, you h
Was stolen. : In other w 5~

Mr. WirLiams: That is correct.
An hon. MemBER: The butter.
The CHATRMAN: The butter.

fore Mr. Bice: Are these losses only re
u teable entry? What were the circums
€r missing?

ave locked the door after the horse

vealed on stock taking, even after
tances under which they found the
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Mr. WiLLiaMs: In all cases there was evidence of break-in and entry; the
police reported immediately and it was reported to us immediately as a direct
theft.

Mr. Bica: Which is the reason why this turns up as a stock shortage at the
end of the year. That puts a little different light on the case at the bottom of
page 174.

The CHAIRMAN: Could you give the Committee the number of pounds of
butter that were stolen from each of those three places?

Mr. WiLriams: In the first case, that is the cartage company, it was 11,088
pounds. The first storage was 18,704 pounds, the second, 18,144 pounds, the
third case, 16,520 pounds.

The CHAIRMAN: Mr. Flemming, you had a question.

Mr. FLEMMING: My question to Mr. Williams was that since the first loss
was covered by insurance, did the Board consider that they might insure against
theft all butter put into storage?

Mr. WiLLiamMs: This was covered by insurance, Mr. Flemming, because it
was in transit in a public carrier and the legislation in that province is such that
they had to carry insurance.

The Board has considered the question of insuring stocks in storage and has
taken the position that, in accordance with normal government policy, we did
not insure holdings. We can obtain insured storage but, in assessing the cost of
this, it was considered that it would not be a worthwhile measure.

Mr. BALpwiIN: I suppose, Mr. Williams, the fact is that under the provincial
factors act or whatever legislation it is, that if there is theft which indicates
forceable entry, then there is no liability on the warehouseman.

Mr. WiLLIAMS: That is correct. But the statement we have from our legal
adviser reads:
The warehouseman, in the care of the goods stored with him, would
be bound to exercise ordinary care and prudence or the care that a
prudent man under like circumstances would exercise for the preserva-
tion and protection of his own goods. He his not the insurer of his
customer’s goods. The warehouseman must prove that in storing the
goods he exercises reasonable and proper care and diligence, both as to
the place in which they are stored and the manner in which they are
cared for. That is to say, it is incumbent upon the warehouseman, under
such circumstances, to affirmatively prove exercise of prudent care and
diligence. Having done this to the satisfaction of the court, he would
escape liability.
In this case, if it were shown that the goods were stolen by forceable
entry, it would seem to me that the warehouseman would escape liability.

Mr. BAaLpwiIN: In the other case, the theft took place while the goods
were in transit and, consequently, the carrier would be responsible under the
terms of provincial legislation and you recovered, in that case.

Mr. WiLriams: That is correct.
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Mr. BaLpwiN: Now, what you have, as I understand it, and I think it is
an important point, is an undertaking in the form of legal guarantee of re-
sponsibility over and above the responsibility which falls under the pro-
vincial statutes. So that if in the future, there is theft involving forceable
entry, your warehouseman will then reimburse the Board for the amount of the
loss. Is that correct?

Mr. WiLLtams: Yes, sir.

Mr. McLEAN (Charlotte): Mr. Chairman, I would like to ask if you
now have to pay extra for the privilege of having the goods insured by the
warehouse?

Mr. WiLLiaMsS: Yes.

Mr. Barry: Every warehouse will insure for the customer, at a higher
storage rate and as, Mr. Williams said, the calculation of the board was that
the cost of the additional storage would be greater than the probable loss.

Mr. McLEAN (Charlotte): This could have been done before?
Mr. BAgrrY: Oh, yes.

Mr. McLEAN (Charlotte): But, under mistaken conditions, you thought
that it was insured.

Mr. WiLLiaMs: If I could make that clear, sir. It is only in the province of
Quebec that we are not insured against theft, under normal policies of insur-
ance, because of differences in provincial legislation.

We have no insurance for fire on any of our products anywhere in Canada.
This is all an extra cost item under all types of warehousing, as I undersand it,
Particularly cold storage warehousing. 3

Mr. McLEAN (Charlotte): Did you know the difference between the legis-
lation in Quebec and the other provinces?

Mr. WiLLiams: I did not, sir.

Mr. SoutHaM: I am referring to a lower town fire, now, Mr. Williams. Is the
government taking steps to provide protection for the board in this respect?

Mr. WiLriams: No, sir.
Mr. SouTHAM: You are still carrying the risk?
Mr. wirLiams: That is right, sir.

Mr. FLEMMING: I only want to ask a question of Mr. Williams or Mr. Barry.
Have they ever considered dealing with butter on the same basis as a deficiency
bPayment rather than to put it into storage, and let the producers of the local
People handle all of this and make a deficiency payment the same as they do on
€ggs and pork, I believe. I wonder if that has ever been considered by the

epartment?

Mr. WiLriamMms: It has been considered on numerous occasions, Mr. Flem-
ming. The difficulty here lies in the very highly seasonal nature of our butter
broduction. We produce better than 70 per cent of our butter during about five
months of the year. Were the Board not to physically intervene in the market

Y taking this off and storing it, it is considered that the price would drop to a
Very low level, particularly in years when we were in a very, very heavy
24624—3
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surplus position. At the present time that argument is not as strong as it was
previously, but I think it still holds. For example, during this month, we will
consume about 30 million pounds of butter and will produce somewhere in the
neighbourhood of 55 million pounds. Unless someone takes that off the market
and agrees to store it, we will be back to where the price would drop very
significantly and possibly speculators would be able to cash in on it during the
winter months. Because somebody would have to store it and take it off the
market. It would not enter into consumption because of the very unequal
production pattern.

e (12.30 p.m.)

The CHAIRMAN: I wonder if I could ask a question here following Mr.
MacLean’s question. You have a Department of Justice in the Department
of Agriculture?

Mr.WiLLiams: We have a solicitor seconded to us from the Department of
Juscice.

The CHAIRMAN: You entered into an agreement to store butter in the
province of Quebec?

Mr.WiLLiaMs: That is correct.

The CHAIRMAN: You did this without consulting your legal department?

Mr. WiLLiaMms: I am afraid I could not answer that question.

The CrAIRMAN: Could somebody in the department answer that for us?
Your administrator?

Mr. Barry: No, I doubt if Mr. Parker could, sir. I think the fact simply is
that we stored butter in Quebec as we do in every province, under warehouse
receipts.

The CHAIRMAN: Is it not a fact that if you had consulted with your justice

department, they would have informed you that the regulations in Quebec
were different from those of other provinces of Canada?

Mr. BARRY: Yes.

The CHAIRMAN: Therefore, you failed to contact your justice department
before you stored the butter in Quebec. Then you have no contract signed. That
is right?

Mr. WiLriams: That is correct. We have a non-negotiable warehouse
receipt from every warehouse.

The CHAIRMAN: You mean that you store butter in a warehouse without
any contract with that warehousesowner?

Mr. WiLLiams: That is correct.

Mr. BicG: The contract is supplied by the one who trades, I suppose, and he
is responsible.

The CHAIRMAN: Do you not have inspectors who go around to these
warehouses periodically?

Mr. WiLLiams: Yes, on the average, each of these warehouses is inspected
for temperature, quality of the product we have stored and other factors about
once a month.
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The CHAIRMAN: When did your inspectors visit these places? Can you give
us a record of the dates of their visits and the dates on which the goods were
stolen?

Mr. WiLrLtams: I cannot give it to you here. I can report on it, however.

The CuAIRMAN: I think we would like to have that. If you have inspectors
going to these warehouses—although the thefts could have occurred between
their visits—I think it would be wise to know of their visits and the dates.

Mr. FLEMMING: Were those responsible for these thefts ever brought before
the courts?

Mr. WiLLiams: I cannot answer for all the cases offhand, but certainly in
one of the cases the people were apprehended and are serving a sentence at the
present time. Investigations in respect of at least one of these are still
continuing. We have the police reports in each case.

The CHAIRMAN: Would your inspectors or anybody in the department look
at these warehouses before you put the butter in to examine them for,
cleanliness, temperature, whether they have a burglar control system, or
anything like that?

Mr. WirLiams: They are all inspected prior to any butter being stored in
them, and must meet a series of conditions before they can be officially
de51gnated as what we call an approved warehouse. We will only accept butter
for purchase when it is stored in an approved warehouse.

The CHAIRMAN: Well this involved a loss of $33,000 to the taxpayers of
Canada and the Committee is concerned about it. Are there any further
questions?

; Mr. SoutTHAM: Mr. Chairman, you mention a loss of $33,000 but I was more
Interested in these two fire losses, which amounted to $100,000 in one year. This
could recur in the future. Does the department anticipate taking any steps to
brotect themselves against fire loss because a loss amounting to one hundred
thousand dollars in one year is quite possible.

Mr. WiLriams: Based on the assessment by the Board on this matter, its
decision was that the added cost of storage occasioned by paying a storage rate
to cover fire losses would not be commensurate with the possible losses. This
Was a judgment decision on the part of the board.

Mr. SoutHaM: Have they considered the possibility of entering into some
agreement with the warehouse people themselves to provide proper compensa-
tion to them, and of they, themselves, providing fire protection?

Mr. WiLriaMs: This is what was being considered. They charge a dlfferen-
tial rate if they provide the insurance coverage.

Mr. McLEAN (Charlotte): Mr. Chairman, I would like to ask if there is any
regular check made on these warehouses? In New Jersey they had a $150
million loss in oil; when they looked for the oil it was gone. In this case, the
burglars apparently took only a certain amount, but there might have been an
inventory loss.

Mr. WirLiams: The inspectors make periodic but not regular visits. I do not
mean to imply they call monthly on a fixed date. One of their functions is to
check the quantities of butter in storage at that time. }

24624—33



836 PUBLIC ACCOUNTS June 21, 1966

Mr. McLEaN (Charlotte): You have records on these checks in the
department?

Mr. WiLLiams: Yes. The inspectors of the dairy products division report to
their division of visits to warehouses.

Mr. McLeEaN (Charlotte): If we asked for the checks on these individual
warehouses where the losses occurred, could we get them? -

Mr. WiLriamMs: I am not sure what you mean by “checks”, sir. We will have
a record of the matter.

Mr. McLEAN (Charlotte): You would have a record, would you not, if the
inspector goes in, makes a check and says there is so much butter in storage in
that warehouse at a certain time?

Mr. WiLLiamMs: We would not have that type of report.

Mr. BARRY: I think there is one point I might interject here, Mr. Chairman.
As T understand it, when a warehouse issues a warehouse receipt for a given
quantity of goods, it is legally liable to deliver those goods back to the customer,
unless something such as theft or fire occurs.

Mr. McLEAN (Charlotte): It happened in New Jersey where the American
Express Company lost $80 million.

The CHAIRMAN: The Department of Defence Production had a little experi-
ence on drums of uranium. On delivery they were found to be filled with sand
and the goods were not there. So there are always angles to be watched.

Mr. LELaNc: When the inspectors visit these warehouses, do they actually
make physical counts of the butter stored there?

Mr. WiLriaMms: No, sir.

Mr. LEBLANC: They never do? You just assume that your quantity of butter
is still the same all through?

Mr. WiLriaMs: We hold the plant responsible and we have always been
able to collect in any case where there has been a shortage. There sometimes
are shortages and we have always been able to have the plant make that good
at that time. Butter turns over fairly quickly now, sir.

Mr. LEBLANC: How did you find those shortages then?

Mr. WiLLIAMS: These particular shortages? They were reported through the
police immediately.

Mr. LEBLANC: That was on account of theft, but I am referring to other
shortages not attributable to theft. Would you have a shortage of butter at any

time without theft?

Mr. WiLLiaMs: Sometimes, yes. We do our bookkeeping on what we call a
carload butt basis. We only purchase and sell butter by carloads. At the present
time, of course, it is turning over in less than a year approximately, on the
average. When the butter is ordered out of storage, it is ordered out by a
carload lot and that carload is weighed. It is identified and every box is branded
against this carload. If the count or the weight for that carload is incorrect then
the warehouseman has to make up the deficiency.
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Mr. BAupwin: Mr. Chairman, I think we all applaud the alertness of the
Auditor General in discovering this. The note is made and I think we must
appreciate the fact that the board has now taken steps to prevent a recurrence.
I think we should not let this pass without commenting on the fact that, on the
plus side, this very large quantity of butter has been stored over a very long
period of time with this very small loss in this case. I think this is a matter we
should comment upon.

But there is a further aspect on which I would like to ask a question. Are
the warehouse people who store this butter under any form of bond or is there
any sort of provincial guarantee? I am thinking that your warehouse receipts
are, of course, only as good as the financial stability of the people who issue
them. Do you find it essential or have you ever thought it necessary to make
checks, from time to time, on the responsibility of these people? A loss being
sustained, under a bankruptcy procedure might be quite a lot more substantial
than that of a fire or theft. Or have you certain priorities under your warehouse
receipts to cover bankurptcy involving a warehouse where your butter was
stored?

Mr. WiLriams: Well, I think that in so far as the bankruptcy angle is
concerned, it is not their butter at all, it is our butter. I do not believe it would
be considered as their assets were they to go into bankruptcy. We have had at
least one case, that I can recall, where a firm went bankrupt and it did not
affect our holdings in any way whatsoever. We took the butter out of storage, I
believe, and moved it to another storage because we knew they no longer
continued as a cold storage, but I am not absolutely certain of the fact.

Mr. BALDWIN: Well that is subject to the fact that the butter is there
pursuant to the warehouse receipt. If the butter was not there, then, of course, it
would actually be a loss. Maybe this is, as Mr. Speaker .Would say, a very
hypothetical case. I just pose it as a possibility that you might, because of the
incidence of bankruptcies, find it essential from time to time to check regarding
the financial responsibility of the people with whom the butter is stored.

The CHAIRMAN: Mr. Henderson, I think, has an observation to make.

Mr. HENDERSON: Mr. Chairman, we are drawing most of our information
here, as you know, from the 1965 report, but if you were to turn to the 1964 one
you would have observed that this Board had a fire loss in that year of over $5
million arising from another fire at a warehouse, which is charged to trading
operations in that year.

It was because of the size of this particular loss in 1964 that we ourselves
raised with the department the question of fire insu.rance and, realizing that it is
the policy of the federal government to be a self'-ms‘urer, we suggested in the
report that it might be useful additional information if a ,staterr.xent of losses by
accidental destruction—the sort of thing on which normally, in business, you
would carry insurance—could not be put in the Public Accounts. Then we could
have some experience, over a period of time, and find out whether or not it
would pay us to go and buy some insurance.

At the time my 1964 report was being written, members will recall that
this Committee was in session and we discussed in the subcommittee on the
Public Accounts, which led to this Committee making the suggestion that they
adopt this.
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I would direct your attention to the 1964-65 Public Accounts on page 45.3 if
anybody cares to note it. There is a schedule put in for the first time: “Losses
Due to Accidental Destruction Of Or Damage To Assets Which
Would Normally Be Covered By Insurance Had Such Coverage Exist-
ed”...It is a bit of a mouthful but it will give us a good idea over a period of
time. You will find in the first listing, ten departments by name and the cost
value of their losses, that is, the cost to them in terms of buildings, contents,
equipment, vehicles, miscellaneous, which for this first year is $1,384,508. Of
course, if it had been the year previous, we would have had this $5 million in
there for the butter.

You will see right in this 1965 statement under Department of Agriculture
that the total of their losses was $133,941 of which $87,207 are the figures you
were looking at on page 174 of my 1965 report; the $23,000 worth of butter and
the $64,000 worth of pork. So that got in here quite properly.

I suggest that after we have built up a little experience on this, the
executive will be in a position to determine whether or not it is worthwhile to
continue as a self-insurer. That was the purpose of it and I think this
Committee was very wise in making that recommendation, Mr. Chairman.

The CHAIRMAN: Thank you, Mr. Henderson. Mr. Bigg. We have two more
items.

Mr. Bice: Our experience with self-insurance in the Mounted Police was
that they saved $60,000 a year by not insuring stables. I think that, over a
period of time, in my opinion, it would pay the government to keep on being
self-insured because, surely insurance companies work on a profit basis.

The CHAIRMAN: Paragraph 215, page 176. But before we go on to that
I think Mr. Barry or Mr. Williams has a sample of the contract under which you
store. Maybe we could file a copy and give the Committee members one as well.
Paragraph 215.

215. Board of Grain Commissioners for Canada. This Board operates under
the authority of the Canada Grain Act, R.S., ¢. 25, and is composed of a chief
commissioner and two other commissioners appointed by the Governor in
Council. The Board has jurisdiction to inquire into any matter relating to
grading, weighing and storage of grain, unfair or discriminatory operation of
any elevator, and any other matter arising out of the performance of the duties
of the Board.

The following is a comparative summary of the results of operations for the
past two years:

» Year ended March 31
1965 1964
Expenditure—
S o o T N o s 8 (50 Rl o b e G e b $ 4,465,000 $ 4,496,000
Contributions to Public Service Superannuation
a1 00y TR b N I s o Wk il ey =t R 260,000 249,000
g 4 T R I e e I N S S ST 189,000 192,000

LN o sins 5oy A el ot S el s o4 ) A oot v -4 e 148,000 158,000
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Printings and :stotionenyi it} SELS (hb asinliehs e 65,000 54,000
Other w surrdbunjogrenali o B st drinbii ey 314,000 269,000

5,441,000 5,418,000

Revenue—
Taspection’ . “od i J BRI T TSRERtiii. SIS T 2,360,000 2,034,000
R A el 1l St R M o s i 1,159,000 1,005,000
Registrations and cancellations ................ 67,000 58,000
LICRIIEE S s b csisin ot s i S oS s s Dicy e Y T 3 28,000 28,000
SURALTL. w5kie. 455k A ragomh S e Bt et b 45 %o 4,000 4,000
3,618,000 3,129,000
Excess of expenditure over revenue ...........cou.. $ 1,823,000 $ 2,289,000

The practice of sampling wheat in railway cars at Calgary, Edmonton and
Winnipeg was discontinued during the year and sampling is now done at the
Lakehead or tidewater. A slight reduction in staff has resulted.

The fees chargeable for inspection and weighing services are, for the most
part, based on volume of grain. The increased earnings from these services are
attributed to the increase in the movement of grain due to the sale of wheat to
Russia.

In previous Reports we have pointed out that the fees charged for the
various services provided by the Board had not been revised since 1949,
although the costs of performing these services had been steadily increasing.
With effect from August 1, 1965, the fees to be charged for inspection and
weighing services have been increased by 50 per cent (see Appendix 1, item
12y,

Estimated costs, aggregating $294,000, for contributions to the Public
Service Superannuation Account and other employee benefits, which have been
provided without charge by government departments, are included as expendi-
ture of the Board.

Mr. HENDERSON: On the Board of Grain Commissioners for Canada you will
remember that item 12 of the 1966 follow-up report contained the recommen-
dation, and this is mentioned at the top of page 177, namely that steps should be
taken by the board to bring revenues more into line with expenditures. This led
the board to increase its fees for inspection and weighing services which it did,
effective August 1, 1965, and consequently it is expected that a substantial
improvement will begin to make itself apparent when the figures for 1965-66
are available.

Like the Agricultural Products Board and the Agricultural Stabilization
Board, the Board of Grain Commissioners include the cost of services provided
Without charge by government departments in their expenditures, in accordance
With the recommendations of this Committee in 1961.

I do not know whether members have any questions they wish to address
to the Deputy Minister on this point, Mr. Chairman.
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The CHAIRMAN: Any questions. on. 215?. I think there is one question that
might be asked here. Why did the Board of Grain Commissioners wait so long
before inecreasing their prices? Why did they allow themselves to operate in the
rd so long before they corrected the situation? Maybe Mr. Hamilton, the chief
commissioner would like to answer that briefly.

Mr. F. HamiLtoN (Chief Commissioner, Board of Grain Commissioners):
Mr. Chairman, the present Board inherited this situation and when we
decided to make a change ,we had to be careful and realize that there was
a crop year which ends the end of July which the contractor made to cover
the whole year, and the margin in some of these contracts is very, very

slim. This gave us some problems. This really explains the delay, Mr.
Chairman, in implementing the increases.

The CHAIRMAN: When you say “inherited”, what year did you mean?
Mr. HAMILTON: This would be in 1963.

The CHATRMAN: In 1963 you took over?

Mr. HAMILTON: Yes, sir.

The CHAIRMAN: And that is three years ago.

Mr. HamILToN: That is right.

The CHAIRMAN: And you did not change the rate until when, last year was
it? August, last year?

Mr. HamivToN: August, last year, 1965.
The CHAIRMAN: Mr. Leblanc.

Mr. LeBLanc (Laurier): You will find that too on the other paragrap_h. The
last paragraph of 215 is also on 216. Mr. Henderson has mentioned that est1mat‘ed
costs for contributions to the Public Service Superannuation Accqunt, which
had been provided without charge by government departments, are included as
expenditures. Would you explain that further, Mr. Henderson?

Mr. HENDERSON: Regarding the reference here to the Board of Grain
Commissioners, the same thing is true of the Canadian government elevatg;rs,
which are under departmental operating activities. We have been to some pains,
over the past several years, to explain to the Committee, and the Commlttge has
supported our recommendation, that if the operations of these agenc1es_0f
government which are in the category of carrying out servicing or trading
operations, were to be brought together in a financial statement form, showmg
the revenues and expenditures, that the members of the House and the public
would get a better picture of whethef or not they are paying.

In order to do that, it is necessary to bring in those benefits which they
receive which, in the past, have been paid by other departments. Your most
notable exception is the Department of Public Works which pays rent for all the
departments. The Treasury Board met this point by inserting in the blue bpok
of Estimates—and you now see them—the approximate cost of major services

provided free by other government departments and you see it at the heading
of your estimates.

I think I can safely say that today the majority of the dgpartmex_lts
operating like this are picking up these estimated costs of the services which
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they obtain free and they are including those costs in their statement of
expenses when they prepare them. So that you are seeing, for the first time
over the past few years, a much more accurate total cost for the different
operations.

That is very true in the case of these agencies of the Department of
Agriculture and we are very pleased, and I am sure the Committee is, that their
financial statements are now all-embracing like this, because you are seeing the
total picture.

You may remember we discussed this in the case of the Post Office because
the franking expense would, of course, have been a credit to them. I think if
they were to take that into their accounts it would have been over $4 million, to
which they are quite properly entitled to take the credit. So the reference is
being made here and it has become an accepted practice.

I should like to place on the record how very pleased we are, Mr.
Chairman, with the co-operation shown by the Department of Agriculture, Mr.
Barry and his associates, in doing this right across the board in respect of all
their agencies. I think this should commend itself to the committee.

The CHAIRMAN: Paragraph 216, and then we will adjourn, gentlemen.

216. Canadian Government Elevators. The Canadian Government Elevators
comprise six elevators, located at Moose Jaw, Saskatoon, Calgary, Edmonton,
Lethbridge and Prince Rupert, and are managed and operated by the Board of
Grain Commissioners for Canada under authority of section 166 of the Canada
Grain Act, R.S., c. 25, and Order in Council P.C. 1372 of August 19, 1925.

The proprietary equity of the Government of Canada in the Elevators at
March 31, 1965 was $11,115,000, represented by fixed assets costing $10,543,000,
advances for recoverable freight charges, $93,000, and working capital, $479,000.

The following is a summary of the results of operations for the year with
comparable amounts for the preceding year:

Year ended March 31

1965 1964
Operating revenue—
TS E T e S e v e ohe oo i, ettt S o Kot il $ 480,000 $ 558,000
DN 1 (5] 8 g PR IR (o S i s o R e 446,000 343,000
PN it o Y- SRR PRI S R SRR Ty SR RO R S M 143,000 91,000
Sereenings . inw il % Higs I el S e REhE D | 102,000 75,000
DPryingeaa:Gad Deds aoidst a8 L alapn o8 BN el 75,000 17,000
OtHEL 888,30 POLESENARI AL FHIATG, OF 2358, 9W, [ 51,000 20,000

1,297,000 1,104,000

Expense—
Salaties jandy: BREeSiins Epise S AT Jueinie sy nh 911,000 886,000
Grants ‘in'lieu ofdtaxesrslsinnie. bntosrenh s 151,000 195,000
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POBEOR - cmin i «.oui .0k iac00s .« QD SREDHI DI iesarise @b 96,000 84,000
Maintenance—buildings, plant and equipment ... 72,000 149,000
lead office ‘expensés ] ;# A TINANOEL TR0 G 71,000 59,000
Contributions to Public Service Superannuation

AT SO 2D ZAN0RRn T redny N RS 30 R 51,000 58,000
Employees’ surgical-medical insurance and '

CORIDOTISIEIOMT . oo P tre s o7 r st W e RIS o $55% o 7,000 7,000
A T T, 150, ot ./ R R g 0 M T 302 o 49,000 35,000

1,408,000 1,473,000

Operating loss, without provision for depreciation ....$ 111,000 $ 369,000

Normal practice in the grain trade is to allow free storage for the first five
days on all grains received. The rapid turnover of wheat resulting from the
large volume of sales abroad was the main factor in the decline in revenue from
storage. During 1964-65 the Elevators handled 2,420,000 bushels of rapeseed
compared with 472,000 in the previous year. The rate for elevation of rapeseed
is 5} cents per bushel whereas the rate charged for wheat is only 1§ cents per
bushel. The increased number of bushels of rapeseed handled during 1964-65
accounts for the increased revenue from elevation. The condition of the grains
received, especially rapeseed, was such that exhaustive cleaning was required
resulting in an increase in the revenue from cleaning and screenings.

During 1963-64 grants in lieu of taxes were increased and the adjustment
was made retroactive to January 1, 1961. The restoration of concrete bins was
completed in 1963-64, at a cost of $86,000, and no extensive repairs were
undertaken during 1964-65.

The loss of $65,000 by the Lethbridge elevator was its twentieth consecu-
tive annual loss. The accumulated deficits during this period have amounted to
$885,000.

Estimated costs, aggregating $58,000, for contributions to the Public Service
Superannuation Account and other employee benefits, which have been pro-
vided without charge by government departments, are included as items of
expense of the Elevators.

Mr. HENDERSON: This paragraph summarizes the results of operations of the
Canadian government elevators located at Moose Jaw, Saskatoon, Calgary,
Edmonton, Lethbridge and Prince Rupert. As you know, these are managed and
operated by the Board of Grain Comgnissioners. There are some comments made
in this note at the top of page 178, and again, I am taking the 1965 one.

In the first paragraph we seek to provide an explanation for the decline in
revenues from storage while, in the next paragraph, the reason is given for the
apparent drop in grains in lieu of taxes.

You will also note that this was the twentieth consecutive year in which
there has been a loss made by one of the elevators, namely Lethbridge. This has
always been the case and we make a comment about it, Mr. Chairman. I
do not know whether Mr. Hamilton and his associates welcome our singling out
the Lethbridge elevator. For my part, I am always curious to know why they do
not sell it, but I suppose they have sound reasons for that.
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Mr. HaminTon: Mr. Chairman, these elevators were never constructed on
the recommendation of our Board. They are held mainly for emergency use,
particularly by the Canadian Wheat Board. We are powerless to increase
business through them of our own accord. We must rely on the Canadian Wheat
Board to make use of them.

Much as we appreciate that Lethbridge is not a very bright picture,
financially, we are taking steps to overcome this. We have 19 less on staff on our
whole government elevator system this year than in the past year and, in our
five-year forecast, we intend to reduce staff by a further 28 people.

It is our hope and intention that we can maintain the Lethbridge elevator
with just a caretaking staff and, if it is required by the Canadian Wheat Board,
then we will staff it from the rest of our system.

Mr. SouTtHAM: Mr. Chairman, in referring to Lethbridge specifically in-
dicating a loss of $885,000 over twenty years, which does amount to quite a

- figure, could Mr. Hamilton say how the other elevators, say at Moose Jaw,

Saskatoon, Calgary, and Edmonton and Prince Rupert are they self-liquidating
as far as overhead is concerned or do they incur a loss too and, if so, how much?

Mr. HamILTON: Mr. Chairman, I would like Mr. MacLeod, the Secretary of
our Board, to answer this question.

Mr. W. J. MacLeop (Secretary, Board of Grain Commissioners): Mr.
Chairman, the Canadian Government Elevator system of Moose Jaw in the fiscal
year 1965-66, the expenditure was $188,000 and the revenue was $12,965.

The CoAIRMAN: You have not got the net figure there for each one. You
have got expenditures and revenues. you have not got them subtracted?

Mr. MacLEeop: I can give it to you roughly.

The CHAIRMAN: Just roughly, I think that would do.

Mr. MacLeop: The expenditure over revenue was approximately $176,000.
In Saskatoon, expenditure $243,000 and the revenue $163,000, which leaves about
$70,000 deficit. Calgary, the revenue was $300,000, expenditure $206,000,
$94,000 surplus. Edmonton expenditure $242,000, revenue $327,000, about

$86,000 surplus. Lethbridge, last year $130,000 expenditure, revenue $110,000,
$20,000 deficit. Prince Rupert elevator, expenditure was $537,000, the revenue

$717,000, surplus, $181,000.
Mr. HENDERSON: Mr. Chairman, may I ask—those were not 1965 figures?
Mr. MAacLeop: 1965-66 prepared as expenditure and revenue.
Mr. HENDERSON: We would not have 1965-66 figures yet.
The CHAIRMAN: Was Moose Jaw a plus or minus situation?
Mr. MacLEop: Moose Jaw was a minus.

Mr. SoutHAM: Mr. Chairman, could the witness state why we find, say
Moose Jaw and Lethbridge in a minus position while the other figure would
indicate surplus positions? Are these other figures an annual fact? Do they show
a profit annually or is it that this one specific year happens to give us these
relative set of figures?

Mr. HamirToN: This is a fair average picture of the way they work. The
elevators in Calgary and Edmonton are more attractive; they are closer to the
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west coast. The elevator at Saskatoon can be used to back up the movements
through Churchill. It is very attractive to the Canadian Wheat Board. Moose
Jaw, unfortunately, is sitting just about on a break-even point between the
lakehead and the west coast. Down in that part of the country, the southern part
of the prairies, we are not plagued with tough and damp grain as much as they
are in the northern areas, so there is not the same call for service at the Moose
Jaw and Lethbridge elevators.

Mr. SoutEAM: Mr. Chairman, coming from a western riding and from a
rural area where the agricultural industry is predominant and, anticipating
trying to help and assist in any way we can to move this grain into market
positions, I ask whether, in this over-all program, the Lethbridge elevator with
this large loss of $885,000 over twenty years, is indicated in the overall picture?
Are you proposing its use as emergency accommodation or that this program
should be carried on by and large, in the assistance of agriculture?

Mr. HAmILToN: Mr. Chairman, we feel that we will be able to overcome
this deficit at Lethbridge. We have a proposal now in front of the Canadian
Wheat Board which, if accepted, will allow us to go up and organize our own
business.

Mr. Bica: Is it not true that just as in the storage facilities it is a peculiar
reflection of the health in the grain trade?

Mr. HamrLToN: This is quite true, Mr. Chairman.

The CHAIRMAN: I would think, Mr. Hamilton, in the operation of your
Canadian government elevators, that if you do not make a real profit now and
put it away and build up a surplus, you will never do it, because you are going
through some exceedingly good times, as far as the grain trade is concerned,
which I would think, would be a wonderful time to build up some surpluses. If
you do not do it now, you never will. This is your program, I suppose?

o (1.00 p.m.)
Mr. HAMILTON: Mr. Chairman, I am afraid that it works the other way
round. When sales are poor, storage conditions on the prairies are congested and

then they make use of us. When the grain is really rolling, there is no call for
storage in the interior terminals.

Mr. Bicc: I think that the Board are to be congratulated on the fact that
they are losing on their storage, because they are moving the grain.

The CHAIRMAN: Have you any recommendations on what to do with the
Lethbridge elevator? ”

Mr. Bice: Well, I imagine they have thought of this. It might well be that if
there is space in Lethbridge we might do something about the quotas. Leave the
grain stored in Lethbridge perhaps in the elevators and, if you can, put the box
cars where the elevators are full. This might show up badly in your accounting
but it would certainly help the farmers.

The CHAIRMAN: We have not heard from Mr. Long this morning so we will
call on him now to close the meeting.

Mr. BALLARD:; Just as a matter of interest, could Mr. Hamilton tell us how
much grain they have in storage at the present time?

d
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The CHAIRMAN: In all—

Mr. BALLARD: Yes, in all elevators.

The CHAIRMAN: In all government elevators, or in those he has just listed?
Mr. BALLARD: In all the government elevators that are listed.

The CHAIRMAN: Well, while Mr. MacLeod is looking that up we will carry
on with Mr. Long and come back to that.

Mr. LonG: Mr. Chairman, I have always been rather intrigued by the
situation at Lethbridge. I am speaking from memory but I have been interested
in the government elevators for some years. I believe there is a problem of a
back haul here that would add cost to grain if it came back into the Lethbridge
elevator for storage. You will recall two or three years ago the Porth Arthur
elevator which, if I remember correctly, was an elevator that did make money,

- was sold.

This facility in Lethbridge is never likely to be used for anything but
storing grain, and I have often wondered if consideration has ever been given to
seing whether private enterprise could operate it at a profit. The facility would
still be there so there should not be any disadvantage, to the population in that
area if it was operated privately, rather than by the government. It represents a
continual drain on public funds and has been almost even since it was built.

The CHAIRMAN: Your problem would be to get an entrepreneur who would
take hold of a white elephant like that, unless you practically gave it to him, I
suppose.

Mr. LonG: Well, it might be good business to give it to him.

The CHAIRMAN: I think so. Now, an answer to Mr. Ballard’s question, Mr.
MacLeod?

Mr. MAcLeop: Mr. Chairman, I only have the statistics on the whole
elevator system. We do not have them for individual elevators, but on June 8th,
there were 1,081,000 bushels of wheat in store in all elevators and 1,892,000
bushels of barley. At Prince Rupert there were 640,000 bushels of wheat in
storage.

The CHAIRMAN: Well, gentlemen, we will adjourn, but, before adjourning, I
would remind you of Thursday’s meeting at 11.00 a.m. in this room when we
will have Dr. Davidson of Treasury Board before us. Thank you.
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REPORT TO THE HOUSE

TUESDAY, June 28, 1966.

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

THIRD REPORT

1. On February 7, 1966 the members of your Committee were appointed.

2. On March 28, 1966 the House passed the following resolution:

Ordered,—That the Public Accounts, Volumes I, II, and III, for the
fiscal years ended March 31, 1964 and March 31, 1965 and the Reports of
the Auditor General thereon, tabled on February 16, 1965 and February
1, 1966, respectively, together with the reports and financial statements of
the Canada Council for the fiscal years ended March 31, 1964 and March
31, 1965, and the reports of the Auditor General thereon tabled on July
14, 1964 and March 7, 1966, respectively, be referred to the Standing
Committee on Public Accounts.

3. Your Committee held its organization meeting on March 1, 1966 and
unanimously elected as Chairman, Mr. A. D. Hales, a member of Her Majesty’s
Loyal Opposition. Mr. T. H. Lefebvre was elected Vice-Chairman. At the next
meeting on April 5, 1966 the Chairman announced the composition of the
Sub-Committee on Agenda and Procedure as follows: Messrs. Hales, Lefebvre,
G. W. Baldwin, Paul Tardif and H. E. Winch.

4. Your Committee held eight meetings during the period from April 5,
1966 to May 19, 1966 in the course of which the following officers were in
attendance:

from The St. Lawrence Seaway Authority:
Dr. Pierre Camu, President
Mr. P. E. R. Malcolm, Vice-President
Dr. D. E. Taylor, Member
Mr. J. M. Martin, Director of Finance and Accounting
Mr. J. T. Carvell, Counsel
Mr. L. E. Beland
from the Canada Council:
Mr. Jean Martineau, Chairman
Mr. Jean Boucher, Director
Mr. Peter Dwyer, Associate Director
Miss L. Breen, Secretary-Treasurer
Mr. Jules Pelletier, Chief of Awards Section
Mr. André Fortier, Financial Manager

847
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Mr. N. Leblanc, Member

Dr. C. J. MacKenzie, Member

Mr. D. W. Bartlett, Secretary, Canadian National Commission for
UNESCO

Mr. D. H. Fullerton, Investment Consultant

and from the Auditor General’s Office:

Mr. A. M. Henderson, Auditor General
Mr. George Long, Assistant Auditor General
Mr. A. B. Stokes, Audit Director

Mr. D. A. Smith, Audit Director

Mr. J. R. Douglas, Audit Director

Mr. H. G. Crowley, Audit Director
Mr, C. F. Gilhooly, Audit Director

Mr. Edward Cooke, Audit Director
Mr. J. M. Laroche

Mr. H. B. Rider

Mr. L. G. Sayers

Mr. W. A. Villeneuve

Mr. I.-/A. M. Buzza

Mr. D. H. McMillan

5. The following is an interim report on the work done by your Committee

up to and including the meeting held on May 19, 1966.

6. In the course of its meetings your Committee gave consideration to:
(a) the action that had been taken by departments and other agencies as

a result of recommendations made by the Committee in its
Fourth Report 1963
Fourth Report 1964
Fifth Report 1964
Sixth Report 1964
Seventh Report 1964
Eighth Report 1964

(b) the following paragraphs in the Reports of the Auditor General:

For the fiscal year ended
March 31, March 31,

» 1964 1965
EOETOOUCRION ~ 20 a5 oiane! 5t ) o o gy b ie v oo i o B 1 to 11
Summary of Expenditure and Revenue ............ 12 to 43
Comments on Expenditure and Revenue
FLABERCTIONS oo s 075 = o et e AN ‘s dd T sl & 44 to 93
Excess cost of Seaway property ........ 125 [

Crown Corporations—

The St. Lawrence Seaway Authority ........ 159 209

Special Audits and Examinations—

The Capada CottBetll . i . v wssicoieohenbingmeswis 174 225
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Action taken by departments and other agencies as a result
of recommendations made by the Committee

7. A memorandum dated February 28, 1966 was filed by the Auditor
General (Minutes of Proceedings, pp. 33-59) reporting on the action that had
been taken by departments and other agencies in this regard.

8. The Committee noted that up to February 28, 1966 action had been
taken by departments and other agencies concerned with respect to only
10 of the 40 recommendations made by the Committee in the undernoted
reports to the House:

Title of Report Dated presented to House
Fourth Report 1963 December 19, 1963
Fourth Report 1964 July 28, 1964
Fifth Report 1964 August 5, 1964
Sixth Report 1964 October 20, 1964
Seventh Report 1964 December 7, 1964
Eighth Report 1964 December 7, 1964

9. The Committee believes that if parliamentary control of public funds
is to be effective, prompt and effective action must be taken by Ministers,
deputy ministers and the other responsible government officials toward imple-
menting its recommendations.

The Committee is particularly concerned and shocked to find that some of
the practices it has criticized in previous years, and which were the subject of
specific recommendations at that time, not only continue unchanged but have
been extended and enlarged. In its opinion, such disregard of its recommenda-
tions minimizes the work of the Committee and is contrary to the interests of
the taxpayers of Canada.

10. The Committee continues to attach special importance to having an
effective follow-up of its recommendations and again requests that:

(1) in order that no matter is overlooked the Chairman of the Public
Accounts Committee provide each Minister and the Auditor General
with a copy of this and subsequent reports of this Committee to the
House of Commons;

(2) the Minister of each department concerned advise the Chairman of
Public Accounts and the Auditor General within three months as to
what action has been taken or is to be taken on matters on which the
Committee has made recommendations in this and subsequent re-
ports;

(3) in order that the members of the Committee may be made aware of
the extent to which the Government is adopting the recommendations
of the Committee in relation to legislation which is proposed for
Parliament, it is recommended that the Auditor General advise the
Chairman, Vice-Chairman or whomsoever either may designate,
from time to time, as to the status of each recommendation contained
in this and subsequent reports of the Committee.
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11. The Committee is examining the current status of each item in the
memorandum dated February 28, 1966 filed by the Auditor General, otherwise
known as the “1966 Follow-Up Report”. Reference to each item will be found in
the recommendations included in this or subsequent reports of the Committee.

The St. LAWRENCE SEAWAY AUTHORITY

Financial statement for the fiscal years ended December 31, 1963 and December
31,1964

12. The Committee examined the annual financial statements of The St.
Lawrence Seaway Authority for the years ended December 31, 1963 and
December 31, 1964 which are referred to by the Auditor General in paragraph
159 of his 1964 Report and paragraph 209 of his 1965 Report. This examination
was facilitated by reference to the annual reports of the Authority for each of
the two fiscal years and by the supplementary reports on the accounts ad-
dressed to the members of the Authority by the Auditor General under date
of July 6, 1964 and September 29, 1965.

This was the first occasion on which the Committee has had members or
officers of the Authority before it as witnesses and the members of the
Committee are now much more familiar with the operations of The St Law-
rence Seaway Authority and appreciate very much the considerable amount
of information which was given to them by the witnesses.

The Committee was pleased to learn that the Authority enjoys good
relations with departments of government and is satisfied with the organization
of its finances notwithstanding the fact that revenues have been less than
anticipated, thus preventing the Authority from meeting all its obligations in its
first six years of operation.

The Committee learned from the Authority that it was optimistic that,
provided anticipated increases in traffic and tolls materialize, it would be able to
meet its financial obligations without subsidy or other relief.

The Committee was concerned to learn of the transaction which is referred
to in paragraph 125 of the Auditor General’s 1965 Report which involved a
piece of property expropriated in 1955 with the expropriation being abandoned
early in 1956. Subsequently, a 96,000-barrel fuel oil storage tank was construct-
ed on the land and there was a trespass on Crown property when an oil pipeline
was laid across it to a dock without obtaining an easement. No action was taken
concerning the trespass and the property, which apparently is essential to the
eventual construction of all-Canadian Seaway, was purchased in April 1964 for
$282,000, which included $132,000 fc.)'r the oil storage tank.

The Committee has asked a sub-committee to inquire into this transaction
and will report further when the report of the sub-committee is received.

The Committee was also concerned to learn that there had been an
overpayment of $130,000 in grants in lieu of taxes to the City of Cornwall over
a period of five years, but it was advised that recovery would be made in five
equal instalments from future grants in lieu of taxes. The Committee felt that
the error of including one piece of land twice in the calculation of grants in lieu
of taxes should have been detected and corrected much earlier and was pleased
to have the assurance of the Authority that a survey had been made and that no
other similar cases existed.
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THE CANADA COUNCIL

Reports and financial statements for the fiscal years
ended March 31, 1964 and March 31, 1965

13. In its Fourth Report in December 1963, the Committee noted that the
Council proposed to accept the 1956 census as a basis for distribution of the
profits realized and interest earned on the University Capital Grants Fund and
also to accept the ‘hotch-pot’ or trust fund approach to this distribution.

The Committee had been informed, at its meeting on July 28, 1964, that in
the interim the Council had proceeded to allocate and distribute funds resulting
from profits realized and interest earned on the foregoing bases. The Committee
regarded the approach as a reasonable one but, because of the conflicting views
held as to whether the action taken is ultra vires of subsection (2) (b) of
section 17 of the Canada Council Act, recommended that steps be taken to seek
amending legislation to provide clear authority for the Council to use the 1956
census and the ‘hotch-pot’ approach in the distribution of interest and profits in
respect of the University Capital Grants Fund. Under the ‘hotch-pot’ approach
interest is charged against those who have drawn money and taken into the
Fund as revenue to be distributed, so that all participants are brought to a
common time, which is the time when the Fund is finally all distributed.

The Committee was concerned to learn that notwithstanding its recommen-
dation, no action had been taken by the Canada Council toward seeking
amending legislation, and furthermore that the Canada Council did not consider
amending legislation necessary and apparently proposed to do nothing about it.
The Committee recalled that legal opinions were sought from the Deputy
Attorney General and from three independent lawyers and that the Deputy
Attorney General and two of the independent lawyers supported the view of
the Auditor General that the procedure followed by the Council was not in
accordance with the Canada Council Act. Nevertheless, the Council had fol-
lowed the opposite opinion which had been given by one of the independent
lawyers.

Consequently, the Committee reiterates its previous recommendation and
requests the Canada Council to formally request the Government to give
consideration to the required amending legislation with the objective of having
this proposed legislation considered by Parliament prior to the final closing out
of the Capital Grants Fund.

OFFICE OF THE AUDITOR GENERAL

14. The Committee made three recommendations in its 1963 and 1964
Reports to the House designed to assure the independence of the Office of
the Auditor General and by so doing improve parliamentary control of public
funds. The Committee regrets that no action has been taken with respect to
any of these recommendations.

15. The members of your Committee have again reviewed the circum-
stances which gave rise to these particular recommendations over two years
ago and wish not only to reiterate the importance they attach to them but to
make two additional recommendations:
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It continues to be the opinion of the Committee that it is funda-
mental that the Office of the Auditor General of Canada be strong,
capable, efficient and equipped to operate in accordance with the
high standards of independence and objectivity expected of profes-
sional accountants. The Committee has been particularly pleased to
note in this connection that the Office was | recently accorded the
right by the Institutes of Chartered Accountants of Quebec (1964)
and Ontario (1966) to article students-in-accounts.

The Committee believes that as an officer of Parliament, the Auditor

(2)

(3)

For

General should have the right to recruit the professional and senior
staff he needs, in the same independent manner as do other officers
of Parliament and that the Auditor General’s establishment be set in
the same manner as government departments.

The Committee noted that although this officer of Parliament is the
auditor of the majority of the Crown corporations, it has not been
the practice of successive governments to appoint the Auditor
General the auditor of seven of the Crown corporations and other
public instrumentalities and that therefore their accounts have
not been examined and reported upon by him to the House. The
Committee expressed its belief that it would be in the best interests
of Parliament in its control of public funds were the Auditor Gen-
eral empowered to audit the accounts of all of the Crown corpora-
tions, agencies and public instrumentalities owned or controlled by
the Crown, wherever they may be, and to report thereon to the
House.

The Committee again recommends:

(a) that the Auditor General be appointed either the sole auditor
or a joint auditor pursuant to subsection (2) of section 77 of
the Financial Administration Act, of each Crown corporation,
agency and other public instrumentality in respect of which
other auditors have been or may be appointed;

(b) that in cases where other auditors are appointed, they function
as joint auditors with the Auditor General, and that such ap-
pointments be made by the government.

The Committee noted that pursuant to the provisions of section 75
of the Financial Administration Act, an officer of the public service
nominated by the Treasury Board examines and certifies to the
House of Commons in actordance with the outcome of his examina-
tions the receipts and disbursements of the Office of the Auditor
General.

the purpose of preserving the independence of the Office of the
Auditor General, the Committee again recommends that this section
of the Financial Administration Act be amended to provide that
the receipts and disbursements of the Office of the Auditor General
be examined by a qualified person nominated by Parliament through
its Standing Committee on Public Accounts, and that such person
should report thereon to the House of Commons.

A
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(45 The Committee has noted that whereas the salaries paid to the
* senior deputy ministers and others were substantially increased
with effect from December 1, 1965, no proposal has been made to
the House by the government to adjust the salary of the Auditor
General whose salary is fixed pursuant to section 65(2) of the

Financial Administration Act.

In order to render the Auditor General independent of the Execu-
tive in this regard, the Committee recommends that section 65(2)
of the Financial Administration Act be amended to provide that
the Auditor General shall out of the Consolidated Revenue Fund be
paid a salary not less than the highest amount being paid to a
senior deputy minister in the public service of Canada.

;\ (5) The Committee is of the opinion that all of the characteristics, duties
and functions of the Office of the Auditor General, including the
foregoing recommendations, should be set out in a separate Act
of Parliament governing this Office instead of being a part of the
Financial Administration Act.

The Committee is requesting the Auditor General to consult his
legal advisers and to co-operate with them in drafting such an Act
for submission to the Committee and to the Government.

STANDING COMMITTEE ON PUBLIC ACCOUNTS

16. The Committee has studied an arrangement in Australia whereby the
Public Accounts Committee is appointed under an Act of Parliament instead of
under terms of reference by the House of Commons as is the case in Canada.

17. The Committee believes that control of public expenditure of the size
and complexity taking place in Canada today requires a Committee established
by statute and recommends that legislation of this type be introduced into the
House.

REPORTS OF THE AUDITOR GENERAL

18. Adwance planning of construction projects

The Committee has taken note of how part of the costs of a new building
were charged to one department with the remainder charged to another.

In the opinion of the Committee it is highly desirable that all of the cost of
each building project should be charged to the right place and not divided
between the accounts of two departments. Such accuracy is imperative if final
cost records are to reflect true costs.

19. Unpaid accounts carried forward to new fiscal year

The Committee noted instances where appropriations were insufficient to
meet accounts coming in course of payment during the year. Although recogniz-
ing difficulties in making forward estimates and other factors, the Committee
cannot countenance overspending of appropriations.

The Committee believes it would be informative to Members of Parliament
and to the public if the Public Accounts of Canada were to include a statement
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by department and appropriation of all amounts remaining unpaid at the
year-end for any reason whatsoever. It recommends that such a statement be
included in the Public Accounts of Canada commencing with the year 1965-66.

* * * * *

The Committee will be reporting further to the House with respect to the
matters referred and discussed at its meetings since May 19, 1966.

A copy of the relevant Minutes of Proceedings and Evidence (Nos. 1 to 8
inclusive) is appended.

Respectfully submitted,

ALFRED D. HALES,
Chairman.



MINUTES OF PROCEEDINGS

'\} THURSDAY, June 23, 1966.
(25)
The Standing Committee on Public Accounts met this day, in camera, at
11.10 a.m. The Chairman, Mr. A. D. Hales, presided.

Members present: Messrs. Baldwin, Dionne, Flemming, Gendron, Gilbert,
Hales, Leblanc (Laurier), Lefebvre, McLean (Charlotte), Noble, Tardif, Tucker
(12).

The Committee considered a draft interim report on the results of its
examinations up to May 19, 1966.

Following discussion, the draft report was adopted as amended and the
Committee ordered the Chairman to present it to the House as its Third Report.

At 1.00 p.m., the Committee adjourned to the call of the Chair.

3 J. H. Bennett,
Acting Clerk of the Committee.
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MINUTES OF PROCEEDINGS AND EVIDENCE—Tuesday, June 7, 1966.

STANDING COMMITTEE ON PUBLIC ACCOUNTS
Chairman: Mr. A. D. Hales
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J. H. Bennett,

Clerk of the Committee.

CORRECTION— (English Copy Only)

On Page 617 APPENDIX “J” should read APPENDIX “5”
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MINUTES OF PROCEEDINGS

TUESDAY, June 28, 1966.
(26)

The Standing Committee on Public Accounts met this day at 11.15 a.m. The
Chairman, Mr. A.D. Hales presided.

Members present: Messrs. Baldwin, Ballard, Flemming, Gendron, Hales,
Leblanc (Laurier), Lefebvre, McLean (Charlotte), Schreyer, Southam, Tardif
@El1).

In attendance: Mr. A. M. Henderson, Auditor General of Canada: Messrs.
Long, Laroche and Wyatt of the Auditor Generals office;

From the Transport Department: Mr. J. R. Baldwin, Deputy Minister;
Mr. J. R. Strang, Director, Shipbuilding Branch; Mr. G. C. Tilley, Departmental
Financial Advisor; and Mr. H. J. Darling, Chairman, Canadian Maritime Com-
mission.

The Chairman read into the record a letter received from Mr. S. B.
Williams, Chairman, Agricultural Stabilization Board respecting losses due to
theft of butter, correcting evidence given before the Committee on June 21,
1966. Attached to the letter was a report respecting butter thefts. It was
unanimously agreed to append this report to the Minutes of Proceedings and
Evidence as “APPENDIX 6.

An analysis of the previous year’s uncollectable accounts receivable of the
Department of Finance submitted by the Comptroller of the Treasury in
accordance with the Committee’s request on June 16, 1966 was appended to
today’s Minutes of Proceedings and Evidence as “APPENDIX 7.

Discussion arose respecting the value of a report to the Committee by the
Comptroller of the Treasury, listing travelling expenses of employees in excess
of $1,000 and payments to suppliers in excess of $100,000. (EXHIBIT X). At the
Committee meeting, June 16, 1966, Mr. Balls, Comptroller of the Treasury,
suggested that elimination of this report would mean an annual saving of
$10,000.

Before making a decision, the Committee agreed to request a report from
the Comptroller of the Treasury respecting how this cost of $10,000 is estimated.

The Chairman introduced Mr. J. R. Baldwin, Deputy Minister of Transport
and his associates, who were examined on the following items from the Auditor
General’s Reports 1964:

Paragraph 83—Damage to Coast Guard vessel.
Paragraph 84—ZFinancial consequence of faulty ship design.

Paragraph 85— Repairs and alterations to Canadian
Coast Guard ships.

857
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Paragraph 86—Contracts for cleaning of public
premises.

Paragraph 88—Defalcation at Gander Airport.

At 1.00 p.m., discussion still continuing, the Chairman adjourned the
meeting to 3.30 p.m. this day.

AFTERNOON SITTING
(27)
The Standing Committee on Public Accounts met this day at 3.45 p.m. The
Chairman, Mr. A. D. Hales presided.
Members present: Messrs. Baldwin, Ballard, Dionne, Gendron, Hales, Le-
blanc (Laurier), Lefebvre, McLean (Charlotte), Muir (Lisgar), Noble,
Schreyer, Southam (12).

Also present: Mr. LeBlanc (Rimouski).
In attendance: (same as at morning sitting)

The Committee resumed its examination of the Deputy Minister of Trans-
port and departmental officials covering the followmg items in the Auditor
General’s reports 1964 and 1965:

Paragraph 88, 1964 Report—Defalcation at Gander International
Airport—correction of a statement made at morning sitting.

Paragraph 164, 1964 Report; Paragraph 214, 1965 Report—Airport
Operations.

Appendix 2—Non-productive Payments, 1964 Report. 32.—Cost of
access road, Chatham Point, B.C. 33.—Cost of unsuccessful attempt to
reconstruct lock entrance wall, Bobeaygeon, Ontario.

Canadian Maritime Commission
Paragraph 87, 1964 Report—Federal contribution to cost of ferry
vessel.
The following items were covered in the Auditor General’s Report 1965:
Paragraph 127—Claims resulting from completion of air terminal
building ahead of schedule.
Paragraph 128—Cost of re-roofing air terminal building, Gander,
Nfid. ,
Paragraph 129—Cost of salvaging sunken vessel.
Paragraph 130—Cost of abandoned design plans for ferry vessel.
Paragraph 131—Purchase and conversion of ferry vessel.
Paragraph 132—Cost of faulty planning in ferry design.
Paragraph 133—Cost of changing vessel design.
Paragraph 134—Cost of altering vessel design plans.
Paragraph 135—Cost of “dead freight’.

Canadian Maritime Commission
Paragraph 136—Subsidizing of intra-provincial ferry service.
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Paragraph 137—Subsidy for the construction of a floating fish
processing plant, Liverpool, N.S.

At 5.50 p.m., the Committee adjourned to the call of the Chair.

J. H. Bennett,
Clerk of the Committee.
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EVIDENCE

(Recorded by Electronic Apparatus)
TUESDAY, June 28, 1966.

e (11.17 am.)

The CHAIRMAN: Gentlemen, we have a quorum. It is a very warm morning;
if you would feel more comfortable with your coats off, feel at liberty to remove
them.

An hon. MEMBER: It is going to be a hot meeting.
The CHAIRMAN: Well, it might develop into that.

Mr. BALDWIN: Mr. Chairman, I just want to mention for the record that
assiduity to duty which characterizes members of this party; I tore myself away
from the Divorce Committee to come to this one. That is a considerable sacrifice.

The CHAIRMAN: You divorced yourself from the Divorce Committee. It is
always nice to start the meeting in such a happy frame of mind.

Gentlemen, at the last meeting we had before us as witnesses members of
the Department of Agriculture. I have here a letter from Mr. S. B. Williams,
chairman of the Agricultural Stabilization Board, who gave evidence previously.
In his letter Mr. Williams requests that a correction be made in his evidence,
and I would like to read to you his very brief letter which has been forwarded
to your Chairman. This letter is dated June 21, 1966.

Dear Mr. Hales,—

Earlier today I gave evidence before the Public Accounts Committee
in respect of losses suffered by the Agricultural Stabilization Board due to
theft of butter. In giving this evidence I stated that recovery had been
made of losses suffered in the case of the theft of butter from a truck of
John Little & Son of Montreal at the time the butter was being
transported from storage to the harbour. I regret that the information I
gave at that time was not correct and that the Board has not been able to
effect recovery of the losses suffered because of this theft. The Board
were originally informed that the cartage firm had insurance coverage
and that the Board would be reimbursed. The Board claimed against the
cartage firm and the claim was referred to the insurance agency. The
insurance agency notified the Board that under Quebec law there was no
responsibility on the part of the insurance agency for a loss of this
nature. This was checked with the departmental legal advisor who
concurred in the opinion of the insurance agency. The Board, therefore,
was unable to recover the loss.

I am attaching a copy of the report requested by your Committee in
respect of visits prior to the dates of the butter thefts of departmental
inspectors to the properties from which the butter was stolen.

861
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If it is your wish I would table as an Appendix to our Minutes the other
portion of this letter.

Some hon. MEMBERS: Agreed.

The CHAIRMAN: You will recall that the Committee asked Mr. Balls,
Comptroller of the Treasury, for a list of uncollectable accounts receivable of
the Department of Finance and he has supplied this information. With your
concurrence this also will be tabled as an Appendix.

Some hon. MEMBERS: Agreed.
The CHAIRMAN: Mr. Henderson, have you any observations?

Mr. A. M. HENDERSON (Auditor General of Canada): Mr. Chairman, I have
two items also which I should advise the Committee about.

You will recall discussing paragraph 226 of my 1965 report, while Mr.
Bryce and the members of the department of finance were present. This
paragraph dealt with the custodian and a reference was made to the following
statement in the note in my report and I will quote it to you:

The income from fees on assets released from administration did not
increase proportionately with the value of assets released during the year
due to a comparatively large settlement having been made without fee.

We were asked what circumstances justified the release of these assets during
the year without the charging of a fee. This was a case involving $753,238
where conflicting interests were settled under two international agreements.
One of the claimants was a national of one country, the other being the
custodian of another country, that is to say the official custodian. The national’s
country was a signatory to the 1947 Brussels Agreement relating to the
resolution of conflicting claims to German enemy assets. The custodian’s country
had an agreement with Canada which is known as the 1945 Proposals for
settlement of Certain Problems arising under Conflicting Custodian Control,
under which that custodian had the right to the entire amount. The conflicting
claims were settled on a fifty-fifty basis with no fee being charged by the
custodian, that is to say our own Canadian custodian. The reasons for not
charging the fee were as follows: Firstly, a fee is chargeable at the discretion of
the custodian but it is not mandatory. Secondly, by agreement no custodian fee
is charged with respect to assets which are relinquished to another custodian.
And finally, the custodian and the War Claims Fund benefitted from the
earnings of the moneys for more than 23 years.

We had some discussion with the custodian and his officials regarding this
at the conclusion of our audit. I ‘felt, that it was a matter that should be
brought to the attention of the Committee, which explains why I placed that
reference in my 1965 report.

‘With your permission, Mr. Chairman, I will refer now to the other matter.
It will be recalled at the same meeting with the Department of Finance, Mr.
Balls, the Comptroller of the Treasury, presented to the Committee listings of
travelling expenses of employees in excess of a thousand dollars and payments
to suppliers and contractors in excess of a hundred thousand which he had
prepared in compliance with the request of this committee made at the time it
was recommending certain deletions in the Public Accounts. You will recall the

)
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contents of your Ninth Report, 1965, which resulted in considerable deletions
being made in the Public Accounts. The Comptroller of the Treasury, told you
that if it was decided that these listings could be eliminated, there would be an
estimated additional annual saving of about $10,000. He brought copies of these
listings to the meeting and you will recall he made them available to each mem-
ber of the Committee.

I would like to suggest, Mr. Chairman, that the Committee consider
whether or not it wishes to have these listings each year at this annual cost of
$10,000 named by Mr. Balls, or whether it is felt that advantage should be
taken of the opportunity to save this additional amount. I bring the matter
before you now because, although unfortunately the matter came before the
Committee too late for the full savings to be realized in connection with the
year 1965-66, if you feel now that the listings are not required, then some
portion of this amount could undoubtedly be saved right now if the Comptroller
of the Treasury were to be advised before the House has its summer recess. I
would suggest Mr. Chairman, that if the members do feel that this listing could
be dispensed with—

Mr. McLeax (Charlotte): I wonder, Mr. Chairman, if you could tell us how
they arrived at $10,000?

Mr. HENDERSON: That was the estimate placed by Mr. Balls on the cost of
preparing this detailed listing of all these items, Mr. McLean.

Mr. McLEAN (Charlotte): If each department keeps their own costs and
everything I would not think it would cost $10,000.

Mr. HENDERSON: I do not think we debated the accuracy of his cost. He
named that figure. There is a lot of clerical work involved in the compilation of
this and, presumably, in co-ordinating and pulling it all together, that is what
he figured it cost. |

The CHAIRMAN: I would like to be clear on this point. Is the $10,000 cost for
printing it in the back pages of the Public Accounts record, or is the $10,000
cost to prepare the report for each of the members of this Committee?

Mr. HENDERSON: I think it is to prepare the type of document that he
circulated at the last meeting which was in typewritten form. It is about an inch
or so thick. We have our copy here.

The CHAIRMAN: Each member received one.
Mr. TArDIF: How many copies did they make of that?
Mr. HENDERSON: He made copies for each member of the Committee and I

believe that they were distributed for the members to look over to consider
whether they in fact wanted it continued.

Mr. TARDIF: I do not think the $10,000 that they mentioned, Mr. Chairman,
covered that. I think it is mostly the problem of taking the figures from each
department and compiling them into one report.

Mr. HENDERSON: That is right. It is the work of putting it together and then,
of course, executing it.
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Mr. Tarpir: I do not know how much work that entails but it appears to
me that $10,000 was a large amount of money for that particular job when
every department does the work that concerns their own particular department.

The CHAIRMAN: Well, gentlemen, what are your wishes with regard to this
matter? I think we should settle it now.

Mr. BALLARD: In your opinion, Mr. Henderson, do you think that this
compilation serves any practical purpose?

Mr. HENDERSON: Frankly, I do not, Mr. Ballard. If I recollect accurately, the
discussions that took place there were several members present who were also
on the subcommittee that looked into the Public Accounts. Mr. Balls and his
officers made the statement that if any member wished any information
respecting any particular payments or group of payments at any time they only
had to make their wishes known and he would provide the information. I hope I
am quoting him correctly. In other words, he could do it on a per occasion basis
as requested.

Mr. Long has just pointed out to me that in your report to the House when
these deletions were made, you went on to say that your Committee further
recommends that listings of the travelling expenses of employees in excess of
$1,000 and the payments to suppliers and contractors in excess of $100,000 be
prepared annually for the information of the Committee. Thus you asked him to
do this, and he has come back and told you what it will cost. I think if he were
able to look after your requirements on, shall we say, a per occasion basis when
you wished to check on some piece of information that it would come very
considerably cheaper.

Mr. McLeaN (Charlotte): Of course, we would not know whether or not the
expense was high because we never saw the figures.

Mr. HENDERSON: That is quite right, Mr. McLean. I cannot deny that.

Mr. McLEAN (Charlotte): It seems to me it would be just as well to take
some of the high figures and ask why they were so high.

Mr. LEFEBVRE: Mr. Chairman, I find it difficult to believe that it would cost
us $10,000 to get this report. I was of the opinion that all these figures were
readily available from every department.

Mr. HENDERSON: Perhaps Mr. Long might be able to add something to that.

Mr. G. R. LonGg (Asst. Auditor General): Mr. Lefebvre, you would under-
stand that to pick out the employees with travelling expenses in excess of
$1,000 you have to review the trave'l. file of every employee, similarly with re-
gard to the files of invoices from each supplier, each file has to be handled to get
the total to see if it is one that has to be reported which means going over
almost all of the suppliers and all the employees.

Mr. TARDIF: I am sure no other department, Mr. Chairman, ever will admit
that the files of each employee are not scrutinized with great care. If that is not
the case, then there is something wrong. And if that is the case, it is no wonder
that some employees have large travelling expenses.

Mr. LoNG: They are scrutinized with great care.
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Mr. LEFEBVRE: I do not know of business institutions that do not scrutinize
expense accounts with a great deal of attention when it comes to travelling. I
am sure that every department does that and if they do not do then the cure is
to get a system established where they are going to check every one of these
things.

Mr. Long: The accounts are checked. The work involved in preparing these
listings is over and above the checking of the accounts.

Mr. LEFEBVRE: Could there not be a way devised so that every department
would enter automatically on a given form anything spent over a certain amount
this would just involve a couple of days work perhaps at the end of the year
and then each department could hand these in to the proper people who will
compile them and have them printed.

Mr. LonG: You do not know at the beginning of the year, Mr. Lefebvre,
who is going to run over a thousand dollars. It means you have to keep an
account, or keep a running total for each employee of the government and then
pick out the ones who are over $1,000.

The CHAIRMAN: I think a good question is this. Will the members of this
Committee make use of this report or will it be put on a shelf, pigeon-holed and
that is the end of it.

e (11.30 am.)

Mr. BaALpwiIN: Granted in ninety-five per cent of the cases most depart-
ments in their travel expenses try to be as careful and as prudent as they can,
but if it was known that this report was going to be made available from time
to time, to come under the eagle eyes of the members of this Committee, this
might have some restraining effect on that very small percentage in some of the
departments who might otherwise launch themselves into somewhat larger
travelling expenses. In other words, it is a preventive rather than a curative
aspect we might look at.

Mr. HENDERSON: Mr. Chairman, if I could make a suggestion, it occurs to me
that this might commend itself to the members of the Committee, namely that it
is the Public Accounts which are referred to you and, even despite the
reductions that were made in the size, it is a very compendious volume, and if you
were to ask me at the opening of our sessions or our meetings for information
that you are particularly interested in or would like to know, for instance: What
are the ten largest in every department, say the ten largest contractors, and
things like this—not necessarily everybody over $1000, we might be able to so
organize ourselves to give you some summaries in that form fairly quickly.
Your questions could be directed along even more constructive channels with-
out necessitating the preparation of a vast quantity of information which
would not necessarily be used. Our work could be so changed and organized to
do that. Does something like that commend itself?

Mr. McLEAN (Charlotte): It seems to me if we had the total travelling
expenses of department—
Mr. HENDERSON: You have those, Mr. McLean.

Mr. McLEAN (Charlotte): Well, let us analyze that and see what they are
doing.
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Mr. HENDERSON: You say you would like to know who are the top ten in
this compared with last year and what is the reason for this, and we start to get
some material together to answer specific questions that come to you as you
serutinize the accounts.

Mr. TArpIF: Well, Mr. Chairman, government auditing is not the same as
auditing in private industry. I do not understand actually why it is not, but it is
not. For instance, in private industry if an auditor comes into your office and
finds that there is something irregular he does not tell you there is something
irregular; he goes up to your head office and says he found so and so, and so
and so. Here, if something is irregular in government department or govern-
ment administration the auditor discusses that with the deputy minister and the
deputy minister looks into the question and then prepares the answer. In
private industry they do not give someone responsible time to prepare the
answer; they asked them what happened. But here they tell the deputy minister
that they find there is an irregularity in land purchase, for instance, and no
doubt four months from now you will appear in front of the Committee, and it
would be good for you to have the right answer.

Mr. HENDERSON: Do you not think that is the proper way to work?

Mr. Tarpir: Well, the element of surprise is eliminated completely, let me
tell you.

Mr. HENDERSON: There is also the element of fairness, is there not?

The CuHAIRMAN: But he was asked to get the answer anyway. Mr. Schreyer
you had a question.

Mr. SCHREYER: Mr. Chairman, I thought you were soliciting opinions from
members as to the value of that list.

The CHAIRMAN: Yes, we got off the subject a wee bit.

Mr. ScHREYER: And I submit, Mr. Chairman, that the listing of the names of
the people incurring expense accounts of over $1,000 and so on, has a very
limited value. I did get the report and I looked through it. Quite frankly, I
thought it was of very little value indeed. The names of people are given and
their travelling expenses, and so on, the names of contractors and suppliers,
giving services and so on, over $100,000; but the nature of the work is not
described nor the amount of work and, quite frankly, I think if it involves a
saving of $10,000 we should cease this particular practice.

The CHAIRMAN: If there is no further discussion, I am prepared to take a
vote on this.

Mr. BALLARD: Mr. Chairman, I think Mr. Schreyer hit the nail on the head
in so far as this report is concerned. I made a cursory examination of the report
and found that it is practically meaningless because you could place no
interpretation on the facts that were revealed. I think that possibly a suggestion
that would come quite close to what Mr. Henderson has suggested, that I would
make, is that possibly we should have a listing in our accounts of the travelling
expenses of the heads of departments, and then rely upon that head of the
department to keep the travelling expenses in his department under control and
secondly, also rely on the audit of the Auditor General to point out any
inconsistencies that may arise. I think with these two factors we would have

"
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sufficient internal control that we could rely on a much skimpier report to be
published in the Public Accounts without jeopardizing the public purse. I think
we could do away with the report such as we had. Possibly a much shorter
report reporting the travelling expenses of heads of departments would be
sufficient.

Mr. McLEAN (Charlotte): Mr. Chairman, I think first that we should have
an analyzed statement of this $10,000 because sometimes they tell you $10,000
just to discourage you so you will not ask for it, and I think that we should
know just how this $10,000 is made up.

The CHAIRMAN: All right. Would the Committee be agreeable then to
postpone this matter until we have a report from Mr. Balls how he arrived at
the cost of $10,000. Does the Committee agree?

Some hon. MEMBERS: Agreed.
The CHAIRMAN: Mr. Henderson, do you have anything further?

Mr. HENDERSON: No, those are the two points I wish to place on the record,
Mr. Chairman.

The CualRMAN: Well, now, gentlemen, we have the pleasure of having with
us the officials of the Department of Transport this morning. The Deputy
Minister, Mr. Baldwin, is with us, and some of his officials. Mr. Baldwin, would
you like to introduce your three officials.

Mr. J. R. BaLpwiN (Deputy Minister, Department of Transport): Mr.
Chairman, I have with me the Chairman of the Maritime Commission, Mr.
Darling, who is not an official of the Department, sir, but is here today, the
senior financial advisor of the department, Mr. Tilley, and the Director of the
Shipbuilding branch, Mr. Strang.

The CrHAIRMAN: Thank you, Mr. Baldwin. We will now proceed to the
Auditor General’s Report, 1964, page 43, paragraph 83.

83. Damage to Coast Guard vessel. On August 8, 1963, in what was
described as “fine clear weather with excellent visibility”’, a Canadian
Coast Guard ship of the Department of Transport ran aground in the St.
Lawrence River while en route from Trois Riviéres to Quebec. Damages
which cost $147,671 to repair were sustained. The departmental investi-
gation that followed indicated that there were no extenuating circum-
stances and that the officer in charge of the vessel at the time of the
accident was solely responsible.

The case was submitted to the Department of Justice and the opinion
was given that the accident was mainly attributable to the negligence,
major in character, of the officer in charge. He was assessed the maximum
penalty of $250 pursuant to the Claims Regulations and transferred to
another position.

The foregoing is an example of losses borne by the Crown under its
policy of acting as its own insurer. In order that Parliament may be more
completely informed, such losses should be summarized or otherwise
recorded in the Public Accounts.

Mr. HENDERSON: Some of these paragraphs the members will recognize as
having been discussed earlier and therefore, I shall make every effort, Mr.
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Chairman, to move along as speedily as possible stopping only at those on which
I know that you wish to question the witnesses.

Paragraph 83 was discussed on May 12th. It is an example of how losses are
borne by the Crown under its policy of acting as its own insurer. We discussed
that when the Department of Agriculture was before you last week. Here the
second officer of the coast guard ship was held responsible. He suffered a
reduction in pay of around $1,200 per annum when he was transferred to the
position of master of St. Lawrence ship channel barge. When the case was
submitted to the Department of Justice the opinion was given that the officer’s
negligence must be considered major in character and this lead to his being
assessed the maximum penalty of $250 under the claims regulations. As you
already know in the Committee there was inserted in the Public Accounts for
1964-65 a statement detailing the amounts of losses incurred as the result of the
accidental destruction of or damage to assets which would normally be covered
by insurance had such coverage existed. That is the purpose of picking up costs
like this.

Mr. LEFEBVRE: Mr. Henderson, how do you go about getting these amounts.

if they are not listed in the Public Accounts?
The CHAIRMAN: The amount of the damage, you mean?

Mr. LEFEBVRE: It says, in order that parliament may be more completely
informed, such losses should be summarized or otherwise recorded in the Public
Accounts.

Mr. HENDERSON: They are now being recorded in the Public Accounts, Mr.

Lefebvre, on the statement I mentioned. This was my 1964 report. The-

recommendation which you later endorsed, was made by me at the time you
were changing the Public Accounts.

Mr. LEFEBVRE: They are recorded now?

Mr. HENDERSON: Yes.

Mr. LEFEBVRE: But they were not recorded at the time?

Mr. HENDERSON: No. That is right.

Mr. LEFEBVRE: How did you discover this?

Mr. HENDERSON: We discovered that from our examination of the records of

the Department of Transport. We saw what the bills were and what it cost to-

repair the ship. I think it is something parliament should know because in
business you would carry insurance.

Mr. LEFEBVRE: I was just curious,as to how you came about it, but now this.

fault has been corrected?
Mr. HENDERSON: Yes, sir. Thanks to the Committee’s action.
Mr. LEFEBVRE: Right.
Mr. TARDIF: And he paid a maximum penalty of $250—
Mr. HENDERSON: I suspected you would have some observations on that.

Mr. TARDIF: —on a $147,000 loss. It was completely his fault and he was.

penalized to the tune of $2507
Mr. HENDERSON: That is the way the regulations stand.

SIPES——
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Mr. TaARDIF: I know, Mr. Chairman, that this does not come under the

Auditor General, but do you not think that that penalty was a little severe?
The CHAIRMAN: I think maybe you are being a little sarcastic here, Mr.
Tardif.

Mr. TarDIF: I could not be more sarcastic.

The CHAIRMAN: Maybe you would like to enquire as to what position he
was transferred to. Could you tell us that, Mr. Baldwin?

Mr. BALDWIN (Deputy Minister): I think Mr. Henderson mentioned that. He
was transferred to a smaller vessel and demoted, sir. His record was reasonably
good. We considered whether he should be discharged or demoted with a loss of
pay and transferred. Since the record was a good one, apart from this incident,
we decided, rightly or wrongly, that he should be demoted and transferred.

Mr. TARDIF: Mr. Chairman, does this not make quite a dinge in anybody’s
record?

Mr. BALDWIN (Deputy Minister): Yes.

Mr. LEFEBVRE: What is the most severe penalty that could have been
provided here under a damage which cost the Crown $147,000?

Mr. BALDWIN (Deputy Minister): We could have discharged the individual.
Mr. LEFEBVRE: And what were the reasons for not discharging him?

Mr. BALDWIN (Deputy Minister): Because he had a good record apart from
this one incident.

Mr. TARDIF: Incidentally, and maybe I am being a little uncharitable, and
this is unusual for me, was this fellow drinking when this happened?

Mr. BaLpwiIN (Deputy Minister): No, sir. There was no indication of that.

The CHAIRMAN: All right. Paragraph 84, Financial consequence of faulty
ship design.

Mr. HENDERSON: This case was dicussed on May 12th but it was postponed
until the witnesses could be present today.

It is a case where serious errors in calculations were made—which required
a number of structural changes to be provided for, including the comparatively
costly use of aluminum in lieu of steel in the superstructure of this ship. Our
examination of the background facts indicated that it had been established and
was confirmed by the Department of Justice that the naval architects responsi-
ble had, and I quote “failed to exercise the skill and competence of an ordinary
competent practitioner in naval architecture”. However, the department of
justice opinion went on to question whether the Crown had a valid claim
against the naval architect because it appeared that the department was
satisfied that the increased cost of the vessel presently under construction will
not be greater than the estimated cost of construction of the vessel if design
errors had not been made.

We have enquired as to the extent to which the department has been giving
business to this firm of naval architects, after this experience. The business
represented by this weather ship design contract was given to these architects
in April 1961. The failings of the architects did not come to attention until the
fall of 1963; the legal opinion I referred to which puts the blame on the naval
architects was not obtained until April 1965. A listing of the business given by
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the department to this firm of naval architects since April 1961 numbered
something like 16 contracts, by agreement, letter or purchase order. I might tell
you that oe of these given in the fall of 1963 was the Prince Edward Island rail
car ferry case having to do with the cost of faulty planning in ferry design. You
are going to be coming to this in paragraph 132 in my 1965 report, and that cost
an additional $55,000. That is all I have to say on that, Mr. Chairman.

Mr. TARDIF: Well, Mr. Chairman, in one case it cost the Canadian govern-
ment $500,000. I would like to know—and I have asked this many times before
and I have not had an answer from anyone in the department, and I am
wondering whether I will be more successful this time—whether this architect
was paid the regular tariff on the $500,000 that it cost to rectify this mistake.
Mr. Chairman, just how ridiculous can we be. This would not apply to anybody
else in the world except the government. A fellow makes a mistake of $500,000
and we pay him the tariff on the additional $500,000 that it cost to rectify the
mistake that he has made. Not only do we do that, but we also give him 16
further contracts, and I am wondering whether on the 16 further contracts
that we have given him how many additional mistakes were made. Can I have
information too?

The CHAIRMAN: All right. This is the reason we have the witnesses here this
morning to answer this type of question.

Mr. BALbwWIN (Deputy Minister): The question of liability was a difficult
one, sir. We seriously considered taking court action against the firm, although
there is always a question as to whether it gains anything to put a firm into
bankruptcy, as we might well have done. The problem was that the Department
of Justice was not satisfied that based on the information which we quite
honestly were able to give them, that we could make any progress in a court
case. The reason for this was that if the mathematical error, which was one of
the fundamental features here, had not been made by the naval architects, and
if he had at the outset made enough marginal allowance for unknown waste,
which is normal practice in naval architecture, unknown wastes of components
that will be coming in under subcontracts, he would probably, most certainly in
our opinion, have started with a larger basic ship design to begin with and the
net result would have been that the total cost of the ship on the correct basic
design from the outset, the total cost of the ship, would have been as great or
probably, indeed, considerably greater than the cost that was involved in
modifying the design when the error was discovered. In view of this informa-
tion, the Department of Justice did not feel that we had an adequate court case
to take to court. They felt that to go to court we must be able to prove that this
was a net loss to the Crown; in fact, as I have tried to indicate, the ship is
designed correctly from the outsef’ would have cost at least as much and
probably a little more because we would have used a basic different slightly
larger design.

Mr. TArpIF: Mr. Chairman, I have a supplementary question. You know
your reasoning of that can be right except that I have no way of making
comparisons with the exception of the limited business experience that I had. If
somebody bids on a ship that will cost $9 million and that is an improper figure
or there is an error in it and the ship should be $10 million there may be a
decision made by the department that the $10 million ship will not be built. Not
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only that, if a contractor bids on a ship that eventually will cost $10 million and
it is possible for him to know that ahead of time, he might bid $9 million and get
$1 million of extra that normally if it were included in the price of an original
contract might only be $600,000 instead of $1 million, and this is where the
danger dishonesty can slip in. I do not think that there has been dishonesty in
this but this is where dishonesty can slip in because there can be some king of
understanding of that type. If this fellow has made a $500,000 mistake and the
department is not so sure, Mr. Chairman, whether they should bring him to
court or not even though there may be a fifty-fifty chance that it might recover
or that he might go bankrupt—if he is inefficient he has no business being in
business in the first place—why do we give him —16 more contracts? We admit
that he is inefficient because we consulted the department of justice. The
department of justice states that this is an error, but if you sue him he might go
bankrupt so you give him 16 more jobs. What is the explanation for something
like that?

The CHAIRMAN: Mr. Baldwin, I think the Committee would like to know
why these naval architects were given 16 other contracts.

Mr. BALDWIN (Deputy Minister): I would have to check the dates of the
group that Mr. Henderson mentioned, sir, but it is my understanding that most
of those are very small jobs and the majority were granted before we
established the facts with regard to this fault. It is further my understanding
from the director of the shipbuilding branch that we have not given this firm
certain large jobs which we otherwise would have given this firm had this error
not taken place. In other words, the only penalty that it has suffered, quite
frankly, is that it has not received work of a substantial nature from the
department. I may say that there is a shortage of private naval architectural
firms in Canada, and we are not in long supply in these. We do not like to give
everything to one firm but there has been some tendency in this direction just
because of this situation. Definitely the firm has not received work of a
substantial nature which it otherwise would have received.

Mr. TarDIF: I have a supplementary question, Mr. Chairman—

The CHAIRMAN: Just a minute. Maybe there was a statement made here by
Mr. Baldwin concerning future contracts. I think we should ask the Auditor
General and his department to substantiate the fact of 16 other contracts and
then we will proceed, Mr. Tardif.

Mr. HEnDERSON: I have a list here prepared from the records of the
department covering department of Transport business since the weather
ship design contract in question dated April 7, 1961 was issued. The 16
contracts are listed by dates, by number and payments thereunder to
February 14, 1966, that exceeded $520,000. They are the contracts, pur-
chase orders, or what have you.

The CHAIRMAN: Do you want the dates and the amounts for each of these?

Mr. TARDIF: It is not necessary, Mr. Chairman. How does the department,
Mr. Chairman, justify paying this tariff on the $500,000 mistake?

Mr. BALDWIN (Deputy Minister): This is part of the contract with him, sir,
that we entered into for the design, including modifications that might be

necessary if the ship is built. And this is always part of a standard naval
24694—2
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architectural contract. The only method of recovering would have been the
court action that I mentioned, and here the department of justic indicated that
they did not think that we had an adequate case to take to court.

Mr. Tarpir: Well, Mr. Chairman, I realize that there may be a shortage of
naval architects in Canada but if we want to buy this type of equipment, for
instance, we do not necessarily buy it in Canada; this comes from England.
Would it not be possible to go to some country like England or other countries
where they have naval architects that have proven themselves.

Mr. BALDWIN (Deputy Minister): Yes, sir. We have never done this in the
department.

Mr. TARDIF: You have never done it?
Mr. BALDWIN (Deputy Minister): No.

Mr. Tarpir: Well, from the results of this I would suspect that you start
looking into it.

Mr. McLEAN (Charlotte): Do not the naval architects consult other naval
architects in these jobs. I know our people who are working on bridges
sometimes go to New York and other places to get confirmation.

Mr. BALDWIN: A naval architectural firm is a self-contained firm. The basic
plan is that you give them your basic ship requirements statement, over-all
design requirements in a broad sense. Their job is to produce the detailed
design and specifications up to the point of tender call. The job of the shipyard
is to double check that and build.

Mr. McLeEaN (Charlotte): That is all right but in building large bridges,
they accept the contract but they go to a higher authority; they might go to
England or Europe or the United States to get their plan checked.

Mr. BALpwIN: This has not been a custom that I am aware of with the
limited number of Canadian naval architectural firms.

Mr. LEFEBVRE: Mr. Chairman, it seems to me that the protection in these
types of contracts is for the naval architects only and not for the Canadian
taxpayer. In other words, it is a one-way street; if the architect makes a
mistake he is going to get paid extra for repairing the damages caused by poor
planning. Is there no way that the government can take precautions in drawing
up the contracts so that this will be eliminated in the future?

Mr. Barpwin (Deputy Minister): We have been trying, and I think the
Department of Defence Production with regard to military construction has
been trying as well, to design a dew form of contract that will help to protect
against this type of thing relating to the form of contract really with the
shipyard, which is a base form. We are experimenting with some new tech-
niques in the new search and rescue cutter line of contracts that we hope will
eliminate this sort of difficulty. I would not guarantee that it would completely
eliminate it.

Mr. LEFEBVRE: This happened in 1961 and these precautions have not yet
been taken five years later. Could you tell this Committee when this will be
looked into on a permanent basis?
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The CHAIRMAN: Mr. Baldwin, I think maybe your assistant should answer
these questions direct.

Mr. J. R. StranG (Director of Shipbuilding Branch, Department of Trans-
port): Mr. Chairman, since this particular case we have revamped our con-
tracts considerably. The estimated cost of preparing the design specifications
and drawings is based now on the estimate of costs provided by ourselves and
verified by the naval architects whilst they are doing the design. In so far as
protection is concerned, we have two major naval architectural firms in
Canada, both in Montreal, both quite qualified except for this one particular
error, and they are now insured for errors and omissions. I insisted that they
insure themselves to 10 per cent of the contract value estimated cost of the ship
in the event of the recurrence of an occasion like this. In other words, I believe
they pay about $3,000 for insurance of $1 million, one-tenth of the contract of a
fairly large icebreaker for instance.

Mr. LEFEBVRE: In your opinion, sir, if this occurred in the future it will be
the naval architects’ responsibility and not ours.

Mr. STRANG: Precisely. They will be responsible for the consequential
damages to the shipyard for work done or work that has to be scrapped, shall

we say, or any work performed in the drawing office in the shipyard which has
to be redone. They will be financially responsible.

Mr. LEFEBVRE: Well, this is one item that next year we will not have on our
books.

Mr. STrRANG: I hope so.
The CHAIRMAN: I would like to ask Mr. Strang if in this particular case

there were miscalculations by the architects. Did your department examine the
designs and specifications?

Mr. STrRANG: Well, we do, of course, very cursorily because obviously we are
a very small staff, otherwise, you can appreciate if we had to do a complete and
thorough check of the design of the ship, and this ship is a very complex ship,
then I would need as many staff as the naval architects so this check is part of
the contract with shipyard. In other words, when they get the contract, the first
thing they do is a thorough design check of the stability of the ship, the power,
the propulsion and everything. This is when this occasion came to light, of
course, when they checked and found that she had negative stability when the
ship was burned out—that is, all the fuel burned out and in that condition she
was what they called negative GM. As a matter of fact, she would have turned
over.

The CHAIRMAN: Would a miscalculation of 750 tons be a bad miscalcula-
tion?

Mr. STRANG: Mr. Chairman, 750 tons was the amount allowed the naval
architect as a cushion. Of course, the 750 tons was exceeded.

Mr. LEFEBVRE: How much was it exceeded?

Mr. STrRANG: I have not the exact figures but I would imagine that it was

possibly by about 350 to 400 tons which would, of course, make it very, very
24694—2%
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critical. Seven hundred and fifty tons either way of course, you can imagine is
quite a margin on a 7,500 ton ship.

Mr. Tarpir: And, Mr. Chairman, because of this miscalculation would the
ship not have floated? Would it have turned over?

Mr. STRANG: Yes, in certain conditions, in the worst conditions.
Mr. TARDIF: I hope you have tight hatches.

Mr. STRANG: I can say, Mr. Tardif, that actually in point of fact, we would
never allow her to be in such a condition, but if for some reason she did burn
all of her fuel and used all her fresh water, then she would be in a condition
that in certain weather she would turn over.

The CHAIRMAN: For future contracts does your department plan on checking
designs and specifications of every job, or will you leave it to your naval
architects?

Mr. STRANG: Yes, we have to.
Mr. LEFEBVRE: Just for my own curiosity, what type of ship was this?

Mr. STRANG: Weather, oceanographic, hydrographic surveys, an oceano-
graphic weather ship.

Mr. LEFEBVRE: It has not been launched yet, I understand?

Mr. STRANG: Oh, it is complete. She is to be delivered on July 4th.
Mr. LEFEBVRE: It is not launched?

Mr. STRANG: Yes, she is finished, and I might say, highly successful.
Mr. LEFEBVRE: Oh, I see.

Mr. TARDIF: Is it off the slipway yet?

Mr. STRANG: I beg your pardon.

Mr. TARDIF: It is not floating?

Mr. STRANG: It has run the trials and it is an excellent ship. It exceeded our
expectations.

The CHAIRMAN: Maybe the Committee would like to take a trip down to
Montreal and see this ship sometime.

Mr. STrANG: It is in Vancouver.

The CHAIRMAN: Well, we would not mind that.

Mr. LEFEBVRE: Maybe we could see it even if we do not want to get on it.
The CHAIRMAN: Any more questions?

Mr. BALDWIN: How many firms of naval architects are there in Canada?

Mr. STRANG: There are two what we call major firms and there are a
considerable number of smaller ones, two of which we are bringing along in our
own methods. The Department of Transport requirements are somewhat pecu-
liar, being interested in icebreakers or large ferries which are not normally
built for other than the Department of Transport.

Mr. BALDWIN: I suppose your problem is that in a major undertaking of
this kind you had to go to one of the two major firms.
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Mr. STRANG: One of the two until we educate this one. There is a new one
on the west coast which is doing designs for us now and doing them very, very
well; we intend to bring it up as competition.

Mr. LEFEBVRE: What is the normal architect’s fee for designing ships for the
Canadian government?

Mr. STRANG: Well, it is a sliding scale. The corporation of the Professional
Engineers of Quebec have very large fees for the design of buildings and this
sort of thing and this has not yet, fortunately, been used in naval architecture,
but depending on the value of a ship the fee will range from seven-tenths of
one per cent to one per cent. We are building a triple screw icebreaker with an
approximate final value of, say, $20 million; the fees on that ship were $150,000.
Of course, the same amount of calculations are required for every ship to make
it float, obviously, but some more for the more detailed and higher powered
ships.

e (12.00 noon)
Mr. LEFEBVRE: It never exceeds one per cent though?

Mr. STRANG: It may under special occasions, for special type ships, such as
scientific ships.

Mr. LEFEBVRE: The special types?

Mr. STRANG: Yes, it may go to one and a half. This, in fact, was a special
ship but I feel that we were not overcharged on the design fees. It was an
extremely complex ship and a high speed ship with turbo electric propulsion
which is unusual in Canada.

Mr. SCHREYER: Mr. Chairman, there is something in what Mr. Strang said
that I think should interest the members of the Committee. I am not asking the
question to be difficult but I am wondering about the question of what is the
Proper function of the department. I think I heard you say that the department
1s bringing along and educating one of the smaller naval architectural firms.
Does this not raise any problems as to the proper relationship between a
department of government and a private firm? What about the other firms; are
they not objecting and complaining?

Mr. BALDWIN (Deputy Minister): I think that in the sense of bringing along
and educating we merely meant that we had not entered into any special
contractual permanent relationship with any other particular firm apart from
the two in Montreal. We had merely decided that as a matter of policy, given
fche fact that there were only two and we had had difficulties with this one, that
1t would be wise to try to see if we could spread our work to smaller firms as
well to test their competence, and if this worked out well and these smaller
firms became bigger we would have a wider field of selection. And this would
mean, I think as well, that if there is a fourth or a fifth firm we would like to
try them out as well.

Mr. STrANG: I used the wrong term when I said educate. We have our own
star}dards of installation, of materiel, electrical equipment and piping, which are
designed to last, of course, forty years. And when I say educate, of course, these
up and coming naval architectural firms are used to designing small fishing
craft, patrol boats or smaller ferries for the west coast; they are commercial and
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have possibly a life of twenty years. When I said educating I meant that we
were teaching them our requirements in detail, rather than educating them.

The CHAIRMAN: We must proceed. Just one short question before we
proceed. This contract was entered into in 1961 and the miscalculations and so
on was in 1963, but it was not until 1965, that you got the legal experts on the job.
That is a matter of four years. Why would there be a delay in getting the
justice department on this?

Mr. BALbWIN (Deputy Minister): They were put on this in 1964 but it was
1965 before we had a ruling from justice.

The CHAIRMAN: We have taken a little longer on the last section but I think
a lot of the answers will be answers to questions that are involved in some of
these others. Paragraph 85 is next.

85. Repairs and alterations to Canadian Coast Guard ships. For
many years the Department of Transport has experienced difficulty in
complying strictly with the requirements of the Government Contracts
Regulations in respect of repairs to units of the departmental Coast
Guard fleet. Because there is no way of determining, before a ship is
placed in the hands of a ship repairer and opened up for examination,
what the extent of repair costs is likely to be, the problem of estimat-
ing on a reasonably accurate basis and securing the necessary Treasury
Board approval before the work is undertaken has been a continuing
one.

A case observed during the year under review serves to illustrate
the problem. In April 1963 the Treasury Board approved of entry into
a contract for the annual refit repairs of a vessel at the lowest tender
price of $43,346 and at the same time authorized further expenditure
of up to $35,000 to cover any additional repairs which might be found
necessary subsequent to the commencement of the work, Additional
work of the type for which the $35,000 was intended to provide was
carried out at a cost of $57,994 and the opportunity was taken to have
certain alterations and additions to accommodation carried out at a
cost of $29,511, Consequently, although the ship repairer had commenced
operations under a contract involving a consideration of $43,346, the
total cost of the work performed before the ship returned to service in
June 1963 was $130,851. As the original Treasury Board authority, in-
cluding the contingency allowance of $35,000, had been exceeded by
$52,005, it was necessary for the Department to make a further sub-
mission to the Board covering this amount so that the contractor could
be paid. The submission was not made until November 1963. The ex post
facto approval of the Board was received in the following month and
the contractor was paid the amount of $87,505 by which total costs
exceeded the contract price.

Mr. HENDERSON: Paragraph 85 points up a problem which has existed for
several years in connection with strict compliance with the requirements of the
government contracts regulations covering repairs to coast guard ships. The
problem set out here is a continuing one and there is always the danger that a
shipyard might deliberately submit too low a bid on the work originally
specified in order to obtain the contract with the expectation that any loss
suffered as a result can be recouped in the profit on the extras. When this
matter was discussed here in the Committee on May 12th we suggested, it will
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be recalled, that the Committee might give consideration to recommending that
in addition to all other methods which the department might be able to employ
in controlling the cost of extras, such contracts provided that when extras are
involved they shall be undertaken on a cost plus or modified cost plus basis
with the profit limited to the percentage profit realized on the original contract
price, with the entire contract subject to cost audit by government auditors. It
might be of interest to hear what Mr. Baldwin and Mr. Strang would have to
say about that suggestion, Mr. Chairman.

The CHAIRMAN: Mr. Strang, just a brief explanation, if you will. Do you
think this system would work?

Mr. STRANG: Mr. Chairman, with regard to the auditing of extra work
orders, of course, we operate certainly over forty major ships that are in and
out of dry docks and ship repair establishments, at least once a year, and the
amounts which are involved, of course, in some instances, when there is
unknown work coming up, are quite high. In auditing them, we would expect to
have to pay the actual operating overhead of the ship repairer involved. Now,
this is never below one hundred per cent and could possibly be a hundred and
fifty per cent. In 1962 I toured every major shipyard in Canada with my chief
of ship repairs and we established an hourly rate for the men working on that
ship. You could not very well take 36 trades by hours, so we took an average
hourly rate at that time, which I will say at this time was $2, and we agreed on
an overhead of 70 per cent which is a competitive marketable overhead and ten
per cent profit; and in working that out, there is the $2 plus the 70 per cent,
which is $1.40, plus ten per cent, and the average hourly rate for that period in
each of those yards, depending on the facilities was, shall we say, $3.50. As each
year comes up and they get a new contract with their unions, we take
the increase and put it through 70 per cent and add 10 per cent and add it on to
that figure. Now, you can imagine if we went into these yards and took the
actual hourly rate of $2, then took their actual overhead through audit at 150
per cent, then gave them 10 per cent profit, we would be paying just about
twice as much as we are now. This has the approval of Treasury Board. Our
ship repair bills are $4 million scattered from Vancouver to Halifax and if the
auditors went in these bills would be outstanding for over twelve months.

Mr. LEFEBVRE: When we studied this previously, Mr. Chairman, we found
that this was a $43,000 that ballooned out to $130,000. Now we found that the
original $43,000 had been enlarged by another payment of $35,000, which was
authorized, making a total of $78,846. I would like to know who authorized the
$22,494 of necessary repairs that were found later, and even more so, who
authorized the alterations for a total of $29,511. Now I think we can understand
that when you take something apart you might find things that were not
apparent before, but I think the alterations intrigue the Committee here
because there was no mention of that originally.

Mr. R. BAanpwiN (Deputy Minister): I think Mr. Henderson shows an
excellent example to indicate the difficulties of this case because it typifies about
three different things that can happen, and normally we hope there is only
about one of the three. This was one of the small icebreakers in the St.
Lawrence River. The repair job was scheduled for the autumn and it was on
this basis that the contract was originally let, and would or could have been
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completed in normal circumstances for the winter work. We had a deterioration
of conditions suddenly in the St. Lawrence River that led us to decide, again a
matter of judgment, that we needed the icebreakers sooner than we had
expected we would need them, and that we could not afford to have the
contract carried out that autumn and that we must postpone it until the spring.
We, therefore, did postpone it and put the ship into immediate icebreaking
service earlier than had been contemplated.

During the winter season further deterioration resulted in damage, as is
normal since this is the ship refit type of contract, so when we came to the
spring period, in addition to the original contract we had certain additional
work of a substantial nature as a result of the winter that had to be done. The
alterations were a direct consequence of this additional work; we had planned
certain rehabilitation of crew quarters to modernize them and to bring them up
to the standard in other vessels because this is one of our very oldest ships. It so
happened, that while this had been scheduled to take place at a later stage that
the repairs that we had to make as a result of the winter work involved pulling
apart things that would have to be pulled apart when we rehabilitated the crew
quarters, and it therefore was an obvious saving in cost if we could combine the
two jobs instead of doing the repair job and then pulling the same thing apart
a year later to fix up the crew quarters. This was why these were all combined
in the same spring contract.

Mr. TArpIF: Mr. Chairman, did I hear correctly that this contract was
supposed to start in November.

Mr. BALbwIN (Deputy Minister): October, I think it was.

Mr. TARDIF: I can foresee a great deal of difficulty when Canadians start a
major repair on a ship, in October, and hope to have it finished for the
freeze-up in the St. Lawrence.

Mr. BALpwiN (Deputy Minister): The problem is that this particular ship
was also required for summer work as well, and in the case of a number of our
ships who do this dual work we have a tight scheduling every year to work in
the refit between the essential summer supply work for the aids to navigation
and lighthouse service or Arctic work and the winter work they have to do, and
this is a recurring problem in scheduling.

Mr. TArDIF: To prove that there is more than one thing that I understand
with difficulty, I understand this with difficulty too. You established a price per
hour with the shipyards for repairs on ships, and from the explanation that was
given to us it appears to be a very reasonable type of per hour repair cost. But
this you give on tender, and the tenderer does not know what he is going to
have to repair. He had to imagine that there was going to be more than what
appears because it is evident that when you open up a ship for repairs there are
a lot of things that show that do not show on the surface and you cannot see
unless it is open. But you tender this at $43,000 and then you end up by having
a $130,000 bill. Instead of tendering it, now that you have a price established, a
per hour price, which appears to be reasonable, why are not these special jobs
given on a per hour basis. If somebody is suspicious of the amount of work that
is necessary on this ship, he might bid $40,000 on it when he should bid $80,000
and then when it is opened he says, well, this has to be done, and somebody has
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to make a decision whether it is going to be done or not. Then the contractor is
on the job and because of that the competitive system is eliminated. He is not
in competition any more. So instead of making the extra $30,000 if he is not in
competition he may make, say, $40,000.

Mr. BALDWIN (Deputy Minister): Well, this is why it is important to
establish a cost for this second sector of the work as we have tried to do.

Mr. TArDIF: I cannot understand why it does not apply to jobs like this,
because this is absolutely a repair job and nothing else.

Mr. BALpwiN (Deputy Minister): Cost control did apply to the second
portions of the work here.

Mr. STrRANG: To the excess over about $75,000.

Mr. TArpIF: Mr. Chairman, I understand that but you had already given
this fellow a contract. I do not think that he was given a special favour, nor do I
say that he knew more about the repairs required in this ship than another
contractor, but this thing is not impossible.

The CHAIRMAN: Have you had several dealings with this particular firm?

Mr. STRANG: Oh, yes, quite a lot.

What happens then, of course, is that another branch in the department
checks over the ship and makes up the specifications. It is on these specifications
that they tender, and the tenderers are invited to go and visit the ship if she is
immediately available, not at sea, which they do. And, of course, at that time
we cannot open up anything for them to see what is behind a lining, inside the
engines or that sort of thing so they quote upon what they can see. So for each
particular item, and there may be a hundred items in the refit or probably
more, that is opened up there may develop further work, unseen work, and we
have a special form where we ask for an estimate on this. The supervisor of
repairs consults and he negotiates this extra cost based on his opinion of the
number of hours it will take. Now, of course, the submission by the ship
repairer as to how much he thinks it is going to cost is not by any means
acceptable until we have checked the number of hours involved ourselves.

Mr. ScHREYER: Mr. Chairman, that being the case, in this the best way to go
about arranging for the repair of these ships? Would it not be better to do it on
some other basis other than the calling of tenders inasmuch as in many cases no
one really knows how much work has to be done?

Mr. BALDWIN (Deputy Minister): This is the problem, sir, and we have not
been able to devise any other method. We have tried to establish tighter and
tighter controls over the so-called extra fixed cost work but we have not been
able to think of any better method than starting out with a tender call covering
as much of the work as you can reasonably foresee and define clearly.

The CHAIRMAN: Mr. Long, I think you have an observation to make here.
You are familiar with this.

Mr. G. R. Long (Assistant Auditor General): Mr. Chairman, listening to
Mr. Strang, I wondered whether we had made clear what this suggestion was. I
get the impression that he interprets this as being a suggestion that these
repairs be done completely on a cost plus basis.
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The CHAIRMAN: I had that impression.

Mr. LonGg: The wording of the suggestion was “in addition to all other
methods which the department might be able to employ”. This is a problem, and
we have been searching around to see if there is any other way this could be
accomplished. Now, suppose you let your contract after calling tenders in the
normal way, at some time it would be possible for auditors, without holding up
any payment to the contractor, to determine what percentage of profit he had
made on that initial bid. If he takes in all his overhead this is going to reduce
the percentage of profit. The suggestion was that when extras are involved you
calculate the percentage of profit that he makes on the initial contract and give
him exactly that same percentage on the extras. Now, if you take your costs on
the same basis, I do not think it matters whether you take the full overhead or
a negotiated overhead, so long as they are on the same basis for the two
portions of the contract. This would, I would think, prevent him from deliber-
ately underbidding to get the ship into the yard and at his mercy.

Mr. StranG: Well, sir, I was at a meeting the other day of the government
industry on new construction and ship repairs in DDP and the representative of
the shipbuilders association there refused to comply with a request from DDP
that they break down each individual item by labour, material, overhead and
profit. They are not prepared to disclose their overheads to anyone in view of
the possibility of their competitive overheads, because if they bid, naturally, on
their actual overhead they would never get any work I mean one or two firms,
bidding on their actual overhead—so they use a very highly competitive market-
able overhead and sometimes ridiculously low, in order to get this work to
make up for deficiencies within their plant in certain trades.

Mr. Long: I would suggest that this, which is one of your means of
controlling costs now, still be maintained. By using that agreed overhead, even
though, as you said, it is ridiculously low, on the extras, as well as on the
original contract, you could, I would think, show what the profit on the extras
should be to equal the rate of profit on the original contract.

Mr. STRANG: This could be tried out.
The CHAIRMAN: Mr. Southam and then Mr. Flemming.

Mr. BaLLArD: If the contractors’ contract is going to turn into a loss would
you say the contractor should continue even though he is facing a loss?

Mr. LonGg: Well, he has got the ship into the yard as a result of this bid.
Usually, I think, if the contract is going to result in a loss, there are submissions
made. I do not think there are many cases where this happens. But in order to
avoid this possibility, you could Iimit his profit to five or ten per cent or
whatever would be fair. The point is, he should not make a profit of one per
cent on the contract that got the ship into his yard and make a profit of 15 or 20
per cent on the extras that he gets when it is there.

Mr. McLEaN (Charlotte): Mr. Long, we have had some experience in this
connection. I remember putting one of our boats in and we received a $7,000
estimate for alterations and it cost us $49,000 in repairs to get her out, and that
is in private industry. I know these things happen. When you bid on a contract
you bid for certain things, taking out the shaft and so on. You know exactly
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what you are going to do, and you can figure your costs. But when you open it
up you are into work you did not figure on. Maybe it takes higher priced men
and so forth. I can see that you cannot figure your costs. When you have a
contract in front of you, they tell you exactly what they want you to do; well,
you can do it. You know what men you are going to use on it. You know the
type of men you are going to use on it, and it may not be expensive then. But
you open that up and get into something very expensive, which requires high
cost men, welders and so on, and it gives you another cost altogether than what
you figured on in the first place.

Mr. LoNG: Mr. McLean, when you bid on the initial request for tender, you
put in a certain amount that you hope will be your profit.

Mr. McLEAN (Charlotte): Well, you could. Maybe there are certain things
you could do very easily.

Mr. LonG: The bid does cover certain specific work. You know exactly what
that is going to cost you, or at least you try to know what it will cost you, and
you try to allow for a profit at a percentage that you need. Now, the suggestion
is simply that you be limited to that same rate of profit on whatever costs are
incurred in the extras. It is to try and avoid having the contractor agree to do a
job at a loss to get the ship in where there is no competition for all the other
work that may have to be done on it.

An hon. MEMBER: That is the danger right there.

Mr. Long: That is right.

Mr. TArDIF: Well, Mr. Chairman, if they were just as insistent at $43,000
for the original contract and $130,000 for the finished job, in the difference
between the original price and the finished price there is quite a space for
recouping what you did not put in the first time, is there not?

The CHAIRMAN: That is right.

Mr. McLeEAN (Charlotte): I do not think that is it at all. I think it is in
alterations, when you go into alterations to a ship.

Mr. SoutHAM: Mr. Henderson, in introducing this paragraph 85 you used
the phrase “continuing problem”. Now, we as a Committee have many examples
of specific instances of overpayment on government contracts but when you use
this term “continuing problem”, I think it is a matter of great concern to the
committee. I was interested in Mr. Long’s remarks. It does answer part of the
question I was about to ask. But due to the fact that there are so many of these
unknown or variables in the bidding for these repair contracts, it appears that
we should get away from the straight tender. Is it possible for the department
to have some type of a nautical engineer who would be in there as this ship is
opened up—1I can see the problem—to more or less supervise the repairing and
to finally determine the cost of repairs, rather than leave it up in the air, because
I do not like having to come to Committee year after year and hear that
something is a continuing problem. I think it is one of our duties to try to come
up with something practical to solve this.

The CrAIRMAN: I think your question to Mr. Strang is, do you have a man

‘from the department on the job?
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Mr. STRANG: On all of them. Every job.
The CHAIRMAN: On each job they have a man from the department.

Mr. Soutaam: Well, has Mr. Henderson himself any further comments to
make regarding this. He has presented this problem.

Mr. HENDERSON: It occurred to us Mr. Southam, that this might be a
recommendation of the Committee in discussing it with Mr. Strang and Mr.
Long. I gathered that Mr. Strang felt that this was an approach that could well
be tried, and consequently it would not be inappropriate for this Committee to
make a recommendation, along these lines, that it be tried. This is a continuing
problem to the department in the opening up of ships. I do not want you to
think that it is a continuing problem so far as my report to this Committee is
concerned. Mr. Baldwin confirmed that this has been a headache to them for a
long time, and we have noticed it because it has been back of a lot of the
comments that I have made in prior years’ reports.

Mr. SoutHAM: Well, then, Mr. Chairman, if it would be any help I would
suggest that we recommend this suggestion be tried in an effort to overcome
this continuing problem.

The CHAIRMAN: We will note this, Mr. Southam.

Mr. FLEMMING: My question is this, Mr. Chairman. I presume that after a
tender is received for certain specific work and it is opened up as was suggested
and there is a need for additional work to be done—and obviously the depart-
ment is anxious that since they are doing a refit job that it be done as
thoroughly as possible—I presume the department investigates the recommenda-
tion of the shipyard which is doing the work as to the additional work before
they authorize it.

e (12.26 p.m.)

Mr. STRANG: Sir, we use a special form for each and every item as it occurs
which is consequent upon opening up. The list is signed before the work starts.

The CHAIRMAN: Just before we move on to the next one, there have been
certain recommendations made here Mr. Strang, and we may or may not adopt
them as a Committee. Do they meet with your approval?

Mr. STrANG: To investigate, yes, sir. I cannot see frankly how it will work
because some jobs are taken with no profit whatsoever. We actually build ships
with profit of 5 per cent on labour only and nothing on material. Ship repairs is
a very highly competitive business, and I feel that we may run into obstacles in
obtaining from them a quotation as o the amount of profit they have allowed in
their tenders to us.

Mr. HENDERSON: Does that not mean that we get it that much cheaper
under this method? If they made no profit on the first contract they are not
going to make any on the extras. It proves the correctness of the formula, I
would think.

Mr. STRANG: I would have to check the legality of that, Mr. Henderson.

Mr. LonG: I would suggest, Mr. Strang, that you would not have to ask
them to declare their profit; you would in due course determine that from an
examination of their accounts.



™
\

June 28, 1966 PUBLIC ACCOUNTS 883

Mr. HENDERSON: By audit.
Mr. LonG: By audit.

Mr. BALLARD: You run into one problem that does not sit very well with me
and that is this. Suppose that under this system that is suggested that you do let
a contract and suppose that the repair depot makes a profit of, say, one percent,
or no profit at all on the contract that they have received; and under this
suggestion that has been made, we might give them an additional $50,000 worth
of repairs to do which they would be obligated to undertake at one per cent or
no profit and the shipyard people said, well under those circumstances we do
not want to do the extra work. Then you run into a situation where you have a
ship torn apart and the repairer not willing to go ahead with the work. I would
suggest as a compromise that possibly when the contract is let originally that a
percentage of profit be computed for any extra work that is undertaken. In
other words, you could say that this is the job that you are bidding on; any
extras that are let in addition to this contract will be calculated on the basis of
cost plus five per cent of, say, plus ten per cent, rather than tying the profit to
the amount of profit calculated on the original contract.

Mr. BALDWIN (Deputy Minister): Well, Mr. Chairman, if you follow this
thing through, as I am trying to do, to a logical conclusion and, as Mr. Strang
says—and I agree—this a very highly competitive field, would this not have an
effect on firms which were intending to tender because they would realize that
this arrangement was in existence? In other words, if they had deliberately
decided to tender on a basis which would leave them no profit, they then would
give second thought to this at the time the original tender was made, and the
tender would more nearly reflect reality and I think all of the firms would
tender accordingly. I think it might be worthwhile for Mr. Long and Mr.
Strang to have a discussion with regard to making plain to these firms when
applications are tendered that some procedure of this kind might be adopted. If
this procedure was adopted, they might be a little more careful in their tenders.

The CHAIRMAN: I think you have summed it up pretty well, Mr. Baldwin. Is
it agreed to move on?

Mr. BALLARD: This would cost the government more money because every
contractor who went into a contract on that basis would make sure they had
enough cushion in their contract price to be sure that they had a profit in case
they had to apply this figure to their extras.

Mr. LoNG: This suggestion naturally has been reduced to its simplest terms.
You could say it is oversimplified. You could bring in other features that would
guarantee a minimum profit if you wished, as long as it was not a profit that was
greater than the shipyard would normally expect. The problem is to be sure
that a ship is not brought into a yard at a ridiculously low rate of profit on the
job that brings it in with an excessive profit being obtained on the over-all. So
long as that objective is obtained, you can see to it that the shipowner is not
going to be injured in any way. There is no desire to do that.

Mr. BaLLARD: Now you are agreeing with what I said, that the original
contract should specify the amount of profit on an extra and should not be
dependant on the amount of profit made on the original contract. This rate of
profit should be fixed at the time of the letting of the original contract.
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Mr. LonG: This could be considered but would you not agree that if you
could see all that was to be done on that ship when it went in, that probably the
same rate of profit would apply over the whole thing.

Mr. Tarpir: Well, I agree with the suggestion that has just been made, that
if it is going to be by tender, the original work that has been specified would
come under a certain price and if there are any extras the profit will be so and
so. I think that that would probably be a step in the right direction to finding a

solution to this particular problem.

The CHAIRMAN: I think we have expressed our views pretty well on this.
The Department has been given the Committee’s thinking on it and, along with
your own, perhaps we can come up with a good solution. We will move on to
paragraph 86.

Mr. HENDERSON: Yes. This is a straight case of an existing contract being
renewed at a cost of $26,675 per annum when the departmental records
disclosed that if another experienced firm had been given the opportunity to
tender it would likely have put in a bid of about $21,600, a saving of $5,000 per
annum. This is my 1964 report. You will be interested to know that this
two-year renewal contract expired on November 30, 1965, and at that time as a
result of calling for tenders, a three-year contract was entered into with
another contractor at a rate of $23,700 per annum. As a matter of fact the two
contractors referred to here were both underbid on that occasion by two others.

The CHAIRMAN: I imagine the committee would like to know Mr. Baldwin
why tenders were not called.

Mr. BaLpwiN (Deputy Minister): This particular contract falls in the area
of what we normally call a service contract where we are purchasing a service.
It may be the operation of a parking lot. It may be the cleaning of a building, as
was this.

These service contracts are in the difficult area of management decision
quite often because you are not operating in the sense that you are when you
build a runway or a building, that you have a fixed price per unit. You are
buying a service according to certain standards that you may set down. The fact
that you get a lower tenderer from one group than from another is not
necessarily indicative of the fact that you should accept the low tender because
the low tenderer may not give you the type of service that you would want. To
give an example in another area, if you will, we have rejected low tenders in
the restaurant concession field because we have felt that those particular
tenderers were not going to give us adequate restaurant service, even though
the bid was the one that appeared 4he best financially. In the same way, in the
building cleaning area, at the time when this particular operation came up—and
I would emphasize here that the cheapest bid for cleaning a building is not
necessarily the best bid if you want a clean building according to the standards
you have set—we were engaged in a series of difficulties on cleaning contracts.
This fell about midway in the area. We had had to cancel the contract at
Montreal airport for unsatisfactory service with a contractor there because he
was not doing a decent job. Now, he had given us the best price, but he did not
do an adequate job and we had to cancel the contract. At the time this came
before us we were engaged in a major feud, if I may use a slang phrase, with

4’ \



June 28, 1966 PUBLIC ACCOUNTS 885

the Toronto building contractor over exactly the same issue. The subsequent
year we had to cancel the Toronto contract which again had been awarded on a
low tender basis for inadequate service. The subsequent year we had a similar
problem at Ottawa where, in effect, we had to examine two bids and decided
that the lowest bid would not qualify in giving us the degree of cleaning we
needed on the standards and the second lowest bid was, in fact, accepted. After
checking it out Treasury Board agreed with our recommendation and approved
it. Within this general area we were considering at the time, and still are—this is
a continuing problem—what our best policy should be with regard to terminal
service cleaning contracts. We have two cases coming up, Saskatoon and
Windsor, the end of their period. Prices have been coming down somewhat but
the most recent indications we had were that they had been reaching a plateau.
This was pretty well indicated since that time. Some prices went down
subsequent to this period; others went up, and they are now again on an
upward trend, as might be expected.

We were considering very seriously whether we should go to a five-year
tender period instead of a three-year tender period because there are quite
obviously advantages if you have got a good price and are getting good service,
in continuing an existing arrangement. If you go to a new tender call the price
may come in at a higher rate. We have had that experience, not necessarily in
the cleaning field but in other fields where, after due thought, we decided we
should test the market and call for fresh tenders instead of extending the
contract and the first tenders, including the present contractors came in at a
higher rate. In the case of both these contracts, Saskatoon and Windsor, we
suggested to the Treasury Board that given the circumstances I have mentioned
we would like to extend both these contracts—we thought the price was not a
bad one, and we were getting good service; it was a matter of management
judgment—rather than call fresh tenders.

The fact that a lower price, which was referred to in Mr. Henderson’s
report, had been mooted to us by another firm as a possibility for Windsor, had
not too much effect on our position for the simple reason, as I mentioned earlier,
that this is a difficult job where you have to assess the competence of the firm
concerned and, to the best of our knowledge, the particular firm concerned here
had never made a careful study of the Windsor situation.

The Treasury Board did not agree with our view that it would be wise to
extend both these contracts, Saskatoon and Windsor. Saskatoon came up first.
When we called tenders on Saskatoon the price came in at so close to the
existing price, and it came in from the same firm that already had the contract,
that obviously we had gained very little, if anything, by calling fresh tenders
and in the light of this we asked Treasury Board again whether they would be
prepared to reconsider the view we had expressed about Windsor in view of
this experience at Saskatoon. The Treasury Board on this occasion reconsidered
and said that in the light of this general information and the difficulties you are
having as well as with the Montreal, Toronto and the ones that I mentioned,
they agreed to an extension of the contract.

It is true that on a subsequent tender call at Windsor the price came in at, I
think, three or four thousand dollars lower; it is equally true that we have
somewhat modified our general specifications since that time, reduced them so
that general prices have come in a little lower due to lower specifications. I
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could not guarantee that if we had called tenders at Windsor on this particular
occasion the price would have come in the same or higher. It might have been
lower, but this is a case of where we exercised what we thought was a wise
management decision designed to try and achieve the best economy for the
government. In subsequent cleaning contracts we have been calling tenders
basically on a three-year period but I think probably that if there was a clear
case where we felt that a renewal of a contract with a satisfactory contractor at
the same price would be cheaper for the government and provide adequate
service rather than calling fresh tenders, we might well recommend the same
course of action again to the Minister. Basically, we do believe in testing the
market though at reasonable intervals to ensure that we are being dealt with
fairly.

The CHAIRMAN: Are there any questions? That new contract that Mr.
Henderson speaks of, three years for $23,700, to the same firm?

Mr. BALDWIN (Deputy Minister): No. It is a different firm, sir.

The CHAIRMAN: Well, then what you have just said, Mr. Baldwin, does not
exactly hold true in view of the fact that this was to another firm.

Mr. BALDWIN (Deputy Minister): Except that this was at a later date and
specifications had been modified by that time, sir.

The CHAIRMAN: Is there anything further? Next paragraph is 88. We spent
quite a bit of time on this previously and it had to do with defalcation at
Gander International airport. I know you have one or two questions for the
officials that are here.

Mr. HENDERSON: We understand, Mr. Chairman, that the department is
considering some form of civil court action. Am I not correct? Perhaps Mr.
Baldwin could add something to that.

Mr. BAaLpwiIN (Deputy Minister): I gather you reported, Mr. Henderson,
that there had been modifications in the accounting procedure designed to
protect against this situation in the future.

We did take this case to court in Newfoundland. Unfortunately we lost the
court case but the individual has been subsequently dismissed.

The CHAIRMAN: Are there any questions?
An hon. MEMBER: There has been no recovery?

Mr. BaupwiN (Deputy Minister): Not yet, we are still exploring possible
means of recovery.

Mr. LEBLANC: But you have improved the bookkeeping methods used there
so that in future such defalcation would not happen.

Mr. BALDWIN (Deputy Minister): This is correct.

The CHAIRMAN: When we went over this before, Mr. Baldwin, I think it
was mentioned that this defalcation went on over a period of 12 years and
amounted in a loss to the taxpayer of $42,800. The question was, how come it
went on for 12 years before it was spotted, and the question arising out of that
would be, I think: Do you audit these books yourself from your own Comp-
troller’s department and, if so, how often are they audited?

¢l
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Mr. BALDWIN (Deputy Minister): Mr. Tilley, would perhaps answer on the
audit question.

Mr. G. C. TiLLEy (Departmental Financial Advisor, Department of Trans-
port) : Mr. Chairman, with reference to your question about the length of term
over which the defalcation occurred, unfortunately, this is not an unusual
circumstance in a default of this kind even where audit procedures are
considered normal and adequate. Now and then there will be defalcation when
you have a dishonest person who is also intelligent enough to know how to go
about it. It is also normal that such defalcations will be discovered in a way
similar to that which the Gander one was. It was more or less, almost by
accident. Then, of course, the history of auditing is that this having happened
you take particular precautions in the area in which it happens to make sure
that a similar thing cannot happen again.

The CHAIRMAN: I know, but you just have not answered the question. You

, did not find it in a period of 12 years. Did your auditors go into Gander?

Mr. TiLLEY: Yes.
The CHAIRMAN: How often?
Mr. TILLEY: I am unable to say how often the audit is conducted there.

The CHAIRMAN: Well, now wait a minute. You are head of the Comptroll-
er’s department?

Mr. BaLbwiIN (Deputy Minister): In fairness of Mr. Tilley, he has only been
with the department for a year, Mr. Chairman.

The CHAIRMAN: Maybe you could answer that, Mr. Baldwin.
Mr. BALDWIN: Approximately once a year.

The CHAIRMAN: Approximately once a year. Are you sure they go in once a
year.

Mr. BaLpwiN: Yes, and under the present system they would be in at least
once a year.

The CHAIRMAN: So the department sent an auditor in here once every year
for 12 years.

Mr. TiLLey: That is a correct statement.

Mr. BALDWIN (Deputy Minister): And there would be local checks made
under the airport manager by his staff to keep track of this as well.

The CHAIRMAN: And in view of this they still did not catch this defalca-
tion.

Mr. BALDwWIN (Deputy Minister): This is a device that is very hard to catch,
because of the way that this was done.

The CHAIRMAN: Well, I think this will have to be proven to the Committee.
I do not think it has been proven that it is that difficult and that it could not
have been found by a complete and good audit. Who found it, your department
or the auditor General’s?

Mr. TILLEY: It was found by the administrative officer at Gander.
24694—3
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The CHAIRMAN: So it was not even found by your auditor.
Mr. BALbwiIN (Deputy Minister): Oh, yes. This is our administrative officer.
The CHAIRMAN: I see.

Mr. HENDERSON: This case, I think, Mr. Chairman, involved collusion with
the bank officials, did it not?

Mr. BALDWIN (Deputy Minister): There was some indication of that, but as
I said I would not make a categorical statement in view of the result of the
court action.

Mr. LEFEBVRE: How about the manager of the airport?

Mr. BALpwiN (Deputy Minister): No.

Mr. LEFEBVRE: For 12 years this went on and he never knew anything about
it.

Mr. HENDERSON: It is pretty hard to understand why that would not have
come to light over a 12 year period, Mr. Chairman.

The CHAIRMAN: It is beyond me.

Mr. HENDERSON: Granted, if you have collusion with the local bank
manager, it makes it tougher, but I would have thought that the person in
charge, the administrative man in charge, would have questioned some of the
activities going on around him.

Mr. McLeaN (Charlotte): Was the same manager at the airport for the 12
years?

Mr. BALbWIN (Deputy Minister): No, sir.

The CHAIRMAN: As I recall our previous discussions on this, there was no
reconciliation with the bank account. Are we correct on that?

Mr. TiLLEY: I do not believe that is correct, sir. The reconciliation, I believe,
was made but the figures had been falsified so that they balanced but did not
reflect the correct balance.

Mr. HENDERSON: We have a memorandum here on it and perhaps Mr. Long
would care to comment.

Mr. LoNG: Mr. Chairman, as I mentioned at a previous meeting when we
were dealing with this, it is always embarrassing when things like this happen.
We isolated the trouble here as being that certain checks which could reasona-
bly have been expected to be ntade were not made. One of them was the
checking of the bank deposit slips through the relevant bank statement for the
Receiver General deposit account.

The CHAIRMAN: Would you explain that fully. I am not sure that I follow
this.

Mr. LoNG: The Receiver General deposit account is an account in which the
revenues from the department, from the airport, are deposited, and then
subsequently they are transferred to Ottawa—on a fixed time basis. I am not
sure if it is weekly or monthly—apparently, the auditors who were in there
were not checking the deposit slips against the statements of that account. Now
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what ultimately happened was that this man was getting in deeper and deeper
all the time.

The CHAIRMAN: Well now, before we get in deeper and deeper here, so I
can follow this, the bank deposit slips state a certain amount of money and
these were not checked off with the bank statement.

Mr. Long: With the bank statement, yes.

The CHAIRMAN: Well let us pause right there. How brilliant an auditor do
you need to catch that? Here you have your bank deposit slips that say “X”
number of dollars are deposited; the bank gives you a statement and you do not
check this one with that one.

Mr. McLeAN (Charlotte): The double entry system of bookkeeping, is that
it? You have your control balances and everything?

Mr. TILLEY: Yes.
The CHAIRMAN: Is that right, Mr. Long?

Mr. LoNGg: As I was going to say, this man was getting in deeper and deeper
all the time and it got to a point where he was making his transfer of funds to
Ottawa before he actually had those funds in the bank to transfer, and then he
covered this from subsequent revenues. This was, as we understand it, one of
the final manipulations that was taking place where the bank people were
co-operating with him.

Mr. LEBLANC: Mr. Long, you mention here in the report that it was done by
altering duplicate deposit slips. If the duplicate deposit slips were altered, even
if they were checked with the bank statement, they would prove to be right
because they would show on the altered deposit slips the right amount that was
deposited in the bank.

Mr. LonG: No; they were altered to show a different amount and, had they
been checked, the difference between the altered total and the amount in the
bank statement would have been seen.

Mr. LEBLANC: I see. :
Mr. LonG: They were altered to fit what should have been deposited.

Mr. LEBLANC: That is it. They were altered and even if they were called
against the bank statement the same amount would have been on both.

Mr. LoNG: The altered figure showed what should have been deposited; it
did not show what had been deposited.

Mr. McLEAN (Charlotte): If they are running a double entry system of
bookkeeping with their control accounts, how could they be out if it was
audited?

The CHAIRMAN: That is a good question.

Mr. LEFEBVRE: In 12 years, nobody compared the bank statements to the
deposit slips at once?

Mr. HENDERSON: That is the point.

Mr. LEFEBVRE: Not once.
24694—31%
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Mr. HENDERSON: I do not know that it is the double entry type of
bookkeeping system, Mr. McLean, that you were perhaps envisioning in a
small business. The receipts are collected and deposited in the bank and the
bank account transferred to Ottawa. There is no set of financial statements as
such back of it, you know.

Mr. McLEAN (Charlotte): It seems to me there should be some control
there.

Mr. HENDERSON: It is a point of collecting revenue and remitting the
revenue to Ottawa essentially from the airport.

Mr. McLeaN (Charlotte): Do they not work with the bank? Does the bank
not have to work with them?

Mr. HENDERSON: Yes it should have.
Mr. McLEAN (Charlotte): Does the bank balance not enter into it?
Mr. HENDERSON: Yes.

The CHAIRMAN: I think what the Committee is most interested in is what
type of an internal audit system have we in the department, not only this
department but all other departments? Mr. Baldwin, you say you sent an
auditor from your department to Gander once every twelve years?

Mr. BaLpwIN (Deputy Minister): No, sir, no. I would have to check my
facts.

The CHAIRMAN: I mean once a year for 12 years. Is this auditor still in the
employ of the department?

Mr. Barpwin (Deputy Minister): I would have to find out. It is not
necessarily the same one on every occasion either, with the method of audit we
use. We do not deny that there was a serious local error here.

The CHAIRMAN: Well, how many men in your department would be
involved in this audit?

Mr. BALDWIN (Deputy Minister): At that particular time, a relatively small
number; the financial staff in the last couple of years has been substantially
strengthened.

The CHAIRMAN: I think the Committee wants to get to the bottom of this.
Could you have the auditors appear before this Committee that did the audit
work?

Mr. BALDWIN (Deputy Minister): Yes, but I would like to check and see
exactly who did it.

The CHAIRMAN: We would like the man who did the actual audit work so
that we could put questions to him.

Mr. LEFEBVRE: Does this same system prevail at every airport in Canada?

Mr. BALpwiN (Deputy Minister): The system that was in effect then has
been adjusted since that time.

Mr. LEFEBVRE: Well, there could have been the same thing produced at
other airports that we still do not even know about then, if the bank statements
have never been checked against the deposit slips.
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Mr. BALDWIN (Deputy Minister): I would not wish to offer a guarantee on
that, but I would not think that the present procedures would, as indicated by
Mr. Tilley, permit this sort of situation.

Mr. LEFEBVRE: The present procedures, no, but during the time that this
took place.

Mr. TiLLEY: I think, Mr. Chairman, the present procedures would uncover
or would tend to uncover any past defalcations of a similar nature which could
have been taking place at other locations.

Mr. LEFEBVRE: Well, does that mean that you are checking back over 12
years in every airport in Canada?

Mr. TiLLEY: No, sir. It means that when an audit procedure is instituted
which is expected to catch errors of this type, a checking of the present
condition would uncover past errors because this is a sort of kiting operation
which depends for its success on being able to replenish incorrectly from one
fund to another so that it gradually mounts up, so that it is not necessary to
catch it to go back over all past history.

Mr. LEBLANC: Could you tell me what is the procedure when an airport
collects some revenue? Do they give out receipts? Is this mostly money or
cheques, and do they give out receipts? If so, do they keep copies of the receipts
that are issued to the person paying at the airport?

Mr. TiLLEY: These are revenues which the airport is receiving for various
purposes. Most of them are by cheque because they are, for example, for
parking concessions and so on. In any cases where cheques are not received
receipts would be issued.

Mr. LEBLANC: You issue receipts only for money and not for cheques?

Mr. TiLLEY: I may be incorrect. There may be receipts issued for cheques as
well.

Mr. LEBLANC: I was wondering about that because if you could total all the
receipts of one day and check with the deposit slips it would be so easy to
control the amount of money coming in every day.

Mr. TiLLeY: Well, Mr. Chairman, Mr. Henderson or Mr. Long may like to
comment further on this. As you know, in the operation of as large an
organization as an airport, there must be a rather expensive audit procedure to
cover the revenues which are received, and which, I may say, have been
growing at a rather rapid rate. These audit procedures are designed as well as
possible to protect the government against defalcation of various types. There
was one case where the procedure did not succeed in doing that, but it is a
fairly extensive program of audit and it covers many sorts of transactions. It
does not necessarily check every transaction because if that were to be done it
would be necessary to have perhaps forty auditors whereas there are now
fourteen in the department.

e (12.55 pm.)
Mr. McLEAN (Charlotte): This was just a kiting procedure.
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Mr. HENDERSON: That is correct, Mr. Chairman. That is what it was. And
they are the most difficult to locate, because there has to be collusion to make
them effective.

I should like to say, Mr. Chairman, that I do think this case underlines the
importance of effective internal auditing in government departments, and
particularly so today when they are about to embark, as we know, and Dr.
Davidson will be talking to you about it, on greater decentralization of
responsibility to the departments and curtailing the pre-auditing work and that
type of thing. With the work that Mr. Tilley, Mr. Baldwin and his associates are
doing, their internal auditing staff and their programs are going to take on
tremendous importance because it is quite impossible for me, with the size of
my staff, to cover anything other than just tests of these transactions. We call
for their reports and check on the frequency with which they go around and
generally satisfy ourselves that they are giving reasonably effective coverage. I
would hope that the Committee might see fit to make reference to this and to
stress it as indicating the importance of this, and particularly when greater
authority is going to be given to the department to run their own operations.

The CHAIRMAN: Well, gentlemen, it is two minutes to one. I think we had
better adjourn at this point.

We have pretty well completed 1964. There are some items in 165. Would
you agree to sit this afternoon after Orders of the Day? If you do I think we will
consider dispensing with our Thursday meeting and sit this afternoon to clean
all this up so far as the Department of Transport is concerned.

The meeting is adjourned.

AFTERNOON SITTING

e (3.45 p.m.)

The CHAIRMAN: This is a recessed meeting, and I know there are other
members on the way here so, with your permission, we will commence. I think
Mr. Baldwin would like to make a correction concerning some evidence he gave
this morning in connection with paragraph 84 on page 43 of the 1964 Auditor
General’s report.

Mr. BALbWIN (Deputy Minister): I believe that one of the members, sir,
asked whether the firm of architects on this ship had in effect received extra
payments for the additional cost that had resulted from their error in design
work and possibly through misunderstanding on our part we left the wrong
impression in that connection, because I think we indicated he had. In fact, on
checking during the luncheon hour we were able to clarify it, the position was
that the contract with him was paid in full but it was based on the estimated
costs of the vessel and therefore did not include the additional costs that
resulted from the faulty design work.

Mr. LEBLANC (Laurier): It was based on $9,915,000.
Mr. BALDWIN (Deputy Minister): Yes, sir.
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Mr. LeBLANC (Laurier): It is 41 per cent then? Because you gave them
$117,000?

Mr. BALDWIN (Deputy Minister): Yes.

Mr. LEBLANC (Laurier): We were mentioning this morning that the fees
vary between .7 to 1 per cent, and in special cases more than one per cent. That
would be a special case where it was more than one?

Mr. BALDWIN (Deputy Minister): Yes, sir.

The CHAIRMAN: And the other note that Mr. Baldwin wishes to make
concerns paragraph 88, the defalcation at Gander International Airport.

Mr. BALDWIN (Deputy Minister): Well, this relates to the question that had
been raised with regard to any weakness in the internal audit procedures in the
very lengthy period during which this defalcation was going on. Here again, I
apologize for not having the correct or full information for the Committee but
again, the luncheon hour has enabled us to bring ourselves up to date. During
this period for the largest portion of the years involved, in fact, from 1951 to
1961, the actual audit for the Department was carried on by the Comptroller of
the Treasury. It was in 1961 that the Department established its own audit
procedures for internal audit purposes.

The CHAIRMAN: In 19617
Mr. BALDWIN (Deputy Minister): Yes.

Mr. LEFEBVRE: Mr. Chairman, I think these two statements by the gentle-
man here point out something that I would like to know and for the benefit of
the other members here. How much notice do the different departments of
government get that they will be appearing before this Committee?

The CHAIRMAN: Perhaps our clerk could answer that.

Mr. LEFEBVRE: The reason I am asking is I believe this is one of the
committees that deals with every department. They know that they will be
coming before this Committee, and some of the answers this morning which
were re-answered this afternoon left some of the members in doubt, including
myself. I would suggest that the departments should have all the facts and
figures available when they come to this Committee so that we could be clear.
If we were not meeting this afternoon this would not be in the minutes of to-
day’s meeting. I would like to know the opinion of other members of this
Committee on this subject.

The CHAIRMAN: Well, in answer to your first question, Mr. Bennett, our
clerk, advises us that this notice was sent to the Department of Transport on
June 2. They were advised that they were to appear before this Committee.

Mr. LEFEBVRE: Would they also have a copy of this report from the Audi-
tor General?

The CHAIRMAN: Oh, yes.

Mr. LEFEBVRE: Therefore, I cannot see why the departments when they
come before us are not fully prepared to answer questions which concern their
own departments.

Mr. McLEAN (Charlotte): Sir, I would say sometimes the questions are hard
to answer, because of the way they are asked.
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Mr. LEFEBVRE: Well, they are only dealing with the particular subject
before us.

Mr. McLeEAN (Charlotte): The man that asks the questions sometimes does
not just understand what he is asking about. I may ask a question and not just
understand it. Invariably I find out before I am through.

The CHAIRMAN: Well, the point is well taken, I know the Committee likes
to have the fullest answers possible. On the other hand, as Mr. McLean has said,
some of the questions are rather difficult, and so on. However, your point is well
taken, Mr. McLean. With regard to this last question, you say the Comptroller
of the Treasury was responsible for the audit up to 1961, so if this Committee
wanted to question the person who audited the books during that time we
would have to ask the Comptroller of the Treasury to have that person appear
before the committee? Now we will proceed with paragraph 164, page 128.

164. Airport operations. The capital investment of the Department of
Transport in airports as at March 31, 1964 was $605,596,000 compared
with $579,085,000 at the same date in the preceding year, a net increase
of $26,511,000 for the year under review.

The revenue from civil aviation airport operations for the year
ended March 31, 1964 amounted to $16,971,000 compared with $15,519,-
000 in the preceding year. Details of this revenue, together with compa-
rable figures for the preceding year, are as follows:

Year ended March 31
1964 1963
Aircraft landing fees—
Domestic .jadl, aswene Bluos aluels . we. & $ 3,609,000 $ 3,235,000
Trans+0CeaNIC. 1o o mal Kbl iy Js b LN T 3,478,000 3,074,000
R IR TN I et E e a e s W Lot mous s b es AP S 992,000 753,000
Otherity  WQILR NP8 A . FEciAPRRY . XNt . 15,000 23,000
8,094,000 7,085,000
Rentals—
Office, shop and garage space ............. 1,425,000 1,239,000
TAvIDG GURTIETN ;s  RAb: i S g o el S8 8 361,000 386,000
T N T R Y O e 1 183,000 197,000
EERRON s ook con v G S e 2w 'y o AT iS5 & gl 1,036,000 1,077,000
e 3,005,000 2,899,000
Concessions—
Gasoline ‘and - ofl . 9% . S 9ME BP0 e P IR 1,927,000 1,881,000
iter 135, Jitrabatol. By S Doalh. 2 5dean 2,200,000 1,824,000
4,127,000 3,705,000
Miscellaneous Tevenue .......:...coevsassesss 1,745,000 1,830,000

POLHL BOWEIIO = 10 s g 20 vie i o-s gy shale Glaia date $16,971,000 $15,519,000
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The parliamentary appropriation for “Airports and Other Ground
Services—Operation and Maintenance” (Transport Vote 145) was charged
with expenditures totalling $20,281,000 for the year 1963-64, an increase
of $526,000 over the corresponding figure of $19,755,000 for the preceding
year.

The excess of expenditure (excluding new construction) on airways
and airports over the revenue received, as reflected in the Department of
Transport section of the 1963-64 Public Accounts, was therefore
$3,310,000, decrease of $926,000 from the preceding year’s figure of
$4,236,000.

The results thus recorded are on a cash basis and do not include any
provision for amortization of airport construction costs, interest on funds
employed or other costs such as a portion of the expenditure charged as
air services administration, which would have to be taken into considera-
tion if the actual net costs of civil aviation airport operations were to be
determined. The Department does, however, maintain accounts on an
accrual basis for its operations at 17 of the major airports, which
together account for approximately 889 of the revenue from civil
aviation airport operations, and prepares therefrom periodic financial
statements for management purposes. A consolidation of these state-
ments, which includes provision for depreciation of civil aviation facili-
ties (though not the other costs referred to), for the year ended March
31, 1964 is given as an appendix to the Department’s section of the Public
Accounts.

Mr. HENDERSON: In considering this paragraph, Mr. Chairman, I would
suggest that you also include paragraph 214 of the 1965 report on your list
because it deals with the same subject.

214. Airport operations. The capital investment of the Department of
Transport in airports as at March 31, 1965 was $629,007,000 compared
with $605,596,000 at the same date in the preceding year, a net increase
‘of $23,411,000 for the year.

The revenue from civil aviation airport operations for the year
amounted to $22,441,000 compared with $16,971,000 for the preceding
year. Details of this revenue, together with comparable figures for the
preceding year, are as follows:

Year ended March 31
1965 1964
Aircraft landing fees—
D OTESEIE B and it bhikes sasistdaiscioiiss &b hrssssioes $ 3,822,000 $ 3,609,000
T ESEOUCHTIC, syt T o s, oabsd ARb A e S8 5E 6,243,000 3,478,000
T ST HORCIOL s s ot s o s Alels s v eyash s o Bimas = A e 992,000 992,000
OO I s B s I i v ot Pore B h s iUh o & a wiaee 27,000 15,000

11,084,000 8,094,000
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Rentals—
Office, shop and garage space ............. 2,298,000 1,425,000
LAVIDG . QUARIOTS +iorne wuouidiyr o lovius b oiqre i Sruiang 364,000 361,000
T TR RSN e ) MR T T T | W 173,000 183,000
OEHOT 3 WS T oo te o e s e et S SAEt g 1,189,000 1,036,000
4,024,000 3,005,000
Concessions—
Gasoline.and, Oil :ia 35 wsisimdmmarstivm <Ss Shmkle 2,063,000 1,927,000
OPBER I s e ot Base: srs I rntine ste e bt Saste 3,160,000 2,200,000
5,223,000 4,127,000
Miscellaneous revenue .................c.uu.. 2,110,000 1,745,000
FHotal aevenae il . 10, 0538, IR HUEOOOAE. $22,441,000 $16,971,000

The provision for “Airports and Other Ground Services—Operation
and Maintenance” (included in Department of Transport Vote 35) was
charged with expenditures totalling $24,114,000 for the year 1964-65, an
increase of $3,833,000 over the corresponding figure of $20,281,000 for the
preceding year. The excess of expenditure (excluding new construction)
on airways and airports over the revenue received was therefore $1,-
673,000, a decrease of $1,637,000 from the preceding year’s figure of
$3,310,000.

The results thus recorded are on a cash basis and do not include any
provision for amortization of airport construction costs, interest on funds
employed, or other costs such as a portion of the expenditure charged as
air services administration, which would have to be taken into considera-
tion if the actual net costs of civil aviation airport operations were to be
determined. The Department does, however, maintain accounts on an
accrual basis for its operations at 17 of the major airports, which
together account for approximately 91 per cent of the revenue from civil
aviation airport operations, and prepares therefrom periodic financial
statements for management purposes. A consolidation of these state-
ments, which includes a_provision for depreciation of civil aviation
facilities (though not for the other costs referred to), for the year ended
March 31, 1965 is given as an appendix to the Department’s section in
Volume II of the Public Accounts.

The members will note that airport operations are dealt with in this section

of my report covering departmental operating activities, and that we show only
the total revenue picture on a comparative basis. The expenditure on airport
operations is paid from Department of Transport vote 35 and as you will note
from these paragraphs has been increasing each year. It was $19,705,000 in
1962-63; $20,281,000 in 1963-64; and $24,114,000 for the year 1964-65. Although
revenue has been inereasing and particularly so in 1965 over 1964, there still
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remains an excess of expenditure over revenue which for 1965 amounted to
$1,673,000. However, these results are simply the results recorded on a cash
basis. The costs do not include provision for amortization of airport construc-
tion costs, interest on funds employed or other costs such as the portion of the
expenditure charged for air service administration which would have to be
taken into consideration if the actual net costs of civil aviation airport operations
were to be determined.

We go on to explain in this note that the Department does, however,
maintain accounts on an accrual basis for its operations in 17 of the major
airports which account for around 91 per cent of the revenue from civil aviation
airport operations, and, from this information it does prepare periodic financial
statements for management purposes. There is a consolidation of these state-
ments contained in an appendix to the departmental section in volume II of the
public accounts. You may have some questions you would like to direct to Mr.
Baldwin on these figures I have given you, perhaps based on the statements
made on page 175 of my 1965 report. That shows a substantial increase in the
total revenue for the year from $16,971,000 to $22,441,000, and as you see, most
of it is in aircraft landing fees, trans-oceanic. Would you like to explain that,
Mr. Baldwin?

Mr. BALDWIN (Deputy Minister): Well, I think the main feature I could
comment on there, sir, is that this is the area of commercial aviation which has
had the most rapid rate of growth during that period and this shows some
indication of repeating itself this year.

The CHAIRMAN: As I understand your point, Mr. Henderson, you are
showing the Committee in your report that the total revenue is increasing
considerably but their appropriations for operation and maintenance are also
increasing considerably. So, the net result may not be in proportion to the grain
in revenues.

Mr. HENDERSON: I also go on to point out, Mr. Chairman, that they do not
include in their total expenses here all of the cost factors which they should if
they were going to prepare a usual profit and loss type of presentation. The
expenditures are paid from Department of Transport vote 35, and in presenting
the figures they do not include these other costs which are provided free by
other agencies of the government. We are hoping that the day will come when
that will be done, but in the meantime the Department itself does keep good
and all-inclusive accounts for the individual airports so that it knows how its
revenues and costs of operation are progressing as between one airport and
another. Would that not be a correct statement, Mr. Baldwin?

Mr. BALpwiIN (Deputy Minister): We try to operate each on a local budget
responsibility basis.

The CHAIRMAN: All right, page 176 of the 1964 report paragraph 32, cost of
access roads, Chatham Point, B.C.

32. COST OF ACCESS ROAD, CHATHAM POINT, B.C.—The Department of

Transport maintains a light and fog alarm station at Chatham

Point, B.C.,, which prior to 1963 was serviced by depart-

mental Coast Guard ships. When the Department decided to estab-
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lish a meteorological observing station at the same location, it was
considered in 1961 that economies would result from the construc-
tion of an access road to the site to service the expanded facilities.
After work on the access road was well under way, a change in plans
for the area led to the cancellation of the meteorological station
project at Chatham Point. The road, completed at a cost in excess of
$55,000, is therefore utilized to provide access by land to a light sta-
tion staffed by only two employees. It is not evident that this outlay
would have been incurred for that purpose only.

Mr. HENDERSON: This is the first of one or two non-productive payments
and this item describes how a road was completed at a cost in excess of $55,000
for the purpose of serving a meteorological observing station which the
Department had planned to erect close to Chatham Point, B.C. However, as a
result of a later decision by the Department the meteorological station project
was cancelled. But the road was already under way and so it was decided to
complete it. The only purpose it serves at the present time, I understand, is to
provide access to the light station which as I have stated in the note has a total
staff of two.

Mr. LEBLANC: And the cost was?
Mr. HENDERSON: The road cost $55,000 and it is used by two people.

Mr. LEBLANC: I wonder if we could have additional information regarding
that matter from Mr. Baldwin. How come the plans were changed while the
road was being built?

Mr. BaALpwIN (Deputy Minister): The main reason was, I think, as
described in the Auditor General’s report, the road was originally planned when
it appeared that certain telecommunications establishments on the B.C. coast,
notably, I think, at Alert Bay and Bull Harbour, were to be closed down and
this would have eliminated an important meteorological reporting point. It was
therefore decided that the meteorological staff involved would have to be
relocated at this light station. During that period the telecommunications
branch in an attempt to re-orient or re-organize its west coast operations was
asked to review this matter again to make sure that this was the proper
decision, and the review led to a decision to retain the Alert Bay and Bull
Harbour stations rather than close them out. There were numerous representa-
tions from local interests that they should not be taken out. It is therefore the
fact that if it had not been for this particular change in plans we would not
have built this access road at that particular time. I think it is also the fact that
we would have, in any regard, ®ven with a two man light station, built this
access road in our program. This is something we are doing wherever possible
with light stations, because it makes it possible to serve them by land instead of
serving them by ship.

I would think that the program item would have come considerably lower
in the priority list but would have been carried out nevertheless. I will just
take these figures as an example. If you assume that the road is good for 50
years—maybe this is a generous estimate—and that we also have to spend $1,000
a year repairing it, this represents an over-all annual cost of around $4,500
capitalized for the road. It is now costing us between $15,000 and $20,000, or it
was costing us this amount, to supply that station by ship per year.



June 28, 1966 PUBLIC ACCOUNTS 899

Mr. LEFEBVRE: That much?

Mr. BALDWIN (Deputy Minister): That much, and this is not out of the way
in the way of costs for supplying a remote lighthouse that has no road
communications.

Mr. MuIir (Lisgar): Well, I was just going to ask Mr. Baldwin if in the
long experience he has had in government he has found that this happens often
anyway. We have had departments appear before us in committees and we
find that plans are made; they are shelved after a great amount of money has
been expended and I am sure, as I say, in the experience you have had with
government, you find that this probably happens too often. How can we avoid
these things?

e (4.00 pm.)

Mr. BALDWIN (Deputy Minister): I would agree Mr. Muir, that this does
seem to be almost inevitable in the process of government departments. It does
happen too often. It should not happen as often as it does. I do not think it can
ever be completely avoided because circumstances change. But, I would hope
that the risk of this type of situation happening would be, to some extent,
eliminated by better advance program planning on the part of the branches and
departments of government generally, including our own. On the other hand, if
you improve your forward planning and make it more accurate you do run the
risk of having to make further adjustments because of technical changes or
changes in circumstances between the time you draw up your program and the
time you are able to implement it. So there is a sort of chicken and egg
situation that is very hard to get at. All I can say is that I agree this happens
more often than it should and we are very disturbed when it does happen.

Mr. Muir (Lisgar): Is there any co-ordination between the various depart-
ments with regard to long term planning?

Mr. BALDWIN (Deputy Minister): Where there would be an overlap in
interests, yes, sir. Although I am not sure this has reached the stage that it
probably will achieve because the program for introduction of long term
planning, which is part of the new financial management program has not been
introduced or implemented to an equal degree in various departments. Some
are considerably farther advanced than others in respect of this. The basic
co-ordinating level would, I assume, be the Treasury Board.

The CHAIRMAN: In this particular case these two departments were within
the same department?

Mr. BALDWIN (Deputy Minister): This is all part of Department of Trans-
Pbort responsibility.

The CHAIRMAN: This is not like the situation we ran into in the Department
of Public Works where they were asked to erect a building for another
department and there was a shuffle between two departments. This is all within
the one department, which makes it a little more serious. How long would the
road be in mileage?

Mr. BALDWIN (Deputy Minister): I am sorry, I do not have that informa-
tion. T should have it but T do not at this stage.
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The CHAIRMAN: Does anybody else from the department know?
Mr. HENDERSON: It is a 13 acre area, I believe.
Mr. BALbWIN (Deputy Minister): I think it is roughly that.

Mr. HENDERSON: I suppose it might be half a mile, or something like that.
This goes from the shore up to the main highway.

Mr. BALDWIN (Deputy Minister): That is right.
The CHAIRMAN: Are there any further questions?

Mr. LEFEBVRE: In view of the statement made by Mr. Baldwin, I think this
should be removed from the non-productive items because it looks like we are
saving $15,000 a year. Certainly it is not a waste of money; it is a gain.

Mr. HENDERSON: I will admit on the basis of Mr. Baldwin’s statement that it
is a borderline case. However, the facts that he gave you are familiar to us, and
I think it all depends on which end of the proposition you look at, Mr. Lefebvre.
I think there are two ways of looking at this and I thought Mr. Muir’s remarks
pretty well summed that up.

The CHAIRMAN: All right, paragraph 33.

33. COST OF UNSUCCESSFUL ATTEMPT TO RECONSTRUCT LOCK ENTRANCE
WALL, BOBCAYGEON, ONT.—In 1961 the Department of Transport
entered into a contract for the reconstruction of an entrance wall to
a lock on the Trent Canal at Bobcaygeon, at an estimated cost of
$34,262. The plans and specifications for the work were prepared by
departmental engineers. The required method of carrying out the
work was to place a cofferdam across the canal downstream from the
area where the wall was to be rebuilt and to de-water the area
between the cofferdam and the lock so that the rebuilding of the
wall might be carried out in the dry. Although the contractor was
able to complete a portion of the work, for which he was paid $8,991,
he was unable to proceed with the major part because of inability to
de-water the working area and in August 1962 the contract was
terminated. During the year under review, after the Department had
determined that it was not economically feasible to place and
maintain a cofferdam as had been originally set out in the specifica-
tions, the contractor was paid an additional $30,631 to compensate
him for costs incurred in his abortive attempt to complete the
contract.

The Department subsequently undertook to complete the work
by a method which would allow the wall to be reconstructed without
having the area de-watered, at an estimated cost of $45,000.

Mr. HENDERSON: The contractor here was on a firm lump sum and unit price
basis. The method specified for doing this job had apparently been successful in
other parts of the Trent Canal System, and when the specifications were pre-
pared the departmental engineers had no reason to believe that it would not
work on the lock in question. We noted that when the department was applying
to the Treasury Board authority to pay the contractor’s bill it stated and I
quote:

It is true that in all probability if the canal staff had had a larger
complement of engineers at the time the plans and specifications were

("
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being prepared a more detailed study of the site conditions would have
been made and sufficient information might have been obtained which
would have changed the method of doing the work.

At all events, the unsuccessful attempt by the contractor was comparatively
costly because in an effort to complete the work he adopted a different method
of cofferdamming which sought to cut down the size of the area to be
dewatered. This did not work because water continued to enter the area
through the rock strata underneath the cofferdam. The amount paid was the
cost including 10 per cent for overhead and profit. The Department subsequent-
ly undertook to complete the job by a new method which would allow the wall
to be reconstructed without having the area dewatered. The actual additional
cost was $41,822, We said in the report that we thought the estimated cost
would be around $45,000.

Mr. BALDWIN (Deputy Minister): I do not think I have too much to add to
the Auditor General’s comments. The facts are exactly as he has stated, sir. The
method used in respect of this project was the method that had been used
previously on the Trent system at other points and has been used since at other
points. The engineering investigation was of the type that we have normally
done and it subsequently developed that at this particular point there was a
very deep rock strata leak of water which made it completely impossible for the
project to be carried out on the basis that had originally been planned.

The CHAIRMAN: All right. Paragraph 87.

Mr. HENDERSON: Before we leave the 1964 report, the last one here is
paragraph 87, federal contribution to cost of ferry vessel and it is shown
separately on the guide sheet because it has to do with the Canadian Maritime
Commission. This matter was discussed by you briefly on May 12 but as you
may recall it was left over pending discussion with officials of the department.

This rather lengthy note shows how a company with a paid up capital of
only $180,100, that is according to its balance sheet at September 30, 1963, was
supplied with various forms of federal assistance exceeding $4 million for the
purpose of establishing a roll-on-roll-off car ferry and passenger service
between Pointe-au-Pére and Baie Comeau. It should be fairly noted, I think, that
the company threatened to suspend operations of the vessel because of its
financial position and the government then agreed to pay an additional subsidy.
It will also be seen that although the amount advanced by way of subsidy was
substantial, the government on two occasions accepted a second mortgage as
security, thus permitting the company to give a first mortgage as security for
outside loans. I do not know what further questions members may have today
on this paragraph, Mr. Chairman.

The CHAIRMAN: You have the chairman of your committee here? The
chairman of the Maritime Commission is with us. Are there any questions you
wish to direct to him or would you like to—

Mr. BALLARD: Mr. Chairman, when was this first mortgage given to an
outsider. Was it given after the government funds were advanced?

The CHAIRMAN: Mr. Darling, would you like to answer that?
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Mr. H. J. DaruiNG (Chairman, Canadian Maritime Commission): Yes, Mr.
Chairman. The first mortgage was given in 1962. The original agreement with
the company was to pay a $300,000 subsidy a year over a five year period. The
company was responsible for making its own financing beyond that for the ship.
The company bought the ship and had to finance the balance. It had a mortgage
of $900,000 on the ship. When the company was in difficulty two years later, in
1964, the remainder of the subsidy was paid, enabling the company to refinance
their first mortgage debt. They did this by paying off about two thirds of the
balance and putting in a new first mortgage at a lower rate of interest, at a
considerable saving. This was merely a re-arrangement of its first mortgage
liabilities. Our second mortgage, which was specified in the original agreement,
was a contingent liability. It was only there as a surety that the company would
carry out its terms of contract to operate the service for five years, terminating
January 1, 1967.

Mr. MuIR (Lisgar): I am wondering how a federal department got involved
in this in the first place.

Mr. DARLING: Mr. Chairman, these events happened prior to my association
with the commission and I do not believe the commission took the initiative in
this particular proposal. It was merely carrying out the policy which had been
determined.

Mr. BaLpwiIN (Deputy Minister): I think this falls within the general
category—and I speak only from general knowledge, Mr. Muir, without being
directly concerned at the time—of the policy of assistance to ferry services across
the St. Lawrence River that had applied in a number of cases during that
period.

The CHAIRMAN: Is the ferry operating today and the company operating
successfully?

Mr. DARLING: It is operating today with the assistance of $50,000 annual
subsidy from the province of Quebec.

The CHAIRMAN: Are there any further questions? If not, the 1965 Auditor
General’s Report on page 81, paragraph 127.

127. Claims resulting from completion of air terminal building ahead
of schedule. Unusual circumstances were associated with a negotiated
settlement for damages claimed against the Department of Transport
during the year under review.

Prior to 1960 it became apparent to the Department that the new air-
port facilities at Edmonton would be completed several years in advance
of the availability of a new permanent air terminal building. The erection
of a temporary structure for the purpose was not proceeded with when it
became known that a company which was planning to construct a major
hangar at the new airport would make interior alterations which would
enable the building to be used as a temporary terminal. In 1960 the
Department entered into a lease for space in the hangar and in so doing
became obligated “to use and in fact to occupy the demised premises and
maintain the same as the administrative centre and terminal for the said
airport for the duration of the term hereby created”, which was for the
period November 14, 1960 to September 30, 1964.
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A number of airlines, caterers, taxi companies, etc., which in other
circumstances would have rented space in a Crown-owned terminal
building, also entered into lease agreements which they made directly
with the owner of the hangar. In each case these individual lease
agreements provided that the term would not extend beyond the date on
which a permanent terminal building was occupied by the Department of
Transport.

The new terminal was unexpectedly completed and ready for occu-
pancy by December 1963. The Department of Transport and all of the
other tenants terminated their leases and moved to the new premises
with the result that the owner of the hangar lodged the following claims
against the Department:

1. Claim for rental due by the Department for the period
December 1, 1963 to September 30, 1964. This amounted to
$60,000. The claim was not disputed by the Department which
had not foreseen the possibility that the new terminal would be
ready prior to September 30, 1964. As it had obligated itself in
the lease to pay rental until that date, the claim was paid in full.

2. Claim for damages resulting from loss of revenue due to
the terminated leases of the airlines, caterers, taxi companies,
ete., who also moved to the new terminal when it was ready for
occupancy. The net amount of this claim, based on the total
rentals of these tenants for the period December 3, 1963 to
September 30, 1964, totalled $80,000. Negotiations with the
owner of the hangar by the Department of Justice resulted in a
settlement of $62,000 which was paid by the Department during
the year.

Mr. HENDERSON: This note in paragraph 127 is on page 81 of the 1965
report, and from then on we follow all of the next numbers almost in sequence.
This particular note describes what is a non-productive expenditure of over
$120,000. As is explained in subparagraphs 1 and 2 at the top of page 82, the
Department not only had to pay for the period of ten months to September
30, 1964, but also to compensate the lessor for his loss of revenue due to the
terminated leases of a number of airlines, caterers, taxi companies and so forth
at the Edmonton airport.

This is a case which the departmental officials will probably want to
explain to members, I suggest, in some detail. We note that the Department’s
representative on the spot said that he was actively engaged in negotiations
with the lessor company and that at no time did any question arise of the
department guaranteeing revenue to the company for all tenants in the building
in the event of termination. He said that if such a point had been raised it
would have required detailed negotiation before the Department entered into
any such commitment, adding that in fact, at the time of signing the lease no
one knew what the total income from the building would be, least of all, the
lessor himself. As soon as the temporary terminal was opened, the lessor
negotiated with various concessionaries and others to provide services for the
building, thereby increasing its revenue. He said that the revenue was always
regarded as being solely the lessor’s and that the Department of Transport was

24694—4
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not concerned with it in any way. It is against this background that it is hard to
see why the Department paid the claim.

The CHAIRMAN: This is a little different case. We completed a building
ahead of schedule in this case. Most times it has been behind schedule. Mr.
Baldwin perhaps you might explain. ;

Mr. LEFEBVRE: That will throw the Committee all off.
The CHAIRMAN: That is right. It throws us off base here.

Mr. BaLpwin (Deputy Minister): Yes, perhaps three points are relevant,
sir. The first was that when it became apparent to the Department or at least
when we decided that temporary terminal facilities would be required our
original intention had been to build these ourselves and operate them to apply
to the period pending completion of the permanent terminal at the airport. We
had some lay-out plans ready and knew pretty well what this would cost us to
build and operate. At that stage the suggestion was made to us that it would be
more economic, and proper policy as well, if instead of doing this ourselves, we
were to enter into an agreement with a company which was in the aviation
business and which had an interest in providing a hangar at the airport in the
long run and this could be used as a temporary terminal meanwhile. It would
encourage them to put the hangar in as a start for operations at the airport. The
decision was taken to explore this possibility. We took several soundings in the
area. We found there was only one company interested in this and we then
made the best possible negotiated deal with them for this purpose. The
understanding being that this would cost us less, as in fact it did, than building
a temporary terminal ourselves and running it for this period.

The second point is that the remarks made by Mr. Henderson are quite
right in the sense that when we negotiated that contract it had not been our
understanding that we were assuming liability for what is in effect the second
item mentioned in his statement, “the claims for damages resulting from loss of
revenue due to the earlier termination of private contracts within the terminal.”

This claim was submitted to us by the hangar owner and was very actively
disputed by both the Department at the regional level and the departmental
airport staff at the headquarters level as never having been part of the
contemplated arrangement. There was nothing on our records to show, certain-
ly, that this was the case. Nevertheless, both our own legal officers within the
Department and the legal officers of the crown advised us that there was one
clause in our agreement with ”the company which was subject to a dual
interpretation and which could be interpreted to justify the claims submitted
by the owner. In view of this legal advice a decision was taken to settle on the
basis indicated. I may say that this was a matter which engendered quite a
considerable amount of bitterness between senior departmental airport officials
and the company. Our officials felt that the company pulled a fast one on them,
quite frankly, in this,

The CHAIRMAN: Mr. Baldwin, may I interject with a question here so we
can follow it. Was the contract that was drawn up for the agreement drawn up
by the same legal authorities that you got your advice from when the dispute
arose?

Iry?
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Mr. BALpwiN (Deputy Minister): The contract was originally drawn up in
consultation between the private company concerned and the airport’s branch in
a form that was not unknown. It was reviewed by our legal officials at the time.

The CHAIRMAN: But it was not the same?

Mr. BALDWIN (Deputy Minister): It was not reviewed by the Department of
Justice at the time.

The CHAIRMAN: Who drew up the contract; the people in your department?

Mr. BALDWIN (Deputy Minister): People in our department in consulta-
tion with the representatives of the company.

The CHAIRMAN: Your legal branch?

Mr. BALpwiIN (Deputy Minister): I think the first draft was prepared by the
company itself. It was reviewed by our airport’s branch which expressed itself
as satisfied and we asked our legal authorities to review it as well.

The CHAIRMAN: And they O.K’d it?
Mr. BaALpwiN (Deputy Minister): Yes, they O.K’d it at that time.

The CHAIRMAN: Then when you got into trouble and the dispute arose, who
did you go to settle the dispute? What legal advice did you get?

Mr. BaLpwiN (Deputy Minister): We went to our own legal branch and our
own legal branch informally consulted the Department of Justice on this
matter.

The CHAIRMAN: So the same legal people were involved all the way
through?

Mr. BALDWIN (Deputy Minister): Within the Department, not the De-
partment of Justice.

Mr. BALLARD: Well, Mr. Chairman, this is quite a departure from all legal
practice, when a company can sue for the action of a third party. I am sure Mr.
Henderson must have received some written submissions from the Department
of Justice in connection with this and I am wondering if he could report to us
on that submission.

Mr. HENDERSON: We did not ourselves communicate with the Department of
Justice staff, Mr. Ballard, nor did I submit the case to my own legal advisers.
We accepted the Department’s explanation. I have here the letter from the
Department of Justice written to Mr. Baldwin indicating their views on the case
after studying it. What they had to say, Mr. Baldwin has explained to you.
Whether this would have been the view of my own legal advisers I am not in a
position to say because I did not ask them in that particular case.

Mr. Baldwin (Deputy Minister): The Department nor the company in-
dicated it proposed to sue on this account. I think quite frankly, sir, that we in
the Department would have been quite prepared to go to court and our own
legal advisers within the Department felt there was enough in this to justify
letting the matter go to court. However, the over-all decision was taken on the
advice of the Department of Justice which felt on the whole it would be wiser

to negotiate a settlement than to go to court.
24694—414



906 PUBLIC ACCOUNTS June 28, 1966

Mr. BaLrarp: Well, then, tell me this Mr. Baldwin. I would assume that you
do rent property in various places?

Mr. BALbWIN (Deputy Minister): Yes.

Mr. BALLARD: Does your Department not have a sort of pro forma lease
agreement that they use or do you very often or always rely on the lessor’s
solicitor.

Mr. BALDWIN (Deputy Minister): We have a valid form of legal agreement
but this was a unique case. I do not think this had ever happened before and it
has never happened since in our experience; this particular type of arrangement
where we enter into an agreement with a private company to provide a
terminal facility for us including facilities for others.

Mr. HENDERSON: Mr. Chairman, I might ask Mr. Long to just read the
paragraph in the lease on which this case turned, and you will see why, when
Mr. Baldwin said he was prepared to go to court on it, he speaks very feelingly.

Mr. G. LonG (Assistant Auditor General): Mr. Chairman, one of the clauses
in the lease, the important clause is:
To use and in fact occupy the demised premises and maintain the
same as the administrative centre and terminal for the said airport for
the duration of the term hereby created.

Mr. Muir (Lisgar): Mr. Chairman, when it reads like that I think the other
lessee broke the agreement in the first place by moving into your building. You
took the lease for the whole building, to maintain it, and yet he turns around
and rents part of a building which he has already leased to you, to caterers and
so on?

Mr. LonG: No; that is not quite right. The demised premises consisted of
11,133 square feet of space to be occupied by the Department of Transport,
airport management, meteorological services, air traffic control, together with
accommodation for customs and immigration and post office.

Mr. MuiIr (Lisgar): What part did the other people occupy?

Mr. LonG: Well, this was not the whole space of the hangar but this clause
calls, or apparently has been interpreted as calling, for this premise to be used
as the airport thereby requiring these other people to be there in the other
areas of the hangar.

Mr. HENDERSON: Perhaps Mr. Baldwin will correct me on this, but the heart
of the whole operation moved owt when the Department of Transport moved
along with these other offices that are named there, and accordingly that
naturally meant that all the subsidiary people, caterers, taxi companies, and so
on, had to go to. That was why they felt the Department of Transport was
responsible for starting the whole exit.

Mr. LEFEBVRE: There is something that perhaps I missed along the way

here, but why did the government have a different type of lease than the
private companies. They had a clause there that they could get out of it and yet

the government could not?

Mr. BALDWIN (Deputy Minister): I think the answer to that is that the
company, the prime company concerned with whom we dealt, refused to go

M
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ahead with this deal unless it had in effect the sort of guarantee contract from
the federal government as the principal party concerned that it would consider
adequate to justify it in making the capital investment involved. Now, as a
matter of fact while none of us in transport were at all happy over having to
pay this extra amount, in fact, most unhappy as I think I have indicated and
would have been quite happy to see this go to court in fact, we still are quite a
lot in hand in terms of the cost to the government, in the total cost involved in
this deal, as compared to the total costs which would have been involved if we
had attempted to build a temporary terminal and run it ourselves. The rough
comparison my own people gave me, and of which I have a detailed breakdown,
is I think, $340,000 in the one case as compared with between $500,000 and
$600,000 in the other case.

Mr. LEFEBVRE: There has been a saving of the difference, you mean?

Mr. BALDWIN (Deputy Minister): Yes, even though we paid this extra claim
against our wishes and perhaps better judgment, we are still money in pocket
as compared with what would have happened had we put up the temporary
terminal that we had planned to do and run it for the period of years involved
and then tried to get salvage value out of it.

Mr. LErFeBVRE: Well that sounds a lot better than what we were led to
believe in this particular paragraph 127.

Mr. BaLpwiN (Deputy Minister): Well I do not think Mr. Henderson was
commenting on that.

Mr. HENDERSON: No, I was not commenting on that aspect.

The CHAIRMAN: It still does not justify the claim. Who decides whether you
take this to court or not?

Mr. BALpwiIN (Deputy Minister): Well we usually consult the Department
of Justice, and I believe that in the final analysis it would be a combination of
decision by the Department on the Department of Justice advice by the Minister
and the Minister of that department.

Mr. HENDERSON: In answer to Mr. Ballard’s question earlier, Mr. Chairman,
he asked me if I could perhaps have got legal advice from my legal advisers. It
has not been my practice, thus far, to ask my legal advisers to check on what
has been, so to speak, a finished transaction like this. I am rather more
Interested in using their services on interpretations and some of the other cases
Wwe have been discussing. I do not know whether the members feel that I am
right in this case. It seemed to me that as the money had been paid it would
just be largely an academic exercise and I would therefore be wasting their
money. Although, I did think from a reading of it that as Mr. Baldwin said
there was an exceptionally good case notwithstanding the Department of Justice
Opinion, to go after them because it seemed totally unrealistic.

Mr. BALLARD: Mr. Chairman, I did not mean to imply that the Auditor
General ought to ask for other legal opinion. What I wanted from him was the
statement made to him by the Department of Justice when he was reviewing
the case.

Mr. HENDERSON: We have that right here, as I told you, Mr. Ballard.
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Mr. BaLrarp: To find out directly from you to us the attitude of the
Department of Justice.

Mr. HENDERSON: It is as Mr. Baldwin described it.

The CHAIRMAN: No further questions?

Mr. LEFEBVRE: Do we have many more of this type of contract?
Mr. BALpwiIN (Deputy Minister): None that I am aware of.

The CEAIRMAN: The next is paragraph 128.

128. Cost of re-roofing air terminal building, Gander, Nfid. The roof
of the new air terminal building under construction at Gander for the
Department of Transport was completed in 1957. The company which
supplied the roofing material provided a bond under which it guaranteed
to maintain the roofing membrane over the insulation for a period of
twenty years at its own expense, excepting repairs required for any
cause other than ordinary wear and tear by the elements.

In 1962 it became apparent that the roof was leaking and the
company was requested to make repairs in accordance with the terms of
the bond. It successfully disclaimed responsibility because the damage
had resulted from the use of the roof as a storage area and a right of way
by personnel of both the Department and the building contractor and
could not be attributed to ordinary wear and tear by the elements. In
1963 conditions were such that it was necessary to enter into a contract
for the re-roofing of the building at a price of $77,000, none of which can
be recovered.

Mr. HENDERSON: In paragraph 128 you see how a roofing company refused
to fulfil its guarantee bond because the damage had been caused by departmen-
tal personnel and by the building contractor. The bond stated that the company
would at its own expense make or cause to be made any repairs excepting
repairs of injuries from any cause other than wear and tear by the elements
and that this bond would extend for a period of 20 years. We tried to find
evidence that the Department sought to recover part of the sum of $77,000 from
the contractor in view of the fact that he in turn was partly responsible for the
failure of the roofing manufacture to implement his guarantee. However, it
would appear that the contractor was not contacted in this connection although
I should like to ask Mr. Baldwin if he can throw any further light on this.

Mr. BaALpwiN (Deputy Minister): Yes, there is some similarity between this
item and the previous one in one'sense, except that in this particular instance
we within the Department came to the conclusion, quite frankly, sir, that while
there might be some responsibility on the part of the roofing contractor, the
departmental personnel in the field had been at fault in some regards and this
would make it very difficult to prove our case in law.

It has been customary, and it is customary in many cases, to make use of
roofing surfaces for storage purposes during building construction but in this
particular case we were not satisfied that the regional engineer or the local
engineer in charge of the project had exercised as careful supervision in this
regard as he should have in respect of storage by the prime contractor on the
roof. It was also the case that we felt compelled to make certain alterations to

M
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the roof ourselves for the purpose of installation of meteorological instruments
that were to be put in service and which were required by the meteorological
branch. Basically, while we still feel there was some responsibility on the
roofing company, I feel I must accept the fact that our own actions were at fault
in this regard in part at least.

The CHAIRMAN: Could you elaborate further on using the roof for storage
area. Why would you use the roof for storage area?

Mr. BALDWIN (Deputy Minister): To get materials there ready of access and
to keep them where they are being used, sir, in a variety of circumstances.

The CHAIRMAN: Were you building an addition to this building?

Mr. BALbwIN (Deputy Minister): This was a new building, a completely
new building.

The CHAIRMAN: I still do not follow it.

Mr. LEFEBVRE: This was during the construction period of the building
only?

Mr. BALpbwiIN (Deputy Minister): During the construction period of the
building.

The CHAIRMAN: Well, the contractor had finished this roof and given you a
20 year bond on the roof; he had fulfilled his obligation. Everything was all
right up to that point. Then the Department of Transport used the roof for a
storage area for building materials.
o (4.30 p.m.)

Mr. BaALpwin (Deputy Minister): And as a secondary working area during
the period of construction.

The CHAIRMAN: Well—

Mr. McLeAN (Charlotte): It was a flat roof?

Mr. BALbwWIN (Deputy Minister): A flat roof, yes.

The CHAIRMAN: Did you contract this building out to a contractor?
Mr. BALDWIN (Deputy Minister): Yes.

The CHAIRMAN: Well, how is it you were involved at all, then? Would not
the contractor be involved?

Mr. BALDWIN (Deputy Minister): We have a building superintendent sir, a
regional—I do not know how to describe him—a local engineer from the De-
partment of Transport who, is in charge of a project such as this.

The CHAIRMAN: You called tenders to build this building?

Mr. BALbwIN (Deputy Minister): That is right.

The CHAIRMAN: And you got a firm tender to build it from a contractor?
Mr. BALDwWIN (Deputy Minister): That is right.

The CHAIRMAN: Well why were you involved at all then? The contractor
that you gave tender had the full responsibility?

Mr. BALpwiIN (Deputy Minister): No, because we permitted him, our
regional engineer has certain controls over the procedure that is used in the
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course of the construction and we permitted the contractor to follow this
procedure. I do not think we should have, in fact.

Mr. LEFEBVRE: This was a miscalculation on the part of your district
engineer?

Mr. BALpwIN (Deputy Minister): The local engineer, yes, who was in
charge of the project at the time?

Mr. McLEAN (Charlotte): And the whole trouble was the roof leaked?

Mr. BALDWIN (Deputy Minister): And the whole trouble was that the roof
leaked afterwards, that is right.

Mr. SoutHAM: Mr. Chairman, it is interesting to note that it was actually
during the process of the construction of the whole building itself. If you are
going to take out a 20 year bonded roof—I have had some experience with
bonded roofs and if they are put under established proper supervision they do
carry out the conditions of the bond. Now, there is a definite indication of
carelessness here on the part of the personnel, it says, both of the Department
and of the building contractor in using it as a storage area and a right of way.
There is somebody definitely at fault. Now did you not have recourse to take
action against somebody here to make good that roof so that it would qualify
for the bond? In other words, if within a period of five years—this is interesting
also—from 1957 to 1962.

Mr. BALbwIN (Deputy Minister): Yes, yes. I can give you a short calendar
of various events which were taking place during that period if it will be a help,
Mr. Chairman.

The CHAIRMAN: Well, if it is short I would like to hear it because I cannot
figure this out.

Mr. BaLpwiN (Deputy Minister): We took occupancy of the building in
May 1959, although the construction had not been fully completed at that
time, formal handover of the building taking place approximately two years
later, under the contract. In the fall of 1960, acting on local reports, the
consultants we employed for design of this project investigated the reports
from the local people of the roof leaking and took it up with the roofing
subcontractor, and did report that there was minor leaking attributable to
defective roofing membranes and major leaking attributed to penetration of
curtain wall joints by wind driven rain, and that more effective caulking of
joints was being carried out to try and remedy the situation. When the take
over took place in 1961, it is cemmon on such an occasion, when there is a
handover document, to have what you call a deficiency list which is still items
for which we hold the contractor responsible. Roof leakage was included in the
deficiency list when we took this over in 1961. The consultant in the autumn of
1961, at a later date, after the take over, did report to us that he believed he
was satisfied the roofing deficiency had in fact been satisfactorily eliminated by
the repair work that had been carried out by the contractor.

The CHAIRMAN: Who made that statement?

Mr. BALbwIN (Deputy Minister): The consultant made that statement. In
the summer of the next year, however, we were in receipt of further reports
about difficulties with the roof, and the region requested repair action from the

A
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roofing subcontractor in accordance with the terms of his roofing bond. Now, the
subcontractor at this time, and this is when it first came to our attention at
headquarters, disclaimed responsibility, using the line of argument that I have
indicated in my previous testimony. That is, that there had been conditions not
covered by their bond, excessive traffic, storage of construction materials and
relating to structural movement of the building during the final period of
construction of the building after the roof had been completed. We did make
certain temporary repairs but not of a sort that would void the bond. It was
too late in the year to take any major remedial action because the winter
season had developed, or the autumn season, which comes rather early in
Gander. The following year, because of our concern over this, that is 1963, we
hired a special roofing consultant to report on this whole matter to us and he
made a report pointing out that there was entry of water through the roof
installation as a result of openings in membranes and flashings and progressive
damage to metalling and so on.

Our construction people made a summary report of this as soon as this
material was obtained from the roofing consultant and then referred the matter
to the law offices of our own branch. I do not believe we even went to the
Department of Justice on this occasion because the law officers of our own
branch, based on the evidence of the whole procedure that had taken place, did
not feel, that while there might be some blame attributable to the contract, the
Department was free from blame in this regard. Based upon my own personal
investigation at the time I concurred in this view. I felt there had been
inadequate supervision by the local engineer at that time. For this reason we
did not take the matter further.

Mr. SoutHAM: Did the contractor who was doing the constructing, provide
a proper deck? I understand it was a flat roof, did he provide a proper deck
surfaces to place this cold process roof on in the first place?

Mr. BaLpwiN (Deputy Minister): I do not believe so.

Mr. SoutHAaM: I think this is where one of these niggers in the woodpile
might be. You need a firm deck, usually good plywood or tight material, and in
a cold process roof I believe some of them are 10, 15 or 20 year bond depending
on the quality of the roof, This is a 20 year one and when you use a roof like
that, if there is not a proper decking, for storage purposes, say moving crates
and even rolls of roofing itself and bump it around you would end up with a
Poor roof or a leaky roof. Somebody is desperately at fault here.

Mr. BALpwIN (Deputy Minister): The other complicating feature, as I
Mentioned, was that we had to open the roof up ourselves for subsequent
Installation of certain meteorological and telecommunications equipment, and
again, in the opinion of our advisers this somewhat weakened our case because
it could be argued that this might be a contributing factor to some of the
difficulties.

Mr. NoBLE: Mr. Chairman, I would like to ask Mr. Baldwin, when this
damage was first brought to the attention of the contractor did this contractor
agree to assume any of the responsibility for the restoration of the roof or
butting it back in shape again?

Mr. BALbwiN (Deputy Minister): In accordance with the deficiency list that
Was provided to him at the time of the takeover, yes.
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Mr. NoBLE: Another question I would like to ask you, Mr. Baldwin, was he
paid fully for the amount of the time and everything that were spent on the
roof. Did he allow anything off for his share of the responsibility?

Mr. BALDWIN (Deputy Minister): No, payment had been made by the time
this matter came to a head in 1963, if my recollection is correct.

Mr. NoBLE: Well I mean the repairs. It cost you $77,000 for repairs.

Mr. BALDWIN (Deputy Minister): Oh, well this was taken on directly by the
department. The contractor was paid for all the work he performed in accord-
ance with the contract, including up to the point of the handover document,
including the list of deficiencies which he dealt with at that time and the
consultants then cleared back to us. That was in 1961.

The CHAIRMAN: The local engineer would be a Department of Transport
employee?

Mr. BALpwiN (Deputy Minister): Yes, sir. I do not think he is with us
anymore. We are, unfortunately, suffering as many other departments are, a
very serious shortage of engineers at the moment.

Mr. NoBLE: I have one more question. It seems to me there must have been
real negligence when a building would be damaged to the extent of $77,000
before anything was done about it. When they noticed something was happen-
ing why was not something done, perhaps a different method used for the
storing of this material put on the roof and continually damaging the roof.

Mr. BALbwiIN (Deputy Minister): Well, this came to light after that was out
of the way, sir. That was the problem.
The CHAIRMAN: Why is the Department of Transport in the building

business anyway. Why do we not get the Department of Public Works to build
your building.

Mr. BALpwiIN (Deputy Minister): I am not sure whether I am in a position
to answer that question very effectively except to say that we do consider
airport terminal buildings a rather specialized field of operation and from the
point of view of the buildings I am not really ashamed of the results which have
been achieved.

The CHAIRMAN: No; you have some fine airports across the country; that is
for sure. But this is a different type of building, of course.

Mr. Muir (Lisgar): Would you not consider this a little bit of negligence
on the part of your resident engine'ér?

Mr. BALpwIN (Deputy Minister): Yes, sir.
Mr. Muir (Lisgar): Well, I am going to throw one of Mr. Tardif’s. Is he still
working for you, or has he been promoted?

Mr. BALbwin (Deputy Minister): At the present time if he were to apply to
come back to us we would be strongly inclined to hire him, I think, because we
are so desperately short of engineering staff, as are most other departments.

The CHAIRMAN: You would need to be pretty short to hire one like that.

Mr. Muir (Lisgar): Might I suggest that if you do consider rehiring him
that you assess him for part of this $77,000.
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The CHAIRMAN: Any other comments. I guess we add that one up to where
the taxpayer pays. Next is paragraph 129.

129. Cost of salvaging sunken vessel. On March 5, 1964 a barge in
tow with a cargo of oil sank in over 200 feet of water off Pasley Island in
Howe Sound, B.C. Leaking oil fouled the beaches in the area. After the
charterer had endeavoured to contain the pollution and clear the surface
of the sea, he notified the Department of Transport that he was abandon-
ing the vessel because the risk of rupturing the hull during any attempt
at salvage and the cost of salvage were too great to contemplate.

The oil-laden barge remained a serious threat to water-fowl, marine
life and coastal property and its removal was regarded as essential by the
Department. As the wreck was not a menace to navigation, there was no
legislation under which the private interests involved could be held
responsible for its removal or for costs if removal were undertaken by
the Crown. Accordingly, the Department engaged salvage experts to
investigate and report on the best means of dealing with the sunken
barge.

Salvage operations commenced in June 1964 under a “no cure, no
pay”’ contract. After the contractor’s costs had exceeded the contract price,
with little progress having been made, he indicated that he wished to
withdraw from the undertaking and minimize his losses. This led to
Treasury Board authority to negotiate with the same contractor to
proceed on an incurred cost basis.

In October 1964 the barge was finally raised and removed to
Vancouver, where it was sold for $12,752 by Crown Assets Disposal
Corporation. The remaining oil was found to have been so badly con-
taminated by sea water that it was valueless. Salvage costs paid to the
end of the year amounted to $265,000. The total expense of the operation
is expected to be at least $430,000.

We understand that consideration is being given to recommending
legislation to place financial responsibility on the owners for the removal
of a wreck or its cargo, in circumstances such as the above.

Mr. HENDERSON: The barge in question here was being towed under charter
from Anacortes, Washington to Port Mellon, British Columbia with a cargo of
9,000 barrels of bunker oil. After the Department had been informed of the
abandonment of the vessel it learned that an inspection of April 3, 1964, had
indicated that oil leakage was again taking place. The Department engaged a
Vancouver firm of salvage experts to investigate and report on the best means of
dealing with the sunken vessel. Their report indicated that pumping or burial
was impractical and there appeared no alternative except to contract for
salvage operation even though the risk of further spillage existed. A call for
tenders resulted in entry into a “no cure, no pay” contract with salvage experts
at a price of $63,800. However, for the reason stated in the note here, this
contract was cancelled and the contractor had to proceed on an incurred cost
basis. The total cost of the operation has now reached $435,000 and apparently
may go as high as $455,000. Mr. Chairman, I think it may interest the members
to note that a private member’s bill, C-202 from Mr. Basford, was introduced in
the House on June 17, designed to place the responsibility for such expense in
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future squarely on the owner of the barge or vessel involved. There seems to be
merit to this because as matters stand there is apparently no one except the
federal government to pay the bill in such cases.

The CHAIRMAN: According to the law the crown had to foot the bill. If there
are no questions we will proceed to paragraph 130.

Mr. HENDERSON: It is interesting that Mr. Basford said in the explanatory
notes that the Auditor General’s Report for the year 1965 relates, and then he
goes on to quote the circumstances of the note you are dealing with.

The CHAIRMAN: Gentlemen, when the private member’s bill is before the
House you will have an opportunity to speak on it.

Mr. HENDERSON: It might be proper to ask here if the Department of
Transport is doing anything about this matter.

Mr. BaLpwiIN (Deputy Minister): In what sense did you mean, sir?

Mr. HENDERSON: Is there any legislation being developed by the depart-
ment?

Mr. BALDWIN (Deputy Minister): This is up for recommendation for some
statutory responsibility be established when next the Canada Shipping Act is up
for amendment.

The CHAIRMAN: It has been fairly costly, as a whole, $430,000 and may
be—what did you say?

Mr. HENDERSON: Four hundred and fifty-five thousand when they get
through.

The CHAIRMAN: Paragraph 130.

130. Cost of abandoned design plans for ferry wvessel. In February
1964 the Department of Transport retained a firm of naval architects to
prepare plans and specifications for an ice-strengthened railway car ferry
to operate between North Sydney, N.S., and Port aux Basques, Nfid. A
fixed fee of $110,000 was agreed upon and the architects submitted a
preliminary general arrangement plan and preliminary stability par-
ticulars.

Shortly after this date the Department informed the architects that
the Canadian Naional Railways, which would be operating the vessel and
had been consulted before the decision for an ice-strengthened ferry
rather than one with full "ice-breaking capacity had been made, were
“quite emphatic that the vessel be designed for ice-breaking service and
consequently the power will have to be revised to give an 18-knot
service speed with diesel electric propulsion and ice-breaking qualities
and scantlings”.

After the architects had notified the Department that they were
making revisions to meet the Railways’ requirements, they were directed
to suspend work while the issues involved were reconsidered. In April
1964 the Department decided that as the difference in the cost of building
a full ice-breaker as distinct from an ice-strengthened vessel would be
very great, its original decision should be confirmed. The architects were
then instructed to proceed with the original proposal.
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The architects requested a revision of the fee that had been agreed
upon in February 1964 which was then re-set and agreed to at $130,000,
or $20,000 more than the original fee.

Mr. HeNDERSON: This note recites the facts behind a non-productive
expenditure which amounted to $20,000. The facts here are self-explanatory. I
may say, however, that I have been concerned to note that when the request
went forward from the department to the Treasury Board for authority to enter
into agreement at the figure of $130,000 information was not provided to the
effect that the price was $20,000 higher than had originally been planned or
fixed.

It seems to me, Mr. Chairman, that the type of information given in this
note should have been made available to the Treasury Board. Perhaps the
- members will consider that this is an item on which the Committee may wish to
express a recommendation because I think the Treasury Board should surely be
in possession of all the facts if they are to be expected to exercise their full
judgment.

The CHAIRMAN: Any comments, Mr. Baldwin, or questions from members?

Mr. LEBraNC (Laurier): I would rather say that the naval architects made
errors in planning and so on?

Mr. HENDERSON: Yes, I think such a recommendation—you could cite a
number of the notes through here where the Treasury Board had not been as
updated as fully as they should have been. I think they are intitled to have an
absolute maximum of information.

Mr. Muir (Lisgar): Are these the same architects that designed the boat
that would not float?

Mr. HENDERSON: No; this was a different firm, Mr. Muir. We will come back
to the other firm two notes later.

Mr. LEFEBVRE: There are only two qualified firms in Quebec.

Mr. BALDWIN (Deputy Minister): I have a query or comment if you will.
The query was that I am not quite sure I have taken Mr. Henderson’s point
because the original fee of $110,000 was approved by the Treasury Board, as I
recollect, and we then submitted a revised fee of $130,000, which also approved
and as in almost all cases of this sort, there was a discussion between the
Treasury Board staff and the departmental staff with regard to the circum-
stances that gave rise to this recommendation.

Mr. HENDERSON: I have the authority to enter into the contracts here in
which the circumstances of this increase from $110,000 to $120,000 are not
spelled out, so I wondered how Treasury Board would know. You might have
told them verbally, I will agree.

Mr. BALpwiIN (Deputy Minister): I would have to check on that but the
form in most of these—

Mr. HENDERSON: The formal request signed by your minister to the
Treasury Board does not disclose the fact that this is $20,000 higher than it was
intended to be.
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Mr. BALDWIN (Deputy Minister): Well there was orignally a submission for
$110,000, was there not? Am I wrong on that?

Mr. HENDERSON: This does not even indicate that.

Mr. BALDWIN (Deputy Minister): I thought there had been. I was almost
certain that there had been and I know there were discussions between the
treasury staff, sir;—this is the point you had raised,—and the department.

Mr. HENDERSON: I think it would help Treasury Board and the departments
to, shall we say, curb some of this non-productive expenditure if the full
picture, the total picture were available, were given to them.

The CHAIRMAN: All right, now paragraph 131.

131. Purchase and conwversion of ferry wvessel. On May 19, 1964 the
Department of Transport recommended to the Treasury Board that
approval be given for the immediate purchase of a ferry for the carriage
of freight between North Sydney, N.S., and Port aux Basques, Nfld. The
Department stated that, if an offer to purchase were made before May
25th, the vessel could be acquired at a very reasonable cost.

The vessel, a 432-foot railroad car ferry, built in 1951 by a Canadian
shipyard for the Miami-Havana service, had been on the market for some
time and, since 1961, a firm of ship brokers in New York had made four
separate attempts to interest the Department of Transport in acquiring
the vessel. No action was taken, however, because prior to 1964 depart-
mental policy had been to acquire ships only by construction within
Canada. In 1964 the Department decided that an urgent situation which
had developed with regard to the movement of freight between North
Sydney and Port aux Basques warranted a change of policy which would
recognize that emergency circumstances might justify the acquisition of
a vessel outside of Canada.

The purchase price was $1,513,000 “free alongside” the port of Sorel
and the Department advised the Treasury Board that it estimated that
repairs and conversion would cost $750,000, making a total outlay of
$2,263,000 to place the vessel in service. The Treasury Board approved
the purchase on this basis on May 21, 1964.

Departmental records indicate that a Sorel shipyard had obtained an
option on May 8, 1964 to purchase this vessel at Jacksonville, Florida,
from its United States owners for a price of U.S. $1,200,000. The option,
good until May 25th, was duly exercised and the vessel was then sold to
the Department of Transport on May 26, 1964 for $1,513,000, pursuant to
the authority given by the Treasury Board.

On July 6, 1964 the Department requested authority to enter into a
further contract with the Sorel shipyard for conversion and refit of the
vessel. It was estimated that this work would exceed the $750,000 figure
given to the Treasury Board on May 19th, the submission stating that the
costs would total $755,000, plus $481,000 as a contingency to cover extra
work arising from the opening up and modifications called for by the
Canadian National Railways, the intended operators of the vessel. It was
not proposed to invite competitive tenders because of the time factor
which necessitated placing the vessel into service as quickly as possible.
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The Treasury Board replied on July 29th that it would be prepared to
authorize entry into a contract on a price to be negotiated basis on the
understanding that a realistic target incentive contract would be submit-
ted to the Board for approval after the vessel was opened up and
specifications had been prepared.

It then developed that the work required exceeded all previous
estimates and it was October 1964 before the Department negotiated a
contract with the shipyard on the basis contemplated by the Treasury
Board, setting the estimated conversion cost at $1,844,000 with an
incentive clause covering the division of savings on the target price.

Costs incurred under this contract for the conversion and refit of the
vessel, which was accepted by the Department on May 1, 1965, amounted
to $2,447,000.

Mr. HENDERSON: This is a case of a freight ferry acquired by the depart-
ment to service between North Sydney, Nova Scotia and Port aux Basques,
Newfoundland. This is quite an extensive note but the essence of it is contained
at the top of page 84, really. You will see there that there had been four
separate attempts made by shipbrokers in New York to interest the Department
of Transport in acquiring this vessel. But no action was taken, for policy
reasons. However, suddenly an urgent situation appears to have developed in
1964, and the Department obtained Treasury Board approval to purchase the
vessel from a Sorel shipyard for $1,513,000. We noted however, that two weeks
prior to its purchase the same Sorel shipyard had obtained an option to
purchase the vessel in Jacksonville, Florida for a price of $1,200,000 in United
States currency. The next step is self explanatory. The department paid
$1,500,000 Canadian for the vessel to the shipyard and the shipyard then
obtained a contract for conversion and refitting the vessel, finally delivering it
to the Department one year later. The total cost of the vessel has amounted to
$2,512,000.

Mr. McLEAN (Charlotte): Mr. Chairman, would there be any duty on that
vessel, coming into Canada?

Mr. HENDERSON: I do not believe so but we might ask the Department.

Mr. STRANG: The ship was built in Canada. It was built at Canadian
Vickers, Montreal.

Mr. BALLARD: Mr. Chairman, I am a little concerned about the proposal
mentioned here. May 8 is the date the Sorel shipyard took the option and May
21 is the date the Treasury Board approved the purchase. I wonder if Mr.
Henderson has the date on which application was made to the Treasury Board
for this purchase. I wonder if he also has the date when it was first mooted that
the government or the department would be interested in buying this particular
boat.

Mr. HENDERSON: Would you have that date, Mr. Baldwin?

Mr. BarLpwiN (Deputy Minister): I do not have the actual submission to
Treasury Board giving the date of the submission. My recollection is that it was
early May.
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Mr. HENDERSON: On May 19, the Minister of Transport wrote to the
Secretary of the Treasury Board describing that this vessel, a 432 foot railroad
car ferry, was built at Canadian Vickers in 1951, for the Miami-Havana service.
It had been ascertained that provided an offer to purchase be made before May
25 this vessel could be acquired at a very reasonable cost. Purchase price
including the cost of bringing it to a Canadian yard would be approximately
$1,500,000 and it is estimated that repairs and conversion would be $750,000,
making a total cost to place the vessel in service of $21 million. Of course, it
has cost more than that. That is signed by the Minister and as you see the
option had been obtained by the shipyard on May 8; it was good until May 25
and the Treasury Board approved this to the Department and they purchased it
on May 26.

Mr. BALLARD: Mr. Chairman, I am a little concerned here. I suppose we
cannot tie this down too closely, but it seems peculiar that the Sorel shipyard
would have the almost uncanny foresight to take an option on this vessel just at
the time that the Department of Transport decides that it needs to have a ship in
a hurry, and take an option which gives them a quick profit of $313,000. I am
wondering if there was a leak from the Department of the need for just such a
ship. This is the thing that I was trying to tie down a little closer by asking for
dates.

The CHAIRMAN: Mr. Ballard, you might add one more sentence. Why would
a repair company like the Sorel company be buying boats when they are in the
repair business? Mr. Baldwin could you answer those questions?

Mr. BALDWIN (Deputy Minister): I will do my best. I do not think there
was any leak in that sense of the word, Mr. Ballard, but the interest of the
Department was known to quite a number of people outside the Department in
this whole problem and in this particular ship. In fact the departmental concern
over the problem of capacity on the ferry runs, for which there is a constitu-
tional responsibility, both the Prince Edward Island and the Newfoundland
service, goes back to two or three years before the date of this particular report,
1963-1964. Studies that we had made showed that we were heading into an
extremely grave and serious problem with regard to both runs and an inability
to handle the traffic.

The subsequent developments on both runs have in fact justified the
correctness of those economic conclusions. It had not been possible for the
government to take a decision to proceed with construction of a new vessel,
although these reports had been™prepared, for a variety of reasons, including
the general financial conditions which applied at the time, as I understand it.
But the situation continued to deteriorate in terms of the lack of balance
between available capacity and growing traffic.

It had always been, I may say, departmental policy to build its ships in
Canada based upon our own design work and using Canadian shipyards. During
the year previous to 1964, which is the year of the dates mentioned in this
particular document, I believe, we were asked by the then minister to accelerate
a fresh review of this situation to try and indicate what could be done to
remedy it, and we proceeded with this review on the basis that we should
construct a new vessel if possible. We made our studies. But early in 1964, the
then minister of transport indicated that he considered the situation so grave
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that he wished us to embark on a new course of action, namely, study of the
possibilities by which we could get a ship on this run as quickly as possible,
disregarding the previous policy which had been to design and build in Canada.
In other words, the general question, where can you find a ship? Can you get
one that can be modified? Could you do this by commercial charter? Should you
buy one and put it on the CNR? The various possibilities were all studied
intensively. We had embarked already on a preliminary review of this late in
1963 and they were studied intensively during the winter of 1963-64.

Since the New Grand Haven had in fact been drawn to the attention of the
Department, I think probably almost as early as 1960 or 1961, as being
available, this was a ship whose availability we knew of and were interested in
because it had been built in Canada, which meant that its costs in Canada would
be cheaper than if we had to pay duty on one which had been built outside the
country.

Several parties knew of our interest. I think on our files, among the first
two indications of bringing this to the attention of the Department were
representations from a New York broker, I think it was, and also a representa-
tion from Marine Industries going back, in fact, to the beginning of 1963. We
had also been approached by another commercial shipping group in Canada
which had also talked about the possible availability of this same vessel, and
was making certain plans on its own without any commitment from the
government as to the basis upon which they might operate this ship under a
contract to the government.

The Department was asked to review all these possibilities and report to
the minister in the light of the change in policy that he had indicated we should
follow; that is, namely, get a ship as quickly as you can, wherever you can that
is suitable and get it into service at the earliest possible date. Our review,
including discussions with the C.N.R. who have the primary responsibility for
this, indicated, first of all, that the fastest method of getting a ship would be to
buy the most suitable one second hand if we could find one outside the country;
and a combined deal by which this could be done, including the renovation, was
the fastest method of getting it into service.

Our discussions led us to recommend to the minister that we did not favour
going to a commercial company and saying to them, “you find the ship and fix it
up and we will hire it from you. We will charter you to operate along with the
C.N.R.” The C.N.R. felt basically that this should be under their fleet operation,
as is now the case. It was the net result of these considerations which led us to
recommend to the minister that we should seek to acquire this particular ship
and make arrangements, if possible, in acquiring it to get it renovated and put
into service. This was the fastest method of achieving his objective. Now, all I
can say in that connection is that Marine Industries must have known, certainly
knew of our interest in this vessel but so did quite a number of other people
because we had been discussing this with other groups including another
Canadian commercial shipping company and with the brokers as well. There
was quite a general knowledge within the trade that we were, unlike previous
policy, looking around for a second hand vessel and that this particular ship
‘was among the possibilities.

24694—5
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The CHAIRMAN: Mr. Baldwin, knowing this situation, why did you not get
out right smartly and protect yourself and take an option on the boat before
somebody else beat you to the draw?

Mr. BALDWIN (Deputy Minister): We put this to the minister and he put it
to the Treasury Board as promptly as we could, once we felt we were in a
position to recommend the course of action we should take.

The CHAIRMAN: Well, this course of action cost the taxpayer $313,000.

Mr. BALpwIN (Deputy Minister): Well part of those costs—I have the
breakdown here—were charges which would have been incurred in any case in
connection with the towing, the insurance and the preparation of the vessel for
towing and crew wages, and so on. The profit element as we figure it comes out
at around $130,000.

The CHAIRMAN: Do you mean it would cost the difference between $313,000
and the figure that you quoted to bring that ship from the United States?

Mr. BALDWIN (Deputy Minister): The towing charges alone were $35,000.
The CHAIRMAN: It cost $35,000 to tow it?

Mr. BALDWIN (Deputy Minister): Yes.

Mr. LEFEBVRE: How did you figure out this $313,000?

The CHAIRMAN: Well, Mr. Lefebvre the purchase price that the boat
company at Sorel paid was $1,513,000 but the Department of Transport could
have bought the boat for $1,200,000 and they had been given four opportunities
to buy it since 1961.

Mr. LEFEBVRE: Yes, I see. But we did have an option on that boat, did we
not, if we made the purchase before May 25?

Mr. MuIr (Lisgar): No, that was the middleman.
The CHAIRMAN: Mr. Ballard have you finished your questioning?

Mr. BALLARD: No. I have asked only one of them. The other question was,
has Mr. Baldwin a letter or some indication of the date on which the minister
changed the atitude of the government toward buying a second hand ship?

Mr. BALDWIN (Deputy Minister): Roughly in the early months of 1964, sir.
Mr. BALLARD: Well, how early?

Mr. BALbwWIN (Deputy Minister): I would think it was in February. I am
speaking from recollection now”

Mr. BALLARD: I am at a loss, Mr. Chairman—to emphasize the point you
made—I am at a loss to understand why the government, who knew of this boat
and were probably aware that they were going to settle on this particular boat,
because they had looked at it previously, did not at that time go out and secure
an option on it for themselves. It was taken over by some other private
entrepreneur, resulting in an extra cost to the government. I am not satisfied
that the proper procedure was followed.

The CHAIRMAN: Mr. Baldwin, can you enlighten us. I think the feeling of
the committee is general., Mr. McLEAN: (Charlotte): May I ask, did they
have to pay for that option?
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Mr. BALDWIN (Deputy Minister): I would assume so, sir.

Mr. McLEAN (Charlotte): The government then, if they took an option,
would have to pay for the option?

Mr. BALDWIN (Deputy Minister): This is corete, sir.
Mr. LEFEBVRE: How much would that amount to?

Mr. HENDERSON: Mr. Chairman, I have here a copy of the option letter by
the Florida owner to the Sorel shipyards, dated May 8, reciting the terms but
we can find no dollar consideration paragraph in it.

The CHAIRMAN: They apparently got an option for nothing.

Mr. McLEAN (Charlotte): One other question, Mr. Chairman. Was this
option given in United States funds or—

Mr. HENDERSON: Yes, it is United states funds, $1,200,000. “This option shall
be good and effective until noon on Monday May 25, $1,200,000 United States
currency payable in cash at time of delivery of the vessel with transfer of title.”

Mr. BALLARD: Then, the figure that you give of $1,313,000 was in Canadian
funds?

Mr. HENDERSON: Yes, that is right you have to adjust it to that. The
department paid $1,513,000 Canadian but the Florida owner gave this option on
May 8, good until May 25, for $1,200,000.

Mr. Muir (Lisgar): Mr. Chairman, I was just wondering if the department
was aware of the fact that the option was only good until May 257

Mr. BALpwWIN (Deputy Minister): Yes, but we were also aware that other
people were looking for options as well, and we understood that certain other
commitments had been given, and we were also aware of the fact that the other
commercial company concerned was equally wondering what to do, it seems. I
cannot offer any official level explanation or comment with regard to the
Practice of a private company in this respect but I suspect there were a number
of people manoeuvring to get an option on this ship and we understand that
both Californian and Mexican interests were involved as well. At any rate, the
decision was taken on the basis that it was not unreasonable, in our report to
the Minister. The recommendation was that we should proceed to acquire this
vessel when it became apparent that the Sorel yard had an option; it was our
Opinion that the element of profit which was $130,000 in relation to the total
cost was not out of line with what might be expected in such conditions.

Mr. Muir (Lisgar): Mr. Chairman, this is my point of concern. I am not too
concerned if the government did not buy the boat in the first place, but I am
concerned with the fact that a Canadian citizen or any other citizen could make
himself $130,000 in 18 days, and I think that when the department knew this if
Would have been better to forgo the thing. We were getting along, although
Probably it was tough getting along. But to hand anybody $130,000, when he
has had an option that is going to last him for 18 days is something that should
not happen in the kind of government we have in this country. Was he a friend
of somebody or not? I do not know. That is beside the point. If another

Company had got the option it would not have made a bit of difference, but as
24694—5%
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long as these kinds of things are allowed to go on we can expect the taxpayer to
have a hell of a good beef, because he has got one in a case of this kind.

Mr. BALLARD: Mr. Chairman, I think this Committee should register its
extreme displeasure with this transaction in our report to the House of
Commons.

The CHAIRMAN: All right. Mr. Baldwin, did you recommend to the minister
that this transaction take place?

Mr. BALDWIN (Deputy Minister): Yes; in the light of his direction it was
the fastest method of achieving his objective of getting a ship into service
which was the prime requirement laid down.

The CHAIRMAN: And you turn around and recommend that we pay that
company $750,000 to repair it?

Mr. BaLpwin (Deputy Minister): This is part of the general pattern of
speed in respect of getting the ship into service, sir. If time had not been an
element, then it would have been easier to prepare specifications and call for
tender.

The CHAIRMAN: Well, I do not think the Committee can accept this time
factor altogether. We were not in that big a sweat to waste $130,000 of the
taxpayers’ money. I do not think we are in that big a hurry. As one of the
members have said, we have extreme displeasure with this transaction all the
way through. The word “policy” comes into this quite often and I think we
should dwell on that a little more.

Mr. BALpwiIN: Mr. Chairman, I understood Mr. Baldwin to say that his
recommendation was made in the light of direction from the minister to find the
fastest way to place a vessel in service. I assume that the minister would have
before him that time, knowledge that this was one of the methods by which a
vessel could be obtained? Now, the next question I was going to ask was, has
the department records which would indicate the amount of freight carried
before the vessel was put into service and afterwards? Did the facts, after the
vessel was put into service, if it has been put into service, indicate that there
was this real urgency to put a vessel into service for the purpose of meeting the
requirements of the traffic situation?

Mr. BALbwiIN (Deputy Minister): The Chairman of the Maritime Com-
mission, Mr. Chairman, might answer that if he will.

Mr. DARLING: Mr. Chairman,I would simply say that the ship has been in
service now, for two years, it has been a very effective help on the service. It is
loading containers, much of the William Carson. The savings in loading costs, on
this ship are roughly $8 per ton compared with what we would have otherwise
to pay on conventional ships loading through the hatch, where the cost might
run up to double or more than this. We have since acquired another vessel and
these ships will not be adequate this year to handle the traffic that is going
there.

Mr. BALDWIN: One more question; in surveying the various possibilities

which were outlined, what would have been the cost of obtaining a new vessel
and what was the length of time which would have been needed to put it

into service?
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Mr. BALDWIN (Deputy Minister): The total cost to the Treasury of this
vessel was just under $5 million? Is that right, Mr. Henderson?

Mr. HENDERSON: No.

Mr. BALDWIN (Deputy Minister): Oh, $2 million, I am sorry I was thinking
of the other. The equivalent cost would have been about $10 million for a new
ship. To design and build would have taken a period of at the minimum, three
years and possibly four, in the light of the conditions which have developed
since in the yards.

The CHAIRMAN: In view of the fact that the Sorel shipyard company made
$130,000 profit in a period of a few days, why would you not call for tenders to
refit this ship from some other source, rather than to turn around and give them
the business to refit it after they had soaked you $130,000, or at least made a
profit to that extent?

Mr. BALDWIN (Deputy Minister): It was primarily a question of time, sir.
The CHAIRMAN: And you did not call for tenders?
Mr. BALDwWIN (Deputy Minister): No.

The CHAIRMAN: Is it a customary practice of your department not to call
for tenders?

Mr. BALDWIN (Deputy Minister): No, but it may be the case where time is
an essential element.

The CuAIRMAN: Well, we come back to this business of time again.

Mr. SCHREYER: Mr. Chairman, I would like to ask Mr. Baldwin what sort of
facility had been in existance previous to the acquisition of this vessel?

Mr. BALDWIN (Deputy Minister): At Sydney-Port aux Basques?

Mr. SCHREYER: Yes.

Mr. BaLpwiIN (Deputy Minister):Only one new ferry, the William Carson
and a number of older chartered vessels which CNR was using which basically
were not only unable to handle the traffic but were uneconomic in their method
of operation because they were not built for the service.

The CHAIRMAN: Is the Carson the boat that your department bought and
then it did not fit the wharves and we had all the trouble about landings and
one thing and another?

Mr. BALbwWIN (Deputy Minister): Yes, that we built sir.

The CHAIRMAN: And it did not match the wharves and there was no end of
trouble?

Mr. Bavpwin (Deputy Minister): This was prior to my time in the
department but I have about an incident of that kind, yes.

The CHAIRMAN: Any more questions?

Mr. McLEAN (Charlotte): Mr. Chairman, when the department got around
to buy the boat the Sorel people had the option?

Mr. BALDWIN (Deputy Minister): This is correct.
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Mr. McLEAN (Charlotte): You could not do anything about it then? The
government could not take an option when they had the option. I presume they
had a chance to renew the option. I could not see that there was much you
could do then except go ahead. They had the option on the boat and you very
seldom take an option unless you take a renewal, so they had you tied up. You
had to take them anyway, did you not?

Mr. BaLbwiN (Deputy Minister): Well, this was the decision that was taken
sir.

Mr. Muir (Lisgar): Would this be the only type of vessel like that in
existence?

Mr. BALpwiIN (Deputy Minister): It was, I think, closest to what we needed
and it had the advantage that it was built in Canada, which meant quite a
considerable price differential. We have since that time, in accordance with this
new policy, gone on the market, again on grounds of urgency, to require
another ferry for modification outside the country, but it cost us rather more
when we did that. :

Mr. McLeaN (Charlotte): This was available, I presume, on account of the
Havana-Miami run?

Mr. BALbwiIN (Deputy Minister): This is correct.

Mr. HENDERSON: It is interesting, Mr. Chairman, to note that when the first
offers were made to the department in May 1961 a shipbroker in New York
solicited their interest. On January 26, 1962, they again solicited their interest.
They mentioned the owners’ ideas for selling had been in the neighbourhood of
$2 million and January 30, 1963 the broker said again the owners were anxious
to sell and were prepared to be very reasonable in price. On the same date the
broker also wrote to the Sorel shipyard to the same effect apparently and
referred to previous mention of the ship and suggested trying any offer over a
million dollars. So, they apparently had been working very hard at interesting
‘us up here in buying back this Canadian ship. Also, that Mr. Baldwin, as he
explained in his testimony, has been very active in following this matter
through right from mid-July 1963.

The CHAIRMAN: Mr. Baldwin, when you realized that you had lost the
option and that the Sorel shipyard company had the option, did you contact this
New York ship agency to see if they had any other boats for sale?

Mr. BALDWIN (Deputy Minisger): No, sir. To the best of our knowledge
from a previous review, this was the only one that was readily available.

The CHAIRMAN: Do you not think it would have been good business to have
approached that agency and asked them if they had any other boats on the
market?

Mr. BaLpwiN (Deputy Minister): Sir, we get regular circulars, and we
know what is on the market, from most of the brokers.

The CHAIRMAN: Paragraph 132.
132. Cost of faulty planning in ferry design. In September 1963 the
Department of Transport entered into a contract with a firm of naval
architects for the preparation of plans and specifications for an ice-

€
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breaking railway and automobile ferry for operation in the Northumb-
erland Strait and Newfoundland service at a fixed fee of $156,000.

Six months later it became evident that allowance would have to be
made for rail car weights considerably in excess of those contemplated in
the original planning if the vessel was to be properly stabilized. When
this decision was communicated to them, the architects placed a value of
$102,000 on the work they had already done. They estimated that they
would be able to use work to the value of $47,000 in the revised planning
and that the balance of $55,000 represented the cost of the planning work
to be abandoned. They were reimbursed in full by the Department.

In considering the Department’s report on the circumstances of this
case, the Treasury Board pointed out that the need for the design
changes might have been avoided had departmental engineers taken the
precaution to verify their information regarding freight car weights with
the Canadian National Railways before commencing the basic design. The
Board pointed out that it would seem improbable that the planning and
implementation of modifications to the design and construction of the
freight cars took place entirely between August 1963, when the basic
plans for the new ferry were developed for the Department, and
February 1964 when the new weight data was provided to the Depart-
ment by the C.N.R.

The Treasury Board directed that procedures be developed for the
verification of basic data to avoid similar situations in future.

We are still with the ferries.

Mr. HENDERSON: This non-productive expense involved a firm of naval
architects who I might say were the principals in the case you have already
discussed in paragraph 85 of my 1964 report. The circumstances here are very
involved. It will be seen that in September, 1963, Treasury Board approved a
contract with the firm at a fixed fee of $156,000, plus reimbursement for certain
types of expenses. Six months later it was evident that changes would have to
be made in the plans to allow for rail car weights in excess of those originally
contemplated and this would have to be done if the vessel was to be properly
;tabilized. This involved the architects additional work which cost an extra

55,000.

The CHAIRMAN: Mr. Baldwin have you any explanations?

Mr. BaLpwin (Deputy Minister): No, I think the Auditor General’s com-
ment was quite fair and accurate. In fact, sir, this was a case of the old adage
that you should never take anything for granted. I think there was too much in
the ‘way of assumption of knowledge on each side, both departmental people
who were working on design and the CNR who were to be the users of the ship,
each with regard to what the other knew. CNR assumed we knew enough about
the newest types of railway cars to take them into consideration. Our people
assumed that CNR wanted to use different types of cars or would have let us
know and they were both at fault.

Mr. LEFEBVRE: The CNR seems to be involved, Mr. Chairman, in quite a few
of these extra costs to vessels and ferries. I was just wondering if there was
some new way that the department headed by Mr. Baldwin could not work in
closer liaison with the CNR
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Mr. BALDWIN (Deputy Minister): We do our best, sir. The problem with
regard to the ferry operations, Sydney, Port aux Basques and P.E.L. is a very
difficult one because of the basic set-up that exists with which I am sure you
are familiar. Actually these are not normal commercial operations. These are
constitutional obligations on the part of the federal government. The C.N.R. was
designated as the agency to operate these services but the federal government
underwrites the cost. Now this is not the easiest psychological or philosophical
context in which to work, if I may put it that way.

Mr. LEFEBVRE: In other words, the CNR operates the vessels once they are
ready?

Mr. BALpwiN (Deputy Minister): Yes, and of course has a large amount to
say as to what they thing it necessary to keep track of the traffic. We have to
underwrite the deficit, or at least, the federal government has to underwrite the
deficit.

Mr. LEFEBVRE: I understand this, sir, but would not the CNR be in a better
position to contact the naval architects when they need a vessel, seeing that
they are the ones who know what they need?

Mr. BALbwiIN (Deputy Minister): This was how the difficulty arose with
item 130 which was dealt with previously in respect of the design of the ice
strengthened ferry. It was the CNR that went direct to the architects and said,
“we should change this design to a fully ice strengthened ferry’”, and the
architects and we having set up direct liaison tried to please them and we later
said, “you should not have done this because we do not think the extra $5
million in capital cost is justified.” We have a liaison arranged but in this
particular case the liaison did not work as it should have in the sense that on
two sides, the CNR and the department, each assumed the other would tell tehm
certain things and neither did. They should not have taken this for granted.

Mr. LEFEBVRE: But, sir, in your own opinion would it not be better if the
CNR dealt directly with these people rather than go through your own
department?

Mr. BALpwinN (Deputy Minister): Then we are in effect giving the CNR a
free hand and we have to underwrite the cost of this, and we think we should
have some control over it, sir, to the extent that it is possible.

Mr. LEFEBVRE: Maybe we could try one and see what happens?

The CHAIRMAN: Mr. Strang, I would like to direct this part of the Auditor
General’s remarks to you where he says:
—Treasury Board pointed out that the need for the design changes might
have been avoided had departmental engineers taken the precaution to
verify their information regarding freight car weights with the Canadian
National Railways before commencing the basic design.

Now, the men in your department, your departmental engineers, did not
take precautions according to this?

Mr. STRANG: Well, sir, this is a peculiar incident, as a matter of fact,
because this large car weight of 220,000 pounds—I might say the average rail car
is 141,000 pounds loaded. These 220,000 pound cars are for carrying roadbed
material from the mainland to Prince Edward Island. Apparently it is in short

i
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supply there. After the design had got well under way they came and advised
us that they needed these larger cars which were of a new design in fact, to be
carried over to the island loaded with granite chips which, of course, brings the
weight up to 220,000 pounds.

The CHAIRMAN: By ‘‘they” you mean the CNR?
Mr. STRANG: Yes.

Mr. ScHREYER: Mr. Chairman, I would like to ask how much work of this
kind was engaged in by your engineers. It is not as though they had many work
orders of this kind. This was probably one such in the course of several years.
So in the light of that, and if this is so, would it not be normal practice to check
with the CNR people first?

Mr. DARLING: The specifications of the special type of freight car which
Canadian National were using, I do not think we would normally assume it had
been required. I am not quite sure I get Mr. Schreyer’s point.

The CHAIRMAN: I think Mr. Schreyer’s question is: If you are going to build
a ferry surely to goodness you knew what you were going to carry on the
ferry before you had it built. Now did you or did you not know what you were
going to carry on the ferry?

Mr. DARLING: At the outset, Mr. Chairman, we did.

The CHAIRMAN: You knew what you were going to carry?

Mr. DARLING: And then, of course, the amendment came along for the
larger cars, the heavier cars, you see.

The CHAIRMAN: Well, then the point is why do you not find out what you
are going to carry, the size of the cars or what is going to be in the cars or any
other thing you are going to put on a ferry before you start to build it?

Mr. STRANG: Yes, sir; but the requirements came from the Canadian
National after we had their initial requirements. They amended their require-
ments which, of course, increased the size and weight of the cars.

The CHAIRMAN: Well, why do you not ask the CNR now, “Are you sure this
is what you want to do”?

Mr. BALDWIN (Deputy Minister): Sometimes we may omit doing this but
we do this quite frequently, sir, and still they change their minds.

The CHAIRMAN: Well, I will tell you if you were spending your own money
you would darn well do it. This is putting it pretty bluntly. We are here to
protect the taxpayer of Canada, and the way their money is spent. You are the
fellows who are spending it, and this committee of public accounts is here to
protect the taxpayer of Canada; we are just getting so many of these cases that
every once in a while I have got to let off steam. This is one place where I think
you people certainly were at fault, in that you did not find out what you were
going to carry on this thing and the type of cars, the length of cars, what you
are going to put into the cars and everything else before you spent one red
cent. But between you and CN you did not do it and you cost the taxpayer of
Canada, what was it, $55,000? Now, if you have any defence we want to hear it?
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Mr. ScHREYER: Mr. Chairman, I would like to have one point confirmed on
this. Did I understand Mr. Strang to say that the CNR changed the freight car
dimensions after the specifications were laid out by your engineers but they did
not communicate this information?

Mr. DARLING: Well, then they did but, of course, the design was well on to
the extent that it had to be scrapped and we had to add eight feet to the
beam of the ship.

The CHAIRMAN: All of which you would not have had to do if you had known
this to start with.

Mr. DARLING: No, sir, but I do not think the CN knew at the start.

The CHAIRMAN: Well, then you had no business to start to build a ferry if
you do not know what you are going to do.

Mr. LErFeBVRE: I think we should have the CN officials here also if we want
to get to the bottom of this thing.

The CHAIRMAN: Well, this is passing the buck at this stage. Is there any
further defence on this one?

Mr. McLEAN (Charlotte): Well, Mr. Chairman, I do not see that this is so
bad. They ask the CNR what kind of car they want and weight and so forth and
the CNR tells them, and they go to work to build the boat, and then the CNR
comes back and says, “no, we want a different kind of car and we want to load
it heavier.” Well, they have to change the design. I think that if that is the case,
then the CNR are the ones responsible.

~ The CHAIRMAN: Well, I would agree with you. Maybe we should have the
CNR people here.

Mr. Muir (Lisgar): Mr. Chairman, in a case of this kind perhaps it is all
right, but sitting on a public accounts committee we run into this kind of thing
day after day, after day, until you get it up to the neck, and there is always an
explanation for it. There is always an explanation but it is recurring so often
that the explanations begin to sound like a phonograph record.

The CHATRMAN: Well, any more? It is almost half past five. I did not realize
the time, gentlemen and we want to finish. Paragraph 133.

133. Cost of changing vessel design. In May 1963 the Department of
Transport entered into a contract at a fixed fee of $86,000 with a firm of
naval architects for the preparation and supply of plans and specifications
for the construction of an icebreaker supply and buoy vessel, estimated
to cost $8,800,000, for operation in the Gulf of St. Lawrence.

Following submission of preliminary drawings by the architects, the
Department requested that the accommodation requirements be increased
from 71 to 91 as the result of the development of a new rating structure
for vessels, leading to a revised crew complement. An additional factor
was that experience in the north, where it was decided that this ship
would have to be used during the summer, was increasingly pointing to
the need for extra berth capacity in connection with the type of work
involved in northern operations.
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In September 1963 the architects advised that the vessel would have
to be increased in length to provide for these and other lesser changes
and that “all the work we have executed since February becomes null
and void and we request your concurrence that a fresh start of the design
is warranted”.

This concurrence was given in July 1964 and an additional payment
of $20,000 was made to the architects.

Entry into a contract for the building of the ship was approved by
the Treasury Board in September 1965.

Mr. HENDERSON: This is another non-productive expense of $20,000 paid to
the same firm of naval architects as in the previous case. This is a situation
where the departmental request to the Treasury Board appears to me to have
failed to contain the complete story. Although in this case the Treasury Board
did request and then was provided with additional information, I say to you
again that I think it points up the desirability of recommending that full and
complete information be given to the Treasury Board in the first place.

The CHAIRMAN: Any questions? Paragraph 134.

134. Cost of altering vessel design plans. In May 1963 a firm of naval
architects was retained by the Department of Transport at a fixed fee of
$42,000 to prepare plans and specifications for the construction of an
icebreaker supply and buoy vessel for service on the Great Lakes.

In September the architects delivered their preliminary plans and
specifications prepared in accordance with departmental requirements
and guidance plans supplied. In November the Department advised the
architects that the design was to be modified for service in the St.
Lawrence River and the Gulf of St. Lawrence and also to provide Arctic
supply capabilities.

In August 1964, after the architects had completed their engagement,
they were paid $15,000, additional to the fixed fee of $42,000, for the
extra work in preparing the new design.

The award of a contract for construction of the vessel at a price of
$5,267,000 was announced in April 1965.

Mr. HENDERSON: The firm of naval architects in this case—
The CHAIRMAN: Is it the same firm?

Mr. HENDERSON: This is the other firm, not the one that we educated, no. It
will be seen here that several months after the architects delivered their
preliminary plans and specifications, prepared in accordance with departmental
requirements, the department informed them the design would have to be
modified because of a change to be made in the use of the ship. It was this
modification which cost the additional $15,000.

The CHAIRMAN: This is a change in the design of the ship made after the
architects were called on the job. I suppose there was a reason you had to
change the design Mr. Baldwin?

Mr. BALbwiIN (Deputy Minister): Well, the comment would apply equally
to these two items, sir, and that is, that the normal period between your first
concept of a ship and the time it is delivered to you can run anywhere from
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four to five years, maybe three and a half if it is a very small one. And if in
addition you are trying to do some advance shelf-planning or if you run into a
period of financial stringency in estimates, there may be a further delay
between the time you have done the design and the time you have funds to go
to contract. It is not abnormal in such circumstances to find that changing
technical or other requirements merit some change in the design of the ship.
Now, the great difficulty or the problem of management decision in such cases
is you are abusing the taxpayers’ interests if you make so many changes that
this becomes a completely extravagant purpose. You are, on the other hand, I
think protecting them if you make lesser changes that obviously increase the
efficiency of the ship with regard to the job or the changes in technical
requirements that have developed during this rather lengthy period since its
initial concept. In both these cases we think that the cost involved was more
than merited by the additional serviceability or value that we get out of the
ship concerned and in the light of the technical changes that took place during
the five year period.

The CHAIRMAN: All right paragraph 135.

135. Cost of “dead-freight”. The Department of Transport conducts
an annual Arctic re-supply operation which includes the making of
arrangements for transportation, stevedoring and other shipping services
for other government departments and agencies on a recoverable basis.
In April 1964 the Department called for tenders for the carriage of
specified tonnages of cargo from Montreal to northern ports with the
proposed loading dates scheduled for July 1964. The offer that was
accepted quoted rates based upon “the minimum figures as shown in the
request for tenders”.

When the goods were loaded at the scheduled sailing time in
Montreal, it was apparent that the total cargo was about 1,115 tons, or
21.5% less than what had been originally contemplated, or which 990 tons
represented a short-shipment by the Department of Northern Affairs and
National Resources. The total shortage represented a “dead-freight’”
charge of $67,000, a figure which was ultimately reduced to $44,000
through concessions made by the shipping company. Of this latter
amount $33,000 was charged to a Department of Transport appropriation
in the current year and the balance to the following year.

Mr. HENDERSON: This note describes what took place in 1964 when the
department conducted its annual,Arctic re-supply operation. There were 1115
tons, or 21.5 per cent less cargo than had been contemplated and this cost
$67,000 in dead freight. However, the shipping company made a concession and
reduced this to $44,000, as you will see, of which $33,000 was charged to the
Department of Transport appropriation in the current year and the balance in
the following year. This was done despite the fact that 990 of the 1115 tons
represented a short shipment by another department, namely the Department of
Northern Affairs and National Resources. When it approved this payment to the
shipping company the Treasury Board said it did not wish to specifically direct
the departments responsible for this charge to make restitution from their own
appropriations. Instead, the ministers felt it would be more appropriate if
officials of the Department of Transport took the matter up with Northern
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Affairs, whom they understood to be the major offender, and arrived at some
arrangement satisfactory to both parties’ interests. I have to say to the Com-
mittee that we made inquiries in both the Department of Transport and the
Department of Northern Affairs to see whether the latter has been approached
in accordance with this suggestion. However, thus far, there is no indication
that any such approach was made. I think this should have been undertaken not
only to put the cost where it belongs but to serve as an incentive to the
department responsible to avoid such poor planning in the future. I would
suggest to the Committee that, subject to what Mr. Baldwin has to tell us
today, the Committee might care to endorse this as a recommendation. It is a
question of putting the proper charges in the right place so as to get accurate
costs.

Mr. LeBLANC (Laurier): Can we have the Minister of the Department of
Northern Affairs as a witness in that case to see what they think about it.

Mr. HENDERSON: Indeed, you could, Mr. Leblanc, but perhaps Mr. Baldwin
could tell us whether there have in fact been any talks with the Department of
Northern Affairs about this because the initiative would have to come from his
department?

Mr. McLeAN (Charlotte): Mr. Henderson, it is cost which you are after but
I would like to know about this 990 tons. Was that food for the Eskimos that
they did not deliver, or what?

Mr. BALpwiIN (Deputy Minister): This is part of the problem, or part of the
planning of what we call the northern supply, the Arctic supply mission, in the
summer, which we undertake for all departments of government and for the
United States department of national defence. This is what I suppose you would
call an integrated shipping program that handles the goods of a great many
different groups, departments of government, the United States department of
defence and so on, and takes them to many destinations. It requires a lot of
complicated planning. In order to carry this out we have to have a pretty good
estimate from other departments of government well in advance as to what
Space they require, what goods they are going to move and where it is going.
The problem in this particular case was that the estimate given by northern
affairs turned out to be much larger than the amount of cargo they then gave us
to move on their behalf. This left us under an obligation to the shipping
company because we booked the space.

The CHATRMAN: I believe the question is how could they be out 990 tons?

Mr. BALDWIN (Deputy Minister): This I could not answer; this they would
have to answer. I can answer Mr. Henderson’s query about the position of why
the funds were handled in this fashion and the position vis a vis northern
affairs. I can assure him that we have on several occasions been as forceful as
We can in drawing to the attention, in discussion with northern affairs, the
importance of being accurate in carrying out their cargo estimates to us and
living up to them. We were not sure what the intent of the Treasury Board
decision referred to by Mr. Henderson was in fact and we therefore discussed it
With treasury staff subsequently and found that they really wanted this to be
handled in the most convenient form from the point of view of estimates.
Northern affairs would have had to go for a supplementary. It was a revenue
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entering item on our part or a bookkeeping item on our part and therefore it was
carried in our vote instead.

Mr. McLEAN (Charlotte): The space for 990 tons was not used?
Mr. BALDWIN (Deputy Minister): That is correct.
Mr. McLeaN (Charlotte): You would not have any of this other then?

The CHAIRMAN: If time permits, Mr. McLean, we should have an official
from the Department of Northern Affairs here to answer your question and also
the CNR people here to answer on this ferry business.

Mr. LEFEBVRE: Are we meeting again on Thursday, Mr. Chairman?

The CHAIRMAN: We felt not this week. We will have a rest period on
Thursday just in case the House should adjourn. We are not sure.

Mr. LEFEBVRE: Well, if the House does not adjourn at our next meeting,
could we have these gentlemen back with the CNR officials.

The CHAIRMAN: On Tuesday, do you see anything wrong with that Mr.
Henderson? The following Tuesday, the CNR and northern affairs to clean up
these two and we will want you people here at the same time.

Mr. HENDERSON: I would just like to mention in response to what Mr.
Baldwin said that the Treasury Board officials came around and altered the
decision of the Treasury Board. I have the Treasury Board letter here, dated
April 13, to Mr. Baldwin, commenting on this, and one of the bases on which
the board is prepared to approve the payment to the shipping company, adds:

However, the Board did not wish to specifically direct those depart-
ments responsible for this charge to make restitution. Instead the minis-
ters felt that it would be more appropriate if your officials took the
matter up with northern affairs which is understood to be the major
offender and arrive at some arrangement satisfactory to both parties’
interests.

It seems to me that is a direction from the ministers of the Treasury Board
to you to contact the Department of Northern Affairs and not to alter it in some
discussion with the Treasury Board staff. Would I not be correct in that?

Mr. BaLpwin (Deputy Minister): We did contact them, sir. We had
contacted them previous to this year. This is part of the general process of cargo
handling in which there is a meeting of the departments concerned to review
their requirements. This is not™a new problem, and this was not the first
occasion on which we have had to draw, in the course of direct discussions with
the department during the course of the meeting, to the attention of this
department and some other departments, the great difficulties that are caused
when the department gives us an inaccurate forecast.

The CHAIRMAN: And this one inaccurate forecast cost the taxpayers
$67,000.

Mr. BaLowin (Deputy Minister): We were able to get it down to that
figure; it could have been a claim for more.

Mr. HENDERSON: The company shouldered a little bit of it, Mr. Chairman. It
cost the department $44,000.
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The CHAIRMAN: The sum of $44,000 is the net cost to the taxpayer?
Mr. HENDERSON: We now have—
The CHAIRMAN: Let us stay on 136 and 137.

Mr. HENDERSON: There are only two more.

136. Subsidizing of intra-provincial ferry service. Since 1906 the
operation of a ferry service between Pelee Island and Ontario mainland
ports has been subsidized solely by the federal Government. The present
vessel, specifically designed for this service, was built by the Department
of Transport at a cost of $567,000 and delivered in 1960 to the operating
company under a charter hire agreement.

On a number of occasions in recent yeears the Treasury Board has
expressed approval of a policy of regarding subsidy assistance to ferry
vessels, which are essentially links in provincial highway systems, as
primarily a provincial responsibility. In accordance with this policy, the
Government of Ontario was approached early in 1964 to ascertain the
amount of assistance that it would be prepared to provide in sharing the
amount of subsidy required to maintain the Pelee Island service. The
Province declined to contribute on the grounds that its Highway Im-
provement Act only permits payment of a subsidy to a municipality
which in turn is paying for a portion of the cost of operating a ferry
service, and in this instance no municipality was involved. The attitude
of the federal Government is that if the provincial Government is not
prepared to seek some measure of municipal responsibility there would
seem to be no valid reason why the Province should not enact legislation
to directly assist the service if it feels that it is important to the economy
of the area it serves.

In approving a subsidy of $79,000 for the year 1964-65 (from which
was recovered the charter hire fee of $51,000 for the year) the Treasury
Board advised the Canadian Maritime Commission in November 1964
“that a significant provincial contribution must be obtained next year as
continuation of federal subsidization at the present level will definitely
not be approved under any circumstances”. Although the Commission
again approached the provincial Government in January 1965, informing
it of the stand taken by the Treasury Board, the Province again declined
to contribute to the subsidy.

In the circumstances the Treasury Board reversed its earlier stand
and authorized the inclusion of a subsidy provision of the same amount
in the Estimates for 1965-66. Interim supply has permitted the payment
of $39,000, representing one-half of the subsidy.

Paragraph 136 contains particulars concerning the manner in which the
federal government is subsidizing what is regarded as an intra-provincial ferry
service between two points in Canada within the same province, primarily a
roll-on roll-off road link which as such is generally regarded as being eligible
for provincial government support. Despite the Treasury Board’s advice to the
Canadian Maritime Commission in November, 1964 that the continuation of this
subsidization at the present level would definitely not be approved under any
circumstances, provision for the subsidy was again made in the estimates for
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1965-66. No doubt Mr. Darling might care to comment on this. There is just one
little statement I would like to make first. I had a telephone call from Mr.
Whelan, the member for Essex South on February 3. He has been a member of
this Committee in 1964 and he told me that this ferry, the Pelee Island ferry,
which I think is the one involved here, is really an international one because it
runs to Sandusky in Ohio. Consequently, he said he thought it was a federal
responsibility under the terms of the British North America Act. I invited him
on that date to come to the Committee when the item was discussed but I do not
see him here this afternoon Mr. Chairman. I am not too clear on that myself but
perhaps Mr. Darling could elaborate on that point.

Mr. DarLING: Well, Mr. Chairman, I think I can point out here that there is
a policy developed by the Treasury Board which the Maritime Commission had
assisted in drawing up in which it concurs that these ferry services should be
more or less classified according to their functions. We have inherited a great
many ferry services and they are of all types; their nature is changing. Some
are disappearing and others are reappearing, but it is out of the question that
we suddenly as of a certain date proclaim a new policy. This is neither possible
nor practicable. We have been subsidizing the Pelee Island service since 1906
and in 1961 a new vessel was put on. The general approach has been that where
there has been an occasion for making the change, where there is a demand for a
larger vessel, or a different type of vessel, or for some reason the vessel using
the service is discontinued, then we try to bring the policy into line. It is a very
difficult job actually to suddenly make a break.

At the instructions of Treasury Board the officials of the commission did
discuss this, as is reported in the note, with the provincial government and we
did not have a great deal of success and we were forced to report back to
Treasury Board with the answer. They permitted us to put the subsidy in, in
1965. Having seen the provincial government in March or so, of 1965, when the
time came for the renewal of the subsidy this year, and there was no change in
circumstances, we once again notified Treasury Board of the situation and they
approved the extension for 1966, with once again the injunction that we should
approach the province to discuss this matter.

We have already made the opening approach on this and a number of other
places of ferry services and the provision of ferry wharves where a ferry is
operated both by the province and ourselves and we are hopeful of having an
early meeting with the provincial people on a little broader basis, which will
give us perhaps, a little more leverage to arrive at some arrangements here so
that the provinces will contribute.

Mr. BALDWIN: It seems to be an excellent demonstration of co-operative
federalism, Mr. Chairman. 2

The CHAIRMAN: Thank you, Mr. Baldwin. Paragraph 137.

137. Subsidy for the construction of a floating fish processing plant,
Liverpool, N.S. In May 1961 when the Minister of Transport made a
statement of government policy with respect to ship operating and
shipbuilding, the House of Commons was informed that a basic intent of
the new policy was to make it possible for Canadian ship operators to
obtain new vessels from Canadian shipyards at reasonable and competi-
tive prices instead of being forced to have them built abroad because of

;f
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lower construction costs that prevail in other countries. The intention
was also to make it possible for the Canadian fishing industry to obtain
the necessary degree of assistance to encourage it to modernize its fleet
by the construction of new vessels in Canadian shipyards.

A step in implementing the policy was the establishment of the Ship
Construction Assistance Regulations to be administered by the Canadian
Maritime Commission. Each application for assistance required the ap-
proval of an interdepartmental committee established under the Regu-
lations, the Minister of Transport and the Treasury Board. The Regula-
tions make provision for the payment of a subsidy of 35% of the
approved cost of a vessel of 200 tons gross tonnage or over that is not
self-propelled and is intended for use in commercial enterprise. In April
1964 a Liverpool company, formed to engage in fishing and fish process-
ing, and a shipbuilder made joint application for a subsidy in respect of
what was described as a ‘“steel barge (floating fish processing plant)”.
The contract price of $545,000 was later accepted as the approved cost for
subsidy purposes. This cost included fish processing equipment to be
affixed or built into the structure, the cost of non-Canadian materials and
equipment being $127,000. On this basis the subsidy, when paid after
acceptance of the barge from its builder and registration under the
Canada Shipping Act, will amount to $191,000 of which a substantial
portion will relate to the fish processing equipment including an amount
of $45,000 in respect of materials and equipment of non-Canadian
content. Our information indicates that the barge, while capable of
mobility to a limited degree, is to be moored more or less permanently at
Liverpool, N.S. to serve as a factory.

Although the application for subsidy fell within the Ship Con-
struction Assistance Regulations and was approved by the several re-
sponsible authorities, it seems questionable whether the subsidy program
was ever intended to reduce the costs involved in the development of a
site for, and the fitting out of, a fish processing plant.

Mr. HENDERSON: All I can say on this Mr. Chairman, is that in the statement
of January 17 last concerning the government’s program to assist the shipbuild-
ing industry it was stated that the subsidy would not apply to floating
structures which are not considered to be vessels in the orthodox sense. I,
therefore, presume that there will be no recurrence of the situation described in
this paragraph. Mr. Darling may care to add something to that.

Mr. DARLING: The new subsidy regulations are to be under the authority of
the Department of Industry. They are in the course of being drawn up.

Mr. HENDERSON: Yes, that is right.

Mr. DARLING: I think they are trying to cover problems such as this. The
language of the regulations from which this was taken was that “an eligible
ship means a vessel as intended for use in commercial enterprise” and that is
referring only to the non-selfpropelled, a vessel non-selfpropelled of 200 tons
gross tonnage over. It is not further defined under the regulations. I think the
new regulations may have some elaboration of that wording.

Mr. SCHREYER: Mr. Chairman, the word “ship” does appear in the regula-
tions?
24694—6



936 PUBLIC ACCOUNTS June 28, 1966

Mr. DARLING: The word “ship”?
Mr. SCHREYER: Yes,

Mr. DARLING: Yes; it is defining an eligible ship; a ship eligible for subsidies
under the regulations which were applicable under the old subsidy policy which
is now suspended.

Mr. SCHREYER: And this floating factory was interpreted as a ship?

Mr. DARLING: Yes. It is registered as a ship by the Steamship Inspection
and therefore meets the requirements.

The CHAIRMAN: Well, gentlemen, that concludes our work for this after-
noon. I would like to say to the department officials we may appear to be
critical of them at times; after all that is our duty yon this Committee, but we
also realize that we could have a book published, not with all the bad things
you do, but with some of the good things you do as well.

The meeting is now adjourned. You will all have notice of our next meeting.
The clerk will write to the C.N. people and Northern Affairs.
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APPENDIX "6"

CANADA DEPARTMENT OF AGRICULTURE

PRODUCTION AND MARKETING BRANCH
DAIRY PRODUCTS DIVISION

Ottawa, June 21, 1966.

MEMORANDUM TO: AGRICULTURAL STABILIZATION BOARD
ATTENTION: Mr. Eric Pook

Re: Theft of Butter

John Little & Son: This theft occurred on June 24, 1964. Generally speaking,
our inspectors do not inspect transportation facilities involving movement
of dairy products from storage to dock.

Weedon: This robbery occurred on March 7, 1965. Our inspector visited this
storage on February 26, 1965 and reported temperatures and conditions of
storage as satisfactory.

Couture: The first theft occurred on February 8, 1965. Our inspector visited this
storage on January 7, 1965 and reported everything in a satisfactory
condition.

Vermette: This theft occurred July 15, 1964. Our inspector visited this storage
on July 3, 1964 and reported everything in order.

D. B. Goodwillie,
Director.

DBG/md
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APPENDIX “7"

OFFICE OF THE
COMPTROLLER OF THE TREASURY
DEPARTMENT OF FINANCE

June 27, 1966.

Mr. A. D. Hales, M.P.,
Chairman,

Public Accounts Committee,
House of Commons,
Ottawa.

Dear Mr. Hales:

I have been absent from Ottawa for some days on official business, but in

accordance with my undertaking to the Public Accounts Committee on June 16,
1966, I now submit the following analysis of the previous years’ uncollectable
accounts receivable of the Department of Finance in the amount of $59,922
as reflected in Appendix 13, page 9.25 of Volume I of the Public Accounts of
Canada for the fiscal year ended March 31, 1965:

) 4

Payment of salary beyond statutory retirement age
H. E. Ness, Feb. 12, 1958-Sept. 28, 1962 Collection suspended
by PC 1963-3/679 (TB 609643) of May 2, 1963.............. $ 31,982.35

. Payment of retiring leave during subsequent employment with

Unemployment Insurance Commission
W. G. Irwin, April 5-Sept. 5, 1961 Collection suspended by
TH Bri04 of MNay. 21, 98" 70 5 in dadvn s oalonsniaiin shivims st $ 1,284.82

. Overpayment of rental allowance resulting from confusion be-

tween two successive Orders in Council which was no fault

of employee
R. M. Keith, March 15-Dec. 31, 1948 Collection suspended by
TB 370108 Bl ol Apiil 26, LTI s o o vxaiae o 86 e v vl waas o it $ 151.07

. Overpayment of pension to annuitants, due to undisclosed per-

iods of casual re-employment between January 1, 1954 and
July 1, 1960 (See schedule attached) ......ccoocveuissns $ 25,888.99

. Retirement fund overpaymeénts

B BYATONE o o i-oips o5 wpwsios $ 3.15
B Tdpointe . ..e.:cviees e $ 4.52

This was deleted during the fiscal year 1965-66 under Ministerial
authority dated March 24, 1966.

. ‘Wiartinie Prices and Trade Board ... sidde dad saldeibvi'snio s $ 607.00

It is proposed that this amount will be deleted in the fiscal year
1966-67.

_—

$ 59,921.90

i —
= —————
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Action will be taken during the 1966-67 fiscal year to seek approval to
delete from the accounts the amounts shown under Items 1, 2 and 3, together
with the outstanding balance for overpayments under the Public Service Super-
annuation Act, and also the item in respect of the Wartime Prices and Trade
Board.

If there is any further information you require I will be only too happy
to provide it.
Yours sincerely,
H. R. Balls,
Comptroller of the Treasury.

Overpayments of pension to annuitants, due to undisclosed period of casual
re-employment between January 1, 1954 and July 1, 1960

Name Amount Name Amount

Js W DOIBY: « vo o siiinis $ 172.30 (1) A. M. Savoie ...... 421.24 (1)
DBl BRaiNL L ost s e 158.44 (1) 151.60L. G. H. Stunden .. 307.21 (1)

(2) 6.84E. A. Magee ....... 122.04 (1)
HICC, Brownl......$ 138.60 (1) J. By Barton, diree wnx 164.24 (1)
R, DAVIS oot s 198.83 (1) R. P. Fisher ....q.s 402.65 (1)
Nl Flnt ;oveeeens 302.42 (1) 1) D NP ETrpaay . (RS 249.76 (1)
0 ParTY .ok eeilse 701.20 (1) J. W. Webster ..... 115.19 (1)
11119002 (57070 | e i 2.39 (2) J. W. Bowie ....... 1,007.97 (4)
B, J. Gauvin «ive e 217.63 (1) HaJoStryde> .45 . LG 178.28 (1)
H. L. Cunningham .. 164.92 (1) G. Smallwood ...... 530.55 (1)
E. V. Cotter ....... 239.43 (1) D. McCowan ....... 452.54 (1)
A, I, Vallée .....& 141.70 (1) I\Robsoh hatah T8 305.70 (1)
J. Howarth . ...coes 641.64 (1) A. Desormeaux ..... 150.26 (1)
J.D. Cameron ...... 382.51 (1) J. D. Nadeau ...... 199.93 (1)
A B Rice ... 0. 682.25 (1) C. Jd Rickard .. 178.07 (1)
H. A. Tinkham ... &y 259.92 (1) & i3, Palchell™ Tse, 141.81 (1)
H. BIOWes . 'viees 219.94 (1) H.R. McEwen ...... 27742 (1)
BsWe Diehl ....... 149.01 (1) o ThOTPR v« »wrsw 244.66 (1)
1 S T R S 82.74 (2) C. R. Brewer ...... 22455 (1)
B. A. Heckler ...... 385.22- (1) B (CRIRE  aok s ess 104.07 (1)
D. Campbell ....... 466.67 (1) F. N. George ....... 137.1%7 (1)
H, R B&IRes ..o i 203.81 (1) J. E. Shaver ....... 706.16 (1)
W. E. Seeley ....... 180.82 (1) J. B, Whalenn ...« 616.84 (1)
R. T. Lecompte .... 248.02 (1) 227.15C. W. Smith ....... 117.18 (1)

(2) 20.87R. D. Weston ...... 676.94 (1)
& Mowats . i owinos 571.27 (1) W. M. Bentley ..... 420.08 (1)
F. M. Wisswell ..... 589.83 (1) S, Wakelynt . .v.oi00 451.33 (1)
C. J. Littlewood .... 299.38 (1) A; WISIMEr . ..o 9.07 (2)
W. N. Duncan ...... 115115501 V. A. Armstrong ... 12615 (1)
DTN R - 1, S S 294.97 (1) H. T. Chennells .... 345.71 (1)
B AR Smithic .o o 5hen 240.99 (1) R. C. Duthie ......s 723.79 (1)
J. P. Henemader .... 363.91 (1) Ju H. BObELHS v v 0v s 121.47 (1)
C. M. Magwood .... 124.87 (1) W. H. Bickley ..... 749.72 (1)
Bl SPATLOW, « s vis's o5 144.38 (1) Rs D. ROWED &5 ¢ 0500 68.81 (2)
G BRI oaohev e 333.08 (1) B, . WAIKS s 0dies 216.02 (1)
B Healo « i (o i 16.30 (2) A. W. Horner ...... 102.46 (1)
C. A. Bishop i« 291.51 (1) Jodls WIS oo cwmsis 247.64 (1)
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Name Amount Name Amount
D. L. B. Mitchell ... 102.98 (1) R/ CiBewylery. 24 59.54 (3)
SScholey” 175 Pl 326.55 (1) A CGuilbertoselad. s 116.82 (1)
PR, Bathe2017, o) 1.85 (2) €. 8. Colhauy wals . 253.49 (1)
W. Campbell ....... 21.45 (2) JNEIHON. .. 5w ns 633.26 (4)
M. B .Tetrault . ...r « 18.17 (2) O Whilten &35 25 w46 246.44 (1)
W. H. Kreiger ..... 108.46 (1) W. Kehoe ......... 98.41 (2)
C. A. Garceau ..... 433.99 (1) E. J. McWilliams ... 38.87 (4)
WS CTD. oo s i 132.89 (1) O. Longset ......... 604.94 (1)
SLWaller: . .o e ass 103.33 (1) R. Scroggie ........ 237.61 (1)
LiaDrmkle .. 15 s 92.04 (2) B. B. Rhoades . .+. .. 106.42 (1)
W. L. Bustard ...... .40 (2) R.W. Gray ....ovu. 425.34 (1)
C. ¥ortune .. ... ... 10141 (1) _—
B3 Colitas .05 0 21492 (4) $ 25,888.99
L. J. Lanthier ...... 112,72 (1) e

(1) Deleted under authority of Order-in-Council PC 1964-
104900k ADTil - 10 1968, suiiian «vv Lo swsron S salh i 55 (81) $ 23,495.09

(2) Deleted by the Minister of Finance on March 30, 1965
under authority of Deletion of Small Debt Regulations

BB 684003 of July 20, 1981 i i sats dwvie donsvss s oivoite (13) 439.34
(3) Deleted under authority of PC 1964-7/814 of June 4/64 (1) 59.54
(4) Collection action suspended under the following author- v

ities but no deletion action taken ................... (4) 1,895.02

J. S. Bowie

PC 1961-11/597 dated April 27, 1961 ........ $ 888.08

PC 1962-6/225 dated Feb. 22/62 ............ 119.89

E. J. Collins

PC 1961-43/1487 dated Oct. 19/61 ............ 214.92

J. Nelson

PC 1960-9/291 dated Mar. 10, 1960 .......... 633.26

E. J. MacWilliams

PC 1961-4/1715 dated Nov. 30/61 ............ 38.87

$ 25,888.99

i _
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MINUTES OF PROCEEDINGS

TuEsDAY, July 5, 1966.
(28)

The Standing Committee on Public Accounts met this day at 3.50 p.m. The
Chairman, Mr. A. D. Hales presided.

Members present: Messrs. Baldwin, Flemming, Forbes, Gendron, Hales,
Leblanc (Laurier), Lefebvre, Muir (Lisgar), Noble, Schreyer, Southam, (11).

In attendance: Mr. A. M. Henderson, Auditor General of Canada; Messrs.
Long, Dixon, Smith and Laroche of the Auditor General’s staff; From the
Canadian National Railway: Mr. E. J. Cooke, Vice-President, Atlantic Region;
Mr. D F. Purves; Assistant Vice-President, Mr. D. P. MacKinnon, Chief of
Development Planning; and Captain D. C. Wallace, Marine Service Officer;
From the Transport Department: Mr. J. R. Baldwin, Deputy Minister; Mr. J. R.
Strang, Director, Shipbuilding Branch and Mr. G. C. Tilley, Departmental
Financial Adviser; From the Department of Northern Affairs and National
Resources: Mr. E. A. Coété, Deputy Minister; Mr. F. A. G. Carter, Director,
Northern Administration Branch; and Messrs. Mills, Hembruff and Packwood,
departmental officials.

The Chairman tabled a letter and attached appendices from the Deputy
Minister of Public Works in answer to questions asked at the meeting, May 31,
1966. The Committee agreed to append same to today’s Minutes and Proceedings
as APPENDIX “8”.

Mr. Baldwin, M.P. suggested that the Report and accompanying documents
received from the President of the St. Lawrence Authority respecting acquisi-
tion of land from Lally-Munro Fuels Limited and construction of an oil pipeline
be tabled pending further action by the sub-committee. The Committee agreed

that the report be appended to today’s Minutes and Proceedings as APPENDIX
“9»‘

The accompanying documents were tabled and filed with the Clerk as
EXHIBIT “XI”.

- Mr. Leblanc (Laurier) directed a question to the Auditor General concern-
Ing the staff of the Auditor General’s Office.

The Committee agreed that the answer would be tabled later. (See
APPENDIX “10”.

The Chairman introduced Mr. E. J. Cooke, Vice-President, Canadian Na-
tional Railways and Mr. Baldwin, Deputy Minister of Transport who were

941
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interrogated, assisted by Canadian National Railways and departmental officials
on the following pragraphs from the Auditor General’s Report 1965:

Paragraph 118—Cost of little-used railway spur line, Pointe-au-Pére.
Que.

Paragraph 130—Cost of abandoned design plans for ferry vessel

Paragraph 131—Purchase and conversion of ferry vessel

Paragraph 132—Cost of faulty planning in ferry design.

The Chairman then introduced Mr. E. A. C6té, Deputy Minister of Northern
Affairs and National Resources and departmental officials who examined
on the following paragraphs from the Auditor General’s Reports 1964 and 1965:

1964 Report

Appendix 2—11. Loss due to inadequate shipping procedures

12. Loss of fuel oil, Fort McPherson, N.W.T.
1965 Report

Paragraph 103—Inadequate accounting and financial control proce-
dures, Fort Smith, N.W.T.

Paragraph 104—Inadequate control of stores at northern locations

Paragraph 114—Cost of revised and abandoned plans for buildings in
Ottawa
Paragraph 135—Cost of “Dead-freight”.

At 6.33 p.m., the Committee adjourned to the call of the Chair.

J. H. Bennett,
Clerk of the Committee.



EVIDENCE
(Recorded by Electronic Apparatus)

TUESDAY, July 5, 1966.

® (3.48 p.m.)

The CBAIRMAN: Gentlemen, I realize there are only eight members present,
but I also realize that two or more are on their way, Mr. Lefebvre and Mr.
Schreyer.

‘We have one or two preliminary things with which to deal, and we will
save a little time by commencing now.

First, I would like to table a letter from the deputy minister of Public Works
in which he gives the answers to questions asked by members of the Committee
when he was before the Committee as a witness.

Are there any other things to table, that the Auditor General, or anybody
else, has?

Mr. BALpwiIN: Mr. Chairman, you may recall that some time ago we were
considering the question of the St. Lawrence Seaway Authority and at that time
we became involved in considering a particular instance involving expropriation
of land which had been released and the subsequent odd dealings with this land
which finally involved the government in the expenditure of a lot more money
than it should have.

I think there was a suggestion that this should be left to a subcommittee
However, there was no specific decision, but the Seaway Authority was asked to
obtain further information and file a report, following which we would then
consider what to do. I think that through some error, in the belief that the
subcommittee was charged with the responsibility of dealing with it, I obtained
a copy of this report, and as a result of discussions with you I think the
subcommittee is going to deal with it.

I believe that in order to keep the record straight the report should be filed,
as it is only through the authority of the main Committee that the subcommit-
tee would be able to deal with it. I, therefore, suggest that this report on the St.
Lawrence Seaway Authority, dealing with expropriation of land at Cornwall, be
tabled and then the subcommittee would be free to consider what it should do,
probably when we come back later on in the fall.

The CHAIRMAN: You are quite correct, Mr. Baldwin, in the procedure, and
your subcommittee will handle this report as soon as possible.

Mr. BaLpwiN: I should simply say that it is quite apparent from reading
the report from the St. Lawrence Seaway Authority that this is a matter which
should be considered by this Committee.

The CHAIRMAN: Now, gentlemen, if you will open the Auditor General’s
Report for 1965 at page 74, we will proceed with paragraph 118.

943
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Excuse me, before proceeding, Mr. Leblanc, did you have a matter you
wanted to bring up?

Mr. LEBLANC (Laurier): I have a question for the Auditor General, which I
would have liked to put in French, but I see that there is no translator for the
time being.

I am sure that the Auditor General—is there a translation?

An hon. MEMBER: The door was closed.

(Translation)

Mr. LEBLANC (Laurier): Mr. Chairman, my question is directed to the Audi-
tor General. I am sure that he cannot provide me with an answer immediately.
This concerns employees as of the 30th June, coming under the Auditor General.
I would like the Auditor General to provide us here in the Committee with
figures in this regard which would guide us in our recommendations. Could he
give us the total number of employees as at June the 30th 1966 and how many
of these employees are Canadian citizens born in Canada and what is their
classification? How many are Canadian citizens by naturalization and what is
their grade or class? How many are not Canadian citizens and what is their
grade or class? What is the number whose mother tongue is French and are not
bilingual, and what is their grade or class? What is the number whose mother
tongue is English and are not bilingual and what is their class or grade? And
finally, what is the number who are bilingual and what is their grade or class?
This is a very elaborate question, I am sure that the Auditor General will have
to carry out some research before providing the answer.

(English)
The CHAIRMAN: Thank you, Mr. Leblanc. I wonder if you would mind

giving that question to Mr. Henderson in view of the fact that the transcript of
these meetings is delayed so long. Do you have the question written out?

Mr. LEBLANC (Laurier): I have it, but I do not know if he will understand
my writing.

Mr. A. M. HENDERSON (Auditor General): Mr. Leblanc, I think we have a
note of the questions you asked, and I may say that the information is all
readily to hand because these are statistics which we keep prominently to the
fore. With your permission, I will bring them to the next meeting and table
them, if that would be satisfactory.

Mr. LEBLANC (Laurier): Thanls you.

The CHAIRMAN: Paragraph 118. Mr. Henderson.

118. Cost of little-used railway spur line, Pointe-au-Pére, Que. In
1958 the Department of Public Works decided to proceed with the
construction of a deep water winter port at Pointe-au-Pére costing
approximately $3 million. Included in this development was to be a spur
line, 34 miles long, from the Canadian National Railways main line to the
proposed port. The Department estimated the cost of such a spur line at
$600,000 and invited the Railways to give favourable consideration to this
investment as their share of the overall project.

The Railways declined, stating that their assessment of the situation
was that the possible new rail traffic which might be expected to result

o,
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from the building of the line would not justify their assuming “all or
part of the capital cost and/or the related annual maintenance cost”.

In 1960 the Department obtained authority from the Treasury Board
to enter into a standard industrial siding agreement with the Railways
which provided that the Department would accept financial responsibility
for the acquisition of the' site, the construction of the right of way,
maintenance and snow removal. The Railways agreed to install the rails
and associated equipment for which an annual rental would be requlred

Construction of the spur line was completed in 1961 at -a cost of
$401,000 to the Department, whereupon it transferred the facilities to the
Department of Transport for control and management, with the latter
Department becoming responsible for the payment of the annual rental
of $4,169 for the trackage. However, no annual rental has been paid yet.

The Department of Transport was concerned that responsibility for
this spur line should be thrust upon it in this way and asked for a
clarification of policy. As a result, the Treasury Board in 1963 approved
of a new policy to be followed in future with respect to the installation of
railway tracks on government wharves. This policy provides that tracks
at new wharves are to be installed only at the request and expense of a
railway, with the railway determining whether the traffic involved would
justify such consideration.

The wisdom of this policy is illustrated by the use made of the spur
line since its construction at Pointe-au-Pére. Only four carloads were
handled on the spur in 1962 and none in 1963. The primary use of the
track has evidently been to bring railway cars to the wharf in winter to
serve as a windbreak for ferry traffic.

Mr. HENDERSON: Members of the Committee will recall that this paragraph
was discussed in the Committee on May 31 when Mr. Lucien Lalonde, the
deputy minister of Public Works, and his officials were present to give
testimony.

You will recall- the discussion which took place at that time, and the
witness from the Canadian National Railway may be able to furnish some
additional information, but before he does I would remind you that Mr. Miller,
the chief engineer of the harbours and rivers branch of the Department:of
Public Works, in attesting to the correctness of the facts in this paragraph on
that date, said quite simply that although the CNR did not recommend that the
railway be built, they, nevertheless, built it; that Treasury Board approved that
the federal government pay for it, which they did through the estimates of the
Department of Public Works; and that the spur ‘line had as Mr. Miller said,
‘never been used; but I think it has been used three or four times.

The CHAIRMAN: Gentlemen, we have with us representatives from the CN,
and I would like to introduce Mr. E. J. Cooke, the Vice-President of the Atlantic
Region. Mr. Cooke, would you like to introduce the other three gentlemen you
have with you?

Mr. E. J. CookE (Vice-President of the Atlantic Region, Canadian National
Railways) I would like to introduce Mr. Don Purves, the Assistant Vice-
*resident, Research and Development, Montreal; Mr. Don MacKinnon ' of
MOntreal and Captain/ Wallace of Montreal. L
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The CHAIRMAN: Thank you, Mr. Cooke. Mr. Baldwin, we met you and your
staff the other day so that you need no introduction again today.

We had the Department of Transport here the other day and we did discuss
this paragraph but I think what the Committee is interested in is to know the
CN'’s version on this matter.

Mr. Cooke: With your permission, Mr. Chairman, I would like to call on
Mr. Purves who is more familiar than I am with this particular subject.

Mr. D. PuRrvEs (Assistant Vice-President Research and Development,
Canadian National Railways, Montreal): Mr. Chairman, honourable members
and gentlemen, the circumstances outlined by the Auditor General are a pretty
accurate outline of what occurred.

I might add that I have a little additional information regarding the volume
of traffic which has been handled on that spur line. There were three cars in
1962; seven cars in 1964 and 25 in 1965. In 1966, there were 123 cars, all in May
and June when, due to the longshoremen’s strike in the St. Lawrence ports,
some ships put in there to discharge where they might have gone elsewhere. It
would be my hope that this is something that will not occur too often.

We built the line at the request of the Department of Public Works after
declining to make any contribution to the' cost of it because we could not see the
volume of traffic accuring to the line which would justify the railway assuming
this capital expenditure. We indicated that this could be built only under a
standard siding agreement. This was agreed to by the Treasury Board, and we
prepared the usual agreement and the agreement was executed. Thus far, we
have had no rent. It adds up to about that amount.

The Chairman: Are there any questions?
Mr. Muir (Lisgar): What was the original purpose of building the line?

Mr. Purves: A winter port was being established at this location and the
department felt that this should have a direct rail service, or connection, to our
main line.

The difficulty was that we could not see new traffic accruing from this
development, having in mind that Rimouski is only eight miles away and
already has trackage on its public wharf. Of course, the results have pretty well
‘borne out our conclusion. There was not much new traffic to be had there.

Mr. MuIr (Lisgar): This was built to the wharf; is that right?
Mr. Purves: Yes, right to the‘wharf.
Mr. Muir (Lisgar): Has there been any ship traffic to this?

Mr. Purves: A little; for instance, in 1962, the seven cars of cement were a
transfer from rail to ship. Most of the traffic in 1964 and 1965 was in aluminum
ingots which came across the river by water and were transferred to cars on
this spur and forwarded to Saint John and Halifax.

Mr. Muir (Lisgar): Were negotiations started with your company by the
Department of Public Works?
o (4.00 p.m.)

Mr. Purves: Yes. The department initiated negotiations in the field. The
engineer of the department, I think at Rimouski, got in touch with our
industrial engineer at Moncton and said that the department was looking at this

—
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and would be interested to know what would be the attitude of the railway
toward building it at railway expense.

The thing was checked out; we had our traffic officers evaluate what new
traffic they saw coming as a result of it, and the conclusion was that the railway
could not justify this expenditure as a railway expenditure.

The department pleaded that the federal government was spending some-
thing like $3 million on this project and they thought that the railway might
very well spend $600,000 on it, but we still could not see it.

Mr. Muir (Lisgar): You were unable to dissuade the department from
going ahead with the project?

Mr. PurvEs: We did not really feel that it was our business, sir. If they
wanted the line and were prepared to pay for it, that was their judgment.

Mr. LEFEBVRE: Is this deep water winter port being used at the present
time?

Mr. PURVES: Yes. In May and June there were 123 carloads of traffic that
came into it.

Mr. LEFEBVRE: How many?

Mr. PURVES: 123 railway carloads. I do not know what that represented in
number of vessels.

Mr. LEFEBVRE: But I thought that the primary consideration for building it
was for a winter port.

Mzr. PURVES: Exactly.
Mr. LEFEBVRE: Is it being used at all in the winter?

Mr. Purves: I do not think it is being used very much but I am not
acquainted with the facts.

Mr. LEFEBVRE: What is the closest winter port to this one that could be
used?

Mr. PURVES: We see traffic in the winter time going in and out of Rimouski.
Mr. LEFEBVRE: How far away would that be from this?
Mr. PURVES: About eight miles, up river.

Mr. LEFEBVRE: So we have a $3 million expenditure for a winter port that is
being used only in the summer time? And hardly even then. The waste is not
the $600,000. It is the total of $3 million, apparently.

Mr. Purves: It is being used the year round, I think, by a highway ferry.
This would be the Pére Nouvel that went into service between the south shore,
Baie Comeau and Sept Iles. I am not certain of the Sept Iles; it went into Baie
Comeau.

Mr. LEFEBVRE: 120 railway freight cars?
Mr. Purves: No; this is a highway ferry.

Mr. LEFEBVRE: But there were 120 freight cars that used the port, or were
unloaded at this port?
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Mr. Purves: We took on, or unloaded, 123 cars at this port in May and June
of 1966. But this would be an unusual circumstance. It reflects the longshore
difficulties at other ports on the St. Lawrence.

Mr. HENDERSON: I would point out, Mr. Lefebvre, that my report here was
written in the fall of 1965, and up to that time they were dealing with the years
1962 and 1963, and that is where the reference is made to the four carloads.
They seemed to have stepped it up to over 120 carloads in May and June 1966
by reason of the explanation given by Mr. Cooke. But that is all that it had been
used up to the time this report was written.

Mr. ForBEs: After reading all this report, it appears to me that this line has
served a very good purpose. First, it acts as a windbreak and second, it is a
snow fence for the ferry. What more could you ask?

Mr. Purves: The windbreak is a new one to us, we had not heard of that
before.

Mr. ForBes: That is what it says.

The CHAIRMAN: Well, gentlemen, it would appear from the discussion
which we have had on this, which has been quite lengthy and rather thorough,
that the CN people advised that this was poor policy and bad judgment to build
this spur line; they advised the Department of Public Works accordingly.
Nevertheless, Public Works proceeded and put the pressure on the CN and they
finally agreed to build the railway.

Mr. PUrves: I do not think I would like to put it quite that way, sir.

The CHAIRMAN: First of all, let us put it this way. You said that the CN said
it would not be wise to build it.

Mr. Purves: It would not be wise for the Canadian National to build it at
Canadian National expense.

Mr. LEFEBVRE: You passed it.

The CHAIRMAN: In other words, if it is your money go ahead, but not with
ours.

Mr. PURvVes: Yes.

The CHAIRMAN: The other point is that it appears that out of this you have
adopted a new policy. This policy provides that tracks at new wharves are to be
installed only at the request and expense of a railway with the railway
determining whether the traffic involved would justify such consideration.

Mr. Purves: This is not our new policy; we have always had this policy.
Mr. LEBLANC (Laurier): That is the Treasury Board policy.
The CHAIRMAN: What you are saying is that policy, anyway.

Mr. Purves: We think it is a good one. It is the one we pursue with prlvate
industry. If private industry wants a siding somewhere and we think it will
bring enough new railway traffic to justify our paying part or all of it, we ask
for a suitable and appropriate traffic guarantee and build the line assuming all
or part of the expense. In other cases we ask the industry to take the whole
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‘expense, exactly as it is here, and they decide in their own minds whether it is
worth their paying the shot.

The CHAIRMAN: What are you going to do about the annual rental from the
Department of Public Works? They are not paying you.

Mr. PurviEs: We told the department that if we had foreseen this at the
time, we would have asked them to buy the track while they were at it and
there would be no rent involved. We have since said that we would look to get
either the cost of the track, or the rent. We have not yet gone so far as to say,
as in the case of a private industry which was five years’ outstanding in rentals,
that we would have to give some thought to removing the track.

The CHAIRMAN: Where does this rental appear in your bookkeeping? Is it in
‘accounts receivable?

Mr. Purves: That is right.
The CHAIRMAN: Uncollectable?
Mr. PUrvVESs: Just accounts receivable.

Mr. Bapwin: Mr. Chairman, do you think the debtor is good for the
amount if appropriate proceedings are taken?

The CHAIRMAN: It was not a very successful deal.
Let us proceed with paragraph 130.

130. Cost of abandoned design plans for ferry wvessel. In February
1964 the Department of Transport retained a firm of naval architects to
prepare plans and specifications for an ice-strengthened raliway car ferry
to operate between North Sydney, N.S., and Port aux Basques, Nfild. A
fixed fee of $110,000 was agreed upon and the architects submitted a
preliminary general arrangement plan and preliminary stability par-
ticulars.

Shortly after this date the Department informed the architects that
the Canadian National Railways, which would be operating the vessel
and had been consulted before the decision for an ice-strengthened ferry
rather than one with full ice-breaking capacity had been made, were
“quite emphatic that the vessel be designed for ice-breaking service and
consequently the power will have to be revised to give an 18-knot
service speed with diesel electric propulsion and ice-breaking qualities
and scantlings”.

After the architects had notified the Department that they were
making revisions to meet the Railways’ requirements, they were directed
to suspend work while the issues involved were reconsidered. In April
1964 the Department decided that as the difference in the cost of building
a full icebreaker as distinct from an ice-strengthened vessel would be
very great, its original decision should be confirmed. The architects were
then instructed to proceed with the original proposal.

The architects requested a revision of the fee that had been agreed
upon in February 1964 which was then re-set and agreed to at $130,000,
or $20,000 more than the original fee.

Mr. HENDERSON: The subject matter of this note was discussed on June 28
When Mr. Baldwin and his officials spoke to it.
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As you will recall, this note indicated a non-productive expenditure which
amounted to $20,000. The facts would seem to be self-explanatory.

The interest of the C.N.R. in this note lies in the fact that, since they were
going to be the operators of this vessel in the ferry service, they wanted it to
have ice-breaking capabilities. I think at the last meeting it was brought out
that the department’s view was that as long as the vessel was strengthened
against ice that would be sufficient.

Members will recall that it was as a result of a discussion between these
opposing views that the department left the impression that the non-productive
expenditure should not be laid at its door.

No doubt the witness from the C.N.R. will have some additional informa-
tion to give the Committee on this point.

The CHAIRMAN: I suppose Captain Wallace or Mr. Cooke will answer this
question.

Mr. CookE: Mr. Chairman, this is a problem which we are faced with in the
Cabot Strait, mainly around Newfoundland. In areas where ice prevails the
service is curtailed in the winter time, but across the Cabot Strait, which is a life
line to Newfoundland, it is essential that this line of communication be operated
as efficiently as possible the year round.

It was with this thought in mind that the Canadian National Railways, in
particular, were anxious to see this vessel as a full icebreaker. We already have
an icebreaker in the form of the William Carson which does very good service
each year during the ice season. There is also a second ship which is being
constructed at the present time, and it will be an icebreaker. This ship is
designed for passengers, automobiles and trucks. We also felt that the rail car
ferry should be of the same general construction.

When we were made acquainted with the fact that this ship was going to be
merely strengthened for ice, we suggested to the department—in fact, we
strongly recommended—that it be a full icebreaker.

After reviewing the economics of the situation, the department felt that
these would not justify the added expenditure of making this vessel a full
icebreaker, and it was the apparent delay that was caused while these econom-
ics were being developed that resulted in the increased cost, as I understand it.

Our reasons for recommending an icebreaker were simply to provide better
service to Newfoundland, which I think that we could have done; there is some
difference of opinion on this, but~we as operators felt that this was the way it
should be.

The records that we have of ice problems in the Cabot Strait over the past
26 years indicate that there were only six years when we did not have rather
serious ice condition the William Carson can operate fairly regularly, although
there have been occasions when we have had to divert the William Carson to an
alternative port. This would not have to be done for such a prolonged period as
will be the case with a rail car ferry which is merely strengthened for ice.

The CHAIRMAN: Mr. Cooke, I do not think you have answered exactly just
what the Committee want to know. The Committee want an explanation on this
statement which appears in paragraph 2:

Shortly after this date the department informed—
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—that means the Department of Transport—
—informed the architects that the Canadian National Railways, which
would be operating the vessel and had been consulted before the decision
for an ice-strengthened ferry rather than one with full ice-breaking
capacity had been made, were “quite emphatic that the vessel be
designed for ice-breaking service”.

We were lead to believe the other day, in discussing this, that the
Department of Transport proceeded and asked the architects to design an
ice-strengthened ferry, on the assumption that you people had been consulted,
and that you had agreed to an ice-strengthened ferry; that after these plans had
been drafted and drawn up, along with the specifications, you changed to your
mind to a full icebreaking capacity boat, and that this is what cost the
taxpayers another $20,000, for having the plans and specifications changed.

This is what we would like to get straight.

Mr. Cooke: This is not quite correct.

As soon as we were informed of the fact that this ship was not to be a full
icebreaker we took exception to it and indicated to the department that this
vessel should be a full icebreaker.

The CHAIRMAN: That is where the question lies.
Has the Committee any questions?

Mr. Muir (Lisgar): Before the design of the ferry had been decided upon,
were you consulted by the architects of the Transport Department in regard to
the type of vessel you should have?

Mr. CookE: Yes, we have fairly close liaison with the department, and,
rightly or wrongly we assumed, in the early stages of whatever discussions we
had on this ship, that it would be a full icebreaker, because we had just finished
the preliminary stages of our discussion on what we then called the Argentia
ferry which was designed as a full icebreaker. The William Carson was a full
icebreaker, and we assumed that this one would be, too. It was only when we
found out that it was not to be a full icebreaker that we then said that, in our
opinion, it should be a full icebreaker.

Mr. Muir (Lisgar): You would agree that in this particular case the liaison
slipped a little?

Mr. CookE: To some degree, yes, I would say that this was so.
The CHAIRMAN: Mr. Baldwin, would you like to say anything at this point?

Mr. J. R. BALDWIN (Deputy Minister, Department of Transport): I am sorry
that I have not had a chance to see the transcript of the evidence. If by any
chance I misstated the position, I would apologize, but I do not think I did.

I think the point that I certainly tried to make was not that there was a
change in the sense that may have been suggested in the earlier remarks but
that we took a decision to build an ice-strengthened ferry at the outset,
knowing at the outset that the CN would have preferred a full icebreaking
ferry. There was no lack of knowledge of the CN’s wishes at that stage, because
of the liaison Mr. Cooke mentioned.
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The fact was that, having then started the work, the CN, as was its right,
quite properly made very strong representations to us to reconsider and change
our decision, and we felt that, as the client, or the user, we should, at least, take
time out to study their representations.

Having done that—and this was one of the reasons for the additional cost,
because, in addition to economics, the architects had to look into cost factors—we
came to the conclusion that an additional $5 million in capital for a full
icebreaker was not justified.

This was a judgment decision on the part of the department, or the
government, if you will, that it would be better to save the $5 million and incur
the handicaps which might, upon occasion, arise. It was also taken in the
knowledge that there was an alternate port to be developed in the Canso area.

Therefore, it was a reconsideration request we received, not a request for a
change.

Mr. Muir (Lisgar): Is this ferry in continuous service now?
Mr. BALDWIN (Deputy Minister): It is still under construction.
Mr. Muir (Lisgar): It is still under construction?

Mr. BALDWIN (Deputy Minister): This is not yet in service.

Mr. Muir (Lisgar): But you feel that there are times when you could not
have continuous service? Is that right?

Mr. CookE: As Mr. Baldwin has said, this is a judgment area and a degree
of service that we are talking about.

We, in the railway, sometimes have to make these same decisions in the
light of heavy capital expenditure. We have no quarrel with these decisions.

It was our responsibility to indicate to the department the problems we
have with operations and we tried to indicate how serious they might be to the
service. Once we have done that, then the decision rests with them on whether
or not they can afford the sort of thing we propose, and this is what has
happened in this particular case.

What will happen to the service is this, that we will in all probability have
to operate out of an alternate port which will be further away from the island
of Newfoundland than we might otherwise have been, and to that extent the
efficiency of this particular ship will be reduced somewhat, and will have to be
picked up by some other method sych as another ship being put into service, or
something of this nature.

Mr. MuIr (Lisgar): In other words, you would have to reroute your trains
during ice conditions?
Mr. CookE: Yes, that is right.

Mr. Muir (Lisgar): How long do these ice conditions last? Can you give me
an educated guess?

Mr. CookE: The outside limits of the ice problems in the gulf are usually
from February 15 to about May 1, and it varies from there almost to zero. But,
as I said, there were only six years in the last 26 that we have not encountered
some severe ice conditions in the gulf.
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Mr. FLEMMING: Mr. Chairman, I want to ask Mr. Cooke if, from the point of
view of service, he has any reason to consider that the recommendation that this
particular ship be equipped similar to the William Carson is not correct at this
point? In other words, you still feel that from the point of view of ser-
vice—leaving aside the capital expenditure angle—you would be better to have
this equipped as a full icebreaker? You differ from the decision of the
department in that respect?

Mr. Cooke: Yes; we feel that it should be an icebreaker, but I cannot
escape the capital involvement here because it has to be considered.

Mr. FLEMMING: Yes, I realize that.

Mr. Baldwin tells us that he could not see recommending the additional $5
million of cost so far as this second ship is concerned. Is that not where we
stand at the moment? Mr. Cooke is convinced that there is going to be extra
cost as far as the railway is concerned by diverting the traffic during the winter
season. Is that right?

T "Mr. CookE: Not exactly, sir. I was talking service as compared with cost.

When the department made their estimation of the economics they are
prepared to suffer the whatever additional are because it is the cheaper of the
two, as I understand it.

Mr. FLEMMING: My point, Mr. Chairman, is that it is the difference between
a_ decision with respect to service and a decision with respect to capital
expenditure. That is where we stand; I cannot see that we have a great deal of
fault to find with anyone in this respect, because they are viewing it from two
different angles. Is that right?

The CHAIRMAN: Mr. Flemming, would you go so far as to say that these
differences of opinion should be settled before you proceed to build a boat?

Mr. FLEMMING: Yes, of course.

The CHAIRMAN: Is it not that which is confronting the Committee? Why did
these two departments not get together and come to a final decision before they
asked the consultants and set a fixed fee of $110,000? I think the Committee
would like an answer to that.

Mr. HENDERSON: Mr. Chairman, could I perhaps ask Mr. Baldwin if he could
explain a press release of October 7, 1965 I have here, in which the minister
announced that ¢. . .a contract amounting to $10,750,000 for construction of a
railway, car and transport truck ferry for the Newfoundland service has been
let to Davie Shipbuilding Limited, Lauzon, Quebec. The vessel will have full
icebreaking capability and will be operated by the Canadian National Railways
between North Sydney, N.S. and Port aux Basques, Newfoundland.”

Mr. BALDWIN (Deputy Minister): I would have to see the press release to
know whether it is talking about the same ship.

Mr. HENDERSON: It is your department’s press release.
i

Mr. BALDWIN (Deputy Minister): I am sure of that; I am not denying that,
Sir, but I would have to see the press release, because we are building several
ships. If it is talking about the same ship the adjective “full” is not a correct
adjective.
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Mr. HENDERSON: That is why I wondered if you could identify this, to see if
we are talking about the same thing.

Mr. BALDWIN: That press release, if it does apply to this ship, might have
been issued at the time that the architects had been instructed to make the
change, when there was apparently some impression that it would be a full
icebreaker, but the decision was changed again.

I am just making a comment which does not need any answer.

Mr. Muir (Lisgar): Mr. Chairman, may I ask a supplementary of Mr.
Baldwin? His department felt that the traffic did not justify the extra five
million mentioned; is that correct?

Mr. BALDWIN (Deputy Minister): 1 think it was one of these judgment
decisions where you have to balance a number of factors—the average number of
days in which there will be ice interruption if you do not have a full icebreaker;
the extra cost of providing a full icebreaker; the time involved in moving the
ship down to an alternate port, if it is not a full icebreaker, on that average
number of days that you might expect to experience; and what this means in
deterioration of service to Newfoundland; and in terms of the operating costs.
Having weighed all these factors, the decision was taken that the government
would not be justified in putting the extra $5 million in; that it would be better
to have what we call the Lloyd’s class on type of icebreaker. This is an
icebreaker in one sense of the word because it is classified as one on a different
basis, but you run the ri