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" ORDERS OF REFERENCE
House or CoMMONS,

Fripay, January 29, 1937.

B Resolved,—That Standing Order 63 of the House of Commons, relating to the
- appointment of Standing Committees of the House, be amended by adding to
. the Standing Committees of the House for the present session a Standing Com-
. mittee on Railways and Shipping owned, operated and controlled by the Govern-
~ ment to which will be referred the estimates, accounts, and bills relating thereto
~ of the Canadian National Railways and the Canadian Government Merchant
~ Marine for the present session, for consideration and report to the House;
- provided, however, that nothing in the resolution shall be construed to curtail in
~ any way the full right of discussion in Committee of Supply, and that said
~ Committee consist of Messrs. Barber, Beaubier, Bothwell, Deachman, Elliott
 (Kindersley), Ferland, Fiset (Sir Eugene), Fraser, Hanson, Heaps, Howard,
. Howden, Howe, Kinley, McKinnon (Kenora-Rainy River), McLarty, Maybank,
- Parent (Quebec West and South), Ryan, Stewart, Vien, Walsh, Young.
Attest.
(Signed) ARTHUR BEAUCHESNE,

Clerk of the House.

.

THUursPAY, January 21, 1937.

Ordered,—That the Standing Committee on Railways and Shipping be
empowered to examine and inquire into all such matters and things as may be
. referred to them by the House; and to report from time to time their observations
_ and opinions thereon, with power to send for persons, papers and records.
i Attest. :
e, : ARTHUR BEAUCHESNE,
Clerk of the House.

» Fripay, February 5, 1937.
b Ordered—That the following Bill be referred to the said Committee:—
Bill No. 12, An Act to provide for revision of the accounting set-up of the
Canadian National Railway System. :
Attest.
ARTHUR BEAUCHESNE,
. Clerk of the House.

: ‘ Tuespay, February 16, 1937.

F Ordered,—That the said Committee be empowered to print, from day to day,
- 600 copies in English and 200 copies in French of its minutes of proceedings and
- evidence, and that Standing Order 64 be suspended in relation thereto.
Ordered,—That the said Committee have leave to sit while the House is
sitting.
Attest.

3
-
W

ARTHUR BEAUCHESNE,
; . Clerk of the House.
g 43 111







REPORT TO THE HOUSE
FIRST REPORT

TuespAy, February 16, 1937.

3 The Standing Committee on Railways and Shipping owned, operated and
i controlled by the Government begs leave to present the foIlowmg as a

FIRST REPORT
Your Committee recommends:—

1. That it be empowered to print, from day to day, 600 copies in English
- and 200 copies in French of its minutes of proceedings and evidence, and that
o - Standing Order 64 be suspended in relation thereto.

2. That the Committee have leave to sit while the House is sitting.

All of which is respectfully submitted,

EUGENE FISET
Chairman.







MINUTES OF PROCEEDINGS

Turspay, February 16, 1937.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government, met at 11 a.m.

Members present: Messrs. Deachman, Elliott (Kindersley), Ferland, Fiset,
Hanson, Heaps, Kinley, McKinnon (Kenora-Rainey River), McLarty, Parent
(Quebec West and South), Ryan, Stewart, Vien, Walsh and Young.

On motion of Mr. Young, Sir Eugene Fiset was elected Chairman.

Sir Eugene Fiset took the Chair and expressed his appreciation of the
honour conferred upon him. He suggested that the agenda of this day’s sitting
be limited to organization, subsequent meetings to be devoted to the considera-
tion of Bill No. 12, An Act to provide for revision of the accounting set-up of
the Canadian National Railway System, referred to this Committee on Feb-
ruary 5.

The Chairman also stated that the President of the Canadian National
Railways and the President of the Canadian Pacific Railway had been informed
that Bill No. 12 would be considered by the Committee on a date to be deter-
mined at this meeting.

The Clerk laid before the Committee a telegram received from W. MecL.
Clarke, Secretary, Canadian Chamber of Commerce, Montreal, asking permis-
sion to appear before the Committee and express their views on the subject
matter of Bill No. 12.

Mr. Heaps moved, seconded by Mr. Walsh, that the request of the Canadian
Chamber of Commerce be granted and that the same privilege be given to other
applicants for a hearing before the Committee on matters related to the Bill
under consideration,

After discussion the motion was adopted with the provision that any such
requests addressed to the Chairman or the Clerk would be submitted to the
Committee for approval.

On motion of Mr. Vien,
Resolved,—That the Committee request permission to print, from day to

day, 600 copies in English and 200 copies in French of its minutes of proceedings
and evidence.

On motion of Mr. Kinley,
Resolved,—That the Committee request permission to sit while the House
is sitting.

It was agreed unanimously that the President of the Canadian National
Railways be invited to attend the next meeting of the Committee with the
Auditors and other Officials whose attendance he may require.

The Committee adjourned until Thursday, February 18, at 11 o’clock.

vii
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viii STANDING COMMITTEE :
THURsDAY, February 18, 1937.
The Standing Committee on Railways and Shipping owned, operated and

controlled by the Government met at 11 a.m. Sir Eugene Fiset, the Chairman, '

presided.

Members present: Messrs, Barber, Beaubien, Beaubier, Bothwell, Elliott
(Kindersley), Ferland, Fiset (Sir Eugene), Hanson Heaps Howe, Kinley,
McLarty, Maybank Parent (Quebec W. and 8.), Ryan Stewart Walsh Young.

In attendance: Mr, V. 1. Smart, Deputy Minister of the Department of
Transport, and officials of the Canadian National Railways, including Mr. S. J.
Hungerford, President, Mr. J. B. McLaren, Comptroller, Mr, D. C. Grant, Vice- -
President of Finance, 'and Mr. T. H. Cooper Auditor of General Accounts

Preparatory to the consideration of Bill No. 12, “An Act to provide for
revision of the accounting set-up of the Canadian National Railway System”,
Mr. Howe, the Minister of Transport, read a statement outlining the purposes
and provisions of that bill. -

Acting on the suggestion of Mr. Walsh, the Committee decided that time
should be allowed to consider Mr. Howe’s statement with a view to commenting
thereon at a future meeting.

The Chairman reminded the Committee of the desire expressed by the
Montreal Canadian Chamber of Commerce to be heard respecting Bill No. 12.

The Committee adjourned until Thursday, February 25, at 11 a.m.

R. ARSENAULT,
Clerk of the Committee.



MINUTES OF EVIDENCE

House or Commons, room 277.
February 18, 1937.

The select standing committee on Railways and Shipping met at 11 o’clock.
Sir Eugene Fiset, the chairman, presided.

The Cuamrman: Order, gentlemen. I see a quorum. Before starting to
examine Bill No. 12, in accordance with the promise made in the House of
Commons, the minister desires to read a statement to the committee. Mr.

Howe, will you proceed?

Hon. Mr. Howe: While the statement is being distributed, I might say
that in discussing the Bill in parliament I gave only a brief outline of it. T did
not attempt a prepared statement. 1 simply gave the thing from memory. I
‘think it is rather important before we consider it in detail, that I should give
a statement on the Bill, or at least give the views of the government on the
Bill.

For the information of the Committee I submit a brief outline of the
provisions of Bill Number 12.

This is a measure to authorize, along constructive lines, reasonable adjust-
ment of the present unbalanced and excessive capitalization of Canadian
National Railways. The adjustment confines itself to the relationship between
the Government and the Railway and does not deal, in any way, with the
funded debt of the Railway in the hands of the public.

As between the Government and the Railway, the plan preserves in full
all capital sums invested by the Dominion in the Railway; any amounts to be
eliminated relate to losses in operation and interest charges. Worthless capital
stocks are to be written off on the basis of arbitration awards.

At various times the proposal for C. N. R. capital adjustment has been
attacked, particularly on the ground of its being some sort of an attempted
ideception of the people of Canada and as doing violence to the principles of
sound finance. Such criticism is without foundation and obscures from the
people of Canada the true purposes of the plan with its ultimate advantages to
the Dominion and the Railway. It ignores the expressed views of competent
and impartial tribunals as well as the terms of the financing legislation since
1932. It runs counter to the usual financial and accounting practices of corpo-
rations under similar conditions. Further, this eriticism refuses to recognize the
effect of the events of the last twenty years on present day realities, in that
the position of the Dominion has come to be essentially that of shareholder and
proprietor in the Canadian National Railways—not of creditor in the ordinary
sense.

At a later point in my remarks I shall deal more specifically with these
matters. !

Summary ¢f Adjustments: The main purposes of the capital adjustment

plan are—

First: to eliminate duplication of liabilities and losses of some One Billion,
Five Hundred Million Dollars between the published accounts of
the National Railway System and those of the Dominion as shown
by Public Accounts,




A L ke S

i

R oy
SRR P

2 ' STANDING COMMITTEE

¥ 5

Second: to centralize the corporate stock control by thé deinioh of all

companies now comprising the National Railway System through
one company, ie., the Canadian National Railway Company.
This preliminary step is co-related to

(i) the legal amalgamation of certain constituent companies of the

system with a view to effecting ultimate savings in accounting and
other costs, and
(iiy the unification of certain funded debt issues of the National Rail-

ways through refunding issues in the name of the parent corpor-
ation, Canadian National Railway Company, for the purpose of
bringing about savings in interest and other costs.

Third: the elimination from the corporate books of those capital stocks
determined by arbitration tribunals to be without value;

Fourth: the preservation through the Securities Trust of the priority

rights of the Dominion in respect of certain unguaranteed securities
and subsidiary company capital stocks held by the publie.

The proposed revision of the railway balance sheet does not in any way
increase the Net Debt of Canada as shown by Public Accounts. This is because
the relative capital stocks (as written down) were acquired without ecash
payment by the Dominion and because the old debentures, the loans applied
for both capital and deficits, the accrued interest on loans and the appropriations
for Canadian Government Railways capital investment have already been
embodied in the Net Debt of Canada.

A condensed summary of the consolidated balance sheet revision, on the
basis of the 1935 accounts, is as follows:—

Write-down of capital stocks and old debentures by concur-

rent reduction of property accounts.................. $ 262,770,972 03
Elimination of loans applied for deficits by concurrent re-

duction  of 'deficth fareoMutl Hil. 3o ARt iR st P RS $361,244,349 91
Elimination of accrued interest on loans by concurrent

reduction. of  deficiti AceomIE Il - sl ainn hon sian s s bianlvate 495,030,137 29 856,274,487 20
Total reduction in capital and liabilities................ $1,119,045,459 23

In addition to the above, the adjustment plan includes the transfer from
“Liabilities” to “Dominion Government—Proprietor’s Equity” of the following:
Loans applied for capital purposes—represented in the 5 million shares of

capital stock of the Becurities Trust: il 2. oo et b s e s s $284,283,105 92
Appropriations for Canadian Government Railways capital investment........ 388,290,294 40

$672,573,400 32
Transfer of residual value of Canadian Northern capital stock to the Canadian
National company and the issuance by the latter of its capital stock...... 18,000,000 00

Total of “Dominion Government—Proprietor’s Equity” preserved on the Con- :
solidated Balanee Bheeh i s N e e T a & Ea s o aly sl aTo RS s S $690,573,400 32

The detail of these adjustments is shown as Appendices 4 and 5 to the Bill.

The figures used are those of-December 31, 1935, which will be revised as
of December 31, 1936, when the final figures as of that date are available. The
Canadian Northern Railway Company, are the same, the capital stock control
of the Canadian Northern group of some 40 companies has not been vested in the
Canadian National company but directly in the Government. This creates an
unsastisfactory situation in that, since amalgamation in 1923, the financing and
refunding operations of the Canadian Northern group has been effected through
the Canadian National company without its having proper stock control. The
bill provides for the correction of this situation by having the Canadian National
company directly control the Canadian Northern group and by having the
Government control all the presently existing corporate units of the National
System through one corporation, i.e., the Canadien National company.

&
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Write-off Caﬁtal Stocks and Debentures :

The bill further provides for the writing out of the Canadian National (old
Grand Trunk) and Canadian Northern capital stocks and the old Grand Trunk
debentures, a summary of which in round figures is as follows:—

Canadian National Co—Capital Stock (Gross amount

DL T ey s Lo 1S e SERR A S S et v SO e e 165 million dollars
0ld Grand Trunk—Debentures. . i o <o e siasseaas soionsns 15 million dollars
Canadian Northern Co—Capital Stock........cvovvunnnn 82 million dollars
By reduction of Property Accounts..................... 262 million dollars

Canadian National (old Grand Trunk) Capital Stock

The proposal to eliminate the Canadian National stock, as successor issue
to the old Grand Trunk 1st, 2nd and 3rd preference and common stocks, from the
balance sheet of the National System is based upon the difference between the
1935 and 1936 figures will be the acerual of Government interest and the non-
cash deficit items during the year 1936.

It is important to note that any capital investments by the Dominion are
continued, at the face value, on the balance sheet without diminution; the
amounts eliminated in connection with loans having to do only with the sums
lost in operation and accruals of interest.

Centralization of Capital Stock Control

The Bill provides for the centralization of the capital stock control of the
companies now comprising the National Railway System through one company,
i.e., the Canadian National Railway Company. This preliminary step is co-
related to the unification of certain funded debt issues of the National Railways
through refunding securities in the name of the parent corporation, Canadian
National Railway Company, for the purpose of bringing about savings in
interest and related costs of financing. It will also facilitate the legal amalgam-
ation in due course of certain constituent companies of the system with a view
to effecting ultimate savings in accounting and other costs.

The National System is comprised of some 100 companies falling under two
main groups, i.e., the Canadian National group (including the old Grand Trunk,
the Grand Trunk Pacific, the Grand Trunk Western and the Central Vermont)
comprised of some 60 companies and the Canadian Northern group comprised of
some 40 companies.

Whilst the board of directors for the two parent companies, the Canadian
National Railway Company and the 1921 findings of the Grand Trunk Board of
Arbitration constituted under the 1919 Act. This tribunal ruled that the capital
stocks in question had no value. .

Following upon this arbitration award, an appeal was taken to the Privy
Council based largely upon the question whether the arbitrators in excluding
evidence as to the physical assets of the Company were wrong in law. The Privy
Council dismissed the appeal in a judgment delivered on November 10th, 1922.

The recent Lovibond appeal was cited in the early part of 1936 as a reason
for the continuance of a negative attitude towards capital adjustment. Since that
time the decision of the Privy Council has been announced. It wholly stays
the action as against the Attorney General of Canada, and as against the Grand
Trunk and Canadian National in so far as it seeks to have the stock register of
the Grand_ Trunk rectified or to have Grand Trunk stock registered in the name
of the Plaintiff. The Privy Council states that the Plaintiff has failed in regard
to the main object of his action which can now only proceed for the purpose, for
whatever it may be worth, of seeking to recover damages against the Grand
Trunk and the Canadian National.
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This capital stock adjustment is important to the Dominion because the
Grand Trunk shareholders, apart from the claim that the acquisition statute was
ultra vires, presumably have been influenced to some extent by the fact that
their stocks were adjudged to be without value when they were the owners but
as soon as the Dominion of Canada became owners the successor stock of the
Canadian National was issued at par, thereby perpetuating the relative asset
accounts at the original book figure. It is believed that if the capital stock is
eliminated from the published balance sheet of the National System in accord-
ance with the arbitration award of 1921, some of the misunderstandings would be
removed. '

Old Grand Trunk Debentures

This adjustment deals with a liability to the Dominion for aid granted to
the old Grand Trunk Railway Company of Canada by the Province of Canada
prior to Confederation. The Act of 1862, 25 Victoria, Chapter 56, an Act for the
reorganization of the Grand Trunk Railway Company of Canada and for other
purposes, reorganized the Company’s finances and placed the payment of interest
on these debentures after, or junior to, the payment of dividends on the preference
and common stocks of the company. As the Grand Trunk Arbitration Board
of 1921 declared that the Grand Trunk preference and common stocks had no
value, and as this item ranks junior to such stocks, it is apparent that this asset
account is worthless to the Dominion.

Canadian Northern Capital Stock

The total capital stock of the Canadian Northern, now $100,000,600, was
acquired by the Dominion as under —
$ 7,000,000 (70,000 shares) as consideration for subsidies granted to the
Canadian Northern Ontario Railway Company and the Canadian
Northern Alberta Railway Company as authorized in Act,
Chapter 10, of the Statutes of 1913. The total subsidies received
under that Act were $15,364,803. 20.

$33,000,000 (330,000 shares) in consideration of the guarantee by the
Dominion of the principal and interest of the bonds, debentures,
ete., amounting to $45,000,000 as authorized by Act, Chapter 20,
1914.

$60,000,000 (600,000 shares) under award of the Board of Arbitration here-
inafter referred to, as authorized by Act, Chapter 24, of the
Statutes of 1917.

$ 600 (6 shares) covering conversion of debenture stock.

The arbitrators in their award of May 1918 gave the value of the 600,000
shares of stock as being $10,800,000. The award was made as of the date of
taking over by the Dominion of complete control of the Canadian Northern
Railway System, which was the 30th September 1917. This gave a prorata
value of $18,000,000 to the total issued stock. '

The Board of Arbitrators, therefore, found approximately $82,000,600 of
Canadian Northern stock to be without value.

Summary of Duplication /7

The bill goes on to provide for the elimination of duplication of liabilities
and losses aggregating some One Billion Five Hundred Million Dollars in the
combined debt structure of the Dominion, i.e., the combination of the published
accounts of the National System with those of the Dominion as shown by the
Public Accounts. The duplication arises out of the assumption in the net debt
of Canada of loans, interest thereon, and capital cost of the Canadian Government
Railways concurrently with the inclusion of the same liabilities in the accounts of
the National System.
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A summary of the major duplications in the combined debt structure of the
Dominion, in round figures at the end of 1935, was a follows: — ‘x

Loans applied foreapifial’ PUrpoBeEsS: «Luita L L $ 284,000,000
Loans ‘applied for deficits........ ..o 0 0wl 361,000,000
Accrued interest on above loans............... 495,000,000

$1,140,000,000

Appropriations for Canadian Government Rail-
ways Capital Iivestmen. Wl c i 388,000,000 -

$1,528,000,000

This duplication is to be eliminated by the following revisions on the Con-
solidated Balance Sheet:

Transfer of loans applied for capital purposes
from “Liabilities” to ‘“Dominion Govern-
ment—DProprietor’s Equity” represented by
5 million shares of capital stock of the
Securities: Mrust. LG T T i STl 8 284 000,000

Elimination of loans applied for deficits together
with accrued interest by concurrent redue-
tion of deficit account.. .. .. .. ...%n.. .. 856,000,000

$1,140,000,000
Transfer of appropriations for Canadian Gov-
ernment Railways Capital Investment from
“Liabilities” to “Dominion Government—
Proprietoris - Eouity il oo e il nis . o 388,000,000

$1,528,000,000

It has been contended that this duplication is but a straightforward book-
keeping representation of transactions between two separate borrowers, i.e., the
Public Treasury in the first instance and the Railways in the second instance.
Unfortunately this is but a partial statement of the full facts because the
relative assets in the Public Accounts of Canada were transferred from assets
to net debt in 1920 and since that time all advances (dealt with in the adjust-
ment plan) have been charged directly to the net debt without any adjustment
of the relative liabilities in the Railway accounts. This does not conform to
usual commercial and financial accounting practice where any question of con-
solidation is involved. It has the effect of producing a very real duplication of
proportions and of a character such as would not be tolerated by shareholders
of parent corporations having financial transactions with controlled subsidiaries
whose balance sheets are made public. The published consolidated balance sheet
of any corporate group under such conditions would indeed present a sorry
picture.

Canada’s financial structure as a whole is of first importance to the people
of Canada. Nothing should be allowed to continue that would in any way
weaken the position that Canada at present holds in the financial world. The
people of Canada are rightly entitled to know what is their true financial position
at all times and to have access to information that will enable them to under-
stand the situation and to judge therefrom what their real responsibilities are.
This being so, the elimination of duplication is of vital importance.




 The transfer on the balance sheet of the 284 Million Dulla.rs iand the 388
Million Dollars from “Liabilities” to “Dominion Government—Proprietor’s

Equity” represents the amount of loans and appropriations utilized for capital
investment and preserved at face value on the balance sheet.

When the lines now comprising the Canadian National Rallways ‘were ; ,
under private ownership, the Government granted loans to the Companies in

the form of loan capital rather than share capital. The Government was not

then the shareholder and, therefore, required that its investment should have
geniority over the share capltal There were certain securities held by the

public which were entitled to interest payments if net earnings were available
and the assessment of interest charges on the Government loans had the effect
of deferring interest on such securities. The Dominion loans and the interest
thereon were also factors to be given weight in assessing the value of the
Canadian Northern and Grand Trunk eapital stocks, the value of which was a
matter for arbitration. Out of these conditions there grew up the practice of
treating the Dominion’s investment as loan capital, and the legislation author-
izing the loans generally called for interest at a rate named or to be determined
by the Governor in Council. The basic situation was completely changed,
however, when the private control dlbappeared and the securities referred to
were later retired—the Dominion coming into possession as the sole shareholder
in the parent companies of the National System

The Canadian Northern, the Grand Trunk Pacific and the Canadian
National (including the old Grand Trunk) are today a component part of the
proprictorship of the Dominion as in the case of the Canadian Government
Railways. The proprietorship in the Canadian Government Rallways is com-
plete, whereas the proprietorship in the corporate group is represented by the
book equity remaining after the claims of the funded debt in the hands of the
public. The fact that Government moneys have been voted as loans does not in any
way alter the present reality that the Dominion is loaning money to itself. The
National Railways has in the course of events become an integral part of the
financial structure of Canada. It cannot now be properly considered as some-
thing independent and apart. In view of the funded debt in the hands of the
public, the position of the Dominion is, in the final analysis, essentially that
of equity ownership regardless of how the problem is approached and this
fact might well be made cleal to the people of Canada in the published accounts
of their railway. The Securities Trust, to which we later refer, will fully
preserve in perpetuity any elaim prlontles which may be deemed to exmt

It has been said that the conversion of any interest bearing Government
loans for capital purposes to proprietor’s equity represented by capital stock
would be unfair to the Canadian Pacific, which company has to raise its capital
requirements at interest. In this connection it is of importance to point out that
even with the adoption of the adjustment proposals the National System interest
bearing burden would still reach 65% in relation to the total capital, as against
approximately 50% for the privately owned railway company—or nearly one-
third higher. The disparity is even greater in the C. N. R. interest burden in
relation to road mileage and gross revenues. ;

Elimination of Capitalized Deficits

The elimination from the Consolidated Balance Sheet of 856 Million Dollars
covering the loans applied for deficits, together with accrued interest, against
the Deficit Account is based on the fact that there are no relative assets of
any kind and that it represents losses in operatlon and unearned interest charges.
The moneys supplied by the Dominion in respect of the total deficits have only
restored its impaired equity as proprietor of the National System and nothing
more, 3
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~ The surplus of any enterprise is the property of the shareholders. It may
_ be paid over to the shoveh: i .o R ¥ ewis or it may be retained
. in the enterprise. If distributed in its entirety to the shareholders the Profit
and Loss Account would be wiped out; if utilized in the business of a company
the shareholders’ original investment is increased to that extent. Corporate
_surplus may be either a plus or minus quantity. The position in relation to the
" ghareholders is the same, that is, a deficit diminishes the shareholders’ equity
~ just as a surplus adds thereto. If the shareholders put back into the business
" the amount of the deficiency their capital investment is unimpaired; if not,
. their equity in the enterprise is reduced by the extent of the deficiency. When
the Dominion provides the funds to meet the deficits it is in reality replacing
capital as shareholder, not adding to capital as creditor in the ordinary sense.
The capital account cannot properly be increased by sueh payments. The fact
" that it has been increased in the past, because of the terms of legislation, calls
. now for an adjustment if ‘sound practices are to be adopted and if present day
©  realities are to be reflected in the Railway accounts. If the loans were reduced
on the consolidated balance sheet by the amount of deficit advances there would
be no reduction in the Dominion’s actual capital investment. The capital
investment would be shown for what it is, and the balance sheet would display
the real facts so that the railways’ present position would be more accurately
set forth.
I have heard objection taken to the proposal to eliminate from the liabilities
on the Consolidated Balance Sheet the 856 Millions Dollars of capitalized deficits.
This objection has been advanced on the grounds that the accumulated costs
of the National System must be reflected in perpetuity in the published balance
. | sheet of the Railways and that failure to do so constitutes a deception of the
Canadian people. Such an objection is apparently predicated on the theory that
“Jiabilities 7 and * costs ”’ are inherently the same, and that cash contributions
are “ investments.” Recognized authorities and usual corporate practice not only
do not accept this theory but definitely sanction the writing down of capital
liabilities under conditions such as presently prevail in the National System
accounts. ; .

Further objection to the proposed adjustment has been taken on the ground
4 that freight rate and wage scale negotiations of the future might be influenced
. by capital adjustment. The theoretical argument that the capital structure of the
3 National System is in some way related to transportation rates and wages is not
borne out by practical experience of the past. It is a matter of record, so far as I
know, that this inflated capital structure has never been the basis of rate-
making and wage scale negotiations by the National System. If it had been the
. basis the trade of the primary producers and manufacturers of Canada would
‘ now be smothered under prohibitive freight rates or, as the alternative, the
railway employees would be suffering under the lowest rail wage scales in the
universe. As to the future, it is all too evident that rail transportation rates in
| Canada will be directly influenced by —

(a) Competitive service of trucks, buses, airlines and inland water carriers.

3 (b) Encroachment of obsolescence forcing the development of new types
of rail equipment and facilities of much greater economic value than now
i exist.

3 (¢) Numerous classes of rate competition with United States Railroads and
water carriers.
(d) Geographical and sectional problems of the country.

(e) Density of traffic factor as may be affected in the future by immigration
trends, world wheat and agricultural requirements, industrial develop-
ment and general economic conditions.
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(f) Changes in domestic or international monetary policies resulting in
inflationary or deflationary trends of a more or less permanent character;
and

(g9) Many other conditions beyond the control of the National System and,
in my judgment, without any relationship whatsoever to its capital
structure of the present or future.

Certainly any fears that the scope of the capital adjustment plan would
affect: freight rates are groundless.

It is essential that we now examine the views of outside authorities and
precedent supporting, in principle, the removal from the consolidated balance
sheet of capitalized deficits aggregating 856 million Dollars.

(1) The report of the Drayton-Acworth Commission of 1917, under the
chairmanship of Sir Henry Drayton, (page 67) in the consideration of the Inter-
colonial Railway includes the following statement on the principle of capitalizing
interest deficits: —

It has indeed recently been ingeniously argued that it (the Inter-
colonial Railway) ought to have earned interest at a commercial rate
from its first inception, and that all the interest that it has not earned
during its whole existence ought to be capitalized and compounded
to ascertain the real cost of the railway to the people of Canada. We
cannot accept this somewhat fantastic argument. If this theory were
accepted, it is manifest that a similar course ought to be followed in
the case of ordinary railway companies. Interest which, of course,
has never been paid, ought to be calculated in the same way, on all
the cash subsidies which private lines have received and on the value
of all land grants which they have obtained, and all this ought to be
carried into an imaginary account on which imaginary earnings ought to be
obtained. Further, the capital account of every railway company ought
to be recast in the same way, so as to carry forward into the accounts the
money that ought to have been paid for dividends on the share capital,
in years when either no dividends or only insufficient dividends were in

fact paid.

It is significant to note that the Drayton-Aeworth Commission regarded the
argument, for capitalizing interest deficits on Government owned railway as
“ somewhat fantastic.”

(2) The 1925 report of two firms of chartered accountants (Page 5, sub-
section 4 of Section “ A ”’) as made to the Board of Audit, under the Board of
Audit Act of 1925, includes a statement on the capitalizing of operating deficits
of the National Railways as follows: —

Advances made by the Government to the Canadian National Rail-
way Company are shown on the books of the Dominion as loans. This is
not, however, a proper statement of the investment from the standpoint
of the Government, as the portion of these advances made to cover
operating losses does not represent added value to the investment. It it
also pointed out that if operating deficits of the railway be paid from the
proceeds of bonds issued to the Public, the Government’s investment will be
further impaired to that extent. Should it be 'desired to adjust Public
Accounts to a figure which will more clearly show the value of the Govern-
ment’s investment, it is essential that the practice of capitalizing operative
deficits be discontinued.

The estimates should provide that advances made to the railways
on account of operating deficits be made entirely from the Publie
Treasury and not from the proceeds of guaranteed bond issues and
further that such advances be not added to the investment account
but be absorbed in the Consolidated Revenue Fund of Canada.



BESS R SEaE

- t:iﬁiqc L SR e R e

RAILWAYS AND SHIPPING - 8

(3) The Duff Royal Commission of 1931-2, under the chairmanship of
the Right Honourable Sir Lyman P. Duff, P.C., made two significant statements
on the writing down of the capital liabilities of the National Railways. It
will, no doubt, be recalled that this Royal Commission was composed of distin-
guished Canadians and outstanding railway executives of Great Britain and
the United States who it is unthinkable would have made any recommendation
for the writing down of the liabilities of the National Railways if such procedure
would, in any way, constitute a deception of the Canadian people. In considering

. the earning power of the railway the Commission (on page 30) said:

It is obvious that on this basis of earnings the Capital Liabilities
would require a very drastic writing down.

In recommending the early attention of the Board of Trustees to the whole
matter of the capital structure (Page 30) the Commission further emphasized the
need of liability adjustment as follows:—

. . .. this Commisison is of the opinion that it must be frankly
recognized that a very substantial part of the money invested in the
railways comprised within the Canadian National System must be
regarded as lost and that its Capital Liabilities should be heavily
written down.

The Committee will, no doubt, weigh the relative merits of the claim
advanced against the capital adjustment on the ground of its being a decep-
tion of the people in contrast to the definite recommendations of this impartial
tribunal who took a very different view of the situation.

(4) The Canadian National-Canadian Pacific Act of 1933 (Section 12)
implementing the Duff Royal Commission recommendations provides that:—

5. Income deficits shall not be funded.

It has been intimated that this provision deals only with the issuing
of railway securities to the public, but the concluding recommendations of the
Duff Commission and the legislation implementing the Canadian National-
Canadian Pacific Act do not appear to support such a contention. The Duff Com-
mission in recommending that the then existing capital liabilities ““should be
heavily written down” obviously could not have intended that the capital
liabilities of the railways be further increased by the capitalizing of future
deficits voted by parliament in the form of appropriations. Further, the financ-
ing legislation subsequent to the passing of the Canadian National-Canadian
Pacific Act of 1933 specifically limits the borrowing powers of the railway to
capital expenditures and debt refunding and the appropriation acts specifically
declare that deficit appropriations should be applied against the account-
able advances. The Minister of Finance (Mr. Rhodes) in his budget speech,
March 21, 1933, stated: —

One of the recommendations of the Royal Commission on Railways
and Transportation, to which effect is being given in the legislation
now before parliament, is that sums which are required to meet deficits
should be voted by parliament annually. To implement this recommenda-
tion, the government has submitted an estimate of $53,422,661 in respect
of the income deficit of the system in 1932, (excluding the loss on eastern
lines already provided for by vote). This amount will be credited against
the loans of $61,5600,000, above referred to, leaving a balance owing the
government of $8,077,339, which will remain standing as an interest-
;b:grix;ig loan, representing as it does outlay for eapital account and debt

uction.
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All of these facts make very clear that to set up the deficit appropriations
since 1932 as liabilities of the railways would not only be improper accounting
procedure but would be definitely contrary to the relative legislation.

Again we hear that to write down the loans and accrued interest would do
violence to the principles of sound finance. How can this be when the legislation
since 1932 is designed to prohibit the capitalization of operating deficits and
interest thereon? On the basis of such legislation there is certainly no violence
to the principles of sound finance by making the relative legislative provisions
retroactive to the period prior to 1932. On the contrary it would only follow
the prineiple of consistency in the treatment of railway accounts.

(5) In point of supporting precedent the capital adjustment plan of the Vie-
torian Railways (Australia) is of importance. Arising out of recommendations
made to the Minister of Railways at Melbourne, in 1933, by a special committee
appointed to investigate the capital indebtedness of the Victorian Railways, the
Government, according to the Commissioners’ report dated 29th August, 1936,
“has decided to introduce legislation for the purpose of transferring approxi-
mately 30 millions (pounds sterling) of railway loan liability to the State’s
General Account, and that it is proposed to effect the transfer as from the 1st
July next.” This involves the writing down on the Victorian Balance Sheet of an
amount approximating 40 per cent of the liabilities to the Government in respect
of accumulated Capital appropriations.

Notice that capital is contrasted with our writing down of deficit appropria-
tions.

Such extraordinary items as Government advances for deficits, accrued
interest on deficits, etc., find no place on the balance sheet of the Victorian
Railways.

I might say that word has recently been received that the Act has passed
the Parliament of Australia and is now the law of the land.

Another important precedent is the Queensland Railways (Australia). The
1936 report of the Commissioner for Railways, made to the Minister for Trans-

. port, shows that the Government loans were written down by 28 million pounds

sterling, in accordance with “ The Railway (Capital Indebtedness) Reduction
Act of 1931.” On the basis of the 1936 accounts this capital write-down exceeds
40 per cent of the original capital liabilities to the Government. As in the case
of the Victorian Railways, no capitalization of deficits, accrued interest on
deficits, etc., appear on the balance sheet of the Queensland Railways. °

Turning to the South African Railways, it should be noted that the adjust-
ment of capital is a live subject there also. In the report of 1935 the Board of
Management suggested that the Government materially reduce the capitaliza-
tion of the properties. :

I would again refer to the matter of usual corporate accounting practice.
It certainly supports, in principle, the ‘elimination from the capital liabilities
of the National System of the advances for interest and operating deficits which
have been ekcluded from the assets and written into the Net Debt of the
Dominion. Usual corporate accounting practice, paralleling the present rela-
tionship of the Dominion and the National System, is to write down the pub-
lished liabilities of subsidiaries on deficit account when the correspondl_ng asset:
accounts on the published balance sheet of the parent company are written off.
This is obviously necessary to avoid loss duplication where the accounts are
made public. A

It is apparent, without the need of further elaboration, that these a-uth.on-
ties and precedents fully sanction, in principle, the elimination of capitalized
deficits from the consolidated balance sheet of the National System and par-
ticularly so under the existing conditions of duplication in the combined debt
structure of the Dominion. It is important also to remember that the adjust-
ment plan contemplates an historical record of accumulated costs since Con-
federation (for all Canadian railways) in Public Accounts. I will refer to
this later.
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Apart from these authorities and precedents, it is relevant at this time to
make reference to the fact that the so-called “ publicly owned ” portion of the
National System was constituted in the first instance only by the Canadian
Government Railways. The corporate portion of the present National System
represented by the old Grand Trunk, the Grand Trunk Pacific and the Cana-
dian Northern became “publicly owned ” when as private corporations they
had reached the stage of financial embarrassment, if not complete bankruptey.
In view of the fact that these corporations did not pass through bankruptey
proceedings the present National System accounts reflect the accumulated errors
of the past without the advantages that would have accrued to the National
System as now constituted had the privately owned roads been subjected to
the usual processes of capital adjustments arising out of bankruptcy proceed-
ings. The Canadian National System was born in insolvency. This fact, I
think, calls for consideration by those unfavourable to the capital adjustment
because of the fear that the record of the relative merits of so-called “ public
ownership ” and “ private ” railway operation would be disturbed if the C.N.R.
balance sheet were adjusted to a basis of present day realities.

Historical Record of Accumulated Costs

Let us now give consideration to the contention that the National System
mush show in perpetuity on its balance sheet the accumulation of financial
assistance from the Dominion Treasury with accrued interest. If the National
System is to be required to perpetuate on its balance sheet the accumulation
of Government assistance then, as a matter of equitable treatment it would
follow that similar requirements should be imposed on other railways in Canada
who have received financial aid from the Dominion since Confederation. Would
those who oppose the adjustment of the balance sheet of the National System
be prepared to subscribe to such a course for other railways in Canada?

Another matter for consideration in connection with this insistence upon the
National Railways balance sheet showing “ accumulated costs” as liabilities is
the fact that there is but one alternative to bring about correction of the
present mounting debt duplication, and that is by including the amount of the
Government liabilities, as shown on the railway balance sheet, in the assets of the
Dominion before the determination of the published Net Debt. Would those
who are unfavourable to adjusting the National System capital structure advocate
that such a step be taken? It will be remembered that Sir Henry Drayton, as
Minister of Finance in 1920, removed the then existing loans and advances from
the “ assets ” shown by Public Accounts to the Net Debt of the Dominion, which
action time, in a considerable measure, has justified. No steps, however, were
taken in 1920 to provide for adjustment of the capital liabilities on the National
Railways balance sheet and from that time debt duplication has been on the
increase, now reaching approximately 1,500 Million Dollars.

It is of the utmost importance to point out that the balance sheet and
financial accounts of the National System constitute the starting point of all
C.N.R. financing, even though the securities bear the Dominion guarantee. The
ultimate influence of this debt duplication upon Dominion financing costs of the
future is one that surely needs no elaboration. It should also be remembered that
the railway accounts are used by publications (read by investors in Canada,
Great, Britain and the United States) and, at times, apparently, without know-
ledge of the factual relationship of the railway liabilities to the combined debt
position of Canada. The National System accounts are also the source of
financial reference by the railroads and security owners associations in the United
States. It is, therefore, in the interests of Canada to see that the balance sheet
and financial accounts of its own railway do not improperly enlarge upon the
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already heavy burden the credit of the country is called upon to bear in respect
of its railway enterprise. The aim to have maintained an historical record of
Government assistance to the Canadian National does not appear to be a good
enough reason to justify the continuance of setting up the System balance sheet
in its present form.

From the inception of the proposed capital adjustment plan it has always
been considered that the ““ accumulated costs” of the National System to the
Dominion since Confederation should be embodied, in some form, in Public
Accounts as a perpetual record for all future parliaments as representing the
people of Canada. The form and the extent of detail in such a proposed cost
record (which incidentally should cover the total financial aid to all railways in
Canada) is a matter that it is assumed will be determined upon the course of the
present legislation. In this connection reference is suggested to the annual report
of the Department of Railways and Canals, as a component part of Public
Accounts, for the fiscal year ended March 31st, 1936, on pages 7 and 14, which has
already established a record of “ accumulated costs ” (apart from interest) of the
National System to the Dominion since Confederation. Any statement, there-
fore, that the adjustment of the C.N.R. balance sheet, as now proposed, would
in any way remove from the knowledge or constitute some sort of deception of
the Canadian people runs counter to the purposes of the proposed plan and is
without any foundation in fact.

Securities Trust

The bill finally provides for the incorporation of “ The Canadian National
Railways Securities Trust ” with a capitalization of 5 million no par value shares
to be issued to the Dominion in consideration of the transfer to the Securities
Trust of claims for loans and relative collateral together with claims for acerued
interest. The Board of the Securities Trust will consist of five trustees, i.e., three
Deputy Ministers of the Crown and the President and Financial Vice-President
of the Canadian National Railways. The Securities Trust is created solely for
the purpose of taking over and perpetuating such priority claims as may be
deemed to exist and the underlying collateral against the original debtor
corporations in the same way and to the same extent that they are presently
held by the Dominion, subject only to the provision for release with the approval
of the Governor in Council. Additional details in respect of the Securities Trust
will be found in Schedule “ A ” and in the proposed Balance Sheet as Appendix 6
to the Bill.

CONCLUSION

In conclusion—the government is convinced of the need in the public
interest to eliminate from the combined debt structure of the Dominion the
existing duplication which must be regarded as being of serious proportions.
The burden of the National Railways upon the Dominion is sufficiently heavy
without adding, to no constructive purpose, the problem of debt duplication. As
we view the present position in this respect the primary consideration is its
potential effect upon the future interest and financing costs of National Rail-
ways securities under Dominion guarantee, as well as future issues by the
Dominion itself, if the pyramiding process is permitted indefinitely to perpetuate
itself. In the long range view of future financing the effect and extent of any
accretion to the interest costs arising out of debt duplication would not be
observed by the people of Canada, nor would it be subject to definite computa-
tion by the government itself. '

The bill now before the committee provides an effective means of dealing
with this situation and the several others to which I have referred in this
statement.
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The CuaamMmaN: Gentlemen, as this statement has been read into the
record, I take it for granted that it is the desire of the committee that it should
appear in the printed evidence of the committee itself. :

Some Hon. MEMBERS: Yes.

The CuamrMAN: In accordance with the instructions of the committee, I
notified the Canadian Chamber of Commerce of Montreal that we were going to
hold a meeting this morning. I do not know if they have any representative
here. I suppose that we shall notify them of future meetings. In the meantime,
is it the desire of the committee that we should discuss the statement of the
minister or that we should go on with the consideration of the Bill?

Mr. Warsa: Mr. Chairman, the committee have only been supplied with
this statement this morning. We have heard it read in a very interesting
manner by the Minister of Transport. It is rather an illuminating document,
and many of the statements contained in that document are not only subject to

“very careful scrutiny, but they contain many references to past commissions

which no doubt many members of this committee would like to carefully inves-
tigate and look up, not ouly for the sake of verifying the detail as given here
but to get the context as well as the actual quotation; and in that way we would
be in a better position to discuss this statement that has been given.

I was going to ask the chairman if it would be possible from time to time
during the course of the discussion of this Bill to have reference to this state-
ment as made by the minister, so that probably the discussion of the statement
itself would become part of the regular proceedings from meeting to meeting,
in connection with the discussion of items of the Bill.

The CuarrMaN: That is the very reason why I asked if this statement was
to be included in the printed evidence of the committee; so that you will be able
to refer it when you wish to do so.

Mr. Warsa: We will not be held up by this suggestion, “ Well, that does
not pertain to this particular section of the Bill that is under discussion.”

The Cramman: Of course, that is not in accordance with the rules of the
house. We are limited in committee as well as in the House of Commons to
each item of the Bill which we are considering. It would be preferable, I
think, to have a general discussion of the report itself, if the committee desires
to do it; then refer to the different items when you are considering the different
‘clauses of the Bill. Of course, I am in the hands of the committee. Whatever
you say, I am satisfied to do.

Mr. Warsu: Ceuld we delay the discussion of the report then until the
beginning of the next meeting?
The CrAmrRMAN: Certainly.

Mr. WaLsa: Because there are many points that I have noted here with
which T personally cannot place myself in accord; and I would like more time
or more opportunity to study them. !

The CuaRMAN: Do I understand it is the desire of the committee that we
should adjourn until some time next week, to give the members of the committee
time to study that statement of the minister?

Mr. BoraweLL: Just before that is decided, Mr. Chairman, in answer to
Mr. Walsh T would like to suggest that it seems to me that every member of
the committee should have the privilege at all times of referring to this statement
of the minister when we are dealing with the Bill. That seemed to be the
question that arose in Mr. Walsh’s mind.

The CuarmaN: No, not quite. He says he would like the privilege of
referring to the statement itself when we are considering clauses of the Bill, even
if 1t does not refer to the clause under discussion, which is not exactly in
accordance with the rules. T am in the hands of the committee. Whatever they
decide is satisfactory to me. :
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Hon. Mr. Howe: Mr. Chairman, T have tried to follow the clauses fairly
logically in this statement. I think you can refer to the report bearing on the
clause in question. I do not think there will be any difficulty there.

The CuHAIRMAN: As a matter of fact, personally speaking, I think we should
give the members of the committee all the latitude they want to discuss the
Bill in any way they like.

Mr. BorawerL: There is one other matter that I would like to refer to now
before adjourning. There are several references here, which I should like to
call attention to; for instance on page 22: Would those who oppose the adjust-
ment of the balance sheet of the National System be prepared to subscribe to
such a course for other railways in Canada ”? and again on page 23: “ The form
and extent of detail in such a proposed cost record (which incidentally should
cover the total financial aid to all railways in Canada) is a matter that it is
assumed will be determined upon in the course of the present legislation.” I
was wondering if the committee would be able to get information as to what
that cost sheet might look like if it were prepared in connection with other
railways in Canada, because it would be a matter that I think would be of very
great interest to the members of the committee; and if it is the intention to set
it up in any event, we might be able to get the information at the present time.

Mr. Maysank: Is that sentence to be taken as meaning that the picture
of that sheet that Mr. Bothwell has referred to will probably be worked out in
the course of this committee hearing?

The CaarMAN: Well, I was exactly under that impression, that the balance

sheet that would be submitted to the committee when the report of the Canadian
National Railway is brought down will be made in accordance with the
present act.

Mr. MayBank: I referred to the expression of the minister.

Hon. Mr. Howk: There was some discussion on the historical record, and
no objection has been taken in the house to it, provided it does not lead to a
confused balance sheet. T think the committee might perhaps consider how
they want that set up; and I think we can have at the next meeting a statement
as regards the Canadian National. In fact, that is published in the report of
the Department of Railways and Canals. I think we can perhaps haye that.

Mr. MayBank: I was just wondering about the inclusion of the other
railway.

Hon. Mr. Howe: I think we can get that. It is all in the public accounts.
It is just a matter of segregating it.

Mr. Deacaman: It is in the report of the Department of Railways and
Canals.

Hon. Mr. Howe: I think it is.

Mr. Heaps: I think the request of Mr. Walsh that we postpone consideration
of this is fairly well justified. We have just heard it this morning, and have
not seen it previously. One other matter occurred to me this morning, and I do
not know whether the minister or anybody else present could give the information
or not. But after the recapitalization has been made, and after the amount
stated of about $850,000,000 has been wiped out from the Canadian National
balance sheet, what would be the actual amount showing against the Canadian
National System?

Hon. Mr. Howe: It is shown in the Bill. It is shown on page 13 of the
Bill—$2,062,387,864.21.

Mr. Heaps: One other question and then I am through.

The CrARMAN: You will find that in appendix 5 and 6.

Mr. Heaps: Yes. Could the railway give to this committee the information
as to what the physical value or replacement value of the system is to-day?

o
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Hon. Mr. Howe: I can tell you quite definitely that they cannot. It is a
matter of opinion. You could put as many experts as you like on it, and I am
sure they would all bring back a different report.

Mr. Heaps: I just wondered what the physical value would be as compared
with the prospective book value.

Hon. Mr. Howe: I do not think there is anyone who can determine that.

Mr. BorawerL: A few years ago, I think it was, Touche & Company
made a report on the writing down of the capitalization of the Canadian National
Railway. I do not know whether that report was ever printed, or whether it
was just distributed among the members of the committee. I looked for my
copy of it, but apparently I left it at home. I was wondering if anybody knew
whether that was printed.

The CuamrrMAN: It was only distributed among the members. It was not
printed. g

Mr. BorawrLL: Then there are no copies now available?

The CuARMAN: I do not know.

Hon. Mr. Howe: I think there are.

Mr. MayBank: It was distributed about two years ago ambng the different
members.

The CHAIRMAN: Yes.
Mr. MAYBANK: 1934-35.

The CuAmrMAN: 1934, I think. Is it the consensus of opinion that we should
adjourn until say Thursday of next week in order to give a chance to the
members of the committee to consider the statement?

Mr. Warsua: May I ask one question while the minister is here in connec-
tion with the old Intercolonial railway? Just exactly what would be the position
of the Intercolonial railway under this new scheme of capitalization? Would
this new scheme further smudge the real picture of the construction and opera-
tion of that railway as it has reference to the Maritime provinces and confedera-
tion, or would it still be maintained as an integral part of the picture of
Confederation?

Hon. Mr. Howe: I think perhaps the hon. member might elaborate on his
remark “further smudge” and I will give an answer.

Hon. Mr. Stewart: That is not right.

Mr. WaLsa: Of course we all know the history of the construction of the
Intercolonial railway and the operation of that railway in the early days. It
just occurs to me that the more we deal with the Canadian National system,
the less clear is the picture of the construction and early operation of the old
Intercolonial railway and the purposes. for which that railway was built. We
are getting farther and farther away from the real cause of the construction of
that railway in the amalgamation of the railways under the C.N.R. and under
various events that have taken place even since that day; and now with the
recapitalization I am afraid that the promises made by the Dominion of
Canada to induce the Maritime provinces to enter Confederation, which led
to the contsruction of the Intercolonial railway and the operation of that railway
in the old days, are becoming more and more obscure. That is my reference
to “smudge.” That is, the delineation is not quite as clear at it was 25 or 30
years ago; and I was wondering if this move is going to further lessen the
delineation, the proper delineation, of that picture as it should be in the minds
of those who are interested in the development of the Dominion of Canada in
the federal arena.

Mr. Deacaman: The Maritimes will still be there.

Mr. Borawern: The historical record is there, and we might as well face
the situation as it exists.
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Hon. Mr. Howe: It does not change the amount; it is a change from funded
debt to common stock. That is the only change that is being made on the
balance sheet.

Mr. Hears: The railway will still be there.

Hon. Mr. Howe: Yes.

Mr. WaLsu: I know the railway will still be there, but my point is that
it is going to further enable us to forget our obligations to the Maritime provinces.

Hon. Mr. Hows: I do not see that.

Mr. Warsu: I am not a Maritime man myself, but I am a very strong
believer in holding to any agreement that has been made. I spent some time
in the Maritime provinces this past summer, not enjoying very good health but
still with an active mind; and I was very much impressed with my discussions
while there, particularly in reference to the Intereolonial railway. I was just
wondering if the minister would keep that point in mind, because I want to have
reference to it during the discussion of this Bill. I know the Maritime provinces
are very able represented on this committee. They are probably better repre-
snted than I could hope to represent them. But just from my recent discussions
I feel that we as a committee should do something to prevent anything that
would lessen or obscure our obligations as undertaken when we built that old
Intercolonial railway, even if it is going to cost the taxpayers of the rest of
Canada a certain amount of money in taxation. We obligated ourselves in those
early days in order to invite them into Confederation; and I feel that we should
provide some ways and means of meeting our obligations in that respect.

Mr. Heaps: T would like to point out to the gentleman who has just sat
down that those gentlemen on this committee in previous years who represented
the Maritime provineces have been very anxious to obscure the situation as far
as they possibly could, have been anxious that it should be merged with the
whole of the railway situation in Canada. They did not want the picture to be
shown too much, or at least not too vividly, as to the actual conditions in the
Maritimes, because the deficits were so huge; they thought that it should become
part of the whole Canadian National System. Secondly, I think Mr. Walsh
ought to bear in mind that they have a 20 per cent freight rate reduction there
which costs the National Treasury quite a large amount each year.

Mr, Warsa: I do not want them to get any more than they are entitled to.
But at the same time I want to feel that we are living up to our obligations.

Hon. Mr. Howse: We changed it from the position of bonded debt to a
simple equity, non-interest bearing equity. 1 think that is of some little
assistanee, don’t you?

Mr. Ryan: Mr. Chairman, I am sure I cannot follow the remarks of Mr.
Heaps in this eommittee. I am somewhat in aceord with what has been said by
Mr. Walsh. I do not know what has taken place in the past in this committee,
or that there was a disposition on the part of the Maritime members to have
the picture of the Intercolonial railway submerged as part of the large funded
debt. T think, if we have an opportunity of going into the record, we will find
out that that is not exactly the case. If you go back through the years you will
find out that the Intereclonial railway has, to some extent, paid its way, and
we were not in that position. He mentioned the Maritime Freight Rates Act;
while that has been of assistance, it is not in any way any contribution on the
part of the Dominion government. It was given to us because of the recom-
mendations of the Duncan Commission, which showed the position which the
Maritime provinces were placed in because of the way in which the Intercolonial
railway was built and the territory through which it had te run. There is an
historical aspect in connection with it. I must say that I appreciate Mr. Walsh’s
bringing that matter before the committee. I think there was some light in this
report, though, Mr. Chairman. I am satisfied, or at least I am pleased to note
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that the disposition is not to base freight rates on the cost of capital structure.
That is some light to the Maritime provinces; because I am satisfied if we were
to attempt to base our freight rates on the cost of our capital structure, it would
be very detrimental not only to the Maritime railways but all the railways. I
say there is some light in the report in that respect. But I am in accord with
Mr. Walsh’s view that there is a disposition in the Maritime provinces not to
have the history of the old Intercolonial Railway lost sight of, and the reason
why it was built. We are in a different position than any other railway in the
Dominion of Canada. I am not going to take up the time of the committee
going into that matter, but the historical picture is there. That railroad was
built for defensive purposes and otherwise; and if it had been built along the
line of a strictly commercial undertaking, this line probably would have taken a
little different construction and had greater earning capacity. But it was built,
Mr. Chairman, at that time, with a view to defensive purposes, along other lines;
and therefore we were entitled to some consideration. The Duncan Commission
recommended that.

I do not think Mr. Walsh, when he used the word “ smudge,” used it in any
offensive way. I think it was simply that he tried to bring before the committee
that the railway is gradually being lost sight of. I must say this, that I want
to thank him for bringing this matter before the committee, because as a
Maritimer I certainly intend to look after the history of the Intercolonial
railway in any report that may take place, so far as this committee is concerned.

Hon. Mr. Howr: I may say in further explanation of the history of the
Intercolonial railway, that it was built and paid for out of government
revenues—paid for in full. The debt was not funded in any way, and this Bill
recognizes that fact. Where it was previously carried on the balance sheet of
the Canadian National Railway as a funded debt, it is now changed to a simple
equity, proprietor’s equity. It is no longer carried as a funded debt. That is
the only change that has effect on the Intercolonial railway. I think there can
be no objection to that.

Mr. BoraweLL: I move that we adjourn.
Mr. MavyBank: I second that.

The CrAmrMAN: Shall we adjourn until Thursday next in order to give a
chance to the members of the committee to consider this report?

Some Hon. MEMBERS: Yes.

The committee adjourned at 12.25 p.m. to meet again on Thursday,
February 25, at 11 a.m.
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MINUTES OF PROCEEDINGS

TuurspAy, February 25, 1937.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government met at 11 a.m., the Chairman, Sir Eugene Fiset,.
presiding.

Members present: Messrs. Barber, Beaubien, Beaubier, Bothwell, Deach-
man, Ferland, Heaps, Howden, Howe, Kinley, McKinnon (Kenora-Rainy River),
Maybank, Parent (Quebec West and South), Ryan, Stewart, Vien, Walsh, and
Young. ‘

In attendance: Mr. V. I. Smart, Deputy Minister of Transport, and officials
of the Canadian National Railways, including Mr. S. J. Hungerford, President;
Mr. D. C. Grant, Vice-president of Finance; Mr. J. B. McLaren, Comptroller;
and Mr. T. H. Cooper, Assistant Comptroller; also Mr. O. A. Matthews, of
George Touche & Company, auditors of Canadian National Railways accounts.

The Chairman submitted a communication addressed to the Chairman of
Parliamentary Railways Committee by Mr. R. C. Hawkin, Chairman of the
Grand Trunk Senior Stocks Company, Ltd., London, England, enclosing copy of
a petition presented in the House of Commons in April, 1930.

On motion of Mr. Heaps,
Ordered—That Mr. Hawkin’s letter and petition annexed thereto be filed.

The Chairman also read a communication from Mr. W. McL. Clarke, Secre-
tary of the Canadian Chamber of Commerce, Montreal, asking to be advised as
_to the date of the Committee’s sittings during the coming week.

The Clerk was instructed to inform Mr. Clarke -that the Committee would
hear representations to be made on behalf of the Canadian Chamber of Com-
merce on Tuesday next. :

~ The Committee gave further consideration to the statement read by the
Minister of Transport at the previous sitting.

It was agreed to have an official of the Finance Department attend the next
sitting of the Committee to explain certain items of the public accounts and
their relation to the bill under discussion.

The Committee adjourned until Tuesday, March 2, at 10.30 a.m.

R. ARSENAULT,
Clerk of the Committee.
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MINUTES OF EVIDENCE

House oF CoMMONS,
February 25, 1937.
3 Room 277.

The select standing committee on Railways and Shipping met at 11 o’clock.
Sir Eugene Fiset, the chairman, presided.

The CuamrMAN: Order, gentlemen. I want to inform the committee that
I have received a letter from the minister asking me to place before the committee
a letter that was addressed to the chairman of the parliamentary railways com-
mittee from the Grand Trunk Senior Stocks Company, Ltd., signed by
Mr. Hawkin. The letter reads as follows:
Dear Sir: ;

Will you please ask your committee to consider the petition presented
to the House of Commons in April, 1930.

I would like you to note that. He goes on to describe the procedure that has
been taken by the Grand Trunk Senior Stocks Company in order to obtain from
the government a kind of settlement; and at the conclusion of the letter he says:

We have sent more precise details of our claim to the Hon. the Minister
of Justice.

Attached is a copy of the petition that was placed on the table of the house in
1930. I really do not see the object of bringing this before the committee. It
has nothing whatever to do with this committee. The matter is at present in
the hands of the Department of Justice. A fiat was applied for in 1930 and was
refused by the government. It was appealed from and the decision of the Privy
Council was given on the subject matter. I understand that now certain claims
are before the Ontario court and are really sub judice. I do not see how we can
ask this committee to place on the table of the house not a petition but a copy
of a petition that has already been tabled in 1930. It is not usual to place on
the table of the house a copy of a petition. We usually place the original there,
and the original was placed on the table of the house in 1930. So therefore,
mstead of placing this petition on the table of the house, I propose to refer the
whole thing to the Department of Justice, as we are informed that they are
already in possession of further details in connection with the matter.

Mr. Ryan: To whom is the letter addressed?

The CuarMAN: The letter is addressed to the chairman of the parliament-
ary railways committee. It was sent to me by Mr. Howe; and I think it was
handed to Mr. Howe by Mr. Vien, if T am not mistaken.

Hon. Mr. Howe: Yes.

The Cuamrman: We can do nothing. We are not in a position to consider
this claim. The matter is in the hands of the Department of Justice. It seems
to me that the simplest way would be to send all the documents to the Depart-
ment of Justice for consideration.

Mr. BoraweLL: In accordance with your suggestion, Mr. Chairman, I move
accordingly, that the matter be referred to the Department of Justice.

The Cuamman: It is moved by Mr. Bothwell, seconded by Mr. Howe, that

the correspondence I have received be submitted to the Department of Justice
for consideration.
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Mr. WaLse: Might I ask who handed that letter to Mr. Howe?

Hon. Mr. Howe: Mr. Vien.

Mr. Warsu: Is that Colonel Thomas Vien, M.P.?

- Hon. Mr. Howr: Yes.

Mr. WaLsa: Colonel Vien is not here at the present time. Would it be
well to delay putting the motion to the committee until Colonel Vien has an
opportunity to explain the reasons why he gave that letter to the minister?

The CuAlRMAN: I saw Mr. Vien himself, and he explained to me that he
simply received the letter. He used the modus vivendi. He says he is not inter-
ested in the matter, except he wanted me to place this on the table of the house
-—a thing which cannot be done. So, therefore, I propose to short-circuit it
and hand the matter to the Department of Justice for their consideration.

Mr. Young: Is Mr. Vien’s name mentioned on that?

Hon. Mr. Howe: No. It is addressed to the chairman of the parliamentary
railways committee.

Mr. Youna: That is why I thought it came to him. The only thing I was
going to suggest is that, inasmuch as it is a railway matter, that it be sent to
the Minister of Transport. We will appear to be making some disposition of this
matter by sending it to the Department of Justice and asking them to do
something with it. I suggest that we send it to the Minister of Transport and
let him do whatever he likes.

Mr. Hraps: Would it not be better if we just simply tabled that, Mr.
Chairman?

The Crarmax: Place it on the table of the house?

Mr. Hraprs: No, table it in this committee.

The Cramman: T have no objection. But Mr. Vien was of the opinion
that this letter should be placed on the table of the house by the chairman of
the committee. After perusing the correspondence I note that the last para-
graph in thic letter states that further details of this claim have been sent to and
are in the hands of the Department of Justice at the present time. The
petition is not a petition. It is a copy of a petition which has already been
tabled, and was placed on the table of the house in 1930. We are not in a
position to file a copy of a petition; so I propose simply to send the whole of the
documents to the Department of Justice for further action.

Mr. Hears: No, Mr. Chairman. It might be a mistake to do anything of
that character. If we send a communication from here to the Department of Jus-
tice, we are going to ask them to give it full consideration; and, personally,
I am not in favour of any other department taking action in this matter,
particularly if it is before the courts. I think if we simply table the matter
here, that is about as far as we can go. If there is any action to be taken, I
presume those who sent this communication to Mr. Vien in the first place will
know where to send the correspondence to.

Mr. BoraweLL: Speaking to the motion again, it does seem to me that since
the members of this committee know that the matter has been referred to the
Department of Justice and the file is in their hands, we might as well dispose
of it, instead of cluttering up the records of this committee, by having all the
papers together. We are not committing ourselves in any way by simply
stating to the Minister of Justice that we have received this correspondence,
that we believe the matter is in his hands, and we are sending it to him.

The Cramrman: That is what I thought.

Mr. Ryan: I would move as an amendment to the motion, that this corre-
spondence be returned to the authors, informing them that we have no jurisdic-
tion to deal with it.
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The CramrMAN: Mr. Vien is here now.

Mr. Viex: I should like to bring to the attention of the chairman the fact
in the first place a petition'is addressed to the House of Commons.

The CHAIRMAN: A copy of the petition is addressed to the House of Com-
mons, which was already tabled—placed on the table of the House of Commons
in 1930.

Mr. VieN: Secondly, that this petition was sent to me by mistake and I
drew the attention of the minister to it. I discussed the matter with the clerk

of the house, and Dr. Beauchesne tells me that the petition is out of order

because it is not properly signed.
The CuamrmaN: That is exactly what I said.

Mr. Vien: Therefore you can advise those who have written to you that
the petition has already been tabled in the house in 1930; and that a document
cannot be filed in the form in which this is submitted because it is not signed by
the proper parties.

The CuAmRMAN: 1 would like to call your attention to the fact that the
original copy of this, duly signed, was placed on the table of the house in 1930,
and this is simply a copy. Now, is it the desire of this committee to table the
copy of the document that has already been tabled? I cannot see any object
in doing so.

Mr. KinLey: I second Mr. Ryan’s motion.

Mr. Vien: I think the parties who have addressed a letter to you should
be answered. :

Hon. Mr. StewART: It seems to me that the suggestion made by Mr. Heaps
is a regular and proper one: place it on the table of this committee and let it lie
there. We are taking no action whatever in connection with it at this stage, but
later in the discussion there may be something in it to which we may desire to
refer. Apart from that, it is the courteous thing for this committee to do. If
we have to deal with it we shall be in a position to do so.

Mr. KinLey: I seconded Mr. Ryan’s motion and I did so for this reason:
it is a matter we can do nothing about, and the best thing we can do is to tell
them so. Mr. Ryan’s motion is to return the document to these people and say
we have no authority to do anything about it.

Mr. Heaps: If we table it we will be following the action in*the house in
1930.

The Cramrman: All right. The document will be placed on file.

Now, in accordance with the instructions of the committee we notified the
secretary of the Canadian Chamber of Commerce that we would be sitting to-day.
The secretary has written to Mr. Clark and Mr. Clark has written to the clerk
of this committee asking whether we could possibly notify these people when
we would meet next week. Now, I intend, with the consent of the committee,
to meet to-morrow morning. Would it be possible to notify them that we will
be sitting to-morrow?

Hon. Mr. Stewart: If they are not ready and cannot come I do not pre-
sume that would get us very far. Does he ask for time?

The Caamrman: Yes. He says, “Perhaps you will be good enough to advise
me when the committee is sitting next week so we can shape our plans accord-
ingly.”

Hon. Mr. Howe: Shall we say next Tuesday?

Mr. Youna: It might be a good plan if they shaped their plans to suit this
committee. I do not think we are running this committee to suit that Chamber
of Commerce or any other Chamber of Commerce. I suggest notifying them to
come to-morrow and tell them that they will be heard.
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The CuHAIRMAN: That is what I had in mind.

Hon. Mr. StewarT: Is not that rather an arbitrary position for this com-
mittee to take when a recognized institution like the Canadian Chamber of
Commerce, undoubtedly interested in this important question, asks for an oppor-

tunity to be heard—to say that we will arbitrarily fix a date and if you do not -

come you cannot, get in.

Mr. KiNLey: Tell them the date when we meet.

The CuamrvaN: No. I think these people will be absolutely satisfied if we
wire them to-day that we are sitting to-morrow; and if they tell us that they
cannot be here to-morrow we will hear them next week.

Mr. Hears: We are not going to have a special session for them?

The CuAIRMAN: No, no.

The discussion is on the memorandum submitted by the minister.

Mr. KiNntey: Mr. Chairman, we have read with interest this illuminating
explanation, but I would ask for some further information with regard to the
duplication you speak of. For instance, there is, “ Elimination of loans applied
for deficits by concurrent reduction of deficit account, $361,244,349.91" and
“ Elimination of accrued interest on loans by concurrent reduction of deficit
account Sl

The CramrMAN: From what page are you reading?

Mr. KinitEy: From page 3—“ . . . $495,030,137.29.” Now, Mr.
Chairman, this is real money, of course, and I presume that the money was bor-
rowed on debentures of the Canadian National Railways created by the federal
government.

Hon. Mr. Hows: No.

Mr. KiNnLey: It was real money. What I would like to ask is how is this
obligation met?

Hon. Mr. Howe: That is paid from the consolidated fund, loaned from the
government,.

Mr. KiNLEY: It was paid from the consolidated fund of Canada each year.
Therefore, it appears in the railway account as a liability to the railroad and the
people of Canada.

Hon. My. Howr: Yes.

: Mr. Kinvey: It appears in the consolidated account as a contribution to the
railway?

Hon. Mr. Howe: That is right, yes.

Mr. Kinrey: Does it appear in the consolidated account as a liability of
the people of Canada?

Hon. Mr. Howr: It is charged off in the net debt. It is taken into the net
debt of Canada which is covered by bonds of the Dominion of Canada.

Mr. Kintey: Covered by bonds of the Dominion of Canada. Therefore,
there is existing for this amount bonds of the federal government.

Hon. Mr. Howe: They are not earmarked as such.

Mr. KinLey: They exist.

Hon. Mr. Howe: There are certain bonds—there is certain money, I suppose.

Mr. KixLey: And those bonds already exist as a liability in the borrowing
of the Dominion Government, do they?

Hon. Mr. Howe: Right.

Mr. KiNLey: And, therefore, if you take that out of the railway account it
does not increase the debt of Canada.

Hon. Mr. Howe: That is correct, yes.




" RAILWAYS AND SHIPPING £

Mr. KinLey: But you have a duplication.

Hon. Mr. Hows: Yes.

Mr. KinLey: And you carry this liabiiity you are going to write off.

Hon. Mr. Howe: That is right.

Mr. Viex: On that point, are not these liabilities of the Canadian National
Railway system shown as an account receivable on the public accounts of the
Government? '

Hon. Mr. Howe: Not as an active account, no.

Mr. Vien: Not active, but inactive.

Mr. Smarr: It is a net debt.

Mr. Vien: Is not the Canadian National Railway system indebted to the
Government of Canada in that account?

Hon. Mr. Howe: Loans inactive—non-active.

Mr. Vien: Yes. Non-active assets. Colonel Smart says no, and it may be
80, but I would like to ascertain how on the books of the Canadian Government
is shown the amount owing the Canadian Treasury by the Canadian National
Railways.

Mr. Smart: It is included in the net debt. In the list of the net debt are
~included these two items $442,000,000 and $655,000,000 as being in the net debt
of Canada in the the public accounts.
- Mr. Kinvey: That would increase the net debt.

) Hon. Mr. Howe: No. There is no increase in the net debt; they are already
in.

Mr. Viex: It is shown in the net debt as a liability of the Government. I
" appreciate that. But is not the Canadian National Railway system owing the
Government a certain amount of money for the advances which from time to
time were made to it?

Hon. Mr. Howe: They owe the money, yes; but the Dominion has written
it off as an asset.

Mr. BeauBieN: When was that?

Hon. Mr. Howr: 1920.

Hon. Mr. Stewarr: Is there some reference to it in the annual report of the
railway, 1935? :

Hon. Mr. Howr: Yes, it is still in the railway account.

Mr. MayBank: The debtor still earries it in his books, but the creditor
ceases to regard it as of any value and has written it off.

Hon. Mr. Howe: That is the situation.

Mr. Vien: That is the point. I am not criticizing it at all. I am only trying
to find what the entry is in the books.

Hon. Mr. Howr: I can give you the history of that. In 1920 Sir Henry
Drayton took this money or these debts owing by the Canadian National Rail-
ways and included them in his net debt.

Mr. Vien: How was it shown in the budget of 1920? Was it shown as a debt
owing the Canadian Government as well as a liability by the Canadian Govern-
ment for the guarantees given in that respect?

Hon. Mr. Howe: It is shown as money owing by the railway to the Govern-
ment; and he simply took that money and put it in his budget. The people of
Canada appropriated money to wipe that debt off.

Mr. Vien: Was it done that way?

Hon. Mr. Howe: Yes. It was done that way.
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Mr. Viex: That is that all the money that was owing the Canadian Treasury
by the Canadian National Railway system was written off by an appropriation
of funds by Parliament; is that correct?

Hon. Mr. Howe: Yes, that is correct.

Mr. Vien: Would you kindly

Hon. Mr. Howe: I looked it up carefully. I went back to the public
accounts of that year.

Mr. Viex: I am like a man from Missouri; I would like to be shown how
it was done. '

Hon. Mr. Howe: I have not the report of Sir Henry Drayton for the year
1920-21 here, but you will find it set out specifically.

Mr. MaYBANK: Are you referring to his budget speech?

Hon. Mr. Howe: No. It is in the report of the treasury for that year.

Mr. Dreacamaxn: It still remains, does it not, as an asset non-active? It
was transferred to non-active assets.

Hon. Mr. Howe: Yes. Non-active assets.

Mr. Deacamax: Just as if T owe you a million dollars and you do not
consider it to be any good, so it is non-active.

Hon. Mr. Howe: Correct.

Mr. Deacaman: Then, therefore, it is still shown as an asset of the Cana-
dian government which is unproductive.

Mr. Smart: No. They take that off if the net debt is determined. It is
included in the net debt.

Hon. Mr. Howe: It is a remote possibility. It is one of those things you
write off your books and where you say: if they pay it it is all right with me;
but if they do not pay it, I am not out anything.

Mr. BeauBien: The treasury absorbed that and you increased the national
debt by that amount.

Mr. MayBaNk: You increased the net debt by that amount.

Hon. Mr. Howe: Don’t get confused by net debt. There is no other debt
that T know of.

Hon. Mr. Stewart: Is there any reference to that item on page 17 of the
annual report of the Canadian National Railways system for the year ending
December 31, 1935?

The Cuammax: What page?

Hon. Mr. STEWART: ‘Page 7

Hon. Mr. Howr: Loans from the Dominion of Canada.
Hon. Mr. StEwart: Loans from the Dominion of Canada?
Hon. Mr. Howe: $679,000,000 odd. That item includes it.
Hon. Mr. StEwarr: Does it include it?

Hon. Mr. Howe: Yes. It is included in that.

Hon. Mr. Stewarr: The railway company’s own statement on page 17 has
a liability of the railway to the Dominion, and 1t is put down there as a loan.

Hon. Mr. Howe: That is right.

Mr. KinLey: Take the first item on page 3: ““ Write-down of capltal stocks
and old debentures by concurrent reduction of property accounts.” You write

down the capital stock; what about the old debentures? What do you mean
by that?
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Hon. Mr. Howe: The old debentures were debentures issued before con-
federation to cover a loan of $15,000,000 to the Grand Trunk Railway. There
was a reorganization of the Grand Trunk Railway subsequently and the gov-
ernment arranged in connection with that reorganization that the loan would be
junior to the common stock which was issued as part of the reorganization.
Since then the common stock has been found by an arbitration commission to
be valueless, and anything junior to it must also be valueless.

Mr. KiNtey: Those old debentures do not exist now, do they?
Hon. Mr. Howe: Oh, yes. They exist in the railway account.

Mr. Kintey: Now, coming down to the other end we get the Canadian
Northern picture. It appears that you value your interest in the Canadian
Northern only at $18,000,000. That is on page 3.

Hon. Mr. Howe: The common stock. That is all it cost us.

Mr. Kixtey: That is all the Canadian Northern cost the people of this
country? :

Hon. Mr. Howr: Yes. That is all the stock cost us. Of course, there were
all sorts of bonds to be perpetuated.

Mr. KinLEy: That is the trouble with the Canadian National Railways;
the whole cost is in bonds.

Hon. Mr. Howe: Quite. There is no reason why we should carry the
stock in a fictitious way.

Mr. KinLey: What was the loss to this country in the Canadian Northern?
What do you figure that at?

Hon. Mr. Howe: It did not represent money. It was only pieces of paper.
We acquired that paper and it cost us $10,800,000 to acquire 60 per cent of it
and, therefore, we feel that we can properly value all of the stock at $18,000,000.
But it did not cost the people of Canada anything; they had no investment in it.

Mr. KinLey: In your bill in regard to Canadian Northern stock you have
it written down to $18,000,000. Do you mean to say you are not writing off
a loss?

Hon. Mr. Howe: No. The Canadian Northern stock was issued by the
Canadian Northern Railway Company. The government had no interest in it
until they bought the stock in 1917 or 1918, when they took over the liabilities
in addition to that.

Mr. Kixtey: How much of the liabilities did you take over when you took
over the Canadian Northern?

Hon. Mr. Howe: I hesitate to say. That is all shown in the balance sheet
there.

Mr. KinLey: With regard to the Intercolonial Railway; I think we should
clear up that picture a little; of course, it was built under statute, and the
statute provided for a sinking fund; that an amount over the cost be paid by
the government of Canada and that a sinking fund be provided of so much a
year. It is fair to assume then that the railway had no debts when it entered
the Canadian National Railways system, except the deficit?

Hon. Mr. Howr: Well, of course, the cost of the railway is shown in the
government books. It had no debt to carry in its books. Tts debt to-day is a
non-interest bearing debt. That is the picture in the balance sheet we were
talking about. .

Mr. KixLey: A sinking fund was provided in the legislation?

Hon. Mr. Howe: What good is a sinking fund if there are no profits?

Mr. Kinvey: That sinking fund was to be set up out of public revenues
and not by the railway. It was to be paid by the government under that act.
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Hon. Mr. Howe: We are doing about as much as we can for the Inter-
colonial when we are taking it out of the debt elass. It is simply a proprietor’s
equity; in other words, the government spent some three hundred million dollars
odd in building it and therefore it has an equity as a proprietor to that extent;
but equity means nothing unless it earns a return.

Mr. Kinrey: Now, we are not Social Crediters, these figures you know are
rather large.

Hon. Mr. Howe: They are rather large figures.

Mr. MayBank: As far as that goes, the Intercolonial is something of a
social heritage.

Mr. KinLey: Here is the point I want to make with regard to the Inter-
colonial Railway entering into the picture you present for the readjustment of
railway finances; it is in better company—

Hon. Mr. Howe: Quite.

Mr. KiNnLEY: —and it has been operated as a part of the Canadian
National Railway system for some years.

Hon. Mr. Howr: Yes.

Mr. Kinrey: Therefore, anything you can say about the Intercolonial
Railway in so far as this readjustment is concerned is to its benefit.

Hon. Mr. Howe: Quite. ;

Mr. Heaps: Might I ask if it is not a matter of information that the
minister or any of those with us to-day might give to the committee an idea
of the operations of the Intercolonial Railway since say the coming into effect
of the Maritime freight rates structure, showing the actual operations of the
road since it became a part of the Canadian National Railway system.

Hon. Mr. Howe: That has no bearing whatever on this bill.

Mr. Heaps: This has some little bearing, and I think that is shown by
the questions which were raised at our last meeting and which have been raised
here again to-day; and I think if the picture which has just been presented with
respect to it were to go out it would be giving a wrong impression.

Mr. Brausien: Is there any such thing as the Intercolonial Railway
to-day?

Hon. Mr. Howe: Oh, yes.

Mr. Hears: I think the figures must be here somewhere this morning, and
I would like to know what the operating profits were.

Hon. Mr. Howe: The profits are consolidated. It is operated as a part
of the Canadian National system. I do not think you could segregate that. I
do not see how you could show that even in the caleculations showing the total
earnings. What about the freight originating elsewhere which travels only in
part over the Canadian National system? ‘

Mr. Heaprs: We do know it. We had that figure submitted to the com-
mittee; and we also had the amount which the government gives by way of
subsidy to that part of the system, that 20 per cent freight rate reduction.

Mr. Beausien: Has that any bearing on this bill? 1 don’t see why we
should go into that. '

Mr. Ryan: I do not think it would be a fair proposition to go into it from
the time it was taken over by the Canadian National Railways.

Hon. Mr. Howe: I think Mr. Ryan is right in that. I don’t see any sense
in that.

Mr. Maysaxk: I would like to get the information that has been asked,
but we are governed to a certain extent by time; and in any event if we tried to
get the complete picture of the Intercolonial we would have to go away back
of 1867.
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The CuHAIRMAN: It seems to me that the proper time to consider that would
be when we have the report of the railways before us.

Mr. Heaps: What I wanted really was just {rom the time the Maritime
Freight Rates Act came into effect with its 20 per cent reduction in rates.

The CuamrMaN: All these figures will be available when the report of the
railways is before us.

Mr. WaLsH: Might I ask the minister a few questions, and just make some
comments on the substance of the document which was read at our last meeting.
I would like to ask the minister if this bill will have the effect in any way of
increasing the revenue of the Canadian National Railways?

Hon. Mr. Howe: That is rather a hard question to answer, you cover a
large amount of territory there. My impression is that it will at least have the
effect of reducing the cost of financing, which is one of the very large operating
items.

Mr. WaLsu: That is not revenue is it?

Hon. Mr. Howe: It is in effect; a penny saved is a penny earned, isn’t it?

Mr. WaLsH: Not always, no. Could you suggest that it is going to increase
the earning power of the Canadian National Railways in any way?

Hon. Mr. Howe: I would not say that it has no effect on the operating
statement. .

Mr. Warsa: You would suggest by your last statement that there will be
a certain decrease in the cost of operation, it would not decrease the cost of
operation in any way.

Hon. Mr. Howe: No. I think it will tend to decrease the cost of financing.
How much, no one can say.

Mr. Warsu: I have a suggestion to make with respect to some of the
recommendations contained in this bill, and the elaborations thereon which have
been given by the Minister of Transport. I think neither of these meets with the
unanimous approval of the committee, some of the recommendations do not.
This is one of the biggest financial transactions with which the people of Canada
have been faced since we became a Dominion and a nation, involving as it does
liabilities in excess of $1,800,000,000. 1 doubt if any of us can have any adequate
conception of the meaning of that figure. I doubt, and I say this with all due
respect to the committee, and every member of it including myself, I doubt
whether any of us are in a position satisfactorily to pass judgment on the merits
of this bill in our present, state of enlightenment. The sums involved are tre-
mendous. The changes are of tremendous consequence, both to the railway and
to the Dominion of Canada. I feel, Mr. Chairman, that this committee should
have the benefit of expert advice, other than what we have already had. The
recommendations of the minister as contained in the bill are based upon the
approval, the sanction, the recommendation if you like, of one firm of auditors,
Touche and Company, no doubt, aided and abetted by the accounting officials
of the Canadian National Railways.

Hon. Mr. Howe: Let us examine that.

Mr. MaysaNk: I think that word “ abetted ” is little strong, we haven'’t
got any criminal charge against them anyway.

Mr. WaLsua: I mean, acting with their advice; I did not mean to imply
anything derogatory to them by my use of that word.

Hon. Mr. Howe: This transaction is a very simple one. We have one set
of books showing the debt of the National Railways at so much, and we have
another set of books showing the national debt at so much; we are simply recon-

ciling the two, and where these debts appear in both sets of books we are elimin-
ating them.
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Mr. Warsa: That may be the opinion of the minister, but with all due
respect to the minister it is not mine. This is the recommendation of Touche and

Company.

Hon. Mr. Howe: If you read the recommendation of Touche and Com-

pany you will find that it is hardly parallel.

Mr. WarLsua: There is very little difference up to the point where you
appoint a body to be known as a securities trust. Up to that point don’t they
parallel? And then there is a diversion; and 1 understand of course that the
accounting officials of the Canadian National Railways are indeed in agreement
with the suggestions made by the minister. In fact, I could read in the minister’s
statement of last week, with all due respect to the minister, I could read in that
statement the expert hand of the statistician and economist.

Hon. Mr. Howe: Don’t cover too much territory.

Mr. Warsa: I feel that as a business executive or engineer, having read
this report and giving us his opinion of it and the statement which went with it,
the minister would use language of a somewhat different nature. But as a
receiver—

Mr. Kinrry: He was a receiver of wrecks.

Mr. Warsn: I wish rather to press the point that we are not.in a position
satisfactorily to deal with this matter. We have been given an onerous duty by
parliament. Parliament expects us to discharge that duty in the best possible
manner and to bring in a report to them which they can feel has been developed
through the best possible means placed at our disposal; the people of Canada
expect likewise from this committee, and from parliament. I want to assure
the committee that I have spent long hours in the study of this report. I am
not offering these observations as the result of just a brief survey of the material
involved. I have made a thorough study of all the minister has said, and also
of the Touche report, and other reports which preceded it. I have studied them
very carefully and I feel after all that close study that I am not in a position
satisfactorily to pass judgment one some of the items in this bill. I for one, and
I feel there are other members of this committee here who share my view, would
like to hear the expert advice of some firm of auditors other than Touche and
Company as to what they think of the proposals involved in this bill.

Mr. Heaps: Who do you suggest, Mr. Walsh?

Mr. Warsu: I do not think there is much need of a suggestion from me.
Who does it for us is relatively unimportant. As you know, there are such firms
as Price, Waterhouse & Co., P. S. Ross & Sons, the Hon. Gordon Scott—well
known to the minister; also Macdonald & GealV—George Geary I think is well
known to the members of this committee. There are a good many others whom
I could name who are competent to take this report and this bill and the min-
ister’s notes and give us the benefit of their advice as experts as to whether they
consider the steps that are being proposed are in the best interests of the railways
and in the best interests of the people of Canada.

Hon. Mr. Howe: Since when has an auditor been called on to deal with
matters of policy. A firm of auditors can merely tell you whether or not certain
figures are correct.

Mr. WaLsH: It is not a matter of policy, Mr. Minister.

Hon. Mr. Howe: It is entirely a matter of policy.

Mr. Warsu: This is a matter dealing with $1,800,000,000 of money which is
at the present time presumed to be invested in the Canadian National Railways.

o I?Ion Mr. HowE: Are you suggesting that the figures are not as we represent
em
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Mr. Warsu: The figures are as you represent them, as you can get at
these figures; but when it comes to dealing with these figures, I do not know
whether the way in which you have dealt with them is satisfactory to this
committee, and to the people of Canada; and I can’t know that on the recom-
mendation of one firm of auditors only, namely Touche & Co.; or even on the
recommendation of the statisticians and economists of the Canadian National
Railway. Now, I would like to urge that point. I could go further in elaborating
my reasons for raising it. I am not in agreement, I am in total disagreement,
with this scheme which brings into being through section 12 a new organization
known as a securities trust. Now, I want to point out to the members of this
committee that the minister is creating through this bill something which would

~ not be allowed or tolerated in private practice. Here is a parent company going
: into private practice with a subsidiary. The subsidiary gets into financial
.E difficulty. The parent company advances money and charges interest. The
| subsidiary gets into such a position that it cannot be responsible for the money
~ loaned nor for the interest. The parent company then says to the subsidiary
. company: “Forget all about it, we will create another company, a third com-
pany, and we will take the stock of the other company and transfer those loans
and the interest on loans to this third company.”

Mr. KinLey: Who proposes that?

Mr. Warsa: The analogy here is the same. The government is the parent
company; the Canadian National is the subsidiary company; the Securities
I Trust is the third company that is to be created, and it has no connection with
~ the debts of the Canadian National, but it has a direct connection with the
~ parent company, the government of Canada.

Mr. Mayeank: What about this—

% Mr. WaLsa: Just a second until I complete this statement.
; Mr. MayBank: I thought you would clear up this one point.
M

i

Mr. Wawsu: I will in one second, but I want to complete the analogy.
If a private company came here with a bill to do such a thing we would laugh
them to scorn. If they did such a thing we would bring them before the
courts and charge them with fraud or attempted fraud. That is my position.

Hon. Mr. Howe: Who are they defrauding?

Mr. Warsu: Defrauding the public, in that they would be presenting a
balance sheet for this subsidiary company that does not represent the true and
complete picture of that subsidiary company; and that is exactly what this
bill is doing through the Securities Trust. It is taking away from the Canadian
National Railways certain sums of money that the people of Canada have
invested in the railway, and on which they are entitled to see some returns
sometime. They are taking them away, not taking them to themselves, but
investing them in a new corporation, and that new corporation, if I may use
the term, Mr. Chairman, to my mind, and without any political significance,
I would suggest is going to become a regular sink hole for all the deficits that
have been created and will be created in connection with the Canadian National
Railway. I am going to be most vehement in my protest in this committes
and in parliament against the establishing of such a precedent, a precedent we
would not allow to exist in private practice, setting a bad example to business
in this country and simply blurring the balance sheet of the Canadian National
Railways so that we shall not in any way in the future be able to tell exactly
how much money the people of Canada have invested in the railway, and what
that railway was actually costing them.

__ Mr. Maysank: There is this important distinction between your sub-
sidiary and the parent company and the situation whieh we have before us,
namely, that in the case of a subsidiary and the parent, the analogy that you

v
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have drawn, you may have different bodies of shareholders; but in this case,
the parent and child, you have only one body of shareholders, the Canadian
people. Is not there that important distinction, or is thas any distinction?

Mr. Warsu: It is no distinction, because in the analogy I was making, the
parent company would still be the controlling factor in both these companies.
In other words, it would be the commencement of a triangle, the base of the
triangle connecting the Canadian National Railways to the Securities Trust
would not be completed. There is no possibility of consolidating accounts in
connection with the Securities Trust and the Canadian National Railways in
the scheme that the minister proposes to set up.

Hon. Mr. Howe: Your remarks are entirely untrue, and your statement
that this would not be tolerated in private finance is entirely untrue, because it
is done every day. I could show you fifty balance sheets——

Mr. Warsa: Do you mean to tell me that a private company having a
subsidiary company which owed the parent company money could create a
third company and take away from that subsidiary company all the debts
and obligations that it owed to the parent company and transfer them to a
third company without any reference being made in the books of a subsidiary
company or in the financial statement or analyses of the subsidiary company?
It would not be allowed in practice.

Hon. Mr. Howke: It would not be allowed if the parent company and the
subsidiary company had a duplication of debt. The income tax department
would not allow it.

Mr. WaLsa: Mr. Chairman, if the company came here and asked parlia-
ment to give it the power to create such a third party, parliament would not
allow it. You would not allow it. It is not in conformity with law as it stands
at the present time, or with practical accountancy. I do not think that the—

Mr. ParenT: What is the difference? It is the same guarantee; the gov-
ernment guarantees it.

Hon. Mr. Howe: This company is simply devised to preserve the equity
wholly owned by the Dominion government, and that equity is being put at a
reasonable value instead of a fictitious value.

Mr. Heaps: Would you consider the government in the same position as a
private corporation?

Mr. WaLsH: I was drawing an analogy between the two. I do not think
we should allow the government to start a practice that we would not tolerate
in private practice.

Mr. Heaps: 1 wonder if Mr. Walsh would be good enough—

The CumarrmMAN: Order, gentlemen. Mr. Walsh has the floor.

Mr. Parent: Mr. Walsh ought to get in touch with an accountant himself,
invite him to lunch and discuss it privately with him.

Mr. WaLsH: I am glad that remark was made, because that is the point I
am trying to emphasize. I want another firm of chartered accountants to go
over these statements, to go over the statement of the minister, to go over the
bill as it is presented, and to appear before this committee and give us their
opinion as to whether they consider this method of procedure valid or not.

Mr. BeauBieN: Would they be any better than the auditors we have?

Mr. WaLsH: It would be better than Touche & Company. Touche &
Company, I would say, are prejudiced witnesses. I want an unprejudiced wit-
ness to come before this committee to pass judgment on this suggestion and to
give me further and additional light so that I can see where I am right and
where I am wrong.
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Mr. Youna: I should like to ask Mr. Walsh why he says this particular
firm of auditors is prejudiced? That is a very serious charge to make against
any auditing firm.

Mr. Warsa: It is not a serious charge against them at all. Touche &
Company were the previous auditors. They got a report from the accountants
or the comptrollers or financial advisors of the Canadian National Railways.
On that they based the report a few years ago. They were replaced as account-
ants by another firm last year. This year they are again back, and based on

their report and their previous study they no doubt second the minister’s
proposal. Now, I consider that is only one firm’s opinion—

Mr. Heaps: That is not fair.

Hon. Mr. Howe: This is purely a matter of eliminating duplication; that
is all. There is a matter of policy involved. We consulted Touche & Company
in regard to the matter of eliminating duplication. We asked them to check
our figures.

Mr. WaLsa: Your report and your action is based altogether on the report
that Touche & Company made two years ago. <

Hon. Mr. Howe: You read it. I read it about a year and a half ago, but
I have not read it in-the last year and a half.

Mr. WaLsH: I have read it in the last three weeks.

Mr. Parent: What is there to prevent you from getting your own
accountant?

Mr. WarsH: I cannot afford it. This committee ought to have the benefit
of that advice. I know when we come before any other committee in parlia-
ment that that committee is given leave to obtain counsel .and expert advice.
Probably the objection is I am not proposing to bring a number of lawyers here
to give expert advice. I want to bring accountants here who understand railway
accounting, so that they can give us the benefit of their judgment.

Mr. Ryan: Would you accept the advice of an independent auditor?

Mr. WaLsea: It would help me to form an opinion. I want to suggest to
the minister that we have a problem here. I am fully cognizant of the fact that
it is a tremendous problem; I am not minimizing the problem, but I feel that we
are not meeting that problem in a courageous way. They have similar problems
in other parts of the world. If we go to the Commonwealth of Australia at
the present time we find that they are dealing with exactly the same problem;
but they are not dealing with it in the way that we are dealing with it—

Hon. Mr. Howe: Much more drastically.

Mr. Warsu: They are facing it in a courageous way, and they are leaving
the railways with a balance sheet each year that will show the public exactly
how much money has been spent on the investment in those railways.

Hon. Mr. Howe: That is not correct at all. They have written off the
advances and a considerable part of the capital cost.

Mr. WaLsu: They have taken due note of that in the balance sheet that is
to be published in connection with those railways. There is another point of
difference—

Mr. Hears: Is it not a question how they came into ownership of those
railways?

Mr. Warsna: They came into ownership very much in the same way that
we came into ownership of ours.

Mr. DeacaMaN: Would you explain one detail, and that is how this may
be a means of depriving the government of a return from the C.N.R. What do
you mean by that?

33684—2
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Mr. Warsa: We have made certain investments in the C.N.R. We do not
know what the future has for us. It has been the hope and expectation in the
various reports, the Drayton report and the Duff report, that the road would
eventually pay returns to the government; at least that has been the anticipa-
tion. Now, far be it from me not to anticipate some kind of a return on our
investment in the distant future. ‘

Mr. Maysank: That is just the point in this question. How would they
get away from the government?

Mr. Deacaman: Who is going to get the return if we do not when we own
the stock and have control of it?

Mr. WaLsu: You are getting away from the Canadian National altogether;
you are going into a new corporation, the Securities Trust.

Mr. DeacaMaN: Who owns the new corporation?

Mr. WaLsa: We own it, but we have it, as we own the capital stock of the
Securities Trust.

Mr. Deacaman: Tell me how the government, who owns the railroads, is
going to be deprived of the future earnings?

Mr. Warsu: It is not going to deprive—

Mr. DeacEMAN: Suppose there is a surplus of ten million dollars in the
Canadian National Railways next year, who will get it?

Mr. WaLsu: It is not going to deprive the railway directly of future earn-
ings, but it is going to do this—I was not going to. mention this point, but seeing
that you insist on it I will do it—it is going to show a picture in the balance
sheet that is not a real picture of the Canadian National Railways from year
to year. It is going to show an enhanced picture of the railway and the con-
ditions of the railway from the financial point of view. The result will be a
suggestion to lower freight rates, a suggestion for increased expenditure. It may
even lead to an era of extravagant expenditure such as we had during the 1920’s,
if we do not keep before the public and ourselves the real picture of the cost
of the Canadian National Railways to this country.

Mr. DeacaMmaN: We are not doing that now, if in the accounts of the
railway and the government we show a duplication of $1,800,000,000. Is it
courageous to retain a duplication of figures that is not true?

Mr. WaLsu: It is not good policy to introduce into this country unsound
accounting practices.

Mr. Deacaman: Let us have what you would do.

Hon. Mr. Howe: It may be interesting, if you will excuse me, to go back
some years. I take it you will take Sir Joseph Flavelle as a fairly sound
financier?

Mr. WarLsu: He is one.

Hon. Mr. Howe: He is the president of the Bank of Commerce.

Mr. WaLsu: He has been a success.

Mr. MayBaNk: I do not think it is right to ask for an admission of that
kind. I take it Mr. Walsh will not admit that, until he knows what is behind it.

Mr. WaLsa: I want the committee to agree to my suggestion that we should
get expert advice over and above what we have at the present time in order to
facilitate the discussion and aid us in reaching a reasonable and satisfactory
conclusion. That is the main point in my argument this morning.

Mr. Parext: Then you have to get another referee.

Mr. Hears: I should like to know what an expert is.

Hon. Mr. Howe: An expert accountant is one who will tell you whether
your figures are correct or not. An expert on policy is a man who by the exercise
of his judgment is able to decide whether that policy is sound or unsound.
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Mr. DeacaMAax: I thought that an expert was a mediocre man away from
home.

The CuarMAN: We have before us a request from the Canadian Chamber
of Commerce to appear before this committee. Do you not think we should wait
until those people have appeared before us and have given us their views?
They may have studied this matter and be able to give their views, which might
provide some enlightment for us.

Mr. Warss: I am looking for light.

Mr. Kintey: Mr. Chairman, I think we lose sight of the fact that, after
all, this is cleaning up a bankruptey situation. There is no difference that I
can see between this and what you do in a private business, except that we
are doing by an act of parliament what a private business man would have
to do through the courts and negotiation. I do not see a bit of difference. What
is the good, in a sound balance sheet, of keeping on setting out as assets things
that are worth nothing? That is the worst kind of deception. In private
~ business that would not be allowed at all; and if you did it, you would be apt to
~ find yourself in trouble. I think we should present the true picture. There is
 this feature about it, that the Canadian National Railways’ first obligation
is to pay interest on the money that they have borrowed; and that is the amount
of their worth, as it were. A private company has capital stock, and if they
do not make money they pay no dividends. Is it fair to pyramid deficits
every year on this railroad and to add that to the burden? It seems to me
| that is an impossible and unwise thing to do. It seems to me that this is the
| courageous way to deal with the situation, and that it is not a bit different
~ from what would be done in a private business. That is my humble opinion.

Mr. Youna: Hear, hear.

Mr. Deacaman: Have we a definition of courage?

Mr. Kintey: Courage is in Bill 12 and this committee. I think when you
take the two together, you get courage.

The CramrMAN: I understand that Mr. Walsh proposes to make a formal
motion on this matter.

Mr. WaLsa: I would make a motion, Mr. Chairman—and I have not asked
anyone to second it, not éven anyone sitting on the Conservative side of the
house; but if I can find a seconder I would make a motion that this committee
secure the services of some expert accountant versed in railway accounting, to
give this committee advice on the bill, and also on the report. presented by the
minister in support of that bill.

The CrarrMAN: Then you will not wait to make your motion until you
have heard these people from the Chamber of Commerce?

Mr. Warsua: Would you suggest that I make it now, if I can find a
seconder? Then I am quite willing to let it stand as notice of motion, shall we
say, until after we have heard from the interested bodies. After that it might
be convenient to withdraw it. Could I give it as notice of motion?

The CaarMAN: I would much prefer that you do not make the motion
now, but wait until we have heard these people who have asked to be heard
by the committee—make your motion afterwards.

Mr. Warsnu: It would be quite satisfactory to me, if it is understood that
way.

The Caamrman: All right. Now, gentlemen, is there any further comment
on the statement of the minister?
. Mr. Vien: Mr. Chairman, I would like to point out to the committee that
in studying athls.n_latter we have got to consider the situation as it is presented
to us by the minister, and try to analyse it with a view to bringing down a
33684—23
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report to the House of Commons as to whether the recommendations that are
embodied in the bill are, in the opinion of the committee, sound and reasonable.
If it is not our duty to go into the details of the matters that are submitted to
us, it might have been just as well for this bill not to have been referred to the
committee, but to have been studied in committee of the whole house. The house
in committee of the whole was hardly capable of dealing with it in a minute
manner, and that was, I suggest, the intention of the house when it referred it
to us. ) ]
I confess I am not critical of this proposal. As a matter of fact, last year
I suggested that we should consider recapitalization when we were in this com-
mittee. The recapitalization which I had then in my mind as being advisable
would have been a merger of all the bonds outstanding in the hands of the
publie, which might be issued under one trust deed, perhaps, with the guarantee
of the government, and a conversion made of this indebtedness in some way or
another with a view to eliminating the very complicated accounting that so many
trust deeds and so many issues of bonds involve, the additional expense in the
way of fees to trustees, and the expenses to accountants to keep up the books.
I know that the officials of the Canadian National Railways and the depart-
ment have had that matter under study for a number of years. There were
difficulties in the way that were insurmountable at the time; and we are gradu-
ally leading up to a recapitalization along the lines that I have just mentioned.
I believe, in answer to what Mr. Kinley has said, that there is, however,
a difference between a company like this submitting a recapitalization plan of
this nature and a bankrupt company going to the bankruptcy court. In the
bankruptey court the creditors take hold of the affairs of the company, and
they compose their claims against the company or they wind it up. Here the
creditors are the Canadian people, and the Canadian people should be at all
times in a position to know how much that system costs them. Although it
is necessary to simplify the accounting of the capitalization, I am afraid that,
in the interest of the railway system itself, it is not wise to bring down the
capitalization too much. If they showed on this new capitalization a very
huge profit there would, as has been mentioned sometime this morning, be a
tendency to claim for lower freight rates, lower than what would be reasonable
on the basis of the cost of the service to the company. There would also be,
probably, a demand for additional expenditures out, of these net earnings on
the new basis. Then will the new balance sheet of the new financial statement
of the company show a true picture to the people of Canada, of how much it
has spent for this railway system? These are points about which I confess my
inability to express a considered opinion. Through a more careful study than
I have been able to give so far to the figures submitted, and through greater
enlightenment gained from the minister, the officers of the department and of the
railway system, I, as a member of this committee, hope to be able to come to
a conclusion. But if we are precluded from going into these figures and ques-
tioning the soundness of this change in the accounting with some care, I do
not believe that the committee can be very useful.

Mr. Ryan: May I ask a question, Mr. Vien?

Mr. Vien: Yes.

Mr. Ryan: You say that on the capital structure of the company, if it is
placed in a proper picture, if they show large earnings, that might be taken
as a justification for asking for a decrease in freight rates. Suppose the opposite
picture is given, and on the capital structure they show a tremendous loss.
Do you think that ought to be the basis for an application for an increase in
freight rates?

Mr. Vien: No, I do not believe so; because at present there has never
been application for increased freight rates on that basis.
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Mr. Ryan: Why should there be the opposite?

. Mr. Viex: Oh, well, it might be. There has been no application, but
there has been a considerable resistance. I speak with personal knowledge of
the facts. There has been, so far, a considerable resistance to lower freight
* rates on the basis of the costs of the services to the company, both to this system
and to the other system, the Canadian Pacific Railway. When I was on the
- Board of Railway Commissioners I have heard officers of the Canadian National
* System suggesting that the rates were not too low, but that they were not high
* enough; and they resisted the application for lower freight rates on the basis
~ of the costs of the services. If you wipe out the amount of capitalization—I
am not suggesting that it should be done; I am in an inquisitive state of mind.
| T have always urged a recapitalization. The recapitalization in my mind was
| to take the form of a consolidation of all the bond issues and debenture stock
~ issues in one trust deed, and the bonds guaranteed by the government, so as to
| simplify the accounting, and simplify the expense of carrying these bonds.

Mr. MayBank: Keep the load as it is now?

Mzr. Viex: No, not necessarily. There might be some writing off, by way
. of writing off from the capital structure. But that writing off cannot be intelli-
 gently made without a rather comprehensive inventory. I remember, during

- the course of the investigation into the Bell Telephone Company’s rates, before

they were granted an increase of rates we compelled the company to make a
- complete inventory, to determine the cost; and if a re-capitalization by writing
~ off a considerable part of the capital structure of the company were suggested—
- I am subject to being corrected on this point—I would be inclined to believe
~ that a careful inventory would be in order. Therefore, Mr. Chairman, what I

| had in mind to suggest is that I do not believe that we can go very fast in the

study of these figures, unless we are called upon to consider them in an off-hand
manner and pass judgment in that way in the report to the house. This matter
| is of great importance to the country, and I for one, hesitate to put my name
. down before I receive some more information.

i The Caamman: Mr. Vien,-as you very well understand, the bill will be
considered clause by clause. The officials of the department are here to give all
the information that you can possibly desire or that they possess, on each clause
as we consider the bill. I do not see what purpose can possibly be served at
the present time of discussion, especially of that general character, all through
the bill, in advance of each paragraph. I think you are losing time.

Mr. Viex: I think the minister tried sincerely to clear that up by the very
comprehensive statement on the finances of the company that he gave. We are
now on the report of the minister.

Hon. Mr. Howg: That is right.

Mr. Viexn: We are on the statement of the minister; and I think that once
the financial statement of the minister has been dealt with, there will be very
little else to be done when we take the bill clause by clause. That is my im-
pression as to the procedure. I will give you an example of what I have in mind.
I was asking a minute ago how this duplication appears in the public accounts,
and Colonel Smart was kind enough to point out that at page 2 of the public
accounts the net debt is represented by expenditures of some $88,000,000 in one
item and $655,000,000 on another account of the railway accounts, the schedules
of which appear on page 13. These railway accounts are loans on the authority
of certain statutes to the Grand Trunk Railway and to other component parts
as shown on 13 and 14. I cannot very well understand how a loan to a com-
pany which is still carried out as a loss for railway purposes cannot be an asset,
but is a liability. I would like to understand that if possible. It seems to me
that the loans to the company are shown there as an asset, because if it is a
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~ loan it is an account receivable. I know full well that when somebody makes
a loan to me he carries it as an account receivable in his books, and here are
the public accounts which show the loans in the column of net debt. There is
something there that I cannot understand. We might, perhaps, Mr. Chairman,
have the benefit of the Department of Finance—of some officers of the Depart-
ment of Finance or those in charge of public accounts in the Department of
Finance who might give us a very satisfactory explanation about this matter.
I confess my inability to express a considered opinion along these lines. I do
not want my remarks to be considered as an opposition to the bill; I am not
opposing the bill at all; but I feel it my duty to try to understand what is
proposed to us before we can pass a considered opinion.

The Caamrman: The matter is very simple. You have at the present time
before you the statement of the minister which follows practically in its entirety
each section of the bill. You have before you the bill that can be considered
clause by clause. If the committee desires to have officials of the Department
of Finance present when we are considering each clause of the bill there is no
objection whatever. We can go on examining the minister’s statement clause
by clause.

Mr. Kintey: May I ask the minister a question. I think it is rather
a pertinent question, and it is an aspect which we have to consider. Is there
any probability, or is there any possibility of this reorganization of the Cana-
dian National Railways being unfair to private competitive industry in this
country?

- Hon. Mr. Hows: Well, I think not. By bringing down the government
books, we must not overlook the fact that the Canadian National Railways have
the public trust behind them, and that is rather difficult competition. If we
were writing down to a point where the capital structure of the Canadian
National Railways would be more favourable than the account of its competitor,
I would say we were unfair, but we are not doing that. As a matter of fact,
the competitor account amounts to about 50 per cent fixed charges and 50 per
cent common stock—that is non-interest bearing charges. If we undertake
this write-down, the account of the Canadian National Railways will be about
65 per cent funded debt and 35 per cent common stock equity.

Mr. Kinrey: With the same physical assets?

Hon. Mr. Howe: The physical assets, I think, are valued higher on the
government owned road than they are on the privately owned road. I believe
the balance sheet will still show a more inflated picture of real property values
after we get this done—I am not sure at all—for the Canadian National than for
its competitor. :

Mr. KinLey: The immediate question seems to be whether we should have
a firm of auditors verify the situation. I think an auditor is a man who
determines correctness and accuracy of your accounts, and he does not formulate
a. policy unless he is sent there by someone who is interested and has a reason
to send him. Now, I think the best criticism should come from the people who
are hurt, and if anybody is hurt in this country in this connection they are
the people who should say so. If a private railroad in Canada is interested, they
are the people best qualified to come here and explain their position because they
are experts on this very matter; and it might be well for this committee to know
whether there is any privately owned road in this country that wishes an
opportunity to say that this causes an injustice.

Mr. BeauBien: Do you not think that if they wished to be heard they
would be here?

The Cuamrman: I have taken the trouble, in accordance with the minister’s
instructions, to notify the C.P.R. that this committee was sitting.

Mr. Kincey: I do not think the public is interested in this question at all.
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Mr. Warsa: Do you think, or does this committee think for one moment
that the Canadian Pacific Railway would appear here, as an organization who
are competing and in competition with the Canadian National Railways? Does
anyone think they would appear here to give evidence or their conclusions for
or against this bill? . _

The CuAmRMAN: I was not discussing it. I was answering the question.

Mr. WaLsH: Replying to that question, it would be perfectly absurd to
even anticipate the presence of the C.P.R. here. They could not do that.

Mr. Kintey: Why not?

Mr. Warse: In view of their position as a competing road, the public would
misunderstand their presence here. It is quite inconceivable for the Canadian
Pacific to do that. It is just as inconceivable as it would be, if there were some
investigation in connection with the Canadian Pacific, to ask some of the officials
of the Canadian National Railways to go there and assist at that investigation
on invitation.

Mr. BeauBien: It has been done often in this house since I have been a
member.

‘ Mr. WarsH: It is not done in usual practice, and I do not think we can
anticipate the presence of the Canadian Pacific Railway, either through their
officials or through anybody appointed by them to represent them, at an inquiry
into the recapitalization, you might say, of the Canadian National Railways—a
competing and competitive firm.
The CaarmaN: You will admit, however, that it was only common courtesy
that we should invite them.

Mr. WaLsa: Absolutely. I think the chairman acted in good faith and also
acted as he should have acted in giving them an opportunity, as a matter of
courtesy.

Mr. Kinrtey: Over in the committee considering Bill B, I think practically
every man who thought he had an interest appeared. It is perfectly proper for
a man or a business that thinks they are suffering an injustice to appear before
a public tribunal and say so. I do not think the public of Canada are so
unfair that they would hold it against the company that would come here to
protect its own interest. For them to say that they are interested would be to
their own benefit, and the people should know the situation. They would be
doing a public service by coming here and explaining their position.

Mr. Deacamax: Mr. Kinley has raised the question whether any private
interest would be prejudiced by this bill. T venture to suggest the idea that we
ought to consider if the private railroads in this country will not be benefited
by this bill. Consider the main competitor, the C.P.R. It goes into the money
market to borrow money. Will it not be to its advantage if the general opinion
of the public throughout the world is that railways in Canada are reasonably
prosperous, and that the C.N.R. has been reorganized and put upon a sane basis
in which it is working out its destiny, and that both railroads are achieving a
measure of success in the Dominion of Canada? Mr. Beatty, from time to
time, has made the statement that they suffer greatly from the losses of the
C.N.R. because they are compelled to pay taxes which arise out of those losses.
If this brings prosperity to the C.N.R., at least that argument of Mr. Beatty
has gone; and he should rejoice in the fact that he no longer has to meet these
bills. In addition to that, if the railroad is put upon a better footing the country
benefits, and the increased prosperity and wealth of this country must redound
in additional profits to the C.P.R. I would be very much surprised indeed, if
the C.P.R. is going to look at this thing from the broad national interest, in the
interest of the Canadian people and in the interest of the C.P.R. that we should
not have the C.P.R. here voicing their approval of the attitude we are taking
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and complimenting the committee and the government on their attempt to
readjust the affairs of the C.N.R. in a way whereby they will be able to present
a more favourable statement and have a better record in operation and in every
other way in the railroad.

Hon. Mr. Stewart: Mr. Chairman, this bill has been the subject of antici-
pation for a long while and I think it is well that we should consider the effect
~of it. Now, I regret to think that this proposal will not add one dollar to the
revenues of the Canadian National Railways; it will not by one dollar decrease
the operating expenses of the railway; it will not by one dollar decrease the
deficit upon the Canadian National Railways; it will not give one additional
day’s work to a man employed upon that system. It is calculated to rearrange
the financial structure, and that is all.

Now, whether that is a matter of advantage or not is a question for dis-
cussion. It seems to me that this bill either goes too far or does not go far
enough. Tt proposes to take out of the statement of liabilities certain liabilities
of the company and to place them in a trust, thereby preserving them as a
liability of the company.. That, it seems to me, is almost blowing hot and cold
at the same time. It does not, as I have said, improve the financial standing
of the railway to the extent of one dollar. Now, as to financing, the making of
loans, the credit of the railway and the credit of the country in respect of this
indebtedness, I am sure that those who buy the securities of the Canadian
National Railways are thoroughly competent to analyze any statement either
of the Canadian National Railways or of the Dominion of Canada; and it is
doubtful whether you will gain anything from that standpoint. It would seem
to me, Mr. Chairman, that we are not going to get very much further with this
bill in going into it clause by clause until we have heard, as T think we probably
propose to hear, those who desire to make representations. When those repre-
sentations are completed then we can sit down and take up this bill in the light
of those representations, in the light of all we know about the subject, and deal
with this matter clause by clause.

There are some features of this bill that are not controversial at all. I do
not think there is going to be any conflict about certain of these old stocks.
There is no question, they can be written off. But I do regret that this bill,
even if given effect to, is not in my opinion going to improve the status of the
Canadian National Railways, either in its operations or in its public credit.

Mr. Ryan: Have you any notice of any persons other than the Chamber
of Commerce desiring to appear here?

The Craamrman: The only people who have expressed a desire to appear
here are the Canadian Chamber of Commerce; and I suppose it is the wish of
the Committee that we should hear them on Tuesday next, that we should wait
until then in order to give them a chance to get ready for their appearance
before this committee.

Mr. Warsu: Earlier in this session some reference was made to the appear-
ance here of the Canadian Chamber of Commerce. I think the Committee
should be assured that this is the Canadian Chamber of Commerce, which has
its head office in Montreal, and not the Chambre du Commerce de Montreal.

Mr. KinLey: Has this proposition been submitted to the several branches
of the Chamber of Commerce throughout Canada of which the Canadian
Chamber of Commerce is made up, or are these people just speaking as the
executive of the Canadian Chamber of Commerce?

The Cramman: T do not know. All T know is that we have a letter here
signed by Mr. Clark as Secretary of the Canadian Chamber of Commerce asking
leave to appear before this Committee.
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~ Mr. Kintey: Yes, but if they are the Chamber of Commerce this should be

~ submitted to their boards all throughout Canada. Until they assure us they
have done that they are not in a position to speak for the Canadian Chambers
of Commerce.

The CuARMAN: We can ask them about that when they come here.

Hon. Mr. Hows: There was one point raised by Mr. Stewart in his remarks
in respect to which I would like to make just a brief observation. He said it is
even stated that everyone who buys Canadian National bonds or Canadian
government bonds is fully appraised and advised of the situation.

Hon. Mr. Stewart: I did not say everyone who buys them. T referred
more particularly to the larger dealers.

Hon. Mr. Howr: Let me give you just a little experience of my own, as I
think it will be illuminating. It was to me. The Canadian government had
occasion a short time ago to market some $80,000,000 of bonds in New York.
It was marketed through the firm of Morgan Stanley & Co.—the successors to
J. P. Morgan & Co.—international financiers, who should know something about
the situation. Under the Securities Act it was necessary for them to prepare a
statement for the American government, and one of their experts brought the
statement up here so that it could be verified. In that statement they had
shown just the duplication of debt that we are discussing here; at least, they
had added the public debt of Canada to the debt of the Canadian National
‘Railways and said that the obligations of the Dominion of Canada were so
much. Well, Mr. Dunning tried to explain that point, and then turned them over
to officials of his department where they spent a whole day and even then had
failed to convince them to the contrary. They then sent them over to the
Department of Transport and we worked with them for practically a full day
to convince them of it. We asked them the question if they thought the duplica-
tion should be eliminated; the reply we got was, certainly, they could not see
how we could have treated it in that way in the first place, that we should show
those debts for just what they were worth.

Mr. Warsu: I think that is the point on which every member of this com-
mittee is agreed. I do not think there is any disagreement in respect to the
opinion that an adjustment should be made, the disagreement is in respect
to the method by which the amount should be taken care of.

Hon. Mr. Hows: I think that is very proper. I think the matter of policy -

is very simple. I have stated it as the elimination of duplication. In other
words, if the item is in the public accounts we are taking it out of the railway
accounts, and if it is not in the public accounts we are keeping it in the railway
account. There are several items here which I think we have to include in our
public debt and show in our public accounts, but in cases where there is a direct
duplication I think that duplication should be eliminated.

Hon. Mr. Stewarr: They are not pure duplications because there is an
asset value.

Hon. Mr. Howe: We are not eliminating assets. We show in our public
accounts that this Dominion of Canada owes some $3,600,000,000; at least, we
set that up as the public debt of the Dominion of Canada. We state the debt of
the railways at something less, and these two duplicate at the present time to the
extent of $1,500,000,000, just on the bare face value. They are duplications to
the extent that the debt has value, but you are not admitting any asset value
outside of the debt itself. In other words, if you put it in the net debt of Canada
you are not admitting to the public or anybody else any asset value.

Hon. Mr. Viex: I cannot understand how this operation was made in
book-keeping, and that is a thing on which I would like to be enlightened. I
have noted that the facts are as the minister stated, but if it would be possible,
Mr. Chairman, T would like to have the director of public accounts from the
Finance department present at our next sitting.
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Hon. Mr. Howe: I would be very glad to have them here, I will endeavour
to arrange to have the deputy minister present.

The CHARMAN: You will perhaps remember that last year we had Mr.
Roberts of the Finance Department before us and he showed the extent of the
difference in the two totals. I can’t see why we should have another official
again this year go over the same ground, unless you particularly desire that?

Hon. Mr. Viex: I would like to have that. Is it agreed that he will bé
here at our next sitting?

Hon. Mr. Howe: Quite.

The CrAlRMAN: Whom do you want?

Hon. Mr. Vien: I do not care, somebody who can speak with authority
as to how the public accounts were kept with regard to the loans made to the
railways under the liabilities as well as the assets side of the public accounts,
and as to how this proposed recapitalization will have the beneficial effect which
the minister points out.

Now, Mr. Chairman, do I understand correctly that at the present time
the capital structure of the Canadian National Railways represents a liability
side of $2,325,149,836, and that after recapitalization the eapital structure will
show in the liability a balance of $1,371,805,463.

Hon. Mr. Howe: That will be the funded debt, yes.

Hon. Mr. Vien: Therefore, the capital structure is reduced from $2,325,-
000,000 to $1,371,000,000.

Hon. Mr. Howe: No, that is not correct; because, in the total liabilities
vou include the stocks, you see; you include $270,000,000 of capital stocks
owned by the Dominion government.

Hon. Mr. Vien: $690,000,000, if I mistake not; but if you will look at
page 13-A you will see that I find this $690,000,000 is shown as a proprietor’s
equity.

Hon. Mr. Howe: That is right, yes.

Hon. Mr. Vien: And, therefore, it should not be shown as a liability.

Hon. Mr. Howe: Excuse me, you read liabilities of $2,325,000,000; I just
wanted to point out to you that that is not all of the bonded indebtedness at
the moment, $270,000,000 is common stock.

Hon. Mr. Viex: No. In the balance the capital structure together with
other liabilities shows a total on the liabilities side of $2,325,000,000.

Hon. Mr. Howe: That is correct, yes.

Hon. Mr. Viex: And after this scheme has gone through the liabilities side
will show $1,371,000,000.

Hon. Mr. Howe: No. Will you look at the figure below. It will show
$2,062,000,000—

Hon. Mr. Vien: Except that I read this, Mr. Minister; total liability
$1,371,000,000.

The CaamrRMAN: That has the stock in it.

Hon. Mr. Viex: No, stocks excluded.

Hon. Mr. Howe: It shows total liabilities; this other is not total liabilities,
it is simply liabilities.

Hon. Mr. Viex: But it consists of the total liabilities there.

Hon. Mr. Howe: In your balance sheet the first figure read did not include
the stock. The comparable figure to that is $2,062,000,000.

Hon. Mr. Viex: 1 am reading from page 13-A of the appendix No. 5, and
if T read correctly I see “ total liabilities.”
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Hon. Mr. Howe: It is total funded liabilities; it is total interest bearing
liabilities, if you like to call it that; everything on the liabilities side of the
balance sheet are liabilities.

Hon. Mr. Viex: Yes, but I would like to know how this is going to work
out with respect to the capital structure of the company, with respect to their
operating expense, fixed charges and annual financial statement. We write off
by a stroke of the pen $262,770,000. That is forgotten altogether. I am read-
ing from page 12-A. Total eliminations—we forget it altogether—we sent it to
the limbo. These are to be destroyed altogether. We are treating it is a bad
debt, just as it would be treated in an ordinary business financial statement by
writing off for bad debts so much. I take it that we write that off as a bad
debt. If I am mistaken I invite correction.

Hon. Mr. Hows: That is right. .

Hon. Mr. Vien: I am trying to understand whether we write off by
elimination $262,770,972.

Hon. Mr. Howe: That is right, and we get there after we do that,
$2,062,387,000.

Hon. Mr. Vien: And that is the total on the liabilities side of the balance
sheet after that elimination?

Hon. Mr. Howe: That is right.

Hon. Mr. Vien: Right. Then we come to the financial statement of the
company from year to year. Hereafter you say the net earnings of the company
are going to be shown—are they going to be shown on the $1,371,000,000, or as
regards the capital structure of $2,062,000,000?

Hon. Mr. Howe: They will be shown in a different way. Take all the
earnings of the railway and deduct your fixed charges; that is, all the bonded
indebtedness and so on; and your earnings apply to the proprietor’s equity.
Your proprietor’s equity will be represented by a certain number of shares of
stock owned by the government, and the earnings will be so much per share on
that stock—if and when we get earnings.

Hon. Mr. Viex: Is the Canadian National Railway system going to be con-
sidered as having a capital structure of $1,371,000,000?

Hon. Mr. Howe: No, sir.

Hon. Mr. Viex: Or a capital structure of $2,062,000,000?

Hon. Mr. Howe: That is correct, yes.

Hon. Mr. Vien: The latter statement is correct?

Hon. Mr. Howe: Yes.

Hon. Mr. Vien: Then, the Canadian National Railway system will be con-
sidered to have a capital structure of $2,062,000,000.

Hon. Mr. Howe: Quite.

Hon. Mr. Vien: And all we eliminate is the amount of $262,000,000.

Hon. Mr. Howe: Quite. We have changed the character of some of it, but
that is all we eliminate.

Hon. Mr. Vien: I shall be very pleased if we can have further information
as to the duplication in the funded debt.

Mr. Warsu: The minister suggested that the profits in future, if any, would
be shown as share dividends, is that correct?

Hon. Mr. Hows: That is correct.

Mr. WarLsa: What do you propose to do with deficits that might possibly
be created even under the reorganization.
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Hon. Mr. Howe: The great party of which you are a very able member
took care of that three years ago and arranged that they would be paid for out
of btthe consolidated revenue fund of Canada and become a part of the publie
debt.

Mr. WaLsua: Do you propose following that?

Hon. Mr. Howe: We must. It is the law.

Hon. Mr. Vien: It will be cash advances from year to year.

Hon. Mr. Howe: Right.

Mr. Warsu: And the cash advances made each year will be shown in the
balance sheet?

Hon. Mr. Howr: No, they will be shown where they are now. Your great
party eliminated this from the balance sheet in 1932. »

Mr. WaLsu: In that case I am not in agreement with what the great
party did.

Hon. Mr. Vien: I do not know whether in stating this I am absolutely
correct or not, I do know however that you made the statement. in good faith,
and I may be wrong, but the advances which have been made from time to time
have been shown in the profit and loss account of the system, and they are shown
in 1935 with the consolidated balance sheet.

Hon. Mr. Howe: We have no profits and no losses, we are starting all
even here.

Hon. Mr. Vien: I notice varied surpluses and deficits, and that the profit
and loss balance shows accumulated deficits of $856,000,000.

Mr. Ryan: Does that include the last four years?

Hon. Mr. Vien: That was up to December 1, 1935.

Hon. Mr. Howe: It does not include anything since 1932.

Mr. Ryan: I do not think so, no.

Mr. Vien: I may be all wrong.

Hon. Mr. Stewarr: It was done on the recommendation of the committee.

Hon. Mr. Howe: Yes.

Mr. Ryan: It is just a carry-over. It is not carried over in the profit and
loss statement of 1935.

! dHon. Mr. Howe: The losses since 1932 have been paid from the consolidated

und. :
Mr. Deacaman: Mr. Howe, the additional capital expenditures are repre-
sented in further aid to the railway.

Hon. Mr. Howe: No; everything is capital. We finance directly through
the railway. Parliament simply authorizes the railway to borrow on the
government guarantees.

The CuairmaN: Under the new practice one bill is brought to the house
instead of providing for it in the form of estimates as in the past.

Mr. Vien: Mr. Howe, I hope I am not taking up too much of the time
of the committee on this point, but I read from the report of December 31,
1935, page 18, profit and loss statement, the following:—

“System net loss, $115,281,689.79.” From that is to be deducted the
amount voted by parliament, $47,421,464.80, and Eastern Lines’ interest on
government loans, $626,413.21.

Hon. Mr. Howr: Yes.

Mr. Vien: Therefore the change during the year in profit and loss account
amounted to $67,233,811.78, which accumulated with the previous balance of
$789,040,675.42, made a total on December 31, 1935, of $856,274,487.20.
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Hon. Mr. Howr: The accumulation of interest is largely responsible for
that. :

Mr. Vien: When I go to the consolidated balance sheet as shown on
pages 16 and 17 I find the amount of $856,274,487.20 is shown also on the
liability side. That gives a total of $2,325,149,836.24 on the liability side.
Comparing that with appendix No. 4, page 12a of the bill, I find the same
figures, $2,325,149,836.24. We now propose to write off the eliminations which
are enumerated there amounting to $262,770,972.03. The question which was
just put is this: once you have recapitalized on the basis shown in appendix
No. 5, pages 13 and 13a of the bill, are you going to add from year to year the
deficits that may accrue if there are any deficits?

Hon. Mr. Howe: We have no cash deficits. Parliament votes the money
out of the consolidated revenue fund to make up whatever the railway loses.

Mr. Vien: There will be an appropriation of public funds under the
appropriation act each year to cover deficits, if any.

Hon. Mr. Howr: Correct.

Mr. Vien: It is proposed to keep the capital structure at the figures
indicated—

Hon. Mr. Howe: Yes.

Mr. Vien: —irrespective of surpluses or deficits.

Hon. Mr. Hows: No, no. If there are any surpluses we will apply them
to a reduction of capital or pay them to the government. Surpluses will either
be paid out as dividends to the government or applied against reduction of
capital.

Hon. Mr. Stewarr: 1 do not know whether the minister can answer this
or not, but I should like to clear it up. With respect to the deficits that have
been paid since the Duff Commission report by appropriation of parliament,
in the books of the Dominion of Canada they are a debit against the Canadian
National Railways from year to year.

Hon. Mr. Howr: No. They are paid from the consolidated revenue fund
exactly as the act says.

Hon. Mr. StewaArT: They are not charged up against Canadian National
Railways?

Hon. Mr. Howe: No.

The CHAIRMAN: You used the wrong word. They are not paid out of an
appropriation voted by parliament, they are paid out of the consolidated
revenue fund.

Hon. Mr. Stewarr: Paid by appropriation through the amounts appro-
priated. That is the authority for payment. They are paid out of the consoli-
dated revenue fund. Then, there is no debit in the books of the dominion against
the Canadian National Railways of the amounts so paid since the Duff Com-
mission report?

Mr. Vien: They appear in the appropriation act.

Hon. Mr. Howe: They are included in the estimates of the Department of
Transport.

The CrairmaN: They are paid out by special act of parliament. Gentle-
men, shall we adjourn until Tuesday and invite the Canadian Chamber of
Commerce to appear on that day? Is that satisfactory?

Some Hon. MEmBERs: Yes.

The CrarrMAN: We shall adjourn until Tuesday morning at 11 o’clock.

Hon. Mr. Howe: Make it 10.30.

The committee adjourned to meet Tuesday, March 2, at 10.30 a.m.
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MINUTES OF PROCEEDINGS

Tuespay, March 2, 1937.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government, met at 10.30 a.m., the Chalrman Sir Eugene
Fiset, presiding.

Members present: Messrs. Barber, Beaubien, Beaubier, Bothwell, Deachman,
Elliott (Kindersley), Ferland, Hanson Heaps, Howden, Howe, Kinley,
MecKinnon (Kenora-Rainy Rwer) McLarty, Maybank, Stewart, Vien, Walsh
and Young.

In attendance: Mr. V. 1. Smart, Deputy Minister of Transport and
officials of the Canadian National Railways, including Mr. S. J. Hungerford,
President, Mr. D. C. Grant, Vive-President of Finance, Mr. J. B. MacLaren,
Comptroller and Mr. T. H. Cooper, Assistant Comptroller; Dr. W. C. Clark,
Deputy Minister of Finance, Mr. O. A. Matthews of George A. Touche and
Company, Auditors of C.N.R. Accounts, and Mr. Henry W. Morgan, Chairman
of the Executive, Canadian Chamber of Commerce, Montreal.

The Committee resumed consideration of Bill No. 12, an Act to provide
for revision of the accounting set-up of the Canadian National Railways
System.

Mr. Henry W. Morgan was called. He submitted a brief, the original
copy of which he filed with the Committee and was examined thereon. He
also filed a memorandum entitled “Information shown in published accounts of
State-owned Railways of Australia and South Africa.”

The Witness retired.

Dr. W. C. Clark, Deputy Minister of Finance, appeared before the
Committee, and explamed several items of the public accounts.

The Witness retired.
- The Committee adjourned at 12.50 until Friday, March 5, at 10.30 a.m.

R. ARSENAULT,
Clerk of the Commattee.
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MINUTES OF EVIDENCE

House or Commons, March 2, 1937,
Room 277.

The Select Standing Committee on Railways and Shipping met at 10.30
o’clock. Sir Eugene Fiset, the chairman, presided.

The CuarMan: Order, gentlemen. I have a letter signed by the clerk of
the committee stating that Mr. Henry W. Morgan, chairman of the executive
committee, the Canadian Chamber of Commerce, will be present this morning.
I see Mr. Morgan is here. Will you kindly step up now, Mr. Morgan.

Hexry W. MorcaN, called:

The Cuamrman: Will you kindly give us your full name and title?

The Wirness: Henry W. Morgan, chairman of the executive committee of
the Canadian Chamber of Commerce. :

By the Chairman: .

Q. One of the members asked when your name was called at the last meeting
if you represented all branches of the Canadian Chamber of Commerce, or the
Montreal branch only?—A. All the branches, sir, in this way: the executive
committee is elected by all the branches at their annual meeting, and have power
to carry on the business of the Canadian Chamber of Commerce in the interim—
the executive committee have that power and do act.

Q. You did communicate with all branches of the Canadian Chamber of
Commerce before appearing before this committee?—A. Not on this particular
item.

By Mr. Beaubien:

Q. Have you the power to formulate national policies without consulting
the Board of Trade that have elected you as an executive?—A. No; policies of
national importance are always referred to all the boards of trade, but within
the policies laid down by the national convention the executive committee have
power to act.

Q. Is it your intention this morning to make representations to this com-
mittee in regard to this bill that is before the house, based on the opinions of
the executive of the boards of trade of the Chamber of Commerce?—A. No, sir,
it is the intention—I think now perhaps if I read my remarks it would make it
clear. But it is quite within the power of the executive committee as given to
us at the annual convention to act. Our policy in relation to sound public
finance comes under that heading and it is quite within our jurisdiction to act.

The CuamrMaN: Gentlemen, shall we hear Mr. Morgan? Sit down, Mr.
Morgan.

The Wirness: I want to express my appreciation and that of my confreres
of the opportunity given to us to address you this morning. My remarks will
be short, I hope they will be clear, and I shall be glad to file copies of them
with the committee so that they can have a chance of reading them.

i
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By the Chairman:

Q. Have you copies?—A. I have copies for everyone.

Q. Have you copies now for the members?—A. Yes, sir. I shall ask the
secretaries if they will be good enough to distribute copies of the remarks to
the committee and to the press. With your permission I shall stand as it will
be easier for the committee to hear what I have to say.

To the Chairman and Members of ‘
The Standing Committee on Railway and Shipping
of the House of Commons,

Ottawa, Canada.

Honourable Sirs,
Bill No. 12

The Executive of the Canadian Chamber of Commerce observes that Bill
No. 12, now before the Railway and Shipping Committee of the House of
Commons, is an act to provide for revision of the accounting set-up of the
Canadian National Railway System. With that portion of this bill providing
for the adjustment of the Capital stock liability of the Canadian National
Railways, there should be general agreement.

In view of the recorded statements of the Honourable, the Minister of
Transport, and the Honourable, the Minister of Finance, there should appar-
ently be no apprehension on the part of business, lest the amount of all moneys
received by the Canadian National system, will not be clearly set out on the
vearly balance sheet of the Canadian National Railways.

The Hon. Mr. Howe, for instance, assured the Railway Committee on
February 18 that:—

“From the inception of the proposed capital adjustment plan, it
has always been considered that the accumulated costs of the National
system to the Dominion since Confederation should be embodied in some
form in Public Accounts, as a perpetual record for all future parliaments
as representing the people of Canada.”

Moreover, on February 5, the Hon. Mr. Dunning stated in the House of
Commons:—

“The Minister (of Transport) has indicated that when the bill is
referred to the Special Committee, the most searching examination will
not only be permitted but invited, to the end that we may, if possible,
evolve a set-up, which will be realistic in so far as it relates to the
property as it now stands and at the same time will not disguise from
the Canadian people the amount of money which all down through the
years they have invested in this great railway undertaking.”

The Executive of the Canadian Chamber of Commerce welcomes these
authoritative assurances. First, because we believe with the Ministers that the
proposed adjustment of the capitalization of the Canadian National Railways
should not remove from the knowledge of the Canadian people the accumulated
costs of the National system. Rather there should be carried forward on the
balance sheet itself, a complete and continuous record of such accumulated
costs from year to year. Secondly, because the clauses of the bill, as now
drafted, do not make provision for that intended clarity, which both the Min-
isters and we emphasize. il

To carry out the expressed intentions of the government, therefore, it will
be necessary to amend the bill, so that no doubt will be left in the mind of
the layman that such provision has been made. The Executive of the Chamber
makes this submission in accordance with the principles of sound public finance
as approved by the Chamber’s general membership.
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Moreover, in the second place, the Minister of Transport added in the
House of Commons on February 5:—

“1 think in fairness to its private competitor that record should
be kept, and I believe a way will be found by the committee to set up
a record in a manner that will meet the suggestions which have been
made along that line.”

The Minister of Transport has intimated that the proper way of presenting
annually this complete financial picture rests with the Railway Committee.
We feel confident, therefore, that the committee will wish to see to it that
&nl fglzlcll:((iluate clause is inserted in the bill and the desire of the government thus
ful g
The foregoing is respectfully submitted.
May I add one remark before sitting down. I should like to give you some
information as published in the accounts of the state-owned railways of Aus-
tralia and South Africa. I do not intend to elaborate upon this; it is simply
filed for your information and study, but with your permission I shall read
the first page of it only. It is the financial statement of state-owned railways
of Australia and South Africa:

This booklet includes the latest published returns of the following
state-owned railways:

Australia
South Australian Railways,
New South Wales, Department of Railways,
Victorian Railways Commissioners,
Queensland Railways.

South Africa

South African Railway and Harbours.
These railways are conducted as monopolies directly by the govern-
ments concerned. Examination of the statement shows:

1. That in all cases interest is assessed on the capital invested by
the government in the raillways in computing the annual deficits. Rates
assessed vary from 3-8 per cent to 4:5 per cent.

2. That in all cases except one the accumulated surplus or deficit
from operation 1is clearly shown on the balance sheet. The Victorian
Railways, which is the exception, shows the complete deficit (this includes
interest on government capital) for the year only on the balance sheet.

In its further consideration of the proposed bill the committee will wish to .
take into consideration the fact that the Canadian National Railways is &
separate corporation and that there is no monopoly of railways in Canada. The
Executive of the Canadian Chamber of Commerce trusts that this information
which has been developed through its interim study of the question will assist
the committee in working out the necessary amendments to the bill to ensure
adherence to the principles of sound public finance.

That, sir, comprises our statement. I shall just file the statement of the
railways for consideration of the committee at a later date.

Q. You did not prepare any specific amendments?—A. No, sir; I feel that
the committee are in a better position to deal with that than the Canadian
Chamber of Commerce. We simply want to draw attention to that clarity
which seemed to be lacking in the bill as drawn.

By Mr. Deachman:

Q. T should like to ask Mr. Morgan if he would recommend the same prin-
5:1p!es in regard to other business corporations. Perhaps I can give you an
indication of what I mean. Some of our paper companies have recently gone
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through the wringer, to use a familiar slang phrase. I should like to ask if you
would recommend that in their statement of their future balance sheet they
should show all the losses up to the date prior to the reorganization?—A. Well,
Mr. Chairman, in answer to that I want to make quite clear first one thing, and
that is that I am not an accountant and I do not feel that I am competent to
discuss the way a balance sheet should be drawn up. But as a business man
and as a taxpayer of Canada I feel that the deficits and a clear statement of how
the railways are operating, the results of their operation for the year, the results
of their operations prior to that year and the accumulated deficits should be
shown so that I can understand it. I agree entirely with the remarks made in
regard to recording all previous mistakes to the people, but may I not suggest
that the same should apply to business corporations in general. For instance,
I may want to buy stock in a paper company to-morrow, and I ought to know
something of the history of that paper company. It seems to me if you accept
the idea in regard to public finance that it should contain a record of all mis-
takes which the public has made in a case such as this, we ought also to have
precisely the same in regard to private corporations; otherwise you have this
position, which is an impossible one. You are asking that the Dominion shall
be honest and state the history of all its past mistakes but you are permitting
private business to smother all their mistakes. I think so far as the Chamber
of Commerce is concerned I am submitting a suggestion here which should
receive very careful consideration.

Mr. Vien: But, Mr. Chairman, is that not exactly what takes place in
accounting in ordinary corporations? The cumulative profit and loss statement
comprises the accumulation of profits or losses during the history of the com-
pany, and unless a company is wound up its balance sheet contains—I am not
an accountant myself and I speak subject to correction—but until the company
comes to grief and goes into the hands of a receiver the balance sheet will con~
tain the net results of its profit and loss account. If {here have been accumu-
lated profits or accumulated deficits they will be reflected in the balance sheet
of the company.

Mr. BeauBieN: They do not carry them indefinitely.

Mr. Vien: They do.

Mr. DeacamAaN: If there is a recapitalization?

Mr. Vien: If there is a recapitalization on a new basis after a compromise
with the shareholders or the bondholders the company has gone into the hands
of a receiver or unless there has been an agreement between the creditors and
the company, which is equivalent to a voluntary assignment in bankruptey.
But if the company does not come to grief I should like to be shown that it can
write off any of its accumulated profits or deficits. In my opinion—and I
speak subject to correction, I am not an authority on such matters, and I seek
light rather than try to impose my view—it has always been my understanding
that the company’s profits or losses are accumulated in its profit and loss state-
ment and then reflected in the balance sheet.

Mr. DeacaMaN: Mr. Chairman, in effect what we are doing now is very
similar to going through a receivership. We have recognized the existence of
certain facts, the impossibility of the Canadian National Railways to meet its
obligation. Now, when Mr. Drayton made the changes which he made in the
budget of 1920, he stated his case quite clearly. He said:—

Beyond all question it is a matter of importance that the exact
position of the country’s debt should be clear. While the books are
correctly kept and the entries properly made, in my opinion some of the
investments cannot be characterized as active investments.

Later on he proceeds to suggest that these should be transferred into the inactive
column and this was done. It was a suspense account.
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Mr. Vien: Inactive column of what, of assets?

Mr. DeacamaN: They were transferred to the statement as inactive
assets. .

Mr. BorawgLL: Of the Dominion of Canada.

Mr. DeacHMAN: Yes.

Hon. Mr. Stewart: Not the railway?

Mr. DeacaMaAN: When they were transferred there they were regarded
as impossible of payment, and he states that in his budget speech. He regards
it as practically impossible for them to meet the obligation. That was in 1920.
At that time the obligations due to the Dominion government from the Canadian
National Railways were somewhere in the neighbourhood of $500,000,000. The
amount due to-day under the compound—and I was almost going to say the
confounded—method of keeping these accounts totals up to the stupendous sum
of $1,536,000,000; that is 1934, according to the Canada Year Book. Now, in
the circumstances we have to recognize these things are without value and they
ought to be written down. I agree with that; Mr. Morgan agrees with it, but
the only question is this: I should like to have a record in the annual state-
ment of what has been done, or a reference in each annual statement of the
act which we are now bringing before the house so that any man may look at
it at any time and see what has been done. But I submit, gentlemen, that
there is no double standard in regard to Dominion government accounting and
the accounting of a paper company; and when a reorganization has taken place
I submit in the new statement which is issued after the reorganization there
ought to be also an appendix stating what has been done. The difference is
this; You all agree—I think I am safe in saying that—in regard to the
Canadian National Railways that it is a proper form of accounting and the
honest way in which accounts should be made. All T am asking is that we
- introduce also and put into the form of legislation an act which states that
when a company has reorganized there shall be a record of what has happened,
or a reference made to the time at which it happened, and that a record of
that shall be available to anybody who wants to see it. It is only fair, if I
am going to buy stock in a paper company, that I should have a record of
their past history.

Mr. BeauBiex: You may not buy much stock.

Mr. Deacamax: The fact that there has been a reorganization does not
mean they are not sound now; it means they are sound, but in the matter of
honest business I suggest that to the Chamber of Commerce as being very
worthy of consideration.

Hon. Mr. Stewart: Mr. Chairman, may I ask the gentleman who has
just spoken to give to the committee the items referred to in the address on
the budget of Sir Henry Drayton, and what was done with them.

Mr. Deacuaman: He wrote down a number of items. Here is one item,
Canadian Northern Railway Company, $140,223.373.89. Is that, by the way,
still in the accounts of the Canadian National Railways?

The CHAIRMAN: Yes.

Mr. Deacaman: Certainly. Then there is Grand Trunk Pacific Railway
Company, $95,345,469.19, still in the accounts, recognized by Mr. Drayton at
that time, and transferred to inactive assets, considered as an item which would
never be paid. Then there is another one, Grand Trunk Railway Company—

Mr. BoruweLL: Is interest paid on these two?

Mr. Deacaman: Interest is undoubtedly paid on these to-day.

Mr. SmarT: No.

Mr. Warsu: That is not an accurate statement. Interest was only paid
on the advances made by the government.
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Mr. Deacuaman: All right; we shall leave that. Then there is tixe item
of the Grand Trunk Railway Company, $1,148533.33. :

He further says:—

Assets which are not readily convertible, as the specie reserve is,
or are not interest producing, are not such assets as ought to be deducted
from the gross debt. They are inactive, they are items of such a char-
acter as might well be placed in a suspense account.

How much suspense is there in regard to these items here? They must be
written off.

The Wirness: There is a very great difference between a private company
and a government in the matter of writing off the assets. In the case of a
private company which goes into liquidation, as we know, the shareholders lose
their money and any equity in that company, and the company is reorganized
and starts afresh with fresh capital and a new start for its operations. Now,
in the case of a government, the people of Canada, no matter what they do
with the Canadian National balance sheet, still have to pay the amount that
has been guaranteed by the government on the railway situation and on the
advance the government has made to the railways; and, therefore, whereas it
is quite appreciated that a new set-up for the Canadian National may be quite
correct, all I am trying to submit is that we show in a footnote, or in some
manner which you are better able to judge and work out than we are—I do not
propose to make a suggestion—but the footnote should show the yearly deficit
and the accumulated deficit so that I as a taxpayer or as a business man in
checking up the balance sheet of the Canadian National Railways will be able
to see exactly the situation for that year and previous to that year.

By Mr. Bothwell:

Q. What particular benefit is to be derived from having these accumulated
deficits set out in the annual report of the Canadian National Railways so long
as they are in the public accounts of the Dominion of Canada?—A. I would
say that in taking up the railway situation you see the public record of the
Canadian National Railways for that year, but it does not show what has
happened previous to that, and I think it is very likely that we will see—shippers
and other business people will see that the Canadian National has made, perhaps,
a profit, or has no defieit, or it has made a good showing on the year’s operation,
and you will forget the other years. Then you will have applications, probably,
for lower freigh trates. You will not have a true picture of what the Canadian
National Railways have cost the taxpayer. I believe it is necessary that the
Canadian taxpayer have before him the amount of money that he has put
into these railways.

Q. If you as representing the Chamber of Commerce have come to the
conclusion that the accounts of the Canadian National Railways should be
written down and readjusted in some manner, and a record is going to be
kept of that in the public accounts, do you believe it is in the interest of the
general public of Canada that the losses which have been sustained on the
Canadian National Railways should be flaunted before the people of Canada
forever, without having to go to the ‘infinitesimal trouble of looking up the
public accounts of Canada?—A. I do emphatically, because we want to know
exactly what the Canadian National Railways has done and what it has cost.

By Mr. Young:
Q. Does Mr. Morgan intend this brief to be a eriticism of the action taken
with respect to deficits of the Canadian National Railways by the government
of Canada and the parliament of Canada in 1932?
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Mr. Warsu: Before that question is answered—
Mr. MayBank: I rise to a point of order—
Mr. Warsm: I will ask the gentleman to keep his sea’ until I am through.

Mr. MayBank: Let me state my point of order. I would like the witness
to answer the question, rather than his counsel.

Mr. Warsa: I am no counsel. The suggestion is that the government of
Canada in 1932 did something whereas it was the trustees of the railway com-
pany that did something. ,

Hon. Mr. Hows: You are quite mistaken.

The Wirness: Dr. Young, I find it a little difficult. I am afraid I cannot

answer your question. You are referring to a previous statement. I am not -

here to discuss the financial set-up or what did take place in 1932. I am here
as an ordinary layman to ask that clarity be given to this bill, and that is my
whole point. I am not here in the spirit of criticism, but rather in the spirit
of constructive suggestion. The bill has many points of merit which we do
not object to in the slightest.

Hon. Mr. Howe: Do you take the view that if the government loses money
that that should not be considered as a loss? For instance, if the railway loses
money every year do you say that should not be treated as a loss, but as a
funded debt? You would not usually destroy the bonds. Is that the position
that big business would take?

The Wirness: No, it is not.

Mr. Youna: I take it that there was no ecriticism of the action taken by
the government and the parliament of Canada in 1932 with respect to the
deficits of the railway?

The Witness: If I said that, I simply say I am not in a position to answer
that question at the moment.

By Mr. Deachman:

Q. Your suggestion was that sinee the government was handling this situa-
tion, if money was lost there ought to be some statement revealing to future
generations what has happened. What is wrong with my suggestion that if in
a private corporation money has been lost by the investor it has really been
lost by the people of Canada, and that in the interests of intelligent judgment
future purchasers should have the record made available to them. Should there
not be scme indication in the annual statement? It would favour sound invest-
ment in the future and ought to receive the support of the Chamber of Commerce.
So that in the future T am able to go to that balance sheet of 1935 of, we will
say, the Fraser Paper Corporation, or whatever its name happens to be, and
find that a reorganization had taken place and the capital written down. Surely
that iz something I can receive support for from such a body as the Chamber
of Commerce. It would be support of an honest statement giving the history
of past business?—A. I say that you as an investor and I as an investor in a
private corporation doing business in Canada would naturally for our own pro-
tection investigate the history of a company we were going to invest in. That
history would show when the corporation had gone into liquidation, that its
liabilities were such and such and when its reorganization took place. In this
case we cannot do that because the government has not gone into liquidation.

Mr. Beausien: Suppose I go into the bond market to buy a bond of a
paper company as an ordinary man, I do not take the time to go into the
history of that company, when it was reorganized, and I believe 90 per cent of
the public do not.

Mr. Deacaman: That is absolutely true.
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The Wirnnss: The investor will for his own protection know what he is
investing in. : Ty 3

Mr. Deacaman: Why not give him a hint as to where he could find the
information?

The Wrrxess: I have no objection.

By Mr. Young:

Q. There is another side to this. Bound up with this whole railway problem
which has been accumulating over a quarter of a century there is a great publie
policy. The Canadian National Railways to-day is as it was taken over by the
government—I was not in the house at the time, and I have no ecriticism of the
action that was taken—but they took over a situation which actually existed.
Private railways were doing certain things and they were receiving government
support, and the thing which they were doing was opening up this great country.
We must recognize that while there is a deficit shown here there is a great public
asset represented in the opening up of this great country. Now, would you
suggest that to offset some of this deficit there should be placed in the same
balance sheet that great public asset which has been set up and served by the
opening up of this great country, and when you are putting on one side the
difficulties which have arisen you must not forget that they arose in the doing
of something which was undoubtedly and is, I think, admitted by all in the
interest of the country as a whole. So while you are suggesting that we keep
up this horrible example, as I might call it, on the one side, perhaps you will
be prepared to consider the question of public policy?—A. I quite agree with
you. There is no question of doubt in any of our minds as to the benefit which
the railways have been in opening up this great dominion, but that is a difficult
thing to put down on a balance sheet. If we keep before us what the cost has
been, ordinary common sense is going to lead the ordinary taxpayer to appreciate
that against that cost he has got certain indefinite and intangible assets.

Mr. Kincey: I think there is a great difference between public and private
business. Public business is business for service while private business is business
for profit. In this situation which we have before us the people of Canada are
in a dual position. If a private industry fails the stockholders lose out and the
bondholders will take the position of creditors. If we were a private company
the president would try to find out how they could make profits enough to make
the company pay. The Canadian National Railways are not doing that. They
are giving a service to the people of Canada. If they could raise their freight
rates and charge the people more they could make a better position for them-
selves, but they are giving the people of this country a chance which they would
not have if this were a private company, because as a private company they
would be entitled to make profits. For that reason I think we should make a
clean sweep, bury the past, and if we need preserve it, put it in the archives so
that future generations may see what we have done. ,

Hon. Mr. Howe: The only discrepancy between the views of the committee
and the views expressed by Mr. Morgan is that there should be carried forward
in the balance sheet itself a complete and continuous record of such accumu-
lated costs from year to year. Now, the purpose of this legislation is to wipe
out duplication between the balance sheet of the railway and the balance sheet
of the owning corporation, the public accounts of Canada. Now, do you think
it is good business to fog this balance sheet—to attempt to do it—because your
statement would not mean a writing out of the balance sheet; it would mean
writing into it? All we are doing is taking the legislation of 1932 and making
it retroactive. It is not our legislation at all; it is another government’s
legislation.
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Hon. Mr. Stewarr: Now, you have started a big question. You are going
a lot further than was proposed. ;

Hon. Mr. Howe: No. I do not think so.

Hon. Mr. Stewart: You are going a lot further than was proposed by the
legislation or whatever was enacted in the legislation of 1932 which simply
takes the annual deficit and puts it into the consolidated—it is paid into the
consolidated revenue fund, that is all.

Hon. Mr. Howe: We are going back of the history and doing it all the
way back.

Mr. McLarry: We are doing what I understand the Duff Commission
‘recommended to be done but stated that was not the appropriate time.

Hon. Mr. Stewarr: - The Duff Commission recommended a lot more than
that.

Mr. WarsH: I want to apologize to my friend Dr. Young. I was confusing
the method of mecting the annual deficits by having them voted by parliament
as initiated in 1932, with the elimination of the interest charges for these
advances from the balance sheet in 1935. The former was done, I understand,
on the recommendation of the Duff Commission acted on by the government
that was then in power, an action with which I am in complete disagreement
although, I think, probably, other members of the committee find themselves
in the same position. I feel very happy to find myself in almost complete ‘agree-
ment with my friend Mr. Deachman in relation to private and public companies.
Although the commission has nothing whatsoever to do with the private com-
panies and their way of dealing with losses, yet I feel with Mr. Deachman that
we should do something in connection with railway accounts so that the profit
and loss statement and consolidated balance sheet should always show the true
picture to the public of Canada. As Mr. Morgan has pointed out this could be
done by a footnote or otherwise showing the complete investment of the public
of Canada in the railway. Now, that is the main point for which I am con-
tending. My main opposition to the present bill is based on the premises that
this bill more than ever ceases to make the consolidated balance sheet of the
Canadian National Railways a true picture of the actual conditions of that
railway, and those are the two points for which I contended at our last meeting
and for which I contend at the present time.

Some member of the committee paid me a very graceful tribute in sug-
gesting that T was counsel for the witness or the Canadian Chamber of Com-
merce. 1 think the president of the Canadian Chamber of Commerce will
agree with me when I say that outside of an exchange of Christmas greetings
last year we have not seen one another nor have I been in collaboration with
any member of the executive or with any other person connected with the
Canadian Chamber of Commerce. But I am very happy to find myself in com-
plete agreement with their suggestion, and their suggestion which has been very
carefully put before us by their chairman bears out the statements I endeavoured
to make at the last meeting. I am hoping that this committee in the end will
see its way clear to adopt some amendment relative to the consolidated balance
sheet of the Canadian National Railways so as to show a true picture. I do
not care whether you create a securities trust corporation and I do not care
what you put into that corporation so long as we maintain that complete
picture in the consolidated balance sheet of the Canadian National Railways.

Mr.-Beausien: Would you be in favour of all railway companies in
Canada putting in their balance sheets what they have received from the
Dominion government in the way of loans, subsidies and so on? I understand
the railway companies have received great tracts of land in this country and
have made a great deal of profit out of them.

.
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Mr. WaLsH: I understand, of course, that those lands and other grants
were given to all railways in their initial stages, and some of those grants are
represented in the railways that the Canadian government has taken over—
the Canadian Northern in particular.

Mr. Beauvsien: Would you be in favour of having them placed in the
assets every year?

Mr. Warsu: You are referring, I presume, particularly to a privately-
owned railway company that has received some assistance. Of course, we are
not concerned very much with how they make out their balance sheet except—

Mr. Beausien: Certainly we are.

Mr. WaLsu: Except in so far as they must comply with the law. The
law compels them to show, as it does any other corporation, their real
condition, and they cannot do otherwise than show their real condition.

Mr. Deacaman: They should show their real condition after this
reconstruction has taken place. - That represents the real condition of the
Canadian National Railways. :

Mr. WaLsu: I do not know whether I have the support of other members
of my party in this respect, but I do not believe that the present bill even
goes far enough in breaking down the capital structure of the Canadian National
Railways. I would have no objection to breaking down the capital structure
of the Canadian National Railways to reasonable proportions, providing always
that we have the consolidated balance sheet of the Canadian National Railways
giving us the exact condition of that railway from the beginning of time.
Now, I can say that we have made tremendous progress this morning.

The CuamrmaN: I think we might make more progress if we considered
the bill clause by clause.

Mr. MayBanNk: As I understand it, what the witness is after is to get
some sort of statement into the balance sheet which will show that that is not
the true picture. Consider the paper company to which Mr. Deachman
referred. He said, supposing that such and sueh a company becomes reorgan-
ized should there not be upon the balance sheet of that company something
to intimate to me that a reorganization has taken place and something about
the reorganization so that I can get a pretty fair picture from the published
reports of the reorganized company showing the amount of money, perhaps,
which because of the bankruptcy was formerly taken away from the various
members of the investing public? Now, as I understand the witness, that is
not quite what is desired, but simply an intimation to the public that this new
balance sheet that we are propounding is not the full story of the Canadian
National Railways—in fact, that there should be an intimation between 1867
and the present time that there has been quite a bit of history written around
the Canadian National Railways which is not to be found in that balance sheet.
As a matter of literature that might be all right. From the viewpoint of the
writing of balance sheets it might be a good idea that all balance sheets should
tell the story about the past history of companies. It would seem, from what
has been said, that it would be quite sufficient if on this balance sheet—this
new balance sheet—we were to record, “the above is not the full story because
there was a reorganization of this company in 1937; there likewise were other
steps taken with relation to the finances of this company in 1932 and in other
years.” That would seem to answer the purpose with a further note, “And the
facts relative thereto can be found in the public accounts of the Dominion of
Canada.” We might then go further and say that in act number so and so—
whatever bill No. 12 will become—will be found various schedules of debt
liabilities which used to be written into this balance sheet but which in 1937
we found to be ridiculous and, therefore, we discontinued them. That state-
ment might appear at the end of the balance sheet. In fact, there might be a
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very long story of that nature. When the witness is advocating telling some
of the story, surely he would be willing, to be consistent, to advocate telling
the whole story in connection with the Canadian National Railways. Weave
into it the aspect of the railways introduced a little while ago by Dr. Young
including the story of the Intercolonial and its aid to confederation. That
might also be put into the balance sheet. Surely the Canadian Chamber of
Commerce, if it wants the whole story would not be advocating that. If it
is, T would like to hear it, but if it is not advocating that it is advocating
putting into the balance sheet something very considerably less than the truth.

To me this whole argument this morning has an air of unreality. The fact
of the matter is that we want to get a lot of dead weight out of this balance
sheet; because some people—say unserupulous people—are deliberately making
use of it. The fact that this story of the balance sheet as it has hitherto existed
does not really give a proper picture of the railway is a fact upon which people
are seizing from time to time in all sections of this country to damn this road.
Now, we want to get this railroad into such a position that people can see, not the
whole history of this railway, but rather what this parliament considered was
a fair capitalization of it and one upon which it could be expected to show a
measure of success year after year. Probably this is not the final reorganization
of this railway. These accounts may still be too high. For to-day at any rate
it would seem to be clear that these items in the schedule should not any longer
be charged. That seems to be the purpose. My idea in wanting to see these
accounts written down to reasonable proportions is to prevent the unserupulous
use of the accounts of the Canadian National Railways by persons who have
particular ends to serve and who are not connected with the good of the Cana-
dian Neutional Railways. Of course, it goes without saying that in these remarks
I am not including the witness.

Mr. Vien: It might be interesting to know to whom the hon. gentleman is
addressing his remarks.

Mr. MayBaxk: I have no doubt it would be interesting to know that and
were there time I might proceed to tell the committee, but I do not think it is
necessary. Not only that, but T believe that most people about these houses of
parliament know already without my telling them. Consequently there will be
no need to go further into that. I think the sooner we arrive at a point where
it will be a little less easy to do as I have suggested some people in this country
are doing the better it will be for this railway and for Canada.

Hon. Mr. STEWART: As one lawyer to another, may I say to my friend who
has just spoken that the parallel which he seeks to draw between the private
company and the Canadian National Railways, I think does not exist.

Mr. MayBaxk: I did not seek to draw any parallel.

Hon. Mr. StEwarT: You were comparing what might be done by a private
company as to history. You see, we regulate that by provincial legislation,
and when a company proposes to sell stock, under the laws of most of the
provinces, it must issue a prospectus and the prospectus must contain exactly
what the law of the province states must be sent out. Now, this is an entirely
different matter. The Dominion of Canada is dealing with one of its own assets,
the Canadian National Railways, and the last part of my hon. friends argument
as to writing down this capital to have some relation to value is what the Duff
Commission recommended; but it cannot be suggested by the wildest stretch
of imagination that that is what we are doing. We are not doing that to bring
it intto relation with the earning value of this company, with the value of its
assets.

Mr. BoraweLL: We are taking a step in that direction.

Hon. Mr. Stewart: I do not know about that. You are not doing what
the commission recommended; you are not putting it on the basis that the gentle-
man who has just spoken says it should be put on. That may be very desirable,
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but that means going very much farther than this. That gentleman speaks about
the enemies of the Canadian National Railways. I do not know whether he
desires to suggest that any person who criticizes this bill is an enemy of the
Canadian National Railways. :

Mr. MayBank: No. -

Hon. Mr. Stewart: Then, I do not see the relevancy of his remark. I am
just as good a friend of the Canadian National Railways as the hon. gentleman
who has just spoken, and anything that can be done to put that railroad on a
better basis will have my hearty support. I come from a railway town, I know
the railway men and I know their problems and their difficulties. I am interested
in the Canadian National Railways. But again I want to point out that this

‘bill, if enacted into legislation, will not add one dollar to the revenue of the

railway, will not decrease its operating expense by one dollar.

Mr. DeacamaN: Are you opposing the recapitalization?

Hon. Mr. StewarT: My position will be perfectly clear when I get through.

Mr. DeacuavMAN: Thank you.

Hon. Mr. StEwART: As I have said, it does not add anything to the revenue;
it does not decrease the deficits, and it does not affect the rate structure. It does
not reduce it, and it does not really seem to help the situation from the stand-
point of those who are anxious to help the railway. There are certain features
of this billll about which there is no controversy and to which we have no objeec-
tion at all.

By Mr. McLarty:

Q. May I ask Mr. Morgan one question to clear the matter up in my mind?
The suggestion made in the brief is that if these items which are being written off
as liabilities from the balance sheet were carried in the balance sheet in that
way the effect would be largely to nullify any benefit that would be derived from
this bill. I think in your later suggestion you stated that some notation might
be needed as a footnote, simply referring to this bill when it became an act, and
a brief statement that the capitalization was modified by reason of act so-and-so
of 1937. Is that your position in connection with it?—A. It is partially what I
want to say.

Q. May I ask this question? A statement of the deficits since 1932 has been
carried in the consolidated revenue A. Yes.

Q.—footnote, showing what the accumulated deficit has been and what the
deficit is for that year—A. Not the specific figures with reference to the capitali-
zation.

Q. The specific figures of what the accumulated deficit has been and what it
is for that year. I feel it is going unnecessarily far, if we have reference to the
specific legislation by which recapitalization was effected. Anyone who was
sufficiently interested can easily obtain that information because it is available
in the public accounts—A. On the other hand—

Q. T think you will admit such a thing is never done in the case of a private
corporation—A. No; but a private corporation would go into liquidation;
whereas the public of Canada still own that railway that still owes the money.

By Mr. Maybank:

Q. Does not your proposition come down to this: recast your capital strue-
ture and at the same time on the same page or near it leave it cast precisely as
it was before?—A. No; it does not. Recast your capital structure, if you want
to use that; but don’t fool yourself or fool the public.

Q. It won’t be fooling ourselves—A. You fool nobody, but let us show
what the total defieit is to be, and what the deficit is for that year. It is not
very much, but it is clear to everybody—
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By Mr. Deachman:
Q. What is the object of that?—A. So that when you are looking at the
balance sheet of the Canadian National Railways we will see what it has cost us.
Q. Why not apply the same thing to my friend the paper company so that
when we look at the balance sheet we will see what it has cost the people of
Canada? I cannot distinguish between the people of Canada and the govern-
ment. We are not indissoluble; we are not the same thing.

Mr. MayBank: Not indissoluble, no.

By Mr. Kinley:

Q. Mr. Morgan, after all, in a private business costs do not count; it is
values that count, is it not?—A. Yes.

Q. We are dealing with values. The intent of this bill is to eliminate these
things from the statement that have no value. Now, why not make a clean job
of it instead of doing it with one hand and spoiling it with the other. The bill
is clear to anybody who wants to see it and read the statement in the future. Do
not forget, it seems to me that the bill is clear—A. In reply to that, Mr. Chair-
man, let me say that I do not agree with the fact that the bill is clear. If any-
body can make out what the balance sheet of the Canadian National Railways
is, unless he is a chartered accountant, by reading this bill as drawn, he is more
than an ordinary business man or more than an ordinary taxpayer; because it
may be very clever and probably is very clever accountancy, but I am sure I
cou%d not understand the result of the thing and I doubt if very many people
could.

By Hon. Mr. Howe:

Q. What is it you cannot understand?—(No audible answer.)

Mr. Heaps: The business people of this country very often have sug-
gested to us in parliament that we should run our business in a businesslike
way. I quite agree with a good deal of that, Mr. Chairman, but I feel in regard
to the Canadian National Railways they are asking something different. Now
we are being asked to make a special entity out of the railways and not run
them in accordance with what we might call ordinary business ethics. For
instance, the Canadian National Railways in the first place are not in the same
position as a private concern. We all readily admit that. When they were
taken over by the government it was a question of whether they should go into
bankruptey or whether the government should take them over. I think if people
at that time could have seen what has happened since then probably the gov-
ernment would not have taken the railways over but would have allowed them
to go into liquidation. The government took over the railways and took over
the huge liabilities. The government cannot do what a private business concern
can do for the simple reason that to-day the bonds are guaranteed by the gov-
ernment. In the case of a private corporation during a time of depression the
private corporation or a great many private corporations do not have to pay
interest on their bonds or on their shares. The government because of the
guarantee by them were compelled to pay interest on all these bonds. If the
government to-day were in the position of a private concern and did not have
to meet its interest obligations its balance sheet would be probably no different
from a great many balance sheets of other business concerns during the past
few years. According to the railway report that we have the interest charges
alone on the bonds guaranteed by the public of Canada, apart altogether from
the other interest charges, amount to over $50,000,000 per year.

Mr. Vien: They are not shown.

Mr. Heaps: Shown in the report of the C.N.R.

Mr. Vien: I do not believe so.
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Mr. Heaps: On page 19 of the annual report of the Canadian National
Railways is shown the following: “ Interest due public on long-term debt,
$53,468,792.22.” :
'Mr. Vien: To the publie.

Mr. Heaps: Interest to the government is also shown, I think, in another
part. :

Mr. WarsH: It was eliminated last year.

Mr. Heaps: Interest to the public which is on guaranteed government
bonds. If we were in the position of a private corporation we probably would
not need to pay that interest charge on those bonds and a good deal of the
deficit which we are compelled to show year after year would probably not be
shown in the balance sheet.

Mr. Vien: Why not?

Mr. Heaps: For the simple reason that we would not pay interest on the
sounds like a private company.

Mr. BeauBieN: The company would not earn them to pay them.

Mr. Heaprs: Yes.

Hon. Mr. StewarT: It would be a liability.

Mr. Heaps: In any case, private companies do not pay past dividends.

Mr. Vien: Dividends and interest on bonds is a very different thing. If
it is the guaranteed interest on preferred stock it might not be shown; if it is
not cumulative it could not be shown as a debt, but the unpaid interest on bonds
outstanding must be carried ias an unpaid liability.

Mr. Heaps: Yes, but a large number of shares have been issued which are
almost equivalent to capital on which there has been no interest paid.

Hon. Mr. Stewarr: It is a dividend. That depends on profit.
Mr. Heaps: Well, if there are no profits the private company does not pay.
Hon. Mr. Stewart: No liability on stock—

Mr. Heaps: We are creating a very fine dividing line. All we can say
from a dividend standpoint is that these interest charges are not met, and
because it is the government we are compelled to meet them. In that situation
we are in a completely different position from that of a private company, and
consequently we have carried for years back in our balance sheet accumulated
deficits which a private company probably would not have shown. In that
respect I say we are in a completely different position from a private company.
Now, as I understand it, what this bill attempts to do—and I think we are
losing sight of that fact—is to prevent duplication as between the government
accounts and the railway accounts. In that respect I think everybody ought to
be agreed.

Mr. Viex: We do agree.

Mr. Heaps: If we are agreed I do not see what all the discussion in this
committee is about. I think the bill ought to be approved so that the railway
can get down to a sound basis so far as its capital structure is concerned. So
far as the past deficits are concerned I believe everybody knows what they
really are. I agree with some of the statements made by my hon. friend, Mr.
Stewart, that it is not going to" affect the railway to any great extent in regard
to its operating deficits or operating costs. I do not think it is going to have
any great effect in that regard. 1 think from the standpoint of clarity as
between, shall I say the double debt of the railways and the double debt of
the government, there has been such a conglomeration of accounts it has been
almost impossible in the past to understand what they are. If this bill improves
that situation, and I understand it does improve it by clarification, then I
think the bill is well worthy of our support.
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M. Vigx:. Mr. Chairman, T hope ‘when we speak: to this bill in. this

committee we shall not be subject to insinuations that we are either opposing
the bill or fighting the interests of the Canadian National Railways on any-
body else’s behalf. We are here in this committee trying to do exactly what
the Minister of Finance and the Minister of Transport said in the house. The
Minister of Finance in the house said this:

When the bill is referred to the special committee the most searching
examination will not only be permitted but invited, to the end that we
may, if possible, evolve a set-up, which will be realistic in so far as it
relates to the property as it now stands and at the same time will not
disguise from the Canadian people the amount of money which all down
through the years they have invested in this great railway undertaking.

The only purpose of this committee is to try to study the draft that is being
submitted to it to see whether this will have the effect of helping the manage-
ment, properly to carry on, and at the same time help the Canadian people at
all times to have before their eyes a true picture of the situation. Some people
say, “why don’t you scrap everything that you cannot carry and forget about
it?” Well, that is exactly what we do not want to do. We want those who will
come after us to know what we have done with their railway property. We
are only trustees, and we should not act in such a manner as to cloud the true
facts. It may be a good thing to revamp the book-keeping and the aceounting
system of the Canadian National Railways so as to eliminate from the balance
sheet certain items that should be transferred somewhere else. If there is
duplication I want to state that I for one want to change it. If there is any
duplication as between government accounts and the railway company’s accounts
which appear to encumber the railway and the government with the same
indebtedness twice, I do not believe that any one reasonable man can stand up
and suggest that it should continue. But it is exactly how the last sitting of
the committee concluded. We came to that very point. As Mr. Morgan has
mentioned, it is not easy for a layman in reading the public accounts or in
reading the financial statement of the railway itself to find the true story. It
was with that end in view that we asked Dr. Clark to come here this morning;
and I should like, Mr. Chairman, if I am in order, to ask that Dr. Clark be—

The CHAmrMAN: If there are no more questions to ask Mr. Morgan—
Mr. KinLey: May I ask one more question.

Mr. Vien: I should like to finish my phrase, at least. —asked to tell us
the history of the financing of the Canadian National Railways and its
component parts as reflected in the public accounts and as reflected in the
present statement of the Canadian National Railways with the view of finding
out to what extent we can agree with the present bill.

By Mr. Kinley:

Q. Mr. Morgan, your remarks were along the line that the people of
Canada should know. I think there is another aspect to this case and a very
important one. May I ask you this: do you think that this bill as drafted is
unfair to competing private interests in Canada?—A. Mr. Chairman, in
answering that I think first there is one point that we ought to bear in mind
and that is, I have heard it stated—it is very generally stated in this
committee and throughout the country as a whole—that we have a private
corporation and the Canadian National Railways. I do not think there is
such a thing as a private corporation.
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Q. I agree with you. One is just as much public as the other—A. Yes.
After all any company that has its stock on the market you and I can go and

buy and we can go and sell—and there are thousands and thousands of share-

holders in this country and other countries—is not a private corporation in my
opinion.

Q. If the other railroad got into trouble to-morrow we would have to save
it—A. That is just a point we ought to bear in mind.

Q. My question is do you think that this bill imperils or is unfair to the
competing private industry—I will say, to the other railroad?—A. I do not
think that I should like to answer that.

Q. You find it a little difficult to answer?—A. May I put it this way; we
are dealing with bill No. 12, which is in respect of the Canadian National Rail-
ways. As long as we bear in mind that we are keeping our own public informed
of exactly what the true situation is in regard to that railway, then I think that
we have accomplished our purpose.

Q. You would not regard it as taking advantage of the other system?—
A. I do not know that one has any relationship to the other at the moment.

Q. Oh—A. In this bill—naturally the other system is the most important
factor in the railway situation of Canada. I agree with you that bill No. 12 is
not directly affecting the other railway in respect to its operation.

By Mr. Deachman:

Q. There is another question that I should like to ask you. Has not the
C.P.R., speaking of private corporations, written down its investment in the
Sault line? Is not there somewhere a parallel between the dominion government
writing down its investment and the Canadian Pacific writing down its invest-
ment?—A. Again I am going to fall back on my opening remarks that I am
not a chartered accountant, not even a good accountant.

Q. I was quoting— —A. I do not want to get into an argument along those
lines.

Q. I was quoting from a statement I have, which is the annual report of
the C.P.R. for the year ended December 31, 1935, in which the following appears:

“A further appropriation of $4,000,000 was made to provide for
possible writing down in the future of your companys investment in
controlled railways in United States. The reserve for this purpose is
now $16,000,000.”

1 suppose you might say they were transferring a certain amount of the inactive
assets, because the statement is, “the reserve for this purpose is now $16,000,000.”
There has been some writing down there.

By Mr. Bothwell:

Q. I should like to ask Mr. Morgan another question. I presume your
executive have gone through this bill carefully-and considered the various items
that are to be readjusted. Have you any complaints to make on any of those
items that it is proposed to write out?—A. In answer to that question, Mr. Chair-
man, I may say that we are not taking exception to the bill as a whole; it is
just that we want a clarification in the bill.

Q. I'am to understand that so far as you are concerned you are taking no
objection to the readjustment as set up in the bill except— —A. That is it.

Q. The only thing then is that you want the balance sheet of the Canadian
National Railways each year to set out the accumulated deficits and the picture
of the railway.—A. That is it exactly.

Mr. BoraweLL: Mr. Chairman, it seems to me that the whole situation
has narrowed down to a very small one. It seems that the minister in intro-
ducing this bill is of the opinion that the adjustment should be made and that
accounts should be kept in the public accounts of Canada. The other question ™
then seems to be, in order to apprise the public, whether at the bottom of the

<
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annual statement of the Canadian National Railways we shall insert an item
that the record of the Canadian National Rilways can be found in the public
accounts of Canada or shall we put in there: the following is a statement of the
accumulated deficits.

The Wirness: That is it.

Mr. BoraweLL: It seems to me there is only one question, and that is
whether you are going to have that set out exactly in the balance sheet or simply
have a note that you can find the actual facts some place else. I can scarcely
conceive of the Chamber of Commerce going to the expense of gathering informa-
tion that is compiled in this literature placed before us this morning in order
to bring to our attention that one little fact, that one little difference of opinion.

Mr. Vien: I would suggest that it should be more than a footnote. I
would suggest that it be an appendix, carrying the figures. With respect to
Mr. Deachman’s questioning of Mr. Morgan I should like for the purpose of
completing the record to ask Mr. Morgan this question: do yeu find a differ-
ence between a company writing down its assets or inventory, value of its
assets or inventory and a company writing off its indebtedness?

The Wirness: Yes, of course. In the case of the Canadian Pacific
writing down the value of the Sault lines it is simply reducing the inventory,
its assets.

Mr. Vien: Yes.

The Wirness: In the case of this recapitalization it is writing off the
indebtedness of the Canadian National Railway Company.

Hon. Mr. Howe: It is an exactly parallel case. The present company in
one case is the Canadian Pacific Railway and in the other it is the Dominion
government. The Dominion government found it necessary in one case to
advance a certain amount of money for deficits and other money to replace
capital that was lost. In each case they are writing it off. It is a proper
thing in both cases.

Mr. Vien: I agree with respect to public accounts. If we were dealing
with public accounts of the country, writing down the amount of the assets
with respect to loans made to the Canadian National Railways, it would be
so. It would be a parallel case with the Canadian Pacific reducing the value
of the Sault line on the assets side of its balance sheet; but we are dealing
with the Canadian National Railway Company and its annual financial state-
ment. I see a certain difference, and I speak subject to correction on this
point. I think there is a fundamental difference between writing off the
indebtedness of the Canadian National Railways and writing down either in
the public accounts the value of the loans made to the Canadian National
Railways shown as accounts receivable, or the value of your inventory on the
assets side of the balance sheet.

Mr. DeacamaN: I suggest we form the Dominion government into a
private corporation; then we could do what we liked.

Mr. Vien: I do not believe it would lead us very far. I now go back to
Dr. Clark.

By Mr. Walsh:
Q. I want to ask Mr. Morgan a question. Mr. Morgan, as president of
the Chamber of Commerce of Canada— —A. Chairman.

Q. —you recognize that the amount of money involved is roughly
$1,800,000,000, and of that amount $690,573,400 is represented in actual cash.
Now, your organization has no objections to clearing off the books of Canada
and the railway the balance of that $1,800,000,000 that is not represented in
cash; is that right?

The Cuamrman: He said so, in writing.

33003—3
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By Mr. Walsh:

Q. What you are eoncerned with is what we are doing with the $690,000,000
of cash advanced by the government—A. Well, I have not got the statement
in front of me, Mr. Walsh, but I do not want to get into any discussion and
I do not feel competent to get into discussion on the actual way the balance
sheet should be drawn. I am speaking again as a layman, and let me just
refer back and stick to that point. I do not feel competent to discuss the
balance sheet in any other way.

Q. I am very much more of a layman than yourself. There is this point
I want to get perfectly clear. Your organization has no objection to wiping off
or writing off, shall we say, which is a better term, anything that does not
represent actual cash?—A. I think that is so.

Q. Now, may I ask you this question: has your organization in.preparing
this memo. that you have submitted this morning, had the benefit of the advice
of an expert accountant or statistician or economist?—A. Well, Mr. Walsh,
we have a number of them; but the exeeutive of the Canadian Chamber is
composed of business men. This has been their idea. To try to put before
you a very simple point of view and say that we simply want clarity in the
statement of the Canadian National balance sheet which I do not think is
there now, and which would not be difficult to get.

Q. You make this statement in your memo. submitted to the committee:
“first, because we believe with the ministers that the proposed adjustment of
the capitalization of the Canadian National Railways should not remove from
the knowledge of the Canadian people the accumulated costs of the National
system. Rather there should be carried forward on the balance sheet itself, a
complete and continuous record of such accumulated costs from year to year.”
That is the unanimous opinion of your executive and you feel it is the opinion
that would be borne out if you submitted that question to the various boards
of trade that you represent here this morning?—A. As far as I can—

Q. In other words that is the accumulated opinion of all the boards of
trade from one end of Canada to the other?>—A. I would say we represent, and
I can only deal with our representation—it has not been submitted to the
various boards of trade, because after all we did not feel it was a thing we were
justified in submitting. The ministers’ statements themselves are quite clear in
regard to what they want to do. It is exactly what we want to do, and it would
be more or less infra dig in my opinion to go ahead and make a point of getting
an opinion in regard to what the minister has said quite clearly he wanted to do.
1t is what we are asking; we do not think the bill as drawn is clear on that one
point.
Q. Now, it is perfectly clear that Mr. Howe in his statement and Mr.
Dunning in his statement indicated what they had in mind. They made that
perfectly clear. Your interpretation of their remarks is that your suggestion
meets with their express suggestion?—A. Yes.

Q. I should like to point out to the committee that in April, 1935, when this
committee was in session one of the witnesses who appeared before the com-
mittee was Mr. Roberts, who at that time was connected with the Department
of Finance, I understand. He was asked a question with regard to the balance
of the $1,800,000,000. This is the question: “ With regard to the balance of
the $1,800,000,000 you have no particular concern?

“Mr. RoBerrs: Yes; there is one thing I should like to say. In
dealing with these accounts Mr. Matthews stated that the position of the
dominion accounts with the railway accounts exhibited a condition that
yvou would not find in a business where there was a corporate company
as parent and then a subsidiary organization, because he implied that we
had written out of our books those loans to the railways. As a matter of
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fact they have not been written out. They stand there on the assets side
to-day, the assets side of the books representing expenditures, but for the
purpose of exhibiting our net debt position to the country and to the
world at large, we do not take them into account as assets because they
have not any realizable value.”

" Then Mr. Hanbury asked this question:—

“ You keep them in the records?—A. Yes. So far as book-keeping
is concerned there is no inconsistency between our system and that of a
commercial organization.”

In other words I read into Mr. Roberts’ remarks that he is urging what the
Chamber of Commerce is urging, what the minister of transport is urging, what
the minister of finance is urging, but which, Mr. Chairman, I fail to find in the
bill as presented to us; and I hope when we go through it clause by clause that
that condition will be removed, with the full consent of the minister most con-
cerned, so that we can present a unanimous report from this committee.

Hon. Mr. Howe: I have an amendment prepared which I will offer at the
proper time.

Mr. Youne: I would like to draw a little parallel to know if I have the
exact principle Mr. Morgan would like to present to this committee. Let us
suppose that we have a young man who up to the time he is thirty years of age
has led a rather.irregular life, has had difficulties, troubles, trials and tribula-
tions; and at the age of thirty he decides to reform. From there on he leads
a very respectable life. You would not want to have his past written up in
some form and constantly kept before the public—this horrible past—so that

it could not be forgotten, would you? In other words, you would not want to

remind the apostle Paul that he once was Saul of Tarsus.

Mr. MayBank: I think the gentleman’s position is that you cannot reform
after thirty.

Mr. Youneg: Is that what you want done?
Witness retired.

Dr. W. C. Cuagk, called. 3 &

Mr. Vien: Dr. Clark, I think you understand the point I am stressing.

Dr. Cragk: I believe I have your general point. I think, probably, a good
deal of my testimony has already been covered by some of the statements made
this morning but, perhaps, I can go over some of the general points, and if T
do not cover all that is in your mind you can ask me questions afterwards.

First, if we go to the public accounts for the year ended March 31, 1936, we
find the gross liabilities of the Dominion of Canada represented at $3,431,000,000
odd. On the other side offsetting these in part are certain assets, certain
“active ” assets which we regard as realizable assets. Some of them are good,
some of them are cash, gold bullion, and so on. Perhaps, some of them are
not quite so good. But on the whole they are what a banker would regard as
reasonably sound assets that could be offset against the gross liabilities of the
Dominion. They amount to some $425,000,000. Deducting this amount from
the total liabilities

Mr. Vien: Where are they shown?

Dr. Crark: The first items on page 2 of the public accounts under assets.
Deducting that $425,000,000 odd from the gross liabilities of $3,431,000,000 odd
gives you what we regard as our net debt figure, $3,006,000,000, at March 31
last. The net debt figure is, I think, the important figure. It is what the banker
looks at when he comes to do a piece of public financing.
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The CHarMaN: Would you repeat the figures? -

Dr. Crark: Gross liabilities $3,431,000,000 odd, active assets $425,000,000
odd, leaving a net debt of $3,006,000,000 odd, which I say is the crucial figure.
Now, there have been in the past certain other items carried for a time in this
group of active assets at the top of page 2 which have been transferred for
reasons which were considered good and sufficient, down into the net debt figure.

The action that was taken by Sir Henry Drayton in 1920 when he was
finance minister was referred to this morning. At that time there was a gross
liability of $3,014,000,000 and the net debt was then shown as $1,964,000,000.
Sir Henry Drayton felt that there were included in the active assets certain
items that were not really good assets and should not be there, so he decided,
and so stated in his budget speech, that certain of these items would be trans-
ferred down to the net debt items.

Mr. Vien: What year was that in?

Dr. Crark: 1920. May 18, 1920, was the date of his budget speech. Some
of the more important items in the class he desired to transfer were advances
to the Canadian Northern Railway Company $140,000,000, the Grand Trunk
Pacific Railway $95,000,000 and the Grand Trunk Railway $1,000,000 odd. At
the same time he gave his reasons for making that transfer as follows:—

“It is obvious that the advances to the Canadian Northern, the
Grand Trunk Pacific and the Grand Trunk Railway companies cannot
be treated as active assets. They are not at the moment realizable;
further, no interest is being paid, and in some cases, the principal as
well as the interest is overdue.”

Mr. MayBank: Just as a matter of record, are you reading from the budget
speech of that year?

Dr. Crark: Yes.

Mr. MayBank: What is the page?

Mr. DeacEMAN: Page 2478.

Dr. CLARK:

“ As is well known Canada is now the owner of the Canadian North-
ern, receiver for the Grand Trunk Pacific, and steps have been taken for
the acquisition of the Grand Trunk. While the railways have potential
value, at the present time the fact is that the country itself owns the
Canadian Northern and is responsible for the operation of the Grand
Trunk Pacific, with resultant heavy cost to the taxpayer.

Assets which are not readily convertible, as the specie reserve is con-
vertible, or are not interest producing, are not such assets as ought to be
deducted from the gross debt. They are inactive, they are items: of such
a character as might well be placed in a suspense account. At any rate,
whatever may be their future value, however great it may be, they are
not assets of such a character as to directly reduce the gross debt any
more than the other capital accounts of the country ought to be deducted
from it. :

I would therefore reduce the deductions made from the gross debt by
the railway items already referred to. b

And then he goes on with certain other items.

Mr. BeauBieN: When those amounts you have mentioned were absorbed
in the public debt of Canada they still continued to be shown on the annual
report of the Canadian National Railways, did they?

Dr. CrAaRg: Yes.

Mr. VieN: As an asset.



Dr. CLarRk: As a liability of the Canadian National Railways.
- Mr. Vien: Oh, yes; but that was writing down the value of the assets on
the public accounts.

Dr. Crark: It was not writing down their value; it was transferring them
from the category of active assets down into the net debt figure. I will come
to that later on.
~ Now, in the public accounts for that year, the introduction to the public
accounts written by the then Deputy Minister of Finance states that in com-

" pliance with the instructions of the minister given in his budget speech he had
transferred those assets from the active category down into the national debt
figure.

' gm'No-w, that was the start of that procedure. I think I am bound to say that

the reasons which Sir Henry Drayton gave at that time for taking the action
described are reasons which would appeal to the Finance Department at any
time. They represent the attitude which we take to the treatment of assets in
the public accounts which are not realizable, and are not paying any interest.

We try to get them down into that lower category. We can do that on instrue-

tions from the Minister of Finance. We cannot actually write them off unless
parliamentary authority is given for such writing off.

Now, coming back to the public accounts for last year. In the active assets
the only railway items you will find are included in the fourth head “ Railway
Accounts, per Schedule B,” $46,087,000 odd. If you look at Schedule B you
will find that it includes the loans made under the railway financing acts, that
is to say, loans for capital expenditures, debt retirement and acquisition of
securities since 1932, certain loans for betterment or retirement of railway equip-
ment, and then the purchase of equipment leased to the railway. Under Mis-
cellaneous Current Accounts, Schedule E, you will also find $15,748,000, repre-
senting Canadian Government Railways Open and Stores Accounts. Those are
the only railway items which we regard as active assets in our accounts. They
would not involve, if we consolidated the balance sheet of the National rail-
ways and the Dominion government, any duplications because what would
appear in the Canadian National Railways statement as a liability would be
offset by an asset in the Dominion government’s books. So there would be no
duplication there.

Now going down to the lower half of the balance sheet of the dominion,
on page 2, you will find the caption “ Net Debt represented by (A) Expenditure,”
with a group of important items totalling $1,811,000,000; and then there is the
consolidated fund below that. T think Colonel Vien is interested primarily in
the nature of this (A) category included in the net debt.

Mr. Vien:  Yes.

Dr. Crarg: I think he is interested in what is actually in that group of
items. I think you can fairly say that it consists of two types of items, first,
capital expenditure, or expenditures that were originally regarded as capital
expenditures,—and if you trace back the history of capital versus income
expenditures in the dominion accounts, it is not always easy to find a dividing
line. But these in part are expenditures that were originally treated as capital
expenditures—“ Public Works, Canals ”’; “ Public Works, Miscellaneous ”’; and
so on under “ Territorial Accounts,” if you look at schedule J, you will find
part of the cost incurred in connection with the northwest rebellion. That did
not create a capital asset in the ordinary sense of the term, but it was regarded
as a capital expenditure in those days.

Now, that is the first class of items included in the net debt. The second
class is what we call “non-active assets”; usually items which were originally
up at the top of the page in the active assets section of the balance sheet but
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which have been transferred in accordance with the procedure 'foliowed' by Sir

Henry Drayton in 1920. They have been transferred from active assets down

into the net debt section of the balance sheet. ?
Mr. Hears: Could you give us one or two items as an illustration?

Dr. Crark: Yes, I am going to mention certain items there. You will
find ““Public works, Railways, per schedule G, $442,910,000,” and if you look at
schedule G you will find that the main item there is $388,000,000 odd of
government expenditure on the Canadian government railways which appears
as a liability in the balance sheet of the Canadian National Railway system.
It appears as a liability in the Canadian National Railways balance sheet; it
appears as a liability in our books or rather as part of our net debt. Secondly,
there are a few other things in that particular schedule, chiefly the Hudson
Bay Railway, $52,000,000 odd. We come down a little further and find
“Railway Accounts (old), per schedule K,” $88,000,000, and here are included
$62,000,000 subsidies to and other costs incurred in connection with the
Canadian Pacific Railway, as well as the Grand Trunk Railway debenture
account $15,142,000 and interest on that account. That Grand Trunk Railway
debenture account of $15,142.000 is one of the items you find referred to in
this bill. It appears on the liability side of the Canadian National Railways
balance sheet. It appears also in our net debt.

Then come down to the next item: “Railway Accounts (loans non-active),
per schedule L,” $655,000,000 odd, and if you look at schedule L you will find
that the schedule consists of the loans made to the Canadian National Railway
system or its subsidiaries for capital purposes in the first place amounting, as
I recall, to $284,000,000. You will find there also the loans made for deficit
purposes amounting to $361,000,000. The whole tptalling up to $645,000,000.
That $645,000,000 total representing loans for capital purposes and loans for
deficit purposes appears, of course, in the balance sheet as a liability of the
Canadian National Railways system, and it appears also in our net debt. In
this schedule you will also find $10,000,000 representing the cost of Canadian
Northern stock. \

Now, as I understand the bill it is designed to eliminate the duplication
that exists between the Canadian National Railways balance sheet and the
balance sheet of the Dominion of Canada, and I think the practical importance
of it, from my point of view, for instance, would be its relation to the financing
of the Dominion and to the financing of the Canadian National Railways. It
is true that periodicals and newspapers, in the London market and in the New
York market, and to some extent in Canada analyze the liabilities of the
Canadian National Railways and the net debt of the Dominion government
without realizing that the duplication that has been spoken of here exists. This
confusion affects the minds of the investing publie. That, I think, is an
important factor which affects the cost of our financing.

Mr. BeauvsieN: In other words, they do not realize that it has already
been absorbed? ;

Dr. Crark: They do not realize that it has already been absorbed in the
net debt of the Dominion.

Mr. Youna: It gives the wrong impression.

Dr. Crark: It gives the wrong impression. It probably gives you the
wrong price on your bonds too. In the last New York issue which we floated
in January we had this point raised. The underwriters were naturally inter-
ested not only in our own picture but also in the picture of the Canadian
National Railways, and we had to take them through the accounts of both
the railways and the government in very great detail to explain just what the
exact situation was.

I think, Mr. Chairman, I have covered the main points.



RAILWAYS AND SHIPPING 67

Mr. Heaps: May I ask if you have with you the amount of duplication
of the railway and the government?

Dr. Crark: I think the figure given you already of $1,528,000,000 is the
correct figure.

Mr. McLarry: Does this bill cover all the duplications as far as the
Canadian National Railways are concerned?

Dr. Crark: Yes, I think so. I think it covers substantially everything, yes.

Mr. Vien: There are still in the new balance sheet to be proposed as
appearing on page 13 of the bill certain capital stock and different government
grants and long term debt and temporary loans which are still carried there.

Dr. Crark: Long term debt to the public?

Mr. Viexn: No, the other one: Dominion of Canada temporary loans. Then
you have capital stocks, subsidiary companies owned by the public.

Dr. CrAark: The temporary loans for capital purposes are included in our
active assets, as I pointed out. They are merely in the process of being refunded
to the public.

Mr. Vien: I see. What I had in mind there to elucidate is this: when
after the transfer of 1920 the non-active assets of the Dominion government
which are now shown on page 2 of the public accounts of this year were trans-
ferred to the net debt side of the publiec accounts, it was an operation similar
to that of a company which has invested in various debentures and seeing that
there was no appreciable value in its investment writes them down to a dollar
or so on its asset side; is that correct?

‘Dr. Cuarg: Well, we did not quite do that. There was no writing down
of the values of the figures. We cannot do that. We cannot write off assets
except with the authority of parliament.

Mr. Viex: I appreciate that. You always show these assets at their face
value?

Dr. CrLarx: We show the items, whether they are assets or capital expendi-
tures, at their face value, at the cost to us.

. Mr. Vien: Yes, but when appreciating your liability to the public you
deducted the active assets and you deduct nothing for these particular invest-
ments. Therefore, you had something similar—you have just explained it—but
you had something similar to an ordinary company writing down its assets to
one dollar.

Dr. Crark: Yes. It is something similar.

Mzr. Vien: Therefore, any competent financier—and when you finance in
the financial markets of the world you deal with competent financiers—may
put up a smoke screen and try to buy your bonds at a cheaper price or cause
you to pay more interest. They may draw a red herring across the trail. They
know what they are doing. When they look at the public accounts of Canada
no reasonably well informed financier can be misinformed by the form of our
public accounts.

Dr. Cark: May I say a word on that. T think that is true. I think we
deal with the best financial men. I think we had the ablest of them dealing
with this particular issue of ours on the last occasion. But they are apt to come
to our situation with a misunderstanding. It takes days of work to explain to
them just what the siuation is to get them to a correct understanding.

Mr. Vien: But the picture is there.

Dr. Crark: I know that but we have to go through a great amount of
detail in connection with railway accounts. And even though it were true that
the underwriting group, the banker, the banking houses—three or four of them
who bought the issue—fully understood the matter, you have to remember that
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they are selling bonds to people all over the United States in that particular
case, and the investors do not understand it. If they pick up the Canadian
National Railways balance sheet without having it analysed in connection with
the dominion’s statement they do not understand it.

Mr. Vien: Yes, but in your balance sheet presently shown in the public
accounts of 1936 these various items are not shown as a liability against the
public; they are shown on your assets side of the balance sheet. '

Dr. CLarx: The money that we owe to the public appears over on the right
hand page in the gross liabilities.

Mr. Viex: I am asking a very different question. In the public accounts
?f 13.236 these amounts of $1,811,000,000 and $1,194,000,000 are not shown as a
iability.

Dr. Crark: No; but they are included in the gross liability over on the
other page. I repeat the statement I made before.

Mr. Viex: I would like to be shown, for instance, where the $1,800,000,000
shown on page 2 is reflected in the liability side on page 3?

Dr. Crark: You might put it this way, Colonel Vien. The $1,811,000,000
worth of funds we had to raise to make the payments shown in these expenditures
items on the left hand page are part of the debt, the liabilities, the funded debt
on the other side of the statement.

Mr. ViEx: Yes. On your liability side showing the total public debt of
Canada you show $3,431,000,000 as being the total which Canada owes.

Dr. CLark: Yes.

The CumAmMan: Which includes the $1,800,000,000.

Mr. Vien: No. It does not include that. It simply shows the total liabili-
ties of the country incurred so far for all purposes.

Dr. Cuark: Yes, that is right.

Mr. Vien: Then on the asset side you deducted from this amount of total
liabilities such assets which have an appreciable value?

Dr. CrLark: Yes, correct.

Mr. Vien: And they are earning something?

Dr. Crarx: Yes.

Mr. Vien: And you failed to deduct from the total liabilities on the assets
side such assets which have no appreciable value. It is similar to the opera-
tion of a corporation writing down its inventory, or writing down, for instance,
an amortization fund or a depreciation value from various assets shown on
the assets side of its balance sheet.

Dr. Crarx: Yes.

Mr. Borawrrnn: Might I interrupt you a moment? I wanted to ask
you something with regard to that $1,800,000,000 that you are speaking of.
Is that not included in the net debt figure?

Dr. Crark: It is included in the net debt.

Mr. Vien: It is included in the net debt in this way: it is shown on the
asset side of your balance sheet, but there is no particular amount deducted
on the assets side on that account.

Dr. Crark: The only thing we regard as active assets are the group of
items at the top of the left hand page.

Mr. Vien: I am addressing myself to a very different point. I am saying
that you do not show that as an active asset. Therefore, you do not include
it in the figure of assets to be shown on your balance sheet as the real assets
of the country.

Dr. Crark: Well, that is true, because we do not regard them as active
assets.
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Mr. Vien: Exactly. You do not regard them as active assets. But it
~ is not shown in so many words on your balance sheet as an indebtedness to
~ the public. :

Dr. Crark: No. The indebtedness to the public is included over here
on the right hand page.

Mr. Vien: On page 3.

Dr. Crarg: Yes. In the total funded debt.

Mr. Vien: It is not there; therefore, so far as the net debt or the gross
~ debt of the country is concerned this will not change the picture at all.

Dr. Crarg: I am not sure. What do you mean by “this”?" ‘

Mr. Vien: I mean to say that after this conversion with respect to the
public accounts our net debt will still be $3,006,000,000.

Dr. Cuark: Yes. It will only change the picture in so far as consolidation
of the national railways balance sheet and the dominion’s balance sheet is
concerned.

Mr. Viex: There is no real duplication. As an accountant, would you
say there is a real duplication?

Dr. Crark: Oh, yes, I would say so.

Mr. Viex: I should like to be shown.

Dr. Crark: Well, if these assets that we are speaking of, these advances
to the railway for capital and deficit purposes and so on, had not been in this
group of items on the lower half of page 2, but had been included up in the
active assets, then the net debt figure would have been reduced by a correspond-
ing amount.

Mr. MayBank: It becomes subtractible?

Dr. Cruark: Yes; the net debt showing now at $3,006,000,000 would show
at something over $1,000,000,000.

Mr. Vien: I understand that point. You did that in 1920. You consider
that these assets had no value.

Dr. Crark: Yes.

Mr. Vien: The investing public thought they should not be shown to the
public as an asset, an active asset of the company, so you wrote them off from
the active assets of the company. You wrote them off?

Dr. Crark: Transferred them out.

Mr. Vien: You transferred them to the inactive assets side, but they
are not shown as an obligation of the country; and to be a duplication there
should be a liability shown in the books of the Canadian National Railways
and a liability shown in your public accounts for the very same items.

Dr. Crark: Not necessarily for the same items. The point is the net
debt here is higher than it would otherwise be by the amount of these items
that are entered down there.

Mr. Vien: T understand that.

Dr. Crark: That is our net debt.

Mr. Vien: Oh, no. I understand that; I think it is simple, but it is more
complicated when we come to duplication of obligations encumbering our balance
sheet, the consolidated balance sheet of the country and of the railway system
which is the property of the country.

Dr. Crark: Would it not be true that if they are in the net debt figure of
the country and also on the liabilities side of the National Railways sheet there
is duplication?

Mr. Vien: No; because they have been written down, so to speak; they have
been transferred to the mon-active assets side.
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Dr. Crark: Therefore included in the net debt. -

Mr. Viex: In the net debt?

Dr. Crark: Yes.

Mr. Vien: Therefore I do not see that it would produce any result with
respect to the public accounts of the country when you go to a prospective
borrower. It does mot change either our financial situation or the financial
situation of the railway company. ;

Dr. Crark: If the prospective borrower were content to look solely at th
balance sheet of the Dominion that might be true; but he does not. He says
you have a government owned railway here; I want to see the balance sheet of
the railway, and he adds the liabilities that appear on the railway balance sheet
to the net debt figures. He is apt to do that first. You have to explain it to
him, if you are going to avoid that particular error.

Mr. BeauBien: When were these items bringing up the $1,800,000,000
transferred? When was the total amount transferred to the net debt of Canada?

Dr. Crarg: When were they transferred? :

Mr. Beauvsien: Was it 1920?

Dr. Crark: All through the years, you see—

Mr. Beausien: When was the last transfer?

Dr. Crark: The last?

Mr. BEAUBIEN: 19327

Dr. Cuark: I would have to check into almost every item to tell you. There
are lump sums here.

Mr. Beausien: It is some time since that has been transferred.

Dr. Crark: It is some time since these active assets were transferred down
to the non-active category.

Mr. BeauBieNn: And it is transferred to the net debt of Canada?

Dr. CrArk: Yes. |

Mr. Beavsien: In the month of January this year you floated a loan on
the New York market.

Dr. CLark: Yes.

Mr. BeauBieN: And it was underwritten.

Dr. CrLark: Yes.

Mr. BeauBien: And these people came up here to find out about the net
d}ebt and they added the national debt of the Canadian National to the balance
sheet.

Dr. Crarx: They did not add the national debt; they came to find out what
the situation was, and you have to be very careful—

Mr. BeauvBieN: They must have had the impression the met debt of
$3.006,000,000 of the Canadian government and the net debt of the Canadian
National Railways from their balance sheet was really the net debt of Canada,
on account of Canada owning the railway. They must have been under that
impression to come up here to get the information.

Dr. Crark: I would not say what their definite impressions were; I would
not like to put that in their minds, but it certainly is true that they had to sit
down with us and consider both our balance sheet and the balance sheet of the
railways to find out what the true picture was, and in the prospectus we had to
indicate the degree of duplication that did exist.

Mr. Beausien: If this bill goes through it eliminates that degree of
duplication.

Dr. Crark: Yes, it will simplify the difficulty very materially.
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4 Mrv. Youna: I should like to ask Dr. Clark this question: is bill No. 12 not
doing in principle exactly what Sir Henry Drayton was after in 1920?
Dr. Crark: Yes, I think so.

Mr. Youna: In principle?

Dr. Crarx: Well, the principle of the thing is the same. Of course, Sir
Henry Drayton was making a change in our books; what the present bill
proposes is to make changes in the railway books.

Mr. Young: In order to conform with ours.

Dr. Crark: In order to conform with ours. Really, this action follows
from, in part, what Sir Henry Drayton did in 1920.

The CuamrMAN: Are there any other questions?

Mr. Viex: There is a great difference between the operation of 1920 and
the operation which we are doing to-day.

Dr. Crark: There is a difference.
Mr. BorawgLL: One is complementary to the other.

Dr. Crark: In the present bill we are dealing with railway accounts, then
we were dealing with dominion accounts. What we are doing now in connection
with railway accounts follows from and results very largely, if you like, from
the other.

Mr. Vien: The railways will not be richer, nor will the country be richer.
The figures are set out in a different manner which may be a more gracefully
painted picture to the prospective investor.

Mr. Youna: A truer appreciation of the facts.

Dr. Crark: Yes, a truer picture.

Mr. Vien: In what particular is it truer?

Dr. Crark: Because, if the present situation leads to confusion in the
investor’s mind as to what the consolidated debt of the dominion and its sub-
sidiary is, then anything that you can do to avoid that confusion gives him a
truer picture.

Mr. Vien: Now, if appendix No. 5 on page 13 A is adopted what will be the
impression of the prospective investor?

Mr. MayBank: What will be the impression?
Mr. Vien: Yes.

Hon. Mr. SteEwarT: On the same basis.

Mr. Youxa: That is reading some man’s mind.
Dr. Crark: Well, T think he will see that—

Mr. Viexn: I do not know what there is laughable about it. I am sorry. I
have not got the opportunity of so many hon. members of the committee, nor
the technical knowledge of an expert accountant, but I do not know that it is
laughable.

Mr. Howpexn: The matter is so simf)le, I could not help but laugh. That
is the real truth.

Mr. Vien: My hon. friend is a greater expert and a greater accountant
than T am.

Mr. Deacaman: I was responsible for the laugh. T said to the doctor,
“ask the investor.”
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Mr. Viex: I am saying, in youf opinion, if I am right in my jnte:pretatioh' '
of your remarks, if the present accounting gives a wrong impression and a com-

plicated picture to the prospective investor, then the new set-up will be more
alluring in your opinion, to the prospective investor. Is that correct?

Dr. Crark: I would say, more true, more realistic, Colonel Vien. I do not
know whether more alluring or not. I would not pass an opinion on that. But
I think he will recognize that what is being done here is essentially in large
part to consider the dominion government as an owner, as a proprietor of the
Canadian National Railways and the advances that have been made in the
past to that railway system for capital purposes, construction purposes and so
on, will be equity of the owner in the property, which owner is the dominion.

Mr. Vien: Now, to accomplish what the hon. minister of finance said in
the house, namely to give a set-up that will be realistic and which will not
disguise from the Canadian people the amount of money which all down through
the years they have invested in this great railway undertaking, would it not
be advisable that the annual statement of the Canadian National Railways
should have an appendix representing the financial history of the investments
of the Canadian people in the undertaking.

Dr. Crark: Well, Col. Vien, I would say as to that, that there is no question
about it; the public accounts should contain a complete and true historical
record of the aid that we have given in every form to the Canadian National
Railway system. You should have everything, a complete chronological story
of what the government has done for the railway, sa that the tax payer, who is
primarily interested, I think, in the public accounts, will be able to find out
what this railway has cost us in the past and what it is actually costing us to-day.
I do not think there can be any question about that. As I understand it it was
part of the general scheme, the general plan here, to include such a compre-
hensive story in the public accounts.

Mr. BeauBien: Is it not included to-day in your non-active assets?

Dr. Crark: It is not included in the way that I would like to see it. T
should like to put in the public accounts a much more adequate statement all in
one place; one appendix, if you like, or in part of the introduction to the public
accounts—the complete story so that the tax-payer who after all perhaps may
not be very familiar with the reading of public accounts may find everything in
the one place, and may see what has been done in the past, what the railway
has cost the country and what it is costing us to-day.

Mr. Vien: Should it not be repeated in the financial statement of the Cana-
dian National Railways, because the Canadian National Railways come every
year to parliament, as they must do, with their annual financial statement. Is
not the proper place to have the appendix the annual financial statement of the
railways? I think that statement should include the investments of the people
in the undertaking.

The CuaarMaN: Then you would have another duplication.

Mr. Viex: It is not duplication because it does not enter into the finaneial
structure as revamped; but it is a true picture of the situation, because it gives
the country the detailed information of what parliament has done so far as the
railways are concerned.

Dr. CrArk: I see no objection to that; but I do not think it should be a
part of the balance sheet of the railways. I would think that if parliament had
before it the full story in the public accounts it would be fully familiar with the
facts; but I see no objection to including it as well as a memorandum or appendix
in the railway’s annual report.
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- Mr. Beausien: When Mr. Vien read this statement of Mr. Dunning’s:
“_if possible evolve a set-up which will be realistic in so far as it relates to
the property as it now stands and at the same time will not disguise from the
Canadian people the amount of money which all down through the years they
have invested in this great railway undertaking,” he was referring to the minister

- of transport and here is the statement of the minister of transport:—

From the inception of the proposed capital adjustment plan, it has
always been considered that the accumulated costs of the National system
to the dominion since confederation should be embodied in some form in
public accounts as a perpetual record for all future parliaments as
representing the people of Canada.

The CuaairmaN: Gentlemen, as the minister has stated, there is a proposed
amendment that is to be submitted to the minister of finance for his approval
of the wording. I propose to give that amendment to Dr. Clark; I do not pro-
pose to read it to the committee before it has reached its complete form, but I
think it will meet the wishes of the members of the committee.

Hon. Mr. StewaArT: It seems to me that at this stage, and in view of the
drafting of the amendment, we have accomplished all we can do. The amend-
ment, when drafted and considered, may remove many of the objections and
misunderstandings, and I think we would make more progress if we now
adjourned, unless there is some additional information to be secured.

Mr. BeausBien: Have you any requests from other bodies?
The CuarrmMAN: No. We are through in that respect.

The committee adjourned to meet Friday, March 5th, at 10.30 a.m.
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i The Standing Committee on Railways and Shipping owned, operated and
" controlled by the Government, met at 10.30 a.m., the Chairman, Sir Eugéne
| Fiset, presiding.

§ Members present: Messrs. Barber, Beaubien, Beaubier, Bothwell, Deach-
' man, Ferland, Fiset (Sir Eugene), Hanson, Heaps, Howden, Howe, Kinley,
| McKinnon (Kenora-Rainy River), Ryan, Stewart, Vien, Young.

‘ In attendance: Mr. V. I. Smart, Deputy Minister of Transport; Dr. W. C.
| Clark, Deputy Minister of Finance; officials of the Canadian National Railways
. including Mr. D. C. Grant, Vice-President of Finance, Mr. J. B. MacLaren,
~ Comptroller, and Mr. T. R. Cooper, Assistant Comptroller; Mr. O. A. Matthews
| of George A. Touche & Co., Auditors of C.N.R. Accounts.

The Committee resumed consideration of Bill No. 12, an Act to provide for
| revision of the accounting set-up of the Canadian National Railway System.

| The Honourable the Minister of Transport made a statement with respect
| to the historical record of accumulated costs of the National System and the
| Securities Trust provided for in the Bill, and submitted an amendment to Sec-
| tion 8 and Schedule B and a proposed new clause (No. 24).

In order to specifically meet the situation in respect of the Securities Trust,
. the Minister also suggested a further clause providing that  the trustees of the
securities trust shall present to Parliament annually, concurrently with the
. annual report of the Canadian National Railways, through the Minister of
| Transport, a balance sheet, together with the report, setting forth in a sum-
| mary manner, the transactions of the securities trust during each calendar
[ year.”

6 (Proposed amendments printed in this day’s Minutes of Evidence and to be
- considered by the Committee at its next sitting.)

On motion of Mr. Bothwell,

; Resolved,—That the statement provided for in new Section 24 of the Bill
be not included in the annual statement of the Canadian National Railways.
On behalf of Mr. Walsh, Hon. Mr, Stewart asked that the following informa-
tion be made available to the Committee:—

(a) Condensed balance sheets of the Canadian National Railways and of
the Dominion Government, as at December 31, 1935, and March 31,
1936, respectively, showing clearly on each balance sheet all items
owing by the Railway to the Government, corresponding items to be
in identical amounts (any differences because of differences in dates
to be treated as suspense items) duly identified on the respective
balance sheets.

(b) A consolidated balance sheet of the Dominion Government, as at
March 31, 1936, including the Canadian National Railways.

(¢) Condensed balance sheets of the Canadian National Railways and of
the Dominion Government, as at December 31, 1935, and March 31,
1936, respectively, giving effect to the proposals set out in Bill 12.
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(d) A consolidated balance sheet of the Dominion Government as at
March 31, 1936, including the Canadian National Railways, after

giving effect to the proposals set out in Bill 12. 1
Ordered,—That Mr. Walsh’s request be submitted to the Deputy Minister

of Finance. .

The Committee then proceeded to the consideration of the Bill by sections, -
the following being adopted: 1, 2, 3, 4, 5, 6, 7, 9, 10, 12, 14, 15, 16, 17, 18,
19, 20, 21. Sections 8, 11, 13, 22 and 23 to stand for further consideration at the ;
Commlttee s next suttmg .

The Committee having, with unanimous consent, reverted to section 2, it
was agreed to have said section re-drafted for clarification purposes only.

The Committee adjourned until Tuesday, March 9, at 10.30 a.m.

R. ARSENAULT,
Clerk of the Committee.
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House or Commons, Room 277,

March 5, 1937.

~  The Standing Committee on Railways and Shipping met in Room 277, at
- 10.30 o’cleok a.m., Sir Eugene Fiset, chairman, presiding.

: The CuamrMAN: Order, gentlemen. We are through with all the witnesses
| who are going to appear before this committee, and I suppose we will now consider
. the Bill section by section.

Bill 12, An Act to provide for revision of the accounting set-up of the Can--
| adian National Railway System.

On section 1, short title: Shall the section carry?

Hon. Mr. Stewarr: I am just as anxious to make progress as you are.
The CaamMaN: All right.

g Hon. Mr. StewaArt: I understood that the minister had prepared or was
! preparing an amendment which would be placed before the committee to-day,
~ and it just occurred to me that if we had that amendment and knew the substance
| of it, and approved of it, it might facilitate the passage of the other sections of
| the Bill; because, I assume that possibly it relates to more than one section.

: The CuARMAN: I think there are four amendments to be placed on the record,
| arising out of the statement which you have in mind.

n Hon. Mr. StewarT: Whatever amendments they are, they would probably
| assist us if we had them before we start in clause by clause on the bill. Then,
| either at this meeting or a subsequent one there is certain information which
we would like to have. My friend Mr. Walsh is absent to-day but he has left a
( memorandum here of certain information which he desires, and which I am going
| to ask the Chairman if the committee may have. If we may have the amend-
- ment first I think it might facilitate matters.

The CuamrMAN: Of course, the amendments relate to more than one clause of
[ the bill; one of them deals with clause 8, which changes entirely; and then there
I are two other amendments which relate to clauses 22, 23 and 24 of the bill. If it
~ is the desire of this committee that the amendment should be read immediately,
| I have no objections.

Hon. Mr. StewarT: What I had in mind, Mr. Chairman, was that they might
possibly have some relationship to the other sections as we go along.

Mr. BrauBien: I do not think that is the usual procedure.

; The CaamrmAN: The usual procedure is to consider the bill clause by clause.
[ I think the only contentious clauses are those mentioned in these amendments.

Mr. BoraweLL: I think at our last meeting we wound up with the suggestion

~ being made that there was some amendment that had been approved, and I
" believe the minister at that time handed it over to Mr. Clarke; and that is possibly
. what Mr. Stewart is referring to this morning. It might clear the air if that
- particular amendment was read at this time.

The CuARMAN: I have no objection if we take clause 8 at this time.
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Hon. Mr. Howe: The Minister of Finance has requested that we make speci-
fic provision in the bill for the detailed entries required to be made in public
accounts. For this purpose I suggest that the following amendment be made in
flespect to clause 8 of the bill and in schedule B; proposed amendment attached

ereto: :

The heading above clause 8 reading:

Adjustment of certain accounts affecting government railways
be deleted and the following substituted therefor:

Adjustment of public accounts
and that clause 8 and schedule B be deleted and the following be substi-
tuted therefor:

8. Notwithstanding any provision of the Consolidated Revenue and
Audit Act 1931 or any other act, the minister may, in order to adjust
certain differences between the public accounts of Canada and the accounts
of the National railway system relative to the government railways ana
the Hudson Bay railway, and in order to give effect to the surrender,
exchange or abandonment of securities or claims authorized by this act,
make the adjustments in the public accounts of Canada which are set out
in schedule “B” of this act.

Now, schedule B. It will be difficult to follow as I read it, but perhaps it would
be better to have it printed in the minutes of evidence—I shall read it, anyway.

The CuArrRMAN: The first five items that the minister will read are the same.

Mr. Ryax: You do not need to read them over again, then.

Hon. Mr. Howe: It is the same down to “Elimination of the present schedule
‘railway accounts, non-active’ and the substitution of the following accounts.”
This refers to the public accounts, of course.

Mr. Ryan: Is it substitution or addition?

Hon. Mr. Howr: Addition.

Mr. BoraweLL: To which clause?

The CramrMAN: It comes after 5 in the schedule.

Mr. BorawEeLL: Right.

Hon. Mr. Hows:

SCHEDULE B

ADJUSTMENT OF CERTAIN ACCOUNTS AFFECTING CANADIAN GOVERNMENT RAILWAYS
AND Hupson BAY RAILWAY

1. Capital Expenditures by Canadian National Railways from funds provided
through loans by the Dominion on wharves now transferred to Public
Works. g o Seabe L e A L I PR e s i et ol s SR Sh R 1,006,527 61

ADJUSTMENT IN PUBLIC ACOOUNTS:—

Oredit. Loans (non-active) to Canadian National Rail-
ways. . 1,006.527 61

Charge. Inv.c:.stlit‘(m't- in C'z{nz{dia.r{ Government Railways 1,006,527 61
2. Expenditures by Canadian National Railways from fgnds provided through
loans by the Dominion on account of Hudson Bay Railway, now transferred

ta Department 6f TranBportl -2 1 DaReRGhE ro it 660,369 96

ADJUSTMENT IN PUBLIC ACCOUNTS:—
Credit. Loans (non-active) to Canadian National Rail-

WRAFB. 5 s T d e T ag e e i T SN S 660.369 96
Charge. Investment in Hudson Bay Railway.. .. .. .. 457,526 76
Consolidated Fund of Canada.. .. .. .. .. .. 202,843 20

3. Adjustment to Invesfment Account of Canadian Government Railways by

the Canadian National Railways during period of entrustment.. .. .. .. .. ]
Net Reduction 1,596,235 99
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el Amusmm IN PuBLIc Aogot:m-s —
44 " (Oredit. Investment in Canadian Government leways $ 1,596,235 99
Charge. C.G.R. Working Capital (nctwe assets) y 1,169,636 76

Consolidated Fund of Canada.. .. .. .. .. .. 426,599 23

4. Adjustment to Canadian Government Railways’ Stores and open Accounts
by the Canadian National Railways during period of entrustment—
Net Reduction 146,577 82

ADJUSTMENT IN PUBLIC Aoooun'rs:-—

Credit. C.G.R. Workin, Ca ital (active assets).. .. ..$ 146,577 82

Charge. Consolidated o S8 e s L M SR o 146,577 82

5. Adjustment to Schedule of Miscellaneous Current Assets of Public Accounts

as follows:—

PRESENT SCHEDULE Ilvcmmrs —

Canadian Government Railways, Open Accounts.. .. ..§ 6,042,932 52

Canadian Government Railways, Stores Accounts.. .. .. 9,757,420 40

St. John and Quebec Raxlway—-Stores Accounts.. .. .. 2,590 94

$ 15,802,943 86

Less—St. John and Quebec Railway, Open Accounts.. .. 54,022 26

$ 15,748,921 60

To BE REVISED AS FoLLows:—
Canadian Government Railways Working Capital.. ..$ 15,748,921 60

ELIMINATION OF THE PRESENT SCHEDULE “RATLWAY ACCOUNTS, NON-ACTIVE,” AND THE
SUBSTITUTION OF THE FOLLOWING ACCOUNTS

Equity value of loans to Canadian National Railways, amount $643,860,558.26,

transferred to Securities Trust in exchange for 5,000,000 shares of no-p

value capital stock.. .. .. s ..$282,616,208 35
Equity value of 1,000,000 nhares of Canadlan \Tahonal Rzulway Companv no-par

value stock received in exchange for Canadian Northern Rallway Company

L A M T U S R Bl R A R SR e SR R e . .. 18,000,000 00

POt o O T O e b e o R 6 & | $800,616:208. ' 85

ADJUSTMENT IN PUBLIC ACCOUNTS:-—

Credit. Railway Accounts (non-active).. .. .. .. .. ..$653,860,558 26
Charge. Securities Trust Stock Aeccount.. .. .. .. .. 282,616,208 35
Canadian National Stock Aeccount.. .. .. .. 18,000,000 00
Consolidated Fund of Canada.. .. .. .. .. .. 353,244,349 91

(Nore:—The figures used are taken from the 1935 Canadian National Accounts and are
subject to revision at December 31, 1936.)

RepUCTION OF SCHEDULE “RATLWAY AccoUNTS” (OLD) AS FoLLows

Grand Trunk Railway Debenture Account.. .. .. .. . ve te wene oo «. .3 15142633 34
Grand Trunk Railway Interest Account.. .. O B AR R A R PR () 457 1458 01
Grand Trunk Railway Special Interest R R R A RO 7,302 18
B B L T e L Ty e s e o L i e i o ol 253,007,393 B3
ADJUSTMENT IN PUBLIC ACCOUNTS:—
Credit. Railway Accounts (old). e e S 25,807;393° 63
Charge. Consolidated Fund of Cnnada ks et B g+ 25,607,303 53
RECAPITULATION OF CHANGES IN PUBLIC ACCOUNTS:—
Credit. Railway Accounts (old).. . s e 80 25,607,393.63
Railway Accounts (loanq, non- actlve) e w e 855,627,455 83
Investment in Canadian Government Rm]ways 589,708 38
C.G.R. Stores and Open Accounts.. .. .. .. .. 15748921 60
$697,473,479 34
Debit. Securities Trust Stock Account.. .. .. .. .. ..$282,616,208 35
Canadian National Stock Account.. .. .. .. .. 18,000.000 00
Investment in Hudson Bay Railway.. . 457,526 76
Canadian Government Railways VVorkmg Capltal 16.771,980 54
Consolidated Fund of Canada.. .. . . .. 379,627,763 69

$697,473,479 34
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Mr. BeauBieNn: Is this new?

Hon. Mr. Howe: Yes, all new. :

Mr. BeauBien: At this point I should like to say that after these amend-
ments are read we shall be in a worse position than we were before unless we
have them before us.

The CuamrMman: It is with a view to placing them before the committee
that the minister has read them. : ‘

Mr. BeauBien: If they are put in the records and discussed at the next
meeting it will be perfectly all right as far as the members are concerned.

Hon. Mr. StEwaArT: After the minister has read them we shall have a
general grasp of the meaning of them. I quite agree with what the hon. member
has said, that in order to study them we shall have to have them printed, but
in this way we shall get the general idea.

Hon. Mr. Howr: This does not change the bill in any way as we see it;
but it does set out specifically what changes will be made in the public accounts
of Canada. :

Mr. Ryan: Do I understand that this is set out in the public accounts?

Hon. Mr. Howe: It is an adjustment of public accounts to take account of
this legislation. The legislation itself authorized certain adjustments in the
railway accounts and public accounts.

Mr. BeauBien: Do I understand that this bill when it is passed in the form
in which you wish it amended will give instructions to the Department of Finance
to adjust public accounts according to the amendment. Is that the idea?

Hon. Mr. Howg: Correct.

Mr. BeauBien: Have we power?

Hon. Mr. Howe: Yes, parliament has that power. We are doing this, as
a matter of fact, at the request of the Department of Finance.

Mr. Ryan: The C.N.R. fiscal year ends on December 31?

Hon. Mr. Howe: That is right; they work on a calendar year.

The CuarrMAN: Shall this amendment be printed in the evidence for the
use of the committee at the next meeting?

Hon. Mr. Stewart: That is the only way, Mr. Chairman.

Mr. Beausien: I think it should be indicated in the proceedings to that
effect.

The CaAamMAN: Oh, yes. The reporter is taking a note.

Hon. Mr. Howe: We now come to the historical record of accumulated costs.
In view of the apparent misunderstandings which have been expressed, both in this
committee and in the public press concerning certain features of the C.N.R.
capital adjustment measure, I think it most necessary that I lay stress on the
fact that a complete historical record of accumulated costs of the National
System (and other railways in Canada) to the Dominion Treasury since Con-
federation is as much a definite part of the plan as the proposed balance sheet
adjustments themselves. In my first statement to the committee on the 18th
February last, I endeavoured to make this fact clear, as shown at the botfcom
of page 10, and in the second paragraph of page 12 of the Minutes of Proceedings
and Evidence of that date. However, in order to further clarify the situation
and to remove any possible misunderstandings in the matter I would suggest
that an additional provision be made to the bill to specifically cover this whole
- matter as follows:—

That the following new clause be inserted as clause 24.

Appendiz to Public Accounts showing total assistance to all raillways

24. The Minister shall include annually as an appendix to the Public
Accounts of Canada a statement showing the total assistance, whether
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by way of cash outlay, land grant, loan, advance, guarantee or otherwise,
given by the Dominion to all railways. Such statement shall also show
the manner in which such assistance has been dealt with in the Public
Accounts of Canada.

Hon. Mr. STEWART: That, Mr. Chairman, I assume means all railways that
are incorporated in the Canadian National system.

_ Hon. Mr. Howe: No, it means all railways that have received Dominion
government assistance.

Hon. Mr. Stewarr: Is that to be an appendix to the statement of the
Canadian National Railways?

Hon. Mr. Howe: An appendix to the public accounts.

Hon. Mr. Stewart: Of Canada?

Hon. Mr. Howe: Yes.

Hon. Mr. Stewarr: Well, with respect—

j Hon. Mr. Howr: We have considered very carefully the idea of further
- befogging the balance sheet of the Canadian National Railways, and I do not
think it is good business to do it.

Hon. Mr. StewagrT: It is a point whether there should be included in the
Canadian National Railways annual statement a schedule showing just what
the public accounts show with respect to that system. I think it is desirable.

Hon. Mr. Howe: It is for the committee to decide.

b lelr. Ryan: It is only going to show the amounts of money advanced; that
is all?

Hon. Mr. Howe: That is correct; it shows all advances by the Dominion
Government for railway purposes.

Mr. BorawerLL: The annual statement of the National Railways will shew
any moneys advanced in that particular year, but so far as these accumulated
deficits that are taken care of in this bill are concerned, they will be taken care
of in the public accounts.

Hon. Mr. Howe: That is the proposal.

Mr. BoraweLL: It does seem to me, Mr. Chairman, that the amendment
that the minister has suggested this morning will clarify the whole matter to
every member of the committee. I never could see any object in having this
adjustment carried into the annual statement of the Canadian National Rail-
ways from year to year. Just as the minister says, it is befogging the whole
statement.

Mr. BeauvBien: Is it intended to have the grants of land and other grants
included in the statement of public accounts?

Hon. Mr. Howr: Every form of assistance.
Mr. BeauBien: Every form of assistance?

Hon. Mr. Howe: Yes. We think the place for that is an appendix to the
public accounts.

Mr. Ryan: Surely, there must be some way of setting out just how these
public railways operated so far as returns to the government are concerned?
I mean by that, some of these roads have carried themselves. Simply to show
the amount of money advanced to each railroad is hardly a fair picture.

Hon. Mr. Howe: What is intended is to show the cost to the government.
That is what everyone has been asking for, so far as I know, the cost of Canada’s
railways to the government. That is what I understand the witness from
Montreal was asking, and that is what we are giving.

Mr. Ryan: If it showed a true picture of the deficits that have been paid
since Confederation it will be all right.
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Mr. Beausien: It will show that the Canadian government in giving aid )
to the railways have disbursed so much money. That will show in the publie
accounts whether in the form of deficits or not.

Hon. Mr. Howe: It will show how the money was d‘iébursed.

The CrAlRMAN: It seems to me the question to decide now is whether these
statements should appear in the public accounts and whether they should be
included in the annual statement of the Canadian National Railways.

Mr. BrauBien: We have a bill before us here to -eliminate duplication.
Surely we are not going to continue the duplication when we have a bill before
us to eliminate duplication. You might just as well throw the bill out.

Mr. BoraweLL: In order to bring the matter to a head I would move that
the statement that we have been discussing be included in the public accounts,
. and not in the annual statement of the Canadian National Railways.

Mr. Beausiex: I will second the motion.

Mr. Ryan: Would it not be well to defer that motion until such time as
we have the printed matter before us? ;

Mr. BeauBien: There is just this to it; if we pass this motion now, we can
go on with the bill, and the matter as to whether we are going to have it in
both statements is settled in one way or another if Mr. Bothwell’s motion
passes.

Hon. Mr. Stewarr: Mr. Chairman, I think you have accurately stated
the kernel of the proposition that now must receive the consideration of the
committee, and that is whether the statement that has been outlined is to
appear in the public accounts and also to appear in the annual report as a
schedule or annex of the Canadian National Railways. It appears to me that,
to meet the statement that the minister made in the house when the bill was
introduced, such annex or statement should appear each year in the statement
of the Canadian National Railways. I think it is very desirable, as the minister
stated, that at all times there should be accessible to those interested, to those who
are charged with studying this statement, a complete statement in every way.
It seems to me that we will be really giving something less than we are giving
now unless we do include in the annual statement of the Canadian National
Railways an annex or schedule such as that now suggested to the public accounts.

The Cuamman: I would like to direct your attention to the fact that this
amendment does not cover the Canadian National Railways only. It covers
all railways; and, therefore, the place where it should appear—in my opinion,
at least—is in the public accounts.

Hon. Mr. StewArT: That is all right in the public accounts—all railways—
if they wish. I am not suggesting that all railways should appear in the Canadian
National Railways statement. But I do submit strongly that that portion of the
statement which relates to the Canadian National Railways should appear in the
Canadian National Railways statement.

Hon. Mr. Howg: Of course, that statement is not there to-day. If it were
the statement of the railways would be much larger than that.

Hon. Mr. StewaArT: It is there in some form.

Hon. Mr. Hows: No. The statement to-day has not included the deficits
since 1932; and there are, also, certain other eliminations. There are probably
eliminations there of about $280,000,000 in the present balance sheet.

Hon. Mr. StEwArT: Yes; which, I think, ought to appear.

Mr. Youna: It seems to me that the minister has found a solution which vyill
reasonably meet the desire of all those who eome before us, in proposing to give
in the public accounts the picture such as desired by those who came here saying
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that this should not be buried for all time, but it should be available in some
record. It will be available in the public accounts of Canada, and surely that is
a publie record. I think if we pass this motion, we will get along with the bill
and save a lot of time. '

~ Hon. Mr. Stewart: I am going to support the suggestion made by the mem-
ber of the committee just next to me, Mr. Ryan, that this be left over until we
have had time to study the amendments proposed by the minister when they are
published in the reports of this committee. It does seem to me that we are
touching something of importance and something that is really vital, as raised
in the debates upon this question in the house and elsewhere, namely, that at all
times the statement of the Canadian National Railways, the annual report,
should show everything in the way of indebtedness to the government—advances
and any other items that should appear in that connection. It seems to me that
we are doing a little less than that if we adopt the suggestion outlined here to-day.
It may be that after a study of the amendment I may conclude that that is not

the case. But it does seem to me that we might well leave it over until next .

meeting, and not dispose of it quite so summarily as we are doing.

Hon. Mr. Howr: My thought on the matter is that the whole purpose of this
bill is to set our house in order for the public; that is, for people who are investing
in Dominion Government securities. After giving the matter a good deal of
thought, I do not see how we can present the thing in the annual report of the
railways in a way that would make it clear to the public that this has all been
taken care of in one way or another and is not a liability of the railways. That
is my thought in the thing, and I see some difficulty in doing that.

Hon. Mr. StewarT: Is it not a liability of the railways?

Hon. Mr. Howe: No.

Hon. Mr. StewarT: Is it not?

Hon. Mr. Howe: No.

Hon. Mr. StEwART: At present it certainly is.

Hon. Mr. Howe: Some is and some is not.

Hon. Mr. Stewart: I do not know what it will be after you get through
with it. ’

Mr. BeauBieN: Some has been wiped out. -

Hon. Mr. Howe: Some has been wiped out by statute in 1932 and some left.

Hon. Mr. StewARrT: I do not see how it is written out by statute at all. It is
just taken care of out of the consolidated revenue fund. That does not alter the
fact that morally and really it is an indebtedness of the Canadian National
Railways to the public.

Hon. Mr. Howe: It is not so shown in any of the books.

Hon. Mr. Stewart: That is another matter.

Mr. Deacavan: Mr. Chairman, this is not a partisan committee. This is a
committee of the House of Commons, and the object of the committee must be
not only to render justice to the Canadian National Railways but to render
justice to every railway. I submit, therefore, that when we have included this in
the public accounts we have placed there a statement alike of all railways so
that it may be referred to at any time. When we have made the changes which
we have suggested, we have acted precisely as the leaders in business do at any
time on a reorganization. But we have gone further and shown, as far as the
stockholders are concerned, the past record. But to put into the balance sheet of
the annual statement another record, telling them that in fact although this has
been cleaned up and adjusted, there is really something else back of it, and that
there is another statement that they ought to consider, is surely going beyond
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reason and beyond anything that any private company might do. I do not think
that even if the most distinguished opponent of this move—I refer to Mr. Beatty
—were to come here and give evidence, he could suggest that we do anything
more than accept what has been the accepted custom in pricate business for
generations.

Mr. Ryan: Mr. Chairman, I have no objection to the principle of setting
these out exclusively in the public accounts of Canada. But what worries me
a little bit is how we are going to give a complete picture when we do set that
out in the public accounts of Canada. We at one time had a Department of
Railways and Canals; I know. But I do not know—I was not here—what
happened to the canals, the cost of canals and so on, or where that was relegated.
Perhaps Mr. Roberts could tell us something about that. ’

Hon. Mr. Howe: Yes. In this account now appearing in the accounts of
the Department of Railways and Canals for the last year, it would continue to
appear as it is in the accounts of the Department of Transport—a complete
record of all expenditures on railways.

Mr. Ryan: Also of canals? I .am speaking about canals.
Hon. Mr. Howg: Everything.

Mr. BeauBien: From the inception?

Mr. SmarT: Right from the start.

Hon. Mr. Howr: Right from the start when the first work was done. I
might say that it has been suggested that it would be possible to write another
amendment into this, an amendment to the effect that we make it compulsory
for all railways to include all government assistance in their annual report. That
would be an alternative.

Mr. Ryan: This is only the position I take. Why have an amendment and
have another amendment on top of that? I have no objection to having it
exclusively in the public accounts. But would there be any harm done? I have
given the matter a lot of thought as to what should be put in the public accounts
as showing a complete picture.

Mr. VIEN: At first sight, Mr. Chairman, I think the public would be satisfied
with the last suggestion. I am talking exclusively with respect to the public
interest. I resent a little the insinuation that either Sir Edward Beatty or any
member of the committee should, when they are trying to find their basic facts;
to use my hon. friend’s own parlance, that there should be any particular interest
other than serving the public interest. I would at first sight think that the last
suggestion would be an excellent one, that as an appendix to all railway com-
panies’ financial statements there be a supplement showing the true picture.
That would at first sight appear to be all right. The only difficulty with respect
to the amendment presented would be that that could hardly come as part of
the bill now referred to the committee. That should be an amendment to the
Railway Act, for instance, or something of that kind. Of course, we could
always do it by amendment to this bill, because parliament can do what it seems
advisable. But it might not be logical to have it as an amendment to this bill.

The CuAmrMAN: I would like to direct your attention, gentlemen, to the
fact that this question is not before us at the present time. It has been men-
tioned casually by the minister. What is before us at the present time is:
Shall the statement in the amendment proposed by the minister be included only
in the public accounts or also in the accounts of the Canadian National
Railways? That is what we have to decide.

Mr. Vien: I am sorry to have been a bit late. I would like to know if it
has been covered. I shall read it—if there is any serious reason why it §h0uld
not appear as an appendix to the annual financial statement. If there is any
objection, I am quite willing not to insist on it. If there is any reason why these
grants of money or these loans should not, as an appendix, be added to the
financial statement, I am quite willing not to insist on it.
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Mr. BeauBien: There is a motion befor_e us to that effect.
Mr. Vien: Well, I do not want to delay the committee.

Hon. Mr. Howe: I think the answer to that is that it is difficult to set it out
in a way that will appeal to anyone as a reason. I mean, you can put an
appendix in there, and business men reading the thing such as we will say
British investors or American investors, or anyone you like who buys this type
of security, will wonder why it is there as an additional liability. We want
to get away from the idea that there is any undisclosed liability of the railway.
That is my thought in the thing. I may be wrong. :

Mr. Vien: I think that may be reasonable.
Some Hon. MeMBERS: Question.

The CualRMAN: Gentlemen, the motion before us is: Shall this amendment
appear as proposed here; shall it be only in the public accounts or also in the
Canadian National Railways balance sheet?

Mr. Vien: Would you kindly read the amendment?
The CaarrmaN: I have not got it in written form.

Hon. Mr. Stewart: With a view to getting along, is there any serious
objection to allowing this to stand over until the next meeting of the com-
mittee, and having it appear in our minutes so that we may study it and then
speak to it more intelligently? It may be accepted.

The Cuamrman: Well, gentlemen, it is for you to decide. Do you want the
motion to be proposed?

Some Hon. MEMBERs: Question.
The CuamrmAN: I will have it in written form in a moment.

Mr. Beausien: I think if we get an opinion of the committee, then that
phase of it will be settled.

The CuammMman: Without a vote?
Mr. BeausBien: No.
- Mr. McKinnon: On the motion.
Mzr. BeauBieN: I mean, by this motion we will get the opinion of the com-
mittee. That will settle the question. Then if there are any amendments in

reference to what is going to be put in the public accounts, we can deal with
that afterwards.

Mr. BoraweLL: That would be schedule B, would it not?
The CaalrmaN: No. It is paragraph 24 of the bill.

Hon. Mr. Howe: Now paragraph 24.

Mr. BorawerLL: And schedule B?

The Caamrman: No, schedule B is another amendment that will be con-
sidered when clause 8 is under discussion.

Mr. BoraweLL: Section 24 of the bill; you mean the statement provided
for in section 24 of the bill be not included in the Canadian National Railways
annual statement?

Hon. Mr. Howe: That is right.

The Cuarrman: That is it exactly.

Mr. Beausien: Mr. Chairman, in reference to the statement of the amend-
ment which the minister has moved, in reading a speech by Sir Edward Beatty
on April 9, 1935, 1 find this is what he said:—

As a taxpayer, and as an officer of a competing railway, 1 care for
one thing and one thing only—that the people of this country shall not be
fooled into continuance of the unwise extravagance which has produced
the situation which now confronts us. As has recently been said, you
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may write the capital of the National Railways down to one dollar, pro-
vided that every statement affecting the finances of the system carried in
bold type the announcement that nothing should make us forget that
Canadian railway policy has already added over three billion dollars to
the financial obligations of the nation. o5

If we put it into the public accounts everybody concerned will see exactly what
the railway undertakings of the Canadian people have cost the Canadian people.
We cannot have it in both places.

The CrairmaN: As a matter of fact, I think everybody is of the opinion
that we could get a truer picture of the situation in the public accounts than we
can possibly get in the annual statement of the Canadian National Railways.

Mr. BoruwerL: We will certainly get a better statement than we do now,
because we can find only a part of it in the Canadian National annual state-
ment and a part of it in the publie accounts.

The Cuamrman: Moved by Mr. Bothwell, seconded by Mr. Beaubien, that
the statement we have been discussing be included in the public accounts and
not in the annual statement of the Canadian National Railways.

Mr. Ryan: Would it not be well to make that section 23 instead of
section 24?

The Cuarman: I think there is another section 23 proposed. The minister
seems to have gone backward rather than forward. Shall the motion carry?

(Motion agreed to.)

Hon. Mr. Howe: It was contended in the committee meeting of the 25th
February that the securities trust was to be used for some improper purpose and
as some sort of subterfuge for hiding the complete scope of the proposed elimina-
tion of advances and accrued interest. A reference to my statement made to
this committee on the 18th February will show that on page 2 of the minutes of
proceedings and evidence I gave a condensed summary of the proposed con-
solidated balance sheet revision. In this summary I think I made it abundantly
clear what the proposed elimination is in the following terms:—

Elimination of loans applied for deficits by concurrent reduc-

tion of deficit ‘account; . i o i i i R A et e e e e SBBIZAAISEDSOT
Klimination of accrued interest on loans by concurrent reduction
of deficit cageotmt. i i e i s r e L AE OGRS TN 0

——$856,274,487 20

Then on page 6 of the minutes of proceedings and evidence under the
heading “ Elimination of Capitalized Deficits ” and continuing up to page 11
my statement dealt in considerable detail with the prineciples involved and the
authorities and precedents supporting the proposed balance sheet write-off.

Up to this point the securities trust is not a factor. It only becomes a factor
when the elimination of these duplicated liabilities and deficits is sanctioned
in principle by parliament. When the elimination of debt duplication is sanc-
tioned then the’securities trust, as dealt with in my statement on page 12 of the
minutes of proceedings and evidence of February 18th, is to be created “solely
for the purpose of taking over and perpetuating such priority claims as may be
deemed to exist and the underlying collateral against the original debtor
corporations in the same way and to the same extent that they are presently
held by the Dominion subject only to the provision for release with the approval
of the Governor in Council.”

There is another important side to this matter. If the capital adjustment
plan had provided for the elimination of claims for loans and accrued interest
without concurrently making adequate provison for the preservation of the
priority rights of the Dominion in respect of unguaranteed securities and sub-
sidiary company capital stocks held by the public, there would have been an
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~ indefensible weakness in any such a plan. The elimination of the debt duplica-
~ tion other than by way of the securities trust could only have been accomplished
by the direct cancellation by the Dominion of the relative claims against the
original debtor corporations. Such outright cancellation would have indirectly
altered the status of the existing priorities to the disadvantage of the Dominion.
~ This fact was given the most careful consideration before deciding upon the
_proposal for the establishment of a securities trust to protect the Dominion
" against any future contingencies in this respect.

1 think the committee will agree that in view of these facts any statement
which attributes improper motives in the creation of this securities trust is
entirely without foundation. However, in order to fully clarify the situation
and to meet any objection to the placing of the securities trust under the
authority of the Governor in Council or to meet any other point relative thereto,
~ then by all means I would suggest that the bill specifically provide that the
~ balance sheet and annual report of the securities trust be submitted to parlia-
 ment annually as a separate document. With this thought in mind I favour an
. additional provision being made in the bill to specifically meet the situation in
respect of the securities trust as follows: Under that clause, the trustees of the
seeurities trust shall present to parliament annually through the Minister of
Transport a balance sheet together with the report setting forth in a summary
manner the transactions of the securities trust during each calendar year.

Mr. BeauBien: “ Trustees” there means the Governor in Council.

Hon. Mr. Howe: It means the five men set up; Deputy Minister of Finance,
Deputy Minister of Transport, Deputy Minister of Justice—

Mr. BrauBien: You are going to set up trustees to take care of this
securities trust.

Hon. Mr. Howe: Yes. The other two trustees are the president and
treasurer of the Canadian National Railways. It is a trust wholly owned by
the government, and this provides that statements of any transactions made in
that trust shall be reported to parliament in a separate report.

Mr. Viex: These transactions will be limited, will they, to what we are now
transferring to them. Or is there any operation from year to year with respect
to deficits or other things that might further be transferred to them, or shall
they be entrusted only with the management of such securities which are now
being embodied in the trust?

Hon. Mr. Howe: These securities could be released by council as against
some claim. There might be transactions of the securities account but they
will arise out of old transactions.

Mr. Vien: Therefore, they will be limited to managing such securities as
we are now entrusting to them?

Hon. Mr. Howe: Yes; in the interest of the government and the railway.

Mr. Vien: Exactly. But in future the management of the railway will not
have power to shift to them any other securities or any other deficits or any other
financial statements except with regard to the management of such securities
as we are now passing on to them?

Hon. Mr. Howe: That is my understanding, yes.

The CuamrMaN: Gentlemen, I think we will have to come back to all these

matters as we are considering the bill clause by clause. I think we should deal
with the bill as it stands.

Hon. Mr. StewarT: In connection with the minister’s statement, I would
assume that that would be presented within the first few days—fifteen days or
thirty days of the opening of parliament and would be available and could be
considered in connection with the report of the Canadian National Railways.

Hon. Mr. Howe: We could have it presented concurrently with the annual
report of the Canadian National Railways.
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_ Hon. Mr. Srewarr: It seems to me it ought to be available to this com-
mittee for consideration at the same time that this committee is considering the
annual report of the Canadian National Railways, or it might be an annex to
the report of the Canadian National Railways. '
- Hon. Mr. Howe: It would be an annex to the report. This provides for a
special report to parliament with a statement.

Hon. Mr. StEwarT: Exactly.

Mr. Youna: Could that report be referred to any committee?

Hon. Mr. Howe: It will be referred to this committee. It will be presented
to parliament annually, concurrently—

tMr. Vien: —concurrently with the annual report of the Canadian National
system.

Hon. Mr. StewarT: That is the idea.

ttI‘he CuamrMAN: This has limited to some extent the object of the amend-
ment.

Hon. Mr. Howe: No. It puts a time limit.

~The CuAmrMAN: You are sending it only to one committee; it may be
desirable to send it to another committee, because the Finance Department is
concerned.

Mr. Vien: The amendment as proposed by Mr. Stewart does not determine
to what committee parliament will refer it; it simply is limited to determining
that the minister will file the report of the trustees at the same time as he files
the report of the Canadian National Railways. Now, parliament may refer it
to any committee.

Mr. Youna: I take it that this will be reported to parliament in the ordinary
way and a motion may be made in parliament to refer it.

Mr. Vien: Exactly. We are not determining the manner; we are deter-
mining the time.

Hon. Mr. Howe: The time. That is all: the trustees of the securities trust
shall present to parliament annually concurrently with the annual report of the
Canadian National Railways through the Minister of Transport a balance sheet
together with the report setting forth in a summary manner the transactions of
the securities trust during each calendar year.

Mr. Youna: Mr. Chairman, that seems to me to imply that this securities
trust shall present the report of the Canadian National Railways, and I do
not think that is intended. :

Hon. Mr. Howr: At the same time, yes.

Mr. Youna: By the way you have it worded, it seems to me to indicate that
they themselves shall do it.

The Cuamrman: It says “through the Minister of Transport.”

Mr. Youna: All we are purporting to do here is to have this report come
to parliament, and then parliament itself determines that it shall go before what-
ever committee it wishes. , :

Mr. Vien: We agree.

Hon. Mr. Howe: It is customary to have a time limit.

Mr. BorawerL: I think the amendment infers that—that it shall be pre-
sented to parliament through the Minister of Transport.

The CHAIRMAN: It is the same thing with the auditor’s report. The auditor’s
report does not specify a time limit, but it is referred to us at the same time
as the annual report of the Canadian National Railways. The wording is very
broad as far as the reference of the auditor’s report to parliament is concerned.

Mr. Vien: I think we are at one on the principle. When you say referred—
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© The CHAIRMAN :. We- wﬂlvonéider that latér on when we come to that clause.
‘Hon. Mr. Stewarr: Might I present this statement on behalf ¢. a member
of the committee, Mr. Walsh, who is not present. I have three or four copies

 of it. It is something that would receive the attention of the officials of the
~ railway.

Y

The CuaeMaN: You do not want that to be included in the evidence, do

- you? We will simply hand it to the clerk and secure the information from the

~ officials of the Canadian National Railways.

- Hon. Mr. Stewart: This is a request. I would like to put it on the record:—

(a) Condensed balance sheets of the Canadian National Railways

and of the Dominion government, as at December 31, 1935, and March 31,
1936, respectively, showing clearly on each balance sheet all items owing
by the railway to the government, corresponding items to be in identical

. -amounts (any differences because of differences in dates to be treated as

*

i suspense items) duly identified on the respective balance sheets.

(b) A consolidated balance sheet of the Dominion government, as
at March 31, 1936, including the Canadian National Railways.

(¢) Condensed balance sheets of the Canadian National Railways
and of the Dominion government, as at December 31, 1935, and March 31,
1936, respectively, giving effect to the proposals set out in bill 12.

(d) A consolidated balance sheet of the Dominion government as at
March 31, 1936, including the Canadian National Railways, after giving
effect to the proposals set out in bill 12.

I shall not ask that this be disposed of now. It can be tabled, but I wanted to
get it in the record.

The CuaamrMAN: We will go further. We will hand this over to Dr. Clark,
Deputy Minister of Finance, for any statement that may be needed.

Hon. Mr. Vien: And we shall have these questions on the record.

The CramMman: We shall do better than that, we will undertake to have
the answers to them at our next meeting.

Hon. Mr. Vien: We shall know what it is all about when we read the
record? L :

Hon. Mr. Howe: That is all in the report of the Department of Railways
and Canals.

Hon. Mr. StewarT: I assume that it is, I do not know.

Hon. Mr. Howe: The reconciliation—everything else, is there.

Hon. Mr. Stewart: Mr. Walsh was very sorry that he could not be here
this morning.

The CuamMan: We are on clause 2; shall clause 2 carry? I am just
going to read the marginal notes. Clause, interpretation: Definitions; “ Gov-
ernment Railways”; R.S., e¢. 172; “Minister”; “Indebtedness to His Majesty’’;
“National Railways”; R.S., 1932-33, c¢. 33; “National Railway System”; R.S.,
1932-33, c. 33; “proprietor’s equity.”

Hon. Mr. Stewarr: Mr. Chairman, proprietor’s equity means?

The CrARMAN: I am going to read that whole clause:—

(f) “Proprietor’s equity” means

(7) the initial stated value of the capital stocks of the Cana-
dian National Railway Company and the Securities Trust as deter-
mined pursuant to sections five and fifteen of this Act as of January

first, nineteen hundred and thirty-seven, plus any subsequent surplus
34200—2




earnings of the National Railway System not paid over to His
Majesty, less subsequent capital losses and other charges of the
National Railway System in respect of which His Majesty has not
made any contribution, and (11) the capital investment of His
Majesty in the Government Railways.

I would like to call the attention of the committee to the fact that clause 11
further deals with proprietor’s equity,-and it is defined in schedules 4, 5 and 6
of the appendices. So we might discuss proprietor’s equity when we come to
clause 11 Mr. Stewart, don’t you think? -

Hon. Mr. StewarT: Proprietor’s equity seems to be a new expression. Is
it a suggestion of the auditor? We would like to get it, it is a new phrase.

Hon. Mr. Howe: Who can tell where these bright ideas originate?

Hon. Mr. Stewart: I thought possibly the idea came from the minister.

Hon. Mr. Howg: I would not like to take the credit myself, or give it to
anyone else. It is one of these evolutions. ¢

Hon. Mr. Viex: What strikes me at first sight in that definition is that in
the proprietor’s equity—and that is related to the question I was putting earlier
—in the proprietor’s equity will be at least reflected the surplus or deficit of the
system. 1 may be wrong.

Hon. Mr. Howe: No. The proprietor’s equity simply gives the value of the
securities in the securities trust.

Hon. Mr. Viex: Financially stated the value of the capital stocks of the
proprietor’s equity means the value of the capital stocks that we are now trans-
ferring—to-day, as of January 1, 1937—plus any such subsequent surplus earn-
ings less any subsequent capital losses and other charges of the system in respect
of which His Majesty has not made any contribution, and the capital invest-
ment of His Majesty in government railways. I have no objection to that at
all, T think it is a proper thing; providing this would not relieve the Canadian
National Railways from year to year from showing in their balance sheet and
in their profit and loss statement the continued results of their operations either
by accumulated surpluses or accumulated deficits or the condensed results of
both.

Hon. Mr. Howe: The officials will correet me if I amswrong, but I think
that clause simply is made flexible enough—you see, we are working here on
the accounts of 1935 because we have not the accounts of 1936; well, this act
provides all the way through that all the figures used can be ajusted to the
accounts of 1936; and I think the flexibility of the thing is simply to provide for
that adjustment. I think that once we have an adjustment of these books on the
basis of 1936 accounts there would be no additions or deductions, as stated in
the paragraph.

Hon. Mr. Vien: I would like to have Colonel Clarke tell me if these surpluses
and deficits, or losses, or charges, or all such deficits and charges, occur until the
1st of January, 1937, only; or if they are to occur in future.

Hon. Mr. Howe: Could you answer that Mr. McLaren?

Mr. McLAreN: To oceur in future,.at the end of 19362 Well, that is to be
disposed of by the provisions of the bill, :

Hon. Mr. VieN: Therefore, in future any profit or any loss sustained by
the railway will be added to or deducted from this capital trust.

Mr. McLAREN: Any contribution not made by the government.

Hon. Mr. ViEN: I have no objection to that, T think it is a proper thing
that it should be because we are now defining the proprietor’s equity; and, of
course, that proprietor’s equity will consist of what is there as of the 1st of
January, and would be added to or dedueted from as profits or losses are
oceurring from year to-year.
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Mr McLABEN‘ Not pald for by the government
- Hon. Mr. VIEN: Not paid for by the government, as a result of the system s
4 wperatmn

g Mr. McLAREN: Yes.

Hon. Mr. Vien: That of course is quite all right so far as a deﬁnltlon i8
concerned, and so far as the construction of the proprietor’s equity is concerned;
provided it does not relieve the railway company from carrying in its ploﬁt

- and loss statement, and from reflecting in its balance sheet from year to year
. the results of its operatlons from this day on.

Mr. McLAREN: Under this bill there will not be a proﬁt and loss account.
The profit and loss acecount will be reflected in the proprietor’s equity. That will
be either increased or reduced as the case may be.

Hon. Mr. Vien: How are you going to show the net results of your annual
operations from year to year?

Mr. McLAREN: The profit and loss will show just as it is now. The balance
not contributed by the government is being transferred to the government equity
account.

Hon. Mr. Vien: That is all right as a definition. We are now on the
definition, and I have no great objection; but it may be well to foresee what
possible objections I have to this. It seems to me that it is quite all right to
eliminate or write off from the Canadian financial statement any accumulated

" deficits or any losses by the government which are non-active assets and which
are being written off so to speak and transferred to that equity trust fund.

Mr. McLAREN: May I put it this way so it will make it simple; supposing
at the end of 1937 we had a deficit of say $50,000,000, and $40,000,000 of that
was paid for by the government, that leaves $10,000,000 say representing a
eapital loss; that would be transferred to the government’s equity account and
would reduce the government’s equity by $10,000,000. Is that clear?

Hon. Mr. Vien: That is clear; but there is something that is not clear, and
what is not clear in my mind is this: that we recapitalize the company, we write
off this equity and we recapitalize the company; you have a new financial struc-
ture; you carry on with your operations at the end of this year let us say mak-
ing a loss of $20,000,000, it seems to me that your annual financial statement
should have a statement of this that will be carried along with the other
results of your operations so that next year if you have a profit of $30,000,000
then you should have in your accumulated profit and loss a statement to show
the net results of your operations from this recapitalization.

Mr. McLAREN: Well, Mr. Vien, the profit and loss account you speak of
will be substituted by the proprietor’s equity account, that will be increased
or reduced as the results are known. 2

Hon. Mr. Viex: To speak in plain language and in ordinary parlance, it
seems to me, speaking for the ordinary average taxpayer of this country, and -
speaking for the 28,700 electors of my riding, that when they read the financial
statement of the Canadian National Railway system, or the Canadian Pacific,
or the Canadian government, they want to try to understand what it is all about.
If you transfer your profits or losses from year to year to this proprietor’s equity
which will be carried in a separate set of accounts you do not give the Canadian
people—and I speak subject to correction—you do not give to the Canadian
people a true picture of the results of the operation of your system.

Hon. Mr. HowE: You do that way.

Mr. McLagren: Just a moment please.

Hon. Mr. Howe: All right.

Mr. McLAREN: I do not think that was a correct statement.
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Hon. Mr Viex: 1 would be glad to be corrected.

Mr. McLareN: I will try. Take our profit and loss account on page 18
of the annual report for the year ending 1935.

Hon. Mr. Vien: Yes.
Mr. McLagreN: It will be shown in  the same manner as it is now shown, and

where you see at the bottom the change during the year in the profit and loss

account—now, that is after the government has paid its cash proportion of con-
tribution—that would be transferred by the new bill to the proprietor’s equity
instead of profit and loss. I myself can see no difference between the name profit
and loss account and proprietor’s equity. They are the same thing.

Hon. Mr. Vien: Except that this statement disappears from your annual

financial statement?

Mr. McLaren: No, begging your pardon, on the face of our balance sheet
you have there in the profit and loss aceount under the new bill— —

Hon. Mr. Vien: I am sorry, would you show me on what page of the report
I will see that.

Mr. McLaren: That appears on page 17. The profit and loss account is
shown there. Now it will be substituted by the proprietor’s equity account
showing the change just the same as at present.

The Cramrman: It is a change in name only.

Mr. McLagren: That is all.

Mr. Ryan: In other words, the amounts would appear there just as well.

The CHARMAN: Absolutely.

Hon. Mr. Vien: The statement on page 18 of the auditor’s report disappears
from your future report. You will have in your balance sheet figures showing
your profit or loss for the year and this will be transferred to the proprietor’s
equity account; but the profit and loss statement which you now carry on
page 18 will disappear from your annual statement. Is that correct?

Mr. McLaren: That can be overcome by just doing what we do now. We
show there the change during the year in the profit and loss account, and under-
neath that is the balance on January 1st of so much; then the total, and the
balance. You can carry that out just the same and the total always agrees with
what appears in the account on page 17, in just the same manner as when you
had a profit and loss account.

Hon. Mr. Vien: We will go into that when we discuss the bill.

Hon. Mr. Srewarr: With regard to these deficits that have been paid out
of the consolidated revenue funds; will they appear in this proprietor’s equity?

Mr. McLarex: No, they will not:

Hon. Mr. STEwaARrT: These are as it were forgotten.
Mr. McLaren: They would appear in the public accounts.
i Hon. Mr. StewarTr: They will not appear in the accounts of the railway at

all.

Mr. McLareN: Only in the public accounts, in the schedule that is bemg
prepared by the Department of Finance.

Hon. Mr, StewaArT: And they will not be uﬂccted in the proprietor’s equity
statement.

Mr. McLarex: No. What will appear in the proprietor’s equity will be
represented by assets; in other words, the investments in the Canadian National
Railways as they are known now.

Mr. BeauBien: As they will be known after this bill has passed.

i

i
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Mr. McLaren: There will be no deficit in there. That amount will be just
" the value that is represented by assets. The public debt will show how much
" money has been invested in the railway. I am speaking about cost, the residue
- of investment will be shown in the equity account.

Hon. Mr. StewarT: The amount that is paid out of the consolidated revenue
~ every year; isn’t that in there in that investment?

Mr. McLarex: Paid for?

Hon. Mr. StewArT: For your deficit.

Mr. McLagrex: Well, that is the shareholders’ loss, that is not an investment.
Hon. Mr. StewarT: Exactly.

Mr, McLagren: That is something to appear in the shareholders’ accounts,
not on the railway account.

The CaamrmaN: Shall section 1 carry?

Section 1 carried.

On section 3, adjustment of corporate books—shall I read the marginal
notes or shall I read the clause?

Hon. Mr. Viex: The clause, if you please.

Minister to surrender to C.N.R. Coy. its capital stock.

3. The Minister is hereby authorized to surrender to the Canadian
National Railway Company, for cancellation, the outstanding capital stock
of that company, having the par value of one hundred and eighty million
four hundred and twenty-four thousand three hundred and twenty-seven
dollars and seventy cents.

The CHAIRMAN:
ADJUSTMENT OF CORPORATE BOOKS

Minister to surrender to C.N.R. Coy. its capital stock.

3. The Minister is hereby authorized to surrender to the Canadian
National Railway Company, for cancellation, the outstanding capital
stock of that company, having the par value of one hundred and eighty
million four hundred and twenty-four thousand three hundred and twenty-
seven dollars and seventy cents.

Shall section 3 carry?

Carried.

Mr. BoraweLL: There is one question I should like to ask. In the state-
ment that was given by the minister on the opening date of this committee he
refers to the Canadian National capital stock, gross amount of $180,000,000. I
suppose this clause deals with that.

Hon. Mr. Howe: Yes.
Mr. BoraweLL: Then you carry it forward at $165,000,000.

Hon. Mr. Howe: The total issue was $180,000,000, but $165,000,000 was all
that was ever put in circulation. The amount of stock authorized was
$180,000,000; the amount issued was $165,000,000.

Mr. Viex: What has become of the balance?
Hon. Mr. Howe: I suppose it is still in the treasury.

T
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The CHAIRMAN:

‘Minister to surrender to Can. Northern certain of itsvcapital shares. ‘

4. The Minister is hereby authorized to surrender to The Canadian
Northern Railway Company, for cancellation, eight hundred and twenty
thousand and six shares of the outstanding capital stock of that company,
having the par value of eighty-two million six hundred dollars.

Shall section 4 carry?
Carried.

Section 5.
- Mr. Viex: Just a minute, Mr. Chairman. Is there a statement somewhere
showing the details of this amount?

Hon. Mr. Howe: The information in relation to $100,000,600 is shown in
appendix 2 of the bill.

Mr. Viex: There is no reference to appendix 2.

The Cramrman: The appendices do not form part of the bill; the schedules
only form part of the bill. The appendices are attached to the bill for the
purposes of enlightenment.

Mr. Smart: There is an explanatory note on the opposite page.

The Crairman: We are now on clause 5. If you look at the note you will
see that this section is to establish control of the Canadian Northern Railway
Company by the Canadian National Railway Company. Shall the section carry?

Mr. Vien: Is there a statement somewhere giving the details of this Cana-
dian Northern stock?

Mr. Smart: It is now held by the Crown, and this section transfers it to the
Canadian National Railway Company.

Mr. Vien: Yes.

Mr. McLagrex: On page 11 you will find the information you are seeking.
It is contained in appendix No. 2.

The CaatemaN: Yes. When we come to page 11 we shall have to go through
the appendices.

Mr. Vien: T am much denser than the other members, I have to take a
little time.

The CaAatRMAN: Quite right, take all the time you like.

Mr. Vien: Appendix 2 covers sections 4 and 5, is that correct?

Mr. McLareN: Yes. It contains information in regard to the stock.

The Cuairman: Shall the section carry?
Some Hon. MemsBers: Will you read the section.
The CHAIRMAN:

C.N.R. and Can. Northern exchange of stock.

5. The Minister is hereby authorized to transfer to the Canadian
National Railway Company one hundred and eighty thousand shares
of the outstanding capital stock of The Canadian Northern Railway
Company having the par value of eighteen million dollars, being the
residue of the stock of the said company outstanding after the cancel-
lation provided for in the next preceding section, in exchange for one
million no par value shares of capital stock of the Canadian National
Railway Company with the initial stated value of eighteen million dol-
lars, the issue of which shares is hereby authorized to be made with the
approval of the Governor in Couneil.

Carried.




RAILWAYS AND SHIPPING 9

W;E"&rej now on section 6.
- C.N.R. not to dispose of Can. Northern stock without approval of
: Parliament. ; '

6. The Canadian National Railway Company shall not sell, pledge,
release or otherwise dispose of any of the capital stock of The Canadian
Northern Railway Company without the approval of Parliament.

Hon. Mr. Stewarr: Carried.
Carried. y

The CHAIRMAN: Section 7.

Minister to abandon certain claims against C.N.R.

7. The Minister is hereby authorized to abandon certain claims
against the Canadian National Railway Company in respect of the
Grand Trunk Railway Debenture Account amounting to fifteen million
one hundred and forty-two thousand six hundred and thirty-three dollars
and thirty-three cents, together with any claim for interest thereon,
representing aid granted to The Grand Trunk Railway Company of
Canada by the Province of Canada prior to Confederation.

Mr. Viex: Where shall I find the information in regard to this section?
Mr. SmArT: Appendix 3.

Mr. Viex: What does that mean? Does that mean that the minister is
- obliged to surrender certain claims? Why is it necessary for the minister to
- surrender certain claims?

Hon. Mr. Howe: These debentures rank junior to the ordinary stock of the
~ Grand Trunk Railway. The ordinary stock was declared valueless in the
- arbitration; it therefore follows that this stock must be valueless.

Mr. Vien: This debenture stock is held by the Crown now?
Hon. Mr. Howe: Yes, but it will be cancelled in this bill.

Mr. Vien: Has this anything to do with the protest that we have received
with respect to the debenture stock?

Hon. Mr. Howe: Nothing at all.
Mr. Viex: It has nothing to do with it?
Hon. Mr. Howe: No; these are different debentures.

Carried.

The CuARMAN: Section 8 stands in accordance with the wishes of the
committee so that the amendments offered by the minister shall appear in the
. minutes and be considered by the committee at the next meeting. We are now
~ on section 9.

R.S., c. 172. Surpluses and deficits

9. Notwithstanding the provision of section fifteen of the Canadian
National Railways Act, the surpluses or deficits of the Government Rail-
ways subsequent to December thirty-first, nineteen hundred and twenty-
two, shall be included in, and deemed to be part of, the surpluses or
deficits, as the case may be, of the National Railways.

| Shall section 9 carry?
Mr. Viex: Give me a moment, Mr. Chairman, to read the note.

Mr. Beausien: That means the Intercolonial, ete.?
Mr. Vien: All right.

Carried.
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The CraRMAN: Section 10.

Surplus earnings to go into C.R. Fund ]

10. Whenever the accounts of the National Railway System as certi-
fied by the auditors appointed by Parliament show surplus earnings after
the payment of all charges including interest on securities held by the
public, the directors of the Canadian National Railway Company may
cause to be paid over to the Minister for the Consolidated Revenue Fund
all or any part of any such surplus earnings.

Mr. Vien: Why should the surplus not be kept by the company, Mr. Chair- ‘

man, and administered and treated as surplus of the company?

The CuamrMaN: The section says “may”.

Hon. Mr. Howe: This section is permissible. It permits the directors to
pay dividends to the shareholders, that is all. They can do it or not as they
think wise.

Mr. Vien: I should like in this recapitalization to see the Canadian National
Railways treated the same as an independent company if possible. I am not
speaking of being independent in the sense of lack of control by parliament or
the minister but in the sense of the operation of its annual financial statement.
An ordinary company which has profits either distributes them or accumulates
them in a surplus or reserve account. The Canadian National Railways need
a reserve account for emergency purposes. For instance, if this year they have
a surplus of $10,000,000, and next year, instead of having a crop of 500,000,000
bushels we have a crop of 200,000,000 bushels the earnings of the company will
be less through causes beyond their control. If the company were allowed to
carry out its operations as an ordinary company would there would be a surplus
account to protect them against such eventuality, and in three or four years the
annual statement of the Canadian National Railways would be a true picture
of the situation. If, when you have a surplus of $5,000,000 or $10,000,000 you
shift that to the consolidated revenue fund and next year you have a deficit of
$10,000,000 you ask parliament to vote.you $10,000,000 to make up the deficit.
If that occurs at the end of five or ten years we shall be exactly in the position
to which we now find ourselves.

Mr. Beausien: The Canadian National Railways have a surplus this year
on their operating account; but when the interest is paid to the bondholders they
had a deficit.

Mr. Vien: I agree.

Mr. BeausienN: How could you put anything in the surplus account this
year, when the Canadian government is voting somewhere around $40,000,000
to make up the deficit?

Mr. Vien: I understand, and I agree with my hon. friend that it is not
possible to show a surplus when there is a deficit. I am not suggesting that. I
was addressing myself to a very different point. The point to which I was
addressing myself was that after this recapitalization was effected would it not
be possible for the company to carry its annual financial statement as an ordinary
company would? If they have $5,000,000 of a surplus, let them show it and
keep it, and then if they have a deficit next year and they borrow from that
surplus account to that extent, and if they have to borrow from the government,
let it be a loan to the company which will be shown as a loan from the govern-
ment, as an ordinary company would borrow from the public. It should be
treated.as is done in an ordinary company that borrows from the bank.

Mr. BeauBien: Suppose the Canadian National Railways have $10,000,000
on their operating expenses. Would you want them to put that $10,000,000 in
their reserve fund and let the Canadian people who are really the shareholders
pay the $50,000,000 odd that is due to the bondholders?
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Mr. Viex: I am not suggesting that at all. I am talking about the net
result of the operation of the railway as reflected in their annual statement,
just as an ordinary company would do. If after the operating results are
known there is a surplus it goes to offset the fixed charges and overhead expenses,
" and if there is a deficit or a surplus it should be reflected in the annual financial
‘statement and carried from year to year so that at the end of two or three,
~ four or five years, we shall have a true picture of the result of the operations
~on the basis of his new recapitalization.

Hon. Mr. Howgr: This is only permissive. It permits them to pay a
'~ dividend if they so desire. I think it would be hard to persuade the directors
'~ that they ought to pay money over to the government. I think they will con-
‘tend they ought to make surpluses before they pay them over to the government.

Mr. Vien: The surplus, if any, is transferred.
Hon. Mr. Howe: Not necessarily; may be.

Carried.

The CHAmRMAN: Section 11.

‘ Accounts of National Railway System how to be shown.

11. The accounts of the National Railway System shall be stated as
of January first, nineteen hundred and thirty-seven, and thereafter, so
as to show the proprietor’s equity as defined by this Act.

If you look at the marginal note you will see the following:—

Proprietor’s Equity is defined in Section 2 (f) of this Act and the
application is evidenced in appendices 4, 5 and 6.

Is it the desire of the committee that we should peruse in detail the appendices
- on page 11, page 12 and 12a, 4, 5 and 6?

Mr. Haxson: No.

Mr. Vien: Will you give me just a second. These are details of the transfer.

Mr. Youna: The only thing that struck me about that paragraph was Janu-
ary 1 instead of December 31, 1936.

The CuARMAN: I think that is the railway calendar year.

Mr. Smart: From the 1st January.

Mr. Viex: Could this section stand, Mr. Chairman. There might be no
objection but I should like to ponder over it.

(;I;he CHAIRMAN: Is it the desire of the committee that the section should
stand?

Section stands.
We are now on section 12.

. Corporation Securities Trust Constitution—No trustee remuneration.

12. There shall be a corporation to be known as “The Canadian
National Railways Securities Trust,” hereinafter referred to as the
“Securities Trust,” consisting of five trustees being the Deputy Minister
of Finance, the Deputy Minister of Transport, the Deputy Minister of
Justice, the Chairman of the Board of Directors of the National Railways
and the Vice-President of Finance of the National Railways. The trustees
shall serve without remuneration.

Shall section 12 carry?

Carried.
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The CHAIRMAN:
Objects of corporation. ,

13. The object of the corporation shall be to take over and hold as
authorized by this Act the indebtedness to His Majesty, together

with the collateral securities held by the Minister in respect thereof as
set out in Schedule A of this Aect.

Shall section 13 carry?

Mr. VIEN: Just a minute, please.

Hon. Mr. STEWART: These figures, of course, will be revised on the basis
of the new statement?

Hon. Mr. Howe: Yes.

Mr. ViEN: Where is schedule A?
e }‘he CHAIRMAN: Schedule A is on page 6 and 7. They are simply the
etails.

Mr. Vien: Schedule A—loans.

Hon. Mr. STEWART: That is the detail of it.

Mr. BoruweLL: What is the $41,554,000 in suspense?

Hon. Mr. Howe: That is advances by the Dominion Government for capital

purposes that have not yet been refunded by the railway; that is, repayable
advances to the railway.

Mr. BorewELL: When was that?

Hon. Mr. Howe: Over a period of several years.

Mr. VieN: Is it shown in detail, this $41,000,000?

Hon. Mr. Howe: Have you that, Mr. McLaren?

: hMr. MecLAREN: The details of the $41,000,000—yes, we have the details
of that.

Mr. Vien: It is not shown in the appendices of the bill.

Mr. McLAREN: No. But we can file a statement giving the details of it.

Mr. Viex: Could you do that?

Hon. Mr. STEWART: On page 9 it is shown.

Hon. Mr. Howe: I was mistaken about that. It is an old dispute as to
interest on the old Grand Trunk Pacific Railway.

Hon. Mr. StEwART: It is shown on page 9.

Hon. Mr. Howe: You could explain that.

Hon. Mr. STEWART: “Amount not taken to account by C.N.R.”

The CHAIRMAN: On page 9, schedule A.2 concluded, you will find the
details.

Mr. FRANKLIN: It is principally in connection with the old Grand Trunk
Pacific. There was a guarantee in the old days for several years, and when
the Grand Trunk abandoned the Grand Trunk Pacific, it was what we con-
sidered a breach of contract. Therefore the interest guaranteed by the govern-
ment on those bonds of the Grand Trunk Pacific was still assessed to the
railway, and the railway has not taken up those assessments, and they amount
almost to a great deal of the $41,000,000.

Mr. Vien: They speak of the Canadian National Railways here. They do
not speak of the Grand Trunk.

Mr. FrRaNkLIN: It is part of the Canadian National System, that par-
ticular part.

Mr. Vien: But you are aware what it refers to?

Mr. FRANKLIN: Yes.
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3 Mr. Vien: Could this clause 13 stand, Mr. Chairman? I will tell you

 why I ask; it is because it defines what is going to be transferred to the

- securities trust. !

The CHAIRMAN: There is no question about that. Schedule A forms part
of the bill. :

y Mr. ViEN: Yes.

The CHAIRMAN: Stands?

Some Hon. MEMBERS: Yes.

The CHARMAN: Shall clause 13 stand?

Some Hon. MEMBERS: Yes.

The .CHAIRMAN:

Securities Trust capital stock. To be held by Minister.

14. The capital stock of the Securities Trust shall consist of five
million shares of no par value, which capital stock shall be issued to
the Minister to be held on behalf of His Majesty as consideration for
the transfer to the Securities Trust of the indebtedness to His Majesty
and of the collateral securities held by the Minister in respect thereof.

Shall section 14 carry?
Carried.

The CHAIRMAN:

Initial stated value of Securities Trust capital stock.

15. The capital stock shall be shown on the books of the Securities
Trust as having an initial stated value equal to the total of the loans
made by His Majesty to, and expended by, the National Railway System
for capital purposes prior to January first, nineteen hundred and thirty-
seven, which loans are set out in Schedule A of this Act, being loans
which have not been and are not to be funded by the National Railways.

Shall clause 15 carry?

Hon. Mr. Stewart: Wait until we see that Schedule A. Is that grand total
of $645,527,455.83 correct?

The CuaamrMan: Where do you see that?

Mr. Vien: What page is that detail?

The CHalrMAN: Schedule A, page 67

Hon. Mr. StewarT: Page 8, which follows right after A-1.

The CHAIRMAN: As this schedule stands in connection with section 13, we
might as well pass this clause and hold the schedule in abeyance for discussion
later on.

Hon. Mr. Stewart: There is a principle involved in this, I think.
The Caairman: I do not think there is much in it, Mr. Stewart.

Hon. Mr. Stewart: Is the amount that is mentioned, the total in the
schedule of $645,527,455.83 correct?

The Caairman: Can you answer that, Mr. McLaren?
Mr. McLagren: I do not know what the question is.

~ The Crairman: On page 8, at the bottom of the page there is an amount
given of $645,527,455.83. Is that amount correct?

Mr. McLagren: That is the total loans.
Hon. Mr. Stewart: Is that the item referred to in section 15?

Mr. McLagex: No. This item of $284,000,000 for capital purposes referred
to on page 6, schedule A—
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Mr. Vienx: It is not the total indebtedness to His Majesty and of the
collateral securities held by the minister in respect thereof.

Mr. McLaren: Paragraph 15 provides for capital purposes. The capital
amount is the first item shown on schedule A on page 6.

Mr. Vien: Yes, but you say that the capital stock of the Securities Trust,
which you have mentioned, shall consist of five million shares, which will be
shown in the books as having a value equal to the total indebtedness to His
Majesty and of the collateral securities held by the minister in respect thereof.
I think it would be advisable that this clause should stand in connection with 13.
I see no great difficulty except in analysing the figures.

The CrarMAN: What I mean, Mr. Vien, is that schedule A is in both 13
and 14; and we are allowing clause 13 to stand. We could pass clause 14 and you
will be able to discuss the whole details of it when the schedule is under
consideration.

Mr. BoraweLL: We have passed 14 already. Fifteen is not carried.

Mr. Vien: We are on 14 now.

The Cramrman: No, we are on 15.

Mr. Vien: I am talking to 15. I am not talking to 14.

The CHAlRMAN: Yes.

Mr. Vien: I am talking to 15. 1 am sorry.

The CrArMAN: That is all right.

Mr. McLAReN: My answer was in connection with section 15.

The CuairmMAN: You see, Mr. Vien, schedule A is the crux of the whole
thing, and we are letting schedule A stand until when we consider clause 13.

Mr. Vien: I have no objection to clause 15 carrying with the limitation that
the value mentioned there will be discussed when we are taking the schedule.

The CuArMAN: It is bound to be discussed, because schedule A is not
passed yet.

Mr. Vien: Provided you do not drop the schedule.

The CaHAmRMAN: T will not. Shall the section carry?

Carried.

The CHAIRMAN:
Trustees’ powers—By-laws.

16. The trustees shall be charged with the management of the
Securities Trust and, with the approval of the Governor in Couneil, may
make all necessary by-laws for carrying out the objects of the Securities
Trust.

(2) Such by-laws shall provide for meetings of the trustees to take
place at least once in every year.

(3) The by-laws shall also provide for the custody of the corporate
seal and for the execution of instruments by two or more of the trustees.

(4) The by-laws shall make provision for a presiding officer to be
appointed at each meeting of the trustees and for the giving of notices of
meetings.

(5) The by-laws shall provide what number of trustees shall con-
stitute a quorum for the purposes of meetings.

Shall section 16 carry?

Mr. Vien: Just a minute.
The CHAmRMAN: It is only the regulation.
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Mr. Viex: I think so.
Hon. Mr. StewarT: The details.
The CHARMAN: Shall it carry?

Carried.

The CHAIRMAN:
Head office

17. The head office of the Securities Trust shall be at Ottawa.
Shall it carry?
Carried.

The CHAIRMAN:
First meeting

18. The first meeting of the trustees shall be held at such time and
place as is determined by the Deputy Minister of Finance.

Shall it carry?
Carried.

The CHAIRMAN:
Secretary

19. The Securities Trust shall have a Secretary to be appointed by
the trustees, to hold office during pleasure, who shall perform such duties
as are assigned to him by the trustees without remuneration.

Shall it carry?
Carried.

The CHAIRMAN:
Exzchange of indebtedness for stock

20. The Minister may transfer to the Securities Trust the Indebted-
ness to His Majesty together with the collateral securities held by the
Minister in respect thereof, in exchange for the capital stock of the
Securities Trust, as a result of which transfer every company included in
the National Railways shall become obligated to the Securities Trust in
respect of the Indebtedness to His Majesty transferred and of the collateral
securities held by the Minister in respect thereof, subject to the provi-
sions of the next succeeding section, in the same way and to the same
extent as such company was obligated to His Majesty at the time of the
passing of this Act.

Shall it earry?

Mr. BoraweLL: Just a minute.

Mr. Vien: No. Shall we take it in French so that I will understand it more
readily? I have got to let it sink in a little, and my own density does not allow
me to go as fast as some hon. members.

The Caarman: Go on, Mr. Vien.

Mr. Beausien: I do not think there should be any time limit here.

Mr. Ryan: No, take your time, Mr. Vien.

Mr. Vien: I do not want to be disagreeable to hon. members nor to delay

the committee; but if we are carrying on a serious piece of business, we should
have sufficient time to consider it.
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The CuamrMAN: Go on, Mr. Vien. Nobody objects. e 2 :

Mr. Ryax: We are here for a specific purpose. There is no use of rushing.

Mr. BeauBieN: There is nobody objecting, Mr. Vien. It'is only imagination
on your part.

Mr. Vien: Mr. Chairman, the effect of that seems to be to preserve the
status quo as it is now of all the securities. That is all I find in the section.

The CHAIRMAN: Exactly.

Hon. Mr. Howr: Exactly.

Mr. BoraweLL: Both that one and 21—20 and 21.

Mr. Viex: I think so.

The CrarMAN: Shall section 20 carry?

Carried.

The CHAIRMAN:

Securities Trust not to dispose of indebtedness except with approval of
Governor in Council

21. The Securities Trust shall not sell, pledge, release or otherwise
dispose of any of the Indebtedness to His Majesty transferred to the
Securities Trust or the collateral securities held in respeet thereof, except
with the approval of the Governor in Couneil.

Shall that section carry?

Hon. Mr. Stewarr: Why not parliament? It is just a question whether that
should be parliament or the governor-in-council with respect to the transfer.
There is one other section which said that something was not to be done without
the consent of parliament.

Mr. Heaps: Clause 6.

Mr. Vien: I think it should be parliament here.

Hon. Mr. Stewarr: Clause 6 reads:— :

The Canadian National Railway Company shall not sell, pledge,
release or otherwise dispose of any of the capital stock of the Canadian
Northern Railway Company without the approval of parliament.

Then section 21 says:—

The Securities Trust shall not sell, pledge, release or otherwise dispose
of any of the indebtedness to His Majesty transferred to the Securities
Trust or the collateral securities held in respect thereof, except with the
approval of the Governor-in-Council.

The CuAlRMAN: Mr. Stewart, we have not the Cabinet Minister here now.
I would like to have the opinion of Dr. Clarke on the matter. Shall we let the
question stand until next meeting, and will you kindly report on it?

Mr. Crarke: I take it that the real question would relate to the facility of
making certain arrangements in regard to the financing of some of these unguar-
anteed securities of some of these people. If you had to wait until you passed an
act approving of it, it might interfere with going ahead with a financial operation
at an appropriate time.

Hon. Mr. STEwART: I see they transfer them to the Securities Trust.

Mr. Heaps: I was wondering, if you wanted to do a little refinancing or
refunding, and if we should put into this clause here “parliament” instead of
the “Governor in Council,” whether we would have to wait until parliament
meets. -
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" The CramrMAN: Exactly. _
Mr. Heaps: Would it not be in conflict with clause 6?

The CrarMaN: Clause 6 deals only with “the capital stock of the Canadian
Northern Railway, without the approval of parliament.” That is another thing
altogether.

Mr. BoraweLL: Exactly.

The Cuamrmax: The other is something that has got to be carried on when
parliament is not sitting.

Hon. Mr. Stewarr: What securities would the Trust be holding which
they might want to sell?

The CuarMaN: I do not know.
Hon. Mr. Stewart: If there is any other reference to that point—

Mr. Smart: There are certain collateral securities held by the Crown which
may, for instance, fall due—become matured—and some action will have to
be taken with regard to this; or there may be some clearance necessary of those
certificates held as collateral.

Hon. Mr. StEwArT: Securities that the Securities Trust has?

Mr. Smartr: Yes, held as collateral, that have been turned over by the
government. You see, the government has got certain collateral securities.

Hon. Mr. Stewart: Let us look at the schedule; can you point out any
of the ones which are transferred that might be that way?

Mr. McLAreN: Page 7A, schedule A.1 lists the loans; the collateral is all
specified there.

Mr. SmarT: The notes and collateral held, Mr. Stewart?
Hon. Mr. STEwART: Yes.
Mr. BeauBien: I did not hear that last remark, Colonel Smart.

Mr. Smart: The collateral held by the Crown in connection with certain
of these loans is shown in the second column.

Mr. Vien: This might stand until the next sitting. It is not an important
section, but perhaps, we might have further information. It is only a question
of whether direct authority should be granted in each case, or whether it should
be left to parliament. It might well be, as Colonel Smart has just mentioned,
to have the authority by order in council. :

Mr. SmarT: You cannot borrow otherwise.

Hon. Mr. Stewart: It seems to me that possibly there is something to be
said for the statement made by the deputy minister when you come to these
loans on equipment, second mortgage equipment bonds.

Mr. Smarr: All sorts of things happen.

The CaarMAN: I do not think there is anything in it.

Mr. Viex: It is all right.

The CrAamrMAN: Shall section 21 carry?

Carried.

The CHAIRMAN:

Securities Trust declared a company in National Rys.
22. The Securities Trust is hereby declared for the purposes of this
Act to be a company comprised in the National Railways.
Mr. BoraweLL: I wonder what that word means.

Hon. Mr. Stewarr: I was wondering from a lawyer’s standpoint what it
meant. Is it not a separate entity?
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Mr. BoraweLL: “Comprised in the National Railways”—I do not under-
stand the term myself.

Mr. Vien: I like the term.
Mr. SmarT: You have to go back to the Canadian National Railway Act.

Mr. BoraweLL: “ Comprised in the National Railways.” 1 cannot under-
stand the terms myself.

Mr. Smart: You have to go back to the Canadian National Railway Act.
The Canadian National Railway company, as it stands now, is a corporation;
but there are a lot of other railways in it, and we call it the Canadian National
Railways. It is not a corporate situation at all. The balance sheet is a con-
solidation of all those different companies into one under the Canadian National
Railways system, which is not a corporate body in itself. And that is what that
means—that the securities trust is one of the subsidiaries which will go into the
consolidated balance sheet.

Mr. BoraweLL: Do I understand the Canadian National Railways is a
holding company of the stock of other railways?

Mr. SmarT: It is a trade name.
Mr. Crark: Not a holding company.

Mr. McLareN: The Canadian National Railway is a corporate company;
the Canadian National Railways is just a trade name.

The CuARMAN: It is a sub-company you are organizing now entitled a
securities trust.

Mr. BoraweLL: All that says is that we can consider the securities trust
as a part of the Canadian National Railways.

Mr. Viex: The question is how does it clarify the matter?

Mr. McLARreN: It becomes a company “comprised in the National Railway.”

Mr. Vien: I can understand the language quite easily, but it is more diffi-
cult at first sight to find out why it is necessary that it should be so. Here is a
bill that has created a trust, and then you say that the securities trust shall be
part of the Canadian National Railways. -

Mr. SmArT: And it goes into the consolidated balance sheet.

The CrARMAN: Exactly.

Mr. McLARreN: Look on page 2. Sections D and E define what the Cana-
dian National Railways are. Now, in order that the consolidated balance sheet
may be made to include the securities trust it is necessary, in my opinion, to
have such a clause in there to show it will be comprised in the Canadian
National Railway.

Mr. Vien: You make of the securities trust a distinet and separate com-
pany.

Mr. McLAReN: So it is.

Mr. Viexn: You comprise it in the Canadian National Railways, which is a
trade name, but you separate and segregate it from the Canadian National Rail-
way company; is that correct?

Mr. SmarT: The Canadian Northern Railway company is a separate one
too.

Mr. Viex: I am not particular about the Canadian Northern, but I am
particular about the securities trust. You make of that securities trust a separate
and distinet company. It will be carried under the generic trade name of
Canadian National Railways, but it will not form part of the Canadian National
Railway company. Is that correct or is it not correct?

Mr. Smarr: It will form part of the Canadian National Railway system
if you want to go into the balance sheet, which is a consolidation of all the
separate companies.
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- Mr. Vienx: It will no longer be there.
Mr. SmarT: Yes. It goes into the consolidated balance sheet.
Mr. Vien: Again speaking subject to correction and with deference to the

hon. gentleman to whom I am addressing my remarks, if I am wrong 1 want to
be shown.

Mr. McLareN: On page 31 of our annual report there is given the names of
the companies comprising the Canadian National Railway system. There are
about one hundred companies there all of which have balance sheets. They are
consolidated, and make up the balance sheet as produced on pages 16 and 17
of the annual report. This section 22 of the act provides that the securities trust
shall be comprised in the national system.

Mr. Smart: And be listed therein.

Mr. Vien: Could we allow that to stand? It will not take long, very likely,
but I would like to ponder over that.

Mr. Ryan: How are those railways made part of the railway system? What
page of your annual report did you refer to?

Mr. McLaren: 31 and 32. The act is defined on page 2, sections D and E.

The CuamrMAN: The section stands. Section 23 is a new section. Section
24 is a new section. And section 25 will be a new section, and I suppose it will
have to wait.

Mr. Vien: Have we the final draft of these new sections?

The CHAIRMAN: Yes.

Mr. Vien: Will they appear in the record?

The CuamrMaN: Yes. Section 25 is that the present clause 23 be numbered
to read 25. I suppose you have no. objection to that.

Mr. YounG: The only objection to that would be that in the event of our
not finishing the bill and some other clause having to go in, it might not be 23.

Mr. Vien: This should stand.
The Caamman: Yes. It will not take very long.

Mr. Vien: Now, I would like to make a recommendation—if I may defer
for a moment—and it is connected with the last section that we allowed to stand,
section 21, and the definitions in section 2. In referring to the definitions that
are contained in various other acts, it is a bit cumbersome. You have to hunt
up all these acts and read them. I would suggest that section 2 be redrafted;
and that instead of making reference to the definitions to be found in another
act we should repeat the definition. It does not change it one iota, but it
facilitates reference so much more. You understand, Mr. Chairman, what I
have in mind.

The CaAamrMAN: I know what you mean.

Mr. Viex: It does not alter it; but instead of having to look to the Cana-
dian Government Railways or to look to the Canadian National Railways or the
Railways Act, I would suggest that it be repealed. It will be helpful all around.

The CuamMman: I have no objection.

Mr. BeauBien: Section 2 was passed.

Mr. Viex: What I am suggesting does not change the principle of the con-
currence of the committee in section 2. Section 2 is passed, and we agreed to it.
il The CramrmAaN: It means that the full definitions will be included in the

ill.
Mr. Smarr: I take it that all you want is to transfer the definition that is

fouqd in the Canadian National-Canadian Pacfic Act so that the Canadian
National-Canadian Pacfic Act of 1933 shall have these references?
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Mr. Vien: Exactly. But I would suggest also paragraph A of “Government
Railways” and paragraph D. I think those are the only ones.

The CuamrMAN: Gentlemen, we shall adjourn until Tuesday.

Hon. Mr. StewarT: Before we adjourn, Mr. Chairman, there is one matter
I would like to bring up, and in doing so I hope you will not find me too trouble-
some. ! '

The Cuairman: You have done extremely well.

Hon. Mr. StewArT: Thank you. The same to you. I think that the officials
of the Canadian National Railways can help to clear up a difficulty that exists
in the minds of a great many people. There is ‘a difference of opinion as to the
loss on the Canadian National Railways. Now, on page 18 we have three items:
net, profit and loss:

Mr. Youxa: You are referring to last year’s report are you? !

Hon. Mr. StewarT: Yes, of course. One item is $30,453,831.42. That is
net profit and loss items debit. Then there is net income deficit $48,878,000 odd.
Then there is interest on Dominion government loans $35,000,000 odd, making
the total loss to the system $115,000,000 odd. Now, if we could have some clear
statement which would place each of those items in its proper relation it would,
I think, help to clear up the misunderstanding in the minds of the publie, because
a lot of people insist that the annual loss is $115,000,000 whereas a lot of others
contend that it is only $48,000,000. Could we get any statement now, or at the
next meeting of the committee, that would place these consecutively one in rela-
tion with the other, apart from just a bare statement of the figures—explain
them, as it were, in relation of the one to the other, and the total?

Mr. McLarex: Well, Mr. Stewart, the report specifies that interest on
Dominion government loans is $35,000,000 odd. That is clear. You are trying
to get clear in your mind the difference between book deficit and the contribution
of the government, I presume?

Hon. Mr. Stewart: That is one thing. The total loss is spoken of as
$115,000,000 odd. That is right, I presume, otherwise it would not appear in
the statement.

Mr. McLaren: It is stated there.

Hon. Mr. Stewart: On ordinary business principles that is the total
annually.

Mr. McLaren: I do not say it is correct, because while that interest is
shown as $35,000,000 there is a question whether that is the correct interest or
not. Therefore I do not know whether it is correct.” But I am pointing out to
vou that it specifies interest on Dominion government loans $35,949,676.70.
Now the difference between the $115,000,000 odd less the $35,000,000 I have
spoken of and the $47,421,464.80 which is the contribution by the government
represents chiefly capital loss.

Mr. Rvan: In other words, that does not represent an annual loss; it
includes interest charges.

Mr. McLARreN: Not only, because you have $25,000,000 loss on equipment,
obsolete equipment that has occurred, possibly, over twenty-five years. You
could not say that is a correct assignment for that year. It would have no
relation to the $25,000,000, because it was used up in the last quarter of a
century.

Mr. DeacaMAN: Why should it not be charged off for the years in which
it was used?

Mr. McLagrex: That comes to the question of depreciation accounting
which is not permissible under the government regulations on railroads in
Canada.
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Hon. Mr. Vien: I think we went into that very fully last year. I think
that when the Canadian National Railway officials filed with this committee
the regulations that had been referred to by Mr. Fairweather; and I recall that
we could not find and he could not find in those regulations anything which
would estoppe the Canadian National Railway or any Canadian railway
system from deducting a proper depreciation year by year. We had that
‘investigated last year and I recollect that Mr. Fairweather found himself
unable to refer to the rule, he had the book in his hand and he was unable
to refer to the rule. I sometimes overlook a few articles of the civil code,
from the code of civil procedure, and I would not at all blame him for not
having found the rule if it is there. But, as I said previously I am from
Missouri in such matters and I would like to be shown. I do not believe that
you can show us any rule of the Department of Railways and Canals—and
Colonel Smart will correet me if I am wrong in that respect—any rule of the
department or of the governor in council preventing the railway from establish-
ing a proper depreciation fund and a proper depreciation ratio in respect to
its operating figures every year. I agree that the Canadian Pacific Railway
does not, as was shown to the committee last year, keep its books in such a
way as to depreciate its equipment from year to year; yet I think it would be
inaccurate to state that this figure of $29,000,000 is not a proper figure to
appear in the annual statement of the company. The year previous you had
an item for retirement of equipment, and periodically, every four, or five
or six years you retire a much greater volume of equipment. And then, you
show in your profit and loss statement a considerable figure to cover up the
lack of adequate depreciation from year to year. That does not give to the
average reader of the financial statement a true picture of the situation. For
instance, in a poor year you might forget about depreciation altogether, but
in a more profitable year you might borrow more abundantly from the deprecia-
tion fund or from your operating earnings to make up for the shortness of
depreciation in other years. I believe that you would find it quite possible
to create a depreciation fund and charge your operating expenses a certain ratio
from year to year to take care of that.

Hon. Mr. Vien: Then I, for one, would move that such regulations be
immediately altered.

The CuamrMAN: Would that meet your wishes, Mr. Stewart?

Hon. Mr. StEwArT: Yes. There is just one other question on that; assuming
that this proposed legislation had been in effect say two years ago would it
have had any effect on these figures appearing on page 18?

Mr. McLaren: Not at all, Mr. Stewart. The effect would have been that
if this 1935 accounting was under the new regulations the equity of the govern-
ment would have been reduced by that $25,000,000 for obsolete equipment.

Hon. Mr. Stewarr: I am not referring to that. I am referring to these
three figures which go to make up the $115,281,000 odd that I have mentioned.
Would it have had any effect upon those figures at all.

Mr. SmarT: The interest would have.
Mr. BoraweLL: That interest would have disappeared.
Mr. McLaren: That interest would not be there.

Hon. Mr. StewaArt: If it is not too much trouble I would like to know,
based on that statement, the figure that would have appeared in this statement,
or will appear in your next statement.

- Mr. McLarex: In other words, you would like 1935 recasted to show what
it would be under the new proposed legislation?




Hon. Mr. Stewarr: Exactly; so that we will then have 'before us the vn,,
effect upon. the annual statement of these figures.

Mr. McLagen: Right.

The Cuamrman: Will you have that ready for Tuesday?
Mr. McLagren: Yes, we will try. .

The Cuamrman: We will adjourn until Tuesday at 10.30.

The committee adjourned at 12.35 o’clock p.m., to meet again on Tuesday
next, March 9, 1937, at 10.30 o’clock a.m.
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REPORT TO THE HOUSE

Seconp REPORT

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

SecoND REPORT.

Your Committee has had under consideration Bill No. 12, An Act to pro-
vide for revision of the accounting set-up of the Canadian National Railway
System, and has agreed to report the Bill with amendments.

Your Committee has ordered a reprint of said Bill as amended.

All of which is respectfully submitted.
EUGENE FISET,
Chairman.
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Tuespay, March 9, 1937.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government, met at 10.30 a.m., the Chairman, Sir Eugene
Fiset, presiding.

Members present: Messrs. Barber, Beaubien, Beaubier, Bothwell, Deach-
man, Ferland, Fiset (Sir Eugene), Heaps, Howden, Kinley, McKinnon (Kenora),
Maybank, Stewart, Walsh, Young.

In attendance: Mr. V. 1. Smart, Deputy Minister of Transport, Dr. W. C.
Clark, Deputy Minister of Finance, and officials of the Canadian National
Railways, including Mr. D. C. Grant, Vice-President of Finance, Mr. J. B.
MacLaren, Comptroller, Mr. J. H. Cooper, Assistant Comptroller and Mr. A. V.
Franklin, Railway Auditor, Department of Finance.

On motion of Mr. Walsh,

Resolved,—That the Chairman be authorized to have necessary corrections
made to the statement of the Honourable, the Minister of Transport, as reported
on pages 2 and 3 of the printed proceedings. (See Appendix B).

On motion of Mr. Kinley,

~ Ordered,—That the following correction be made in the Minutes of Evidence
vizi—
Page 33, line 28, the words “Bill B” to be substituted for the words
“Bill12”.

Dr. W. C. Clark, Deputy Minister of Finance, submitted six statements
requested by Mr. Walsh at the previous sitting of the Committee.

On motion of Mr. Bothwell,

Ordered,—That these statements be printed in this day’s Minutes of
Proceedings. (See Appendix C.)

The Committee resumed consideration of Bill No. 12, An Act to provide
for revision of the accounting set-up of the Canadian National Railway System.

A redraft of Section 2 was submitted and the section adopted as so amended.
Section 8 amended to read as follows:—

Notwithstanding any provision of the Consolidated Revenue and
Audit Act 1931 or any other act, the Minister may, in order to adjust
certain differences between the public accounts of Canada and the accounts
of the National railway system relative to the government railways
and the Hudson Bay railway, and in order to give effect to the surrender,
exchange or abandonment of securities or claims authorized by this act,
make the adjustments in the public accounts of Canada which are set
out in schedule “B” of this act.

Sections 11, 13 and 22 adopted.
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New Section 23 adopted as follows:—
The trustees of the securities trust shall present to Parliament annually
concurrently with the annual report of the Canadian National Railways
through the Minister of Transport, a balance sheet together with the
report setting forth in a summary manner the transactions of the securities
trust during each calendar year.

New Section 24 adopted as follows:—
Appendiz to Public Accounts showing total assistance to all Razlways—
The Minister shall include annually as an appendix to the Public
Accounts of Canada, a statement showing the total assistance, whether by
way of cash outlay, land grant, loan, advance, guarantee or otherwise,
given by the Dominion to all railways. Such statement shall also show
the manner in which such assistance has been dealt with in the Public
Accounts of Canada.

Section 23 (to become section 25 in amended Bill) adopted.

Schedule A adopted with the provision that the figures of the 1936 calendar
year be substituted for those of 1935.

Schedule B as amended and shown on pages 76 and 77 of the printed record,
adopted with the provision that the figures of the 1936 calendar year be sub-
stituted for those of 1935.

Title carried.—
Bill to be reported.

By unanimous consent it was agreed to have the Bill reprinted and appendices
revised to show the figures of the 1936 calendar year instead of the 1935 figures
shown in the original copy.

At the request of Mr. Walsh, the Deputy Minister of Finance was asked
to prepare a statement 1ndlcat1ng how and during what years was compiled
the Item of $353,244,349.91 appearmg in Schedule “B” under the heading
“Adjustment in Public Accounts”. Above statement to be incorporated in this
day’s proceedings as Appendix “p,

The Committee adjourned to meet at the call of the Chair.

R. ARSENAULT,
Clerk of the Committee.
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House or Commons, Room 277,
March 9, 1937.

The Select Standing Committee on Ra.ilvkray and Shipping met at 10.30
o’clock. Sir Eugeéne Fiset, the chairman, presided.

p The CuamrMaN: Order, gentlemen. I am sorry that Mr. Vien is not here.
- He asked at the last meeting that the clause of the petition should be changed to
embody the full sections of the act as they are referred to.

In looking the matter over, although the amendment proposed has been pre-
pared, it appears to be extremely bulky and long to be embodied in, practically
speaking, the preamble of the act, and to recite everywhere the part of the law
mentioned in the interpretation clause. I do not know if it is advisable to do it.
I am in the hands of the committee. We were rather inclined at the last meeting
to put it in, but it is changing the procedure altogether.

Hon. Mr. Stewart: Mr. Chairman, it is not a matter of vital importance.
- It does not affect the provisions of the bill or the effect of it in any way. But
it is always well to bring up to date your references, so that you will have them
right before you. I cannot see any objection to it, because it is in the inter-
pretation clause.

The CuARMAN: Quite.right. I quite admit that, but it is new procedure.
You will admit that yourself. I have never seen it, and I have been in the house
many years.

Hon. Mr. StewarT: It is not altogether new. In one or two cases some
member of the house pointed out that it was desirable, and it was done.

The CuamrMAN: Of course, it is a special act. I have no objection whatever
to doing it if you gentlemen wish it.

Mr. Smart: How would it be if that was in as one of the explanatory notes?

Hon. Mr. StewarT: I do not know whether that would help or not.

Mr. SmarT: What he wanted was the definitions.

Hon. Mr. Stewartr: I have not seen the length of it.

Mr. SmarT: There are three definitions.

Hon. Mr. StewarT: Yes.

The CuAmrRMAN: The full text of the law as it stands. Would you distribute
that to the members of the committee, Mr. Arsenault, so that they will see exactly
what he wants. Mr. Stewart, will you look at it? You will see how bulky it
makes it. Do you think it should be done? It is a copy of all acts that exist and
in which reference to the title was made in clause 2 of the bill. You have the
whole thing before you. It is a complete picture of the bill.

Mr. KinLey: What is the advantage of it?

The Cuamrman: Well, Mr. Vien thinks that at a glance you can see, when
you are dealing with your interpretation of the bill, the whole picture before
you. That is all.

Mr. Youna: It is not a great matter.

The CrAamrMAN: Is it the consensus of opinion that this should be embodied
in the bill?
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Hon. Mr. Stewart: 1 think so.
Carried. (See Appendix A.)

Mr. WaLsa: Mr. Chairman, at Friday’s meeting, through Mr.’iStewart I
asked for certain information to be brought down. Might I ask if that informa-
tion has been brought down?

Mr. Younag: Have you got a copy for every member of the committee?
The CrAIRMAN: Do you want this to be included in the minutes?

Mr. Warsa: No. I want this particularly so that I could have reference to
it when the bill is referred back to the house for the purpose of debate.

Mr. SmarT: You want it included in the minutes?

Mr. Warsu: I think it would be advisable to have it included in the
minutes, so that we could have ready reference to it. .

The CrAlRMAN: As we have not a copy for each member, is it your desire
that the full statement should be included in the minutes?

Mr. Youna: What statement?

The CrarrMAN: In answer to the question asked by Mr. Walsh, there was
filed by the deputy-minister of finance a full statement. The full answer is here,
and I think it should be included in the minutes so that every member of the
committee will be aware of it.

Mr. Youne: What question was that?

Mr. CrarkE: 'Consolidation of the accounts of the dominion and the Cana-
dian National Railways.

Mr. BorawernL: That would be that schedule that is published from year
to year in the public accounts?

Mr. Crargg: No, it would not be that. Mr. Walsh asked for—
Mr. WaLsH: A balance sheet before and after.

Mr. Crarke: Yes, a balance sheet before and after; and a consolidated
balance sheet before and after.

Mr. WaLsa: Yes, in condensed form.
Mr. BeauBien: I do not see why it should not be put in.
Mr. KiNLEy: Is that not in the first reference?

The CuamrMaN: I think we might as well have it in the minutes of pro-
ceedings so that every member will have it before him.

Hon. Mr. StewarT: Surely.

Mr. KinLey: Is that not in the first statement that Mr. Howe made?
Mr. WaLsH: No.

Mr. KiNuey: It is not in that?

The CuamrMAN: No.

Mr. BoraweLL: It is contained in the first page of last day’s proceedings,
(a) Condensed balance sheets of the Canadian National Railways and of the
Dominion Government, as at December 31, 1935, and March 31, 1936; (b) A
consolidated balance sheet of the Dominion Government, as at March 31,
1936, including the Canadian National Railways.

Mr. KinLey: Would it not be better for the rpemlbers to read it and see
what there is in it, and get a copy for the next meeting?
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The Cramman: I will ask you to read it, Mr. Clarke.

Mr. Crarkg: It is pretty hard to read.

3 Mr. WarsHa: It would be a waste of time to read it. If the members get
. copies, each member can read it for himself. It is the annual condensed bal-
- ance sheet before and after.

The CuaRMAN: I do not see why it should not go into the minutes of pro-
- ceedings.

Mr. Crarke: It is hard to read and make anything out of it.

Hon. Mr. Stewart: No, you could not make anything out of it at all.
Mr. BoraweLL: I move that it be included in the minutes.

Mr. WaLsHu: I second that.
Carried. (See appendix C)

Mr. KinLey: Before we leave the minutes, I should like to make a cor-
rection in number 2. On page 33 I am reported as referring to Bill No. 12.
I referred to Bill B.

The Cuamrman: I have already given instructions for the clerk to change
that. Gentlemen, the first minutes of proceedings were badly printed, and I
want the authority of the committee to empower me to make the necessary
changes. Some- paragraphs have been put in the wrong place—there is not
any sense to it; and there is a part of the statement of the minister which has
been eliminated from the last proceedings. I want your authority to make
the necessary changes.

Mr. Wansa: I would move that the chairman be given the privilege of
re-editing the first issue.

The CuARMAN: The first and fourth.

Mr. Warsa: The first and fourth issue.

The CHARMAN: Yes, and the second, too. I have an amendment there.
Carried.

Hon. Mr. Stewarr: Might I ask if any of the officials have prepared the
statement referred to on page 105 of the minutes of our last meeting? You
will recall that T asked that a statement be prepared which would indicate
the effect upon the figures in the existing balance shéet of this legislation had it
been in effect.

Mr. McLaren: We have had that statement prepared.

The Cuammman: Have you a sufficient number of copies for members of
the committee?

Mr. McLareN: Yes, there is a sufficient number of copies.

The Cramrman: Do you wish it read, or shall it just be placed in the
record?

Hon. Mr, Stewarr: I think perhaps it had better be read and then it will
appear in our record also.

The CaamMman: I will ask Mr. McLaren to read it then.
Mr. McLaren: This is the statement:—
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PROFIT AND LOSS STATEMENT
Re-stated on the Basis of Proposed Legislation—Bill 12

Cred(i»)hs : f Year—1935
redits from retired Road and Equipment.. .. .. . v v vv ir ve er v s 24,631 40
Unrefunidable Overcharges. . [sis bl e L R R S o ..$ 3:301 90
DONATIONE. 5 55 v o tod sedin T a aid  B D e BT o s N Sttt PO, S SR 30,328 73
Miscellaneous Crredits.: e v i s b o R A e e L SRR RS e
: Total Oredits:, v ar s P e A e 1 S e P e S A 00
Debits: '
Surplus appropriated for Investment in Physical Property.. .. .. .. .. ..$ ~ 2,064 34
Debt Discount extinguished through surplus.. .. .. .. .. o ot vr vr v on .. 22,579 91
Miscellaneous appropriations of SUTDIUS. . .. .o +o oo co vs os 53 o5 vo bu s 27,681 07
Debite for retired Road and BQuiDment .. ©..7 . s ihnt ios » oits stisnssnian atres 201TETIT:28
Delayed Income Pebitals ", ; a MEraps b 85 s FiiiheE Lsay R aes § (s 1 peg Sty ,295 61
Miscellancous  Debite.f; 5 o i3 30T R vl v e is D0y e a el el e L e e L OSS G0N
Tohal Debile . il i iR e e O e e S S LD DR e
Net, Debit sieail 1. st s e e R et e S b Dy S RS AR B S D
Net Income Deficit brought forward.c .. .. v os ot as oo wa'an veinn oy oo 48,878,181 67
Bystert Mot Jio8E A0 50 o i tei v o S o e S e e e A et s 0 GBS ST S
Deduct: Contributions for Deficits from the Government—
Canadian National Railways.. .. .. v o0 oo oo .o .. ..$41,795,757 24
Bastern Tiihesy. i Vs ok ger i Sl | St L oo b 20K S Sl
PEE Car Ferty. & Temminals iy L5 ot 0w A aiasdin: 360,334 36

47,421,464 80

Change in Proprietor’s Equity, representing Capital losses and other charges
not contributed by the Dominion Government in cash.. .. .. .. ..$31,910,5}8 29

Dominion Government-Proprietor’s Equity

Balance at the beginning of the Fear: .ie: . s e saiom soiien e oo lae sy v LHELECcal e
Change during the year, as above.. .. s o e ST S TN R v 81,910,548 00
Balance at end of year, carried to Balance Sheet.. .. .. .. .. .o o o0 v e

Hon. Mr. Stewarr: We follow this in conjunction with page 18 of the state-
ment of last year, do we not?

The CrAmRMAN: It is complete by itself.

Hon. Mr. StewarT: Yes, but it is taken from page 18 of last year’s report.

Mr. Smart: That is right, page 18 of the annual report.

The Caamman: Go ahead, Mr. McLaren. 7

Mr. McLarex: On page 18 of last year’s report there is a profit and loss
statement, brought down as under the accounting in effect in 1935. I was asked
to have that statement recast to bring it into accord with the proposed legislation,
and the changes that are made in the statement shown on page 18 are: First, the
elimination of interest on Dominion government loans of $35,949,676.70; the
total $115,281,689.79 has been corrected to $79,332,013.09; the item $47,421,-
464.80, representing contributions for deficits by the government remains. The
Eastern Lines interest on government loans $626,413.21 has been eliminated;
there has also been eliminated the wording, “ Change during year in profit and
loss account ” with the amount of $67,233,811.78; there has been added, “ Change
in proprietor’s equity representing capital losses and other charges not contrib-
uted by the Dominion government in cash” $31,910,548.29; there has been
deleted the words, “ balance at January 1st,” and total of $789,040,675.42; there
has also been deleted from the report, “ Balance at December 31st ” $856,274,-
487.20; there has been added to this statement, “ Dominion government-
proprietor’s equity,” “ Balance at the beginning of the year,” “ Change during
the year, as above ” $31,910,548; “ Balance at end of year, carried to balance
sheet.”
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- Hon. Mr. Stewarr: That is very complete except those two items at the
~ bottom there.
Mr. McLagrex: “ Balance at the beginning of the year,” you mean?
Hon. Mr. Stewart: I quite understand, if it were just startmg that probably
- would not be there.
1 Mr. Smart: Yes, it will be there; that will be the value of the Dominion
- government equity—$688,000,000 odd.
: Hon. Mr. Stewart: I was wondering why we should not have these figures
in there where they are located at the present time.
Mr. McLagex: The figures in the bill are as of January 1, 1936, and we did
not put them in there. But, just to give you an 111ustrat10n there will be a
balance, and at the commencement. of 1936 that balance would be as shewn on
appendix 5, page 13 of the bill, $690,573,400.32; that has been corrected to
$688,000,000 odd. ?
Hon. Mr. SrewarT: Yes. That clears up that item. Then, with respect to
the balance at the end of the year carried to the balance sheet; what would
that be?

Mr. McLarex: That would be carried to your balance sheet under the
heading of proprietor’s equity.

Hon. Mr. Stewart: And what would the figures be?

Mr. McLarex: If you were using that figure of $688,000,000 odd it would
be reduced by $31,000,000; that would make it $657,000,000.
Hon. Mr. Stewarr: Yes. I think that completes the statement.

Mr. McLAReN: It operates just as though the profit and loss account were
still there.

Mr. Kinrey: Is the proprietor’s equity represented by the Intercolonial?

Mr. MacLAreN: Yes, there is $388,290,294.40 in that for Dominion govern-
ment capital expenditures for Canadian government railways.

Mr. KixrLey: But you include that in proprietor’s equity?

Mr. McLARreN: Yes.

Mr. SmarT: You will find a statement of that on page 13-A of the hill.

The CrairMaN: When we left off the other day we were on clause 8 of the
bill, and it was proposed to substitute a new clause for that, reading as follows:—

ADJUSTMENT OF CERTAIN ACCOUNTS AFFECTING GOVERNMENT RAILWAYS

8. Notwithstanding any provision of the Consolidated Revenue and
Audit Act 1931 or any other act, the minister may, in order to adjust
certain differences between the public accounts of Canada and the accounts
of the National railway system relative to the government railways and
the Hudson Bay railway, and in order to give effect to the surrender,
exchange or abandonment of securities or claims authorized by this act,
make the adjustments in the public accounts of Canada which are set out
in schedule “B” of this act.

That is the proposed change.

Mr. Warsu: I regret, of course, that I was unable to be present at the
meeting on Friday when this amendment was first introduced. I want to thank
the Chairman and the committee for the privilege accorded me of submitting
these four questions, and for the answers to them which were received this
morning, and which T hope may be of some value in a further study of the
various clauses of the bill, with particular reference to the effect that it might
have on the balance sheet of the Canadian National System. In connection with
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this amendment I would like to raise three points, and my first point is this:
Has this committee as such the power to deal with this amendment? I have in
my hand report No. 4 of the minutes of proceedings and evidence before this
committee on Friday, March 5, 1937. Mr. Beaubien asked this question:—

Do I understand that this bill when it is passed in the form in
which you wish it amended will give instructions to the Department
of Finance to adjust the public accounts according to the amendment.
Is that the idea?

Hon. Mr. Howg: Correct.

Mr. BrauBmEn: Have we power?

Mr. Howe: Yes, parliament has that power.

My contention is that Mr. Howe was correct, parliament has that power. And,
we are not parliament, we are merely a committee of parliament charged with
the necessity of reviewing the various clauses of this bill and studying the
principles underlying this bill and reporting back to parliament. I want to raise
that point, and I raise it seriously; and I think Mr. Beaubien raised it with
serious doubt in his own mind as to whether this committee really had the power
to do what it is proposed to do in that amendment. Now, that amendment as
we all know transfers from the non-active assets of the Dominion of Canada
$353,244,349 and places that in the consolidated account. As the members of
this committee know, since 1932 it has been the principle of the railway to have
any deficit placed in the supplementary estimates and voted by parliament.
The $353,000,000 odd represents in large measure the accumulated deficits
previous to 1932.. If it is necessary for the Minister of Finance to put in the
supplementary estimates each year the amount of the deficit of the Canadian
National Railways and have that voted by parliament surely there is all the
more reason to expect the Minister of Finance to put in the supplementary
estimates this year an amount equivalent to the $353,000,000 odd that we propose
taking out of the non-active assets of the Dominion of Canada and placing in
the consolidated fund. It is for that reason, Mr. Chairman, that I contend that
this committee has not the power to place an amendment in that bill that makes
possible such a fundamental change in the structure of the public accounts of
Canada as represented in their financial statements.

The CuamrMAN: On that very point I would like to remind you of this;
that insofar as this Committee is concerned the bill was referred to this committee-
for examination and report; and that is all we can possibly do, report back to
the house what action we advise and what advice we are giving; then it is up
to the house and to parliament to decide for themselves what the final action
should be. To that extent I do not think that we are exceeding our powers
in examining the bill, or even in accepting this amendment, which will be reported
to the house if it carries. It will be a matter for the house to decide what
disposition will be made of the amendment.

Mr. Heaps: As far as I understand the matter of bills in committee I
believe that we are entitled to make any changes that may to use seem desirable,
and so report to the house.

The CHAIRMAN: Surely.

Mr. WaLsua: We are entitled to make any changes; but this is what I
consider a fundamental change, and it is a change that can be made only through
a specific vote of parliament as represented in supplementary estimates of the
Minister of Finance. As members of the committee know, this year we are
voting a sum of $35,000,000 representing the deficit of the Canadian National
Railway system. That is being voted this year in the supplementary estimates.
This amount of $353,000,000 odd represents similar amounts previous to the year
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932. If it is logieal to vote $35,000,000 this year in the supplementary estimates
~ as presented by the Minister of Finance is it not equally logical to have the
 sum of $353,000,000 odd voted in the same way this year showing that it
. represents almost identically—not altogether, but almost identically—the same
- sort of funds that are being voted in the $35,000,000?
4 The CuamrMAN: But, Mr. Walsh, might I remind you that these amounts
to which you refer have already been voted by parliament in each of the different

years, and under the same procedure as will be followed this year.

Mr. Wawsa: No, the $35,000,000 has not been voted annually; it has been
placed—not voted—placed in the non-active assets of the Dominion of Canada;
- and you are proposing to take it out of there where it was placed by parliament
- and put it into the consolidated fund.

The CHARMAN: I am not proposing.

Mr. WaLsH: The minister is proposing it.

The CuarMAN: No, he is not.

Mr. WarsH: This bill is proposing it, then.

Mr. Kivtey: Is not that the intent of the bill?

Mr. WaLsa: We are doing what parliament should do.

The CuammMan: We are simply reporting to parliament that it should
be done; we are not doing it.

Mr. KinLey: No, it is in the bill.

Mr. Youna: This committee has no power to do anything except to
examine this bill, to amend it if it chooses and to recommend to parliament;
parliament has the power, the absolute authority. That is all we can do.

The CramMan: That is all.

Mr. MayBank: What Mr. Walsh is attempting to say is that there is
another $353,000,000 odd—whatever the figure is—which corresponds to the
annual deficits which are voted annually; and I think he is entirely mistaken
on that, because year after year parliament has voted on these matters.

Mr, WaLsu: 1 take exception to that.

Mr. Young: You can take all the exception you like, I am going to make
my statement. :

Mr. WaLsa: We have not been voting it; what we'did do was to vote to
place those amounts in the non-active assets of the Dominion of Canada.

Mr. Youns: What we are doing now is to change the bookkeeping
arrangement; no more and no less; in order to give a better picture of the
situation to the country at large.
~ Mr. WaLsn: Now, Mr. Chairman, apparently the consensus of opinion
in this committee is that we have the power to recommend. Personally I take
exception to that, just as Mr. Beaubien did at our first meeting,
~Mr. Beausmen: I doubted myself that this committee had the power to
instruct the Department of Finance to do anything in regard to the financial
statement. While T still have some doubt, in the light of additional informa-
tion which has been made available T am inclined to accept the minister’s
statement that we have the power to consider this amendment; and 1 am
informed that parliament has delegated its power to this committee to examine
into and report upon all phases of this bill.

The Cuamrman: Certainly.

Mr. BeauBien: And that we are required to make a report back to par-

liament, and then when we get back into the house parliament has the abso-
lute right to do anything it chooses to in the matter.
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Mr. WarLsH: But parliament did not delegate to us the power to take out
of the assets of the Dominion of Canada a large sum of money and put it in
the consolidated debt of Canada? ;

Mr. BeauBien: But it has given us the power to do what we like with this
bill and report back to the house; if they do not want to accept it they can
throw it out. :

Mr. WaLsu: If that is the opinion of the committee it is not my opinion,
and T would like to make this further comment: in my estimation this bill
was referred to this committee, and in referring this bill to this committee the
title of the bill was, “ An Act to provide for revision of the accounting set-up
of the Canadian National Railway system;” and if you go further into the
bill, section 8 itself—the section which we are particularly discussing this morn-
ing and which is to be amended—is headed, “ Adjustment of certain accounts
affecting government railways.” Can any member of this committee suggest
to me that any power has been delegated to this committee to adjust the
accounts of the Dominion of Canada under the heading of, “ an accounting
set-up of the Canadian National Railway system.” Now, my contention is
still that we have not got power to do that. The bill is quite clear and dis-
tinct; and I should like to read in that connection from page 64 of issue No. 3
of the minutes of proceedings and evidence of this committee, where reference
is made to the very point I am raising; that in this amendment we are going
outside of the original purposes of this bill and of the underlying principle
of this bill, and we are changing in toto the very principle on which this bill
was built up, and the principle that received first and second reading in the
house before this bill was referred to this committee.

The CrarrMan: Mr. Walsh, in order that we may be sure that you are
not making any mistake, if you will refer to schedule B of the bill which
schedule forms a part of the bill—mot the appendices—you will find there
mc_licated an adjustment in the public accounts of $660,000,000 and some odd,
being part of the $1,596,000,000 odd, which is all included in the public debt;
therefore, it forms a part of the reference to this committee.

Mr. Heaps: When parliament passed the resolution referring this bill to
this committee it was passed to us to consider and report.

The CualrMAN: Exactly.

Mr. Hears: And we have the right to delete from, add to, change and so
on and if we wish to adopt something definite we have the right to do so. I
think Mr. Walsh is rather confusing the issue, as a matter of fact.

Mr. Warsa: I am not confusing the issue. What I contend, Mr. Chair-
man, is that we have no power in this committee to change the principle of a
bill. We have the power to amend, but not to change the principle on which
this bill was built up and on which it was discussed in parliament and on which
it received first and second reading.

The CuamrMman: We are all agreed with you, we have not the power to
change the principle; parliament has that power, but we have the power to
consider the bill and report back our findings.

Mr. Warsa: I claim that through this amendment you are changing the
principle of the bill; and in support of my contention I would read the follow-
ing evidence which appears on page 64 of the report of our proceedings where
Mr. Beaubien asks:—

Mry. BeausmeN: When those amounts you have mentioned were
absorbed in the public debt of Canada they still continued to be shown
on the annual report of the Canadian National Railways, did they?

Dr. CrArRgE: Yes.
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Mr. VieN: As an asset.
Dr. CLaRkE: As a liability of the Canadian National Railways.

Now, I want you to notice this in particular:—
Dr. CLargE: It was not writing down their value, it was transferring
them
He is referring to what was done by a former Finance Minister, I think Sir
Henry Drayton:—
It was not writing down their value; it was transferring them from
the category of active assets down into the net debt figure.

Then, further on he says:—

Now, that was the start of the procedure.
Mr. BeauBien: That is all we are doing to-day.
Mr. Wansa: Then it continues:—

I think I am bound to say that the reasons which Sir Henry Drayton
gave at that time for taking the action described are reasons which would
appeal to the finance department at any time. They represent the atti-
tude which we take to the treatment of assets in the public accounts
which are not realizable, and are not paying any interest. We try to
get them down into that lower category. We can do that on mstructxons
from the Minister of Finance. We cannot——

I want you to notice this:—
We cannot actually write them off unless parliamentary authority
is given for such writing off.

Mr. MayBank: May I ask you a question just at that point: What does
that word “ we ” mean; does that mean the departmental officials, or this com-
mittee? It is important to determine just what that pronoun means.

Mr. Warsa: You would have to ask Dr. Clarke that.

Mr. MayBank: I think we should pursue that a little further at this stage;
I think we should know what that word ¢ we "’ as it is used there applies to.

Mr. Crarke: It refers to the department.

The CaamrMAN: Dr. Clarke says that in that instance the word “ we ” refers
to his department.

Mr. Warsu: He says, “ We cannot actually write them off unless parlia-
mentary authority is given for such writing off.”

The CuarmaN: He is speaking for the Department of Finance.

Mr. Warsa: Then, further down on the next page I read:—

Now, that is the first class of items included in the net debt. The
second class is what we call “ non-active assets”’; usually items which
were originally up at the top of this page in the active assets sections of
the balance sheet but which have been transferred in accordance with
the procedure followed by Sir Henry Drayton in 1920.

And I want you to notice this:—

They have been transferred from active assets down into the net
debt section of the balance sheet.

He does not mention transferring any items on the authority of any other body
except parliament from assets to the consolidated debt; and that is exactly
what we are doing in connection with this bill, we are transferring them from
the asset section to the consolidated debt section; and I claim that this amend-
~ment goes outside of the power delegated to this committee by parliament, and
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I feel that we should go back to parliament and ask them for instruction, to

see if we are within our rights in handling an important matter of this nature
in which we are writing off assets of the Dominion of Canada to the extent of
over three hundred million dollars and placing those assets into the consolidated
fund of Canada. In doing that we are doing something of a very serious nature.

Mr. Beaveien: We are not doing it. We are merely reporting back to
parliament.

Mr. Warsa: We are recommending to parliament that it should be done.
I think that parliament and parliament alone has the power to ask this
committee to consider the bill with that feature embodied, and that feature
was not embodied in the original bill.

Mr. Mavysank: By that do you mean that we should go back to parliament
for special instruction?

The Cualrman: That is all included in schedule B of the bill. I do not
think you could have taken the time to read that schedule.

Mr. Waisu: Do you suggest that I have not taken the trouble? I do not
think any member of this committee can suggest that for one moment—that
I have not taken the trouble to study this matter.

The CrarmaN: If that is the case then all I can suggest is that you must
“have over-looked this schedule,

Mr. WarsH: I started from seratch, or back of scrateh, and any information
I have has been secured through hard blind plugging, and it was not all done
by daylight; so, you cannot suggest that I have not read very minutely every
part of the bill and the appendices at the back. I have given careful consider-
ation to it all.

The CuamrMaN: Schedule B forms a part of the bill itself.

Mr. WaLsH: I cannot conceive of schedule B as being within the original
intention of this bill, in accordance with the amendment that is brought
forward.

Mr. MayeanNk: I think he ought to reconsture that sentence with “we”
in it.

The CuAlRMAN: “We” means the Department of Finance in this committee,
so far as Dr. Clarke and this statement are concerned.

j Mr. Warsua: That was the second point I wanted to make on this

amendment; that in reality it is not an amendment to the bill, but rather it is
an entirely new and distinct clause that we have here. I would like to go on
further to say that these losses have not been voted by parliament; that is, the
losses that are included in the $353,000,000 and which are now being made a
charge on the consolidated fund. I am not sure whether the minister should
not provide in his estimates for the amount in the amount in the same way as
votes are being made currently for similar deficits; in other words, we are here
voting an amount almost equal to the total ordinary expenditure of the
Dominion of Canada, which this year was over $372,000,000; we are voting from
the assets into the consolidated fund an amount that is equal to ten times the
estimated Canadian National cash deficits for 1937. So far as I can see we
have no justification for this. The justification for the bill has been predicated
on the idea that it was necessary to bring the railway accounts into relation
with the public accounts; but there is now inserted into the bill a provision for
altering the public accounts in line with the railway accounts. That is the
point I would like to emphasize; that our original instructions were, and the
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b original intention of this bill was, to bring railway accounts into conformity with
the accounts of the Dominion of Canada and we have reversed the process, in-
~ stead of doing that we are bringing the accounts of the Dominion of Canada
into conformity with the accounts of the railway, which we were not instructed
o do, and which speaking for myself I feel is not good practice insofar as
~ accountancy is concerned.

Mr. Heaps: To what extent does this change anything in the bill itself?

Mr. WarsH: The amendment to section 8 of the bill would not appear to be
an amendment in a clause of the bill but rather the insertion of an additional
item of a new idea. I would not want to think that the minister had purposely
amended this very important section of the bill with the intention of inserting
anything new by way of principle. I am sorry that the minister is not here
this morning. I do not want the minister to think that I am imputing to him
any wrong motive when I am eriticizing the insertion of this amendment. I
do not want him for one moment to think that I am suggesting that he has
deliberately left this section out of the bill and then has introduced it while
in committee in the form of an amendment in order to accomplish some desired
end.

Mr. BeavsieN: Right at that point might I remind you that the minister
brought that amendment in for the sole purpose of satisfying certain views held
by members of this committee.

Mr. WaLsH: The views expressed by members of this committee as the bill
was originally introduced was for the purpose of emphasizing the fact that the
balance sheet of the Canadian National Railways would not show a complete
picture of the Canadian National Railway system as it should be shown on any
logical balance sheet.

Mr. BeauBieN: The view of the committee was that it should be shown
somewhere.

Mr. WawLsa: I think the witnesses we had here representing the Canadian
Chambers of Commerce were contending for the same thing. I think they
contended fairly that this information should be shown in the balance sheet of
the Canadian National Railways instead of being hidden away in the balance
sheet of the Dominion of Canada.

The Caamman: My understanding as chairman of the committee was this,
that the witnesses wanted to have a true picture of the situation and that it was
immaterial to them where it appeared, in the public accounts or in the accounts
01£ the Canadian National Railway. I would like to have an understanding on
that.

Mr. BeauBieN: Mr. Chairman, I rise to a point of order: The question as
to whether that statement should be shown in the report of the Canadian National
Railways or in the public accounts was settled by a motion which was passed by
this committee on motion by Mr. Bothwell, seconded by myself, to the effect
that the amount in future should not be included in the Canadian National
Railways annual report.

Mr. WaLsua: That it should not be?
Mr. BeAuBIEN: Yes.

Mr. WarsH: And you say that motion was moved by Mr. Bothwell and
seconded by—?

Mr. BeauBien: Seconded by myself.
Mr. Warsu: Both Liberal members, your contention is—
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The CrAmRMAN: That is unfair.
Mr. WaLsu: I consider it is fair—
The CrArMAN: This committee has not been dabbling in polities so far.
Why begin now? b
Mr. BeauvsmeN: My point of order—and I still insist on it—is that the
question of whether that should be included in the Canadian National Railways
annual report was settled by that motion being adopted by a majority of this
committee. In fact, it was unanimous, as you will remember, Mr. Chairman.
The CHAIRMAN: Yes. 3
Mr. Heaps: I think it is most unfair—and I am not a liberal member—for
any member of this house to start bringing in “liberal member” or “conserva-
tive member” to this committee. :
The CHARMAN: I think that statement should be withdrawn.

Mr. Heaps: He does not need to withdraw it. It is a fact, anyhow. It is .
not good order for the work of this committee, if, across the table of the com-
mittee room, we will say two liberal members move a certain resolution or
motion and two conservative members oppose them, on some point. I think if
you start bringing in politics to the Canadian National Railways, it is not going
to be good for the railways.

Mr. Warsu: I am not bringing it before the Canadian National Railways.
I am bringing it before the members of this committee. I feel that this com-
mittee has committed a grave error, in my judgment, in allowing the Canadian
National balance sheet to be made out in the form which they propose, which
will not show to the public of Canada who are particularly interested, the true
picture of that railway, but which they will have to search for in the balance
sheet of the Dominion of Canada or somewhere else where it might possibly be
shown in piece-meal style.

Mr. BreauBien: I still insist that Mr. Walsh is out of order, that question
having been settled by motion of this committee.

Mr. Warnsn: I will pass on to another point, then, if I am out of order. I
do not want to be out of order as far as the committee is concerned. Another
point T would like to make is this. The minister has seen fit to introduce into
this committee an amendment involving over 353 million dollars. Apparently
that item was not looked after in the original bill. It was overlooked; and the
minister makes up for that oversight on the part of those who framed the bill
by introducing this amendment which looks after 353 million dollars. Now,
Mr. Chairman, if that important item has been overlooked in the framing of
this bill, how much more might have been overlooked if we more carefully
diagnosed. studied, and considered this bill? I am coming now to the point
which I raised at the beginning of this committee.

The Cuamrvan: Is that absolutely fair, Mr. Walsh? You must remember
that at the discussion which took place in this committee here, we had thes
chairman of the Canadian Chamber of Commerce who came here as a witness.
While he was talking, it suddenly struck the minister that the only question
involved was: Should those accounts appear in the public accounts or in the
balance sheet of the Canadian National Railways? He drafted a proposed
amendment. This draft was handed to me. I refused to consider it as it
stood there, and asked that Dr. Clarke who is deputy minister of finance, should
have time to consult the minister, and the legal officers of his department, and
bring us the proper wording for this amendment. That is all the minister has
done; it is after Dr. Clarke had gone over this amendment and brought it back
to council in proper form. Then it was submitted to this committee for consider-
ation. Those are the true facts.
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Mr. WarsH: Dr. Clarke then, I presume, contends that there never was in
. the original drafting of this bill a clause somewhat similar in character to the
~ clause that has been brought in as an amendment to section 8?

Mr. Crarke: The original clause 8, as it stands, is somewhat similar. It
- provides for certain adjustments—the adjustment of certain differences between
~ the public accounts of Canada and the accounts of the Canadian National
~ Railways; and schedule B refers to the bill in the original form, refers to the
- adjustments that are to be made in the public accounts of Canada as well
as in the railways accounts. The amendment amplifies section 8. It expands
it to cover the adjustments that should take place—all the adjustments that
should take place in the public accounts as well as the Canadian National
* Railways accounts. That follows the fact that you are putting into the public

_accounts, in accordance with the other amendment, a complete statement as
an appendix, showing the total cost of the Canadian National Railways to the
government—to the people of Canada.

Mr. WaLsu: The point I was trying to make is this: I know when a bill i3
being framed and drawn, it is drawn and considered many times before it
reaches its final form. Now do I understand correctly that there was a proposal
at one time to insert a similar clause in the original bill and it had been with-
drawn?

Mr. Crarke: No.

Mr. Warsu: Never. I want to lead up then to this final point. I have
always contended, as the chairman knows, that we have not had the expert
advice to which I felt this committee was entitled.

Mr. Hears: That is a reflection on the officers who have given us advice,
Mr. Chairman. I do not think it is fair for Mr. Walsh to make that statement
here.

The Cuamrman: I do not think Mr. Walsh means it in that way.

Mr. Heaps: What he should say, and what he probably means, is that he
has not had the advice that he would like to have.

The CrarrmaN: Yes.

Mr. Warsa: I want the advice of an expert accountant who is not in any
way biased hefore he comes to the committee.

The Cirameman: That is not fair.
Mr. WarsH: I have every respect for Dr. Clarke.

Mr. Young: I rise to a point of order. There is more than one member of
the committee here. Mr. Walsh is deliberately—and I say deliberately—time
and time again inferring that some people who have sought to do this thing are
biased, prejudiced and want to get something into this bill which should not
-exist. I claim, Mr. Chairman, that there is no man biased or prejudiced, but
every man here is trying to do the thing that should be reasonably done with
respect to'the Canadian National Railways and the public accounts of Canada.
In order that there should be no misapprehension on the part of any one, it was
agreed—

Mr. WaLsu: He is making a speech. He is not stating a point of order,
Mzr. Chairman.

Mr. Young: I think T have the right to make a speech. You have been
making a speech all morning. ‘

Mr. Warsu: I want to complete my speech. You. can speak for the rest
of the day.

34397—2
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Mr. Youna: In order to have the whole picture before us, it was agreed that
a complete picture be put in the public accounts, so that any one with an
inquiring mind might have some place to go where they would have that before
them. It is an attempt to place all this information in proper form in the public
alclcountsi so that a clear picture will be there of the railways for all time and for
all people.

Mr. MayBank: Mr. Walsh has said when he finishes there will still be the
rest of the day. He suggests there will be some time left. I suggest that he be
allowed to continue.

Mr. WaLsa: And finish within reasonable time. I suggest that myself,
because I am anxious to get through, and I am on my last point now.  When I
raise this point of having this expert advice, I cast no reflection on any member
of the civil service nor any member of the accounting staff of the Canadian
National Railways. When I suggest that they are biased, what I mean by that
is that they are and have been interested in the developments that have taken
place leading to the introduction of this bill into parliament and the amendment
that has been advanced by the Minister of Transport. That is the only extent
to which I feel they are biased. What I want is to get someone here who has had
nothing to do with the bill in its original form, so that he can tell me that he is
satisfied that this is a proper method of accounting. When I made this sugges-
tion before, the minister suggested that it was a matter of government policy.
Now, I feel that technical accounting matters such as proprietor’s equity,
securities trust, and so-called duplication of debt, conversion of stock liability
from stated values to no par values and other questions of this kind, are not
matters of government policy, but are matters of accountancy; and on that I
would like to have some expert advice from someone who has had absolutely
nothing to do with the original draft nor the draft of the amendment in connection
with the bill that we are now considering, in order that we, as a committee, can
ask him just a half dozen very direct questions that would lead to very direct
answers, so that we would all feel satisfied that the aceounting set-up proposed
through this bill and this amendment is in conformity with accepted practices
among railway accountants. That is all I am asking for.

I just wanted to say in conclusion that the points that I have tried to make
are: Firstly, that this committee has not power to deal with the amendment—
and apparently you have settled that matter; secondly, that the amendment is in
reality not an amendment, but is a new section introduced into the bill and
changing completely the original intent and purpose of this bill; and thirdly,
that this committee, or at least some members of this committee, are not in a
position at the present time to pass judgment on the accounting changes involved
without the assistance of an outside accountant, preferably one who has had
practical experience in railway accounting, and one who would be acceptable to
the Canadian Chamber of Commerce and to the Minister of Transport himself.
I am not asking for any biased opinion to be given to this committee. I am not
asking for someone named or suggested by myself to come to this committee;
I am asking for someone to come to this committee who is competent to pass
judgment, someone who has the confidence of the Canadian Chamber of Com-
merce and at the same time the confidence of the Minister of Transport.
Surely, I am not asking for too much. I am just asking for that opinion. It will
only involve a half hour of the time of this committee in order to get that advice;
and then we would be able to proceed, acting on what we believed was the best
advice, the advice of the accountants of the Canadian National Railways, the
advice of those directly in charge in the Department of Finance, and the advice
of a person who has had no previous connection with this bill. That is the point
on which I am eontending; and I am asking the chairman if he would agree, and
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s thls committee if they would agree to allowing the Minister of Transport to

‘bring such a person before this committee in order to get the benefit of his
advice and judgment.

The Cuairman: Well, gentlemen, you have heard Mr. Walsh. I think
~ the main part of your objections have already been answered. In your absence
at the last meeting of this committee, certain questions there appear as coming
from you, which have been answered this morning. I am in the hands of the
committee.

~ Mr. Mavsa~nk: There is not any motion yet before the committee,

Hon. Mr. StewarT: There is nothing before it up to this point. Mr.
Chairman, apparently there is a substantial change in the provisions of section 8
of the bill as introduced. The bill, as Mr. Walsh has properly said—Bill No. 12
—is entituled “An Act to provide for revision of the accounting set-up of the
Canadian National Railway System.” Then “Minister” is defined, in the
interpretation clause; to mean the Minister of Finance. Section 8, the one which
stood over and with which we are dealing, and in connecticn with which an
amendment has been proposed, reads as follows:—

Notwithstanding any provision of The Consolidated Revenue and
Audit Act, 1931, or any other Act, the minister may adjust the certain
current differences between the Public Accounts of Canada and the
accounts of the National Railway System relative to the Government
Railways and the Hudson Bay Railway, in accordance with the terms
of Schedule B of this Act.

One would think that was pretty wide, giving the Minister of Finance that
power.

Mr. BeauBien: Does “Minister” mean Minister of Finance there in clause 8?

Hon. Mr. StewarT: Yes. The interpretation clause will show you that
“Minister” means “Minister of Finance”.

The CHAIRMAN: Quite right,
Hon. Mr. StEWART: In section 2 of the bill.

Mr. BeauBieN: So that, as I understand it, in this clause 8 we are instructing
the Minister of Finance to do certain things.

Mr. MayBank: Empowering him to do certain things,

Hon. Mr. Stewarr: What I am pointing out is that this is a very wide
provision, and it would seem to give the minister in itself power to do almost
anything that is necessary in connection with an adjustment of these accounts
between Canada and the Canadian National Railways System.

Mr. Beausien: I do not want to interrupt, but may I ask a question?
Hon. Mr. Stewart: It is all right.

Mr. Beaurien: The amendment that the minister has proposed and which
the chairman read this morning to clause 8 of the bill, does not really change
the principle of the bill. It simply gives further instruction or empowers the
Minister of Finance to do more than clause 8 instructs him to do or gives him
power to do in its present form, does it not?

Hon. Mr. StewArT: It gives the minister power in accordance with the
terms of schedule B of this act. Now we turn to schedule B, and I would like
to ask, Mr. Chairman; if this amendment is carried, what changes would take
place in schedule B—because that was determined by the house.

3430723
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The Craieman: Schedule B is printed in the minutes itself.

Hon. Mr. Stewarr: . Exactly. Schedule B is in the bill. But I want to
know what changes, if any, would be made in schedule B if this amendment is
carried, or how much farther it authorizes the Minister of Finance to go than
is set out in the present schedule.

The Crarman: If you look at the schedule,—on page 76, the new schedule
is there printed in- full, which makes the changes contemplated by this
amendment.

Hon. Mr. Stewarr: What page?

The Cuamrman: Pages 76 and 77 of the printed evidence, the minutes of
proceedings.

Hon. Mr. StEwArT: I have not got that.

The Cramrman: Oh, yes.

Mr. Mayrank: I have it here. Take it from my place.

Hon. Mr. Stewart: I think possibly I have it. I spoke too quickly. You
are right, Mr. Chairman; it appears on pages 76 and 77. I will not take the time
now to look at it and see the changes. Apparently, there are some substantial
changes. The only other observation I have to make is that the usual way of
dealing with a matter of this kind is in the Department of Finance and then refer-
ence is made to it in the budget speech of the Minister of Finance. I think there is
some reference this year to a transfer from active assets to non-active assets.
That is the way it is usually dealt with, in the review of the annual statement
of the dominion, and any action of that kind is reported by the minister and
dealt with in his budget speech. I must say that I do not quite understand the
effect of the amendment.

The CuarMAN: Mr. Stewart, all the changes in the schedule which forms
part of the bill are contained on page 77, starting from “Elimination of the
present schedule ‘railway accounts’” down to the bottom of the page.

Hon. Mr. Stewart: I would like to know just in what respect, apart from
the detailed figures, it changes the principle of the section. It apparently is the
same down to the item of $300,616,208.35. From there down it is changed. It
seems to depart from the schedule set forth in the bill, and to produce a different
result.

Mr. Maysank: Have you a copy there of the changed number 8?

The CuarMAN: You have it in your evidence, sechedule B.

Hon. Mr. StEwaArT: Page 77.

Mr. MayBank: Well, it is only designed to put certain safeguards around
the manner in which the minister will act.

Hon. Mr. Stewart: I do not quite understand the effect of it, or why it
was necessary to change the section at all. It would seem to be very wide, and
to authorize almost any change that the minister might choose to make.

Mr. Maysank: This sort of narrows it down.

Hon. Mr. Stewart: Well, I am not sure about that.

Mr. FrankriN: In the original draft as it is provided in the first bill,
clause 20 gave the minister power to transfer all the claims of the government
over to the National Railways, all the claims as set out in schedule B.

The CHAlRMAN: Yes.

Mr. Frankrin: We thought the implication of that clause, although it was
not definitely stated, gave the Minister of Finance the authority to write those
loans out of his books, because he had no claim. If you turn over all your
claims and collateral to somebody, you have no future claims, have you?
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~ Therefore, we thought that the authority implied in the bill for turning over
. those claims existing in the public accounts, would be sufficient. Mr. Clarke
~ thought we had better be definite about it, so paragraph 8 was changed to make
~ that definite statement.

Hon. Mr. Stewart: What is the objection to leaving it as it was and taking
them in the public accounts?

Mr. Franknin: Well, you could not. -

Hon. Mr. Stewarr: When you transferred the claims you could not still
have a claim on the trust. :

Mr. FrankuiN: You would not have a claim as set up in the public
accounts in this schedule B. What would you claim on, if you have not got
your notes and collateral?

Hon. Mr. Stewarr: You have got it against some person.

Mr. FrankpLin: The claim is against the-Securities Trust.

Hon. Mr., Stewart: Instead of against the Canadian National Railways.
Is not the effect of this just to make this transfer and make the claims appear
to be existing as against the Securities Trust instead of the Canadian National
Railways?

Mr. Frankuin: From the old private corporations. The old claims origin-
ally held by the government are now held by the Securities Trust. In that
way you perpetuate the claims of the government in case of any action of the
old corporations. But we in turn in the Department of Finance, or in the
government, hold in one case the stock of the National Railways, and on the
other side the stock of the Securities Trust.

Hon. Mr. Stewart: In the public accounts will there appear, if this amend-
ment carried, a claim as against this Securities Trust?

Mr. FrankrLin: Exactly.

Hon. Mr. Stewart: For this amount?

Mr. FrankuiN: For those figures.

Hon. Mr. StewarT: And it will be againgt the Trust instead of against
the Canadian National Railways?

Mr. FrankriN: Exactly.

Hon. Mr. Stewart: It is all set out—

Mr. FrANKLIN: It is all set out in the appendix.

Mr. BeauBien: Are we on clause 8?

The Cuamrman: Clause 8.

Mr. Beausien: And the amendment thereto?

The CramrmAaN: And the amendment thereto.

Mr. Beausien: I find the amendment on page 76 of the proceedings of
March 5. I asked the minister a question; and I understood from the minister
that the history of all railways in Canada was going to be included in the
public accounts—not only the Canadian National Railways or the railways
which form part of the Canadian National Railways, but all railways—to
show the public the exact picture of the donation or contribution of the Canadian
people to our rallway systems in Canada. I was given to understand, or at
least I gathered from the remarks of the minister, that the whole picture would
})ertphut, there, not only of the grants in aid but land grants and so on and so on

orth.

The Caamrman: There are three amendments.

Mr. BrauBien: I cannot find anything in the minutes which the minister
has proposed.

~1
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The CumARMAN: There are three amendments that are embodied in the
minutes of proceedings. But the amendment itself, which is paragraph 24, is:—
The minister shall include annually as an appendix to the public
accounts of Canada a statement showing the total assistance, whether
by way of cash outlay, land grant, loan, advance, guarantee, or otherwise,

given by the dominion to all railways.

Mr. BeauBieN: Where do you see that?

The CuAmrMAN: I am reading from the amendment itself. I cannot place
my hand on it at the moment.

Mr. BeEAUBIEN: I cannot see it in this. Is it in the schedule?

The CualrRMAN: No, it appears in the minutes of proceedings.

Mr. BeauBien: If it is there, it is all right.

Mr. Frankuin: It is an amendment to be added, number 24.

Mr. BeauBien: It is an amendment added to section 24?

The CHAIRMAN: Yes.

Mr. BeauBien: Is it added?

Mr. Warsu: It is what is going to be added, in section 24.

Mr. Young: We are on section 8 Mr. Chairman. Let us not confuse
matters.

The Cuamrman: We are dealing with section 8 at the present time.

Mr. WaLsu: All right.

The CuamrMaN: Mr. Walsh, do you want to make a formal motion?

Mr. Heaps: Is there any motion?

Mr. Warnsu: I just want to make a request. I do not want to put it in
the form of a motion because I do not want to have it voted on. I put it in

as a formal request to the chairman and the Minister of Transport to provide
this committee with that type of expert which I have outlined.

Mr. Heaps: How can you do such a thing, Mr. Chairman, without a formal
motion, even if you wanted to? -The Chairman has no power to do a thing
of that kind. Mr. Walsh all morning has been complaining about the power
we are supposed to be usurping. Now he is asking the chairman and the
Minister of Railways to usurp the powers of this committee. I did not think
Mr. Walsh would be as illogical as all that.

Mr. WaLsa: Mr. Walsh is not illogical in his own mind.

The CuairMAN: Do I take it for granted that the opinion of the committee
is that an expert should not appear before us?

Mr. Hreaps: There has got to be a formal motion.
Mr. Youna: I would put it, Mr. Chairman, that he is not required.
Mr. BeauBien: The Canadian Government has a firm of auditors.

The CrHAIRMAN: Yes.

Mr. Brausien: They are competent. We have the deputy minister of
finance. I do not see why we should have this expert. I would like to help
Mr. Walsh out but—

Mr. Warsu: Yes, I would like Mr. Beaubien to help me out. I would
like to help the minister out. Here is what the minister says on page 79:
“What is intended is to show the cost to the government; that is what everyone
has been asking for, so far as I know, the cost of Canada’s railways to the
government. That is what I understand the witness from Montreal was asking,
and that is what we are giving.” I do not think he is. Then he goes on to say
in the House of Commons on February 5, 1937, at page 653 of Hansard: “I
believe a schedule can be set up that will preserve the historical record, and
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~

* this schedule can be made part of the annual report of the Canadian National
- Railways. That, perhaps, will satisfy the purpose as to a record.” My conten-
~ tion is that that is exactly what this bill is not doing.

i Mr. Beausien: Of course,—right there—the Minister of Transport is only
- one member of this committee. If you want that included—that was settled the
- other day by motion in this committee.

: Mr. Heaps: Mr. Chairman, it is quite evident what Mr, Walsh has in mind
~ is for another set of auditors to take control of the accounts.

Mr. WaLsa: No. One man to give an expert opinion.

Mr. Heaps: No. You cannot have a man give a correct opinion unless
he goes over the whole accounting system of the Canadian National Railways,
goes over it carefully and then makes a report on the whole bill that is now
before this committee, with all the appendices and everything that is attached
to it. It cannot be done. What would be the result if the committee took an
action of that kind? It would mean that it would be impossible for us to proceed
one iota with the present bill. It would mean that this bill would have to go
over until next year. Is that the intention of Mr. Walsh?

Mr. WaLsu: No.

Mr. Heaps: No. If it is not the intention, then he cannot have anyone go
over these accounts. I know what it means for any public body to get a firm of
accountants to come in and go over books. You cannot get rid of them. That
would happen here, where they have got such a magnificent set of books, or
where there would be such a magnificent opportunity to go through such a set
of accounts as they would have in the Canadian National Railway accounts;
1 do not think you would get rid of any set of auditors until some time next
year.

Mr. Brausier: It would take them over two years.
Mr. Hears: Mr. Beaubier says it would take over two years.
Mr. KiNvey: And they would have to find something to justify themselves.

Mr. Hears: And they would charge something for the work they would
do. I know what accountants charge. It would cost the government, I would
think, to the extent of $400 or $500 a day to have those books gone into and
have a report made along the lines that Mr. Walsh suggests. I think if he
goes into this thing a little more carefully than he seems to have done up until
now—although he has given a good deal of time to it—I think he will not
perhaps be so insistent on having another firm of auditors go over the books of
the Canadian National Railways. We had the firm of Clarkson and Dilworth
go over the books last year. We have had the firm of Touche and Company
go over them this year. They are pretty well-known accountants with a
national and even international reputation. Then we have had our own
Department of Finance go over this bill—I have no doubt together with the
accountants and the Canadian National accountants themselves. Why should
we have another one to clutter up things when that has been done? If you
get so many experts going over the accounts, I think it will only make
confusion worse confounded. I confess that a good many of these figures that
have been thrown at me, millions and hundreds of millions of dollars, are a
little hard for me to digest, and I think they are perhaps just as hard for other
members of the committee as for myself, although there may be some who
understand a little better than some of the rest of us. But, personally, I am
quite content to allow the experts of the government and the Department of
Finance, and the experts of the Canadian National Railways, to go over these
things, and to accept their views in a matter of this kind; for, after all, what it
does mean in the final analysis, is a new set-up in book-keeping for the Canadian
National Railways. It is not going to affect the running of the railways. It




NG T L e e
Sy ORGP i A =

126 STANDING COMMITTEE g

will give, I hope, a truer picture of the Canadian railways situation. If T
thought for one moment that Mr. Walsh’s suggestion would help in any way
this committee or help the Canadian National Railway System or give to the
people of this country a truer picture of what is taking place, I would be the
first one to support it. It is because I do not think it would have that effect
that I feel compelled to oppose this suggestion. :

Mr. Warsu: I think Mr. Heaps has misunderstood me. I do not want an
accountant to go over the books of the Canadian National Railways; all I
want is his judgment of the procedure as an accounting method. I do not believe
it is the correct accounting method to give us the picture that we want. I was
reading in the Gazette this morning a letter in connection with the Canadian
National bill. T will not read the letter, but its writer suggests exactly what I
have in mind in respect to this bill.

Mr. Hraps: Whose letter was it?

Mr. Warsu: He says, referring to the $1,500,000,000 of liability now appear-
ing on the railway balance sheet, it is informative to look at these accounts and
to see what is the precise position; and then he provides a table which compares
the Dominion balance sheet asset side with the railway balance sheet liability
side; he shows loans and advances to Canadian government railways on both
sides of this statement—the two items are $645,527,456, and $388,880,003—and
then he shows unpaid interest on the railway balance sheet liability side at
$495,030,137.

Mr. Heaps: Who writes that?

Mr. Warsa: This is written by Mr. A. L. A. Richardson — I do not know
the writer from a load of hay. He is presuming to be an authority, and that is
all T have been contending for in this committee; that what is being done with the

" consolidated fund of Canada and the balance sheet of the Dominion of Canada

should be done with the balance sheet of the Canadian National Railways, not
the balance sheet of the Dominion of Canada. That is all I am asking for, and
this expert that I want is a man who can pass judgment on the principle of
the thing. It should not take him more than half an hour to study the situation
and form an opinion.

Mr. Heaps: How long did you say?

Mr. Warsu: Half an hour — to tell us whether this is correct in principle
or not.

Mr. Hraps: If you have any expert who can pass judgment on matters of
this kind in half an hour, I would like to see him.

Mr. Young: Mr. Walsh seems rather insistent that that point should be
settled. I think we as a committee have the right to settle it, so why not do
it now?

Mr. WaLss: I think the chairman has already put it to the committee.

The Caarman: I will decide that point now. It is the consensus of opinion
of members of this committee that no expert should appear before them; that
they are satisfied with the information they have received from the officials who
have appeared before them up to the present time.

Mr. WarLsu: I will accept your ruling.

The Cramman: Shall we consider clause 8? Shall clause 8 carry?

Clause 8 agreed to.

Mr. WaLsH: You have carried schedule B that goes with clause 8?

The CuARMAN: Yes, as amended.

Mr. WaLsa: That deals with the $353,000,000 odd?

The CHAIRMAN: Yes.
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.~ Mr. WawsH: Is it possible to get that item broken down into the various
years showing when and how it was compiled; that is, so much in 1921, so much
~ in 1922 and so on until we find out what the $353,000,000 odd was made up of,
~ and just how much of it was piled up each year —1I imagine they piled up
. largely between 1921 and 1932?
. The CuARMAN: Do you want that for your own information?

Mr. Warsa: I would like to have it for my own information, and I think
members of the committee would also like to have it.

The CHARMAN: It will be supplied to each member of the committee as soon
as it is prepared. It will be included in the minutes.

Mr. MayBank: That will be filed with the committee?

The CuAlRMAN: With the permission of the committee I will have it included
in the minutes. )

Mr. Maysank: That was what I was thinking.

The Caamrman: With the unanimous consent of the committee, of course.

Mr. Brausien: We can decide that when we get the statement.

The CuARMAN: Shall clause 11 carry? — Carried.

The CuamMaAN: We are now on section 13 of the bill. My recollection is
that section 13 stood over at the request of Mr. Vien—“objects of corporation.”

Shall the section carry? I am not just sure as to why Mr. Vien wanted this
section to stand. I don’t see any reason why it should not go through.

Section agreed to.

The CuamrmaN: We now come to section 21.

Mr. BeauBieN: Section 21 was passed, but I think you have an amendment
to section 22.
The CrAmrMAN: Yes, section 22 stood.
Mz, MayBank: I think section 22 was to become section, 23.
The CuARMAN: Section 22 was held over because we had two amendments

to be numbered 23 and 24. Section 22 should pass and then I will bring up
section 23. Shall section 22 carry?

Section agreed to.

The CHARMAN: Section 23 dealt with a new clause to be inserted as
section 23:—

The trustees of the securities trust shall present to parliament
annually concurrently with the annual report of the Canadian National
Railways through the Minister of Transport a balance sheet together
with the report setting forth in a summary manner the transactions of
the securities trust during each calendar year.

g

That was in compliance with a request by you, Mr. Walsh.

Hon. Mr. Stewart: I think that was to be made concurrently with the
annual statement.

Mr. Smart: Yes, to be concurrent with the annual statement.

The CuAlrMAN: I did not have the proper copy before me. Shall the
section carry?

Section agreed to.

The CaARMAN: Another section, section 24 was to be added. It reads:—

That the following new clause be inserted as clause 24.

Appendix to Public Accounts showing total assistance to all railways.

24. The minister shall include annually as an appendix to the
public accounts of Canada a statement showing the total assistance,
whether by way of cash outlay, land grant, loan, advance, guarantee
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or otherwise, given by the Dominion to all railways. Such statement K
shall also show the manner in which such assistance has been dealt with
in the public accounts of Canada. .

Shall the section carry?

Mr. WaLsua: Just how does the minister propose to do ‘that? Can you
give us a rough idea as to how it is going to look?

Mr. Crarke: 1 think it will be a reasona.bly easy matter to go back over
the records of the public accounts and summarize the assistance granted to the
various railways in the form of cash subsidies.

Mr. WarLsH: As to the amounts to the various railways, do you refer
to the two railways?

Mr. Crargg: To all the railways.

Mr. Warsa: Or do you refer to the original railways, the Canadian North-
ern, The Grand Trunk, the Intercolonial and so on?

Mr. Crarke: I presume you would include the constituent items in the
present system; there would be the two main railways, the Hudson Bay railway
and some smaller parts of ‘the system; you take all the various forms of
assistance—cash grants, land grants, loans, subsidies and what not—and prepare
a statement showing the various amounts given to each railway from time to
time and your total. In ‘the annual report of the Department of Railways
and Canals you will find for each year a summary of the assistance given
to the Canadian National Railways in a convenient form, and that may
be extended when we put it in the public accounts.

Mr. WarsH: Is that not the three types of grants that might be made;
one, in aid of construction; two, to meet deficits; and three, grants in aid of
unemployment; does it define them in that way?

Mr. Smart: It includes everything.

Mr. Warsa: Can we see that from that report. I have not had time to
look it up yet, but I just wanted to know if it can be found in that report.

Mr. Smagrt: Yes. '

Hon. Mr. Stewart: Would not the Minister of Finance have the authority
to do that now, to set up a statement of that kind?

Mr. Crarkr: Yes; and you remember when the bill was brought into
the house and into committee the Minister of Transport indicated that that
was part of the plan, that it should be done; but as a result of discussion
in the committee it was desired to put a spemﬁc obligation upon the Minister
of Finance to have it in the public accounts. We would have done it anyway,
probably; it was part of the original plan.

Mr. MavyBank: Just at that point, I did not get the reading of the amend-
ment; what I want to know is, does that include all railways?

The CumamrManN: It included all railways and is to show cash outlays,
land grants, loans, advances, guarantees or otherwise, given by the Dominion
to ‘all railways.

Mr. MayBaNk: To all railways?

The CHAIRMAN: Yes.

Mr. Heaps: Are there any grants or guarantees being given the railways
by provincial governments? Would they be shown in there?

Mr. CrargE: No.

Mr. Kinrey: Does that say, all railways; I think the intention was all
railways receiving government assistance.

Mr. Maysank: I asked that, as a matter of fact, to make sure that moneys
that were given to the Canadian Pacific railway many years ago should be
included in that statement.
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~ Mr. BrauBien: So that it will give to the Canadian people a true picture
of their adventures in railway operation.
- The CuamrMaN: Exactly. 3 :

: Mr. Warsu: Might T ask this question; you are giving one side of the
- picture there, the grants made to these railways. Sometimes these grants were
- made and in return the government asked a quid pro quo. For instance, I
think a grant was made of a sum of around $25,000,000 in connection with the
* construction of the Crow’s Nest Pass Railway through the Rockies, and in
_return for that grant a freight rate reduction was given by the Canadian Pacific
. railway.
‘ Mr. MayBank: And they had certain monopolistic rights at the same time.

4 Mr. Warsu: Is that going to be shown or are we only going to show the
~ actual grant of $25,000,000. Are we not going to show something to offset that?

And the same thing applies to the Canadian National, we made grants of sums
- of money to the Canadian National for certain purposes and in return we got
- something that at the time was of potential value. Is that going to be shown?
Is it fair to these railways to show only the actual amounts that have been
granted from time to time without showing on the other side what we got in
return for those grants?

Mr. Heaps: The same thing would apply to practically every railway
facility in Canada going back for quite a number of years, even since Confedera-
tion. The same thing would apply to the Intercolonial, and to every railway
system which has been built in Canada. If we were to put in in each case the
quid pro quo which we got I think we would have to write a book, not a report.
If it can be done I have no objection; but I think just the plain statement of
the facts as suggested would suffice.

Mr. MayBank: You would have to include in that a good deal of the
material from the Duncan report in order to satisfy all the people.

Mr. Warsu: As I see it in many cases we got something for these grants.
For instance, just last year we made a substantial grant to the railway
companies in connection with unemployment—providing work on the right of
way and so on. Now, are we going to show that grant as a charge against the
Canadian Pacific, and as a charge against the Canadian National? Is it fair
to these railway systems to have the people of Canada entertaining that view,
that we have been giving hand-outs to the railways and getting nothing in
return?

Mr. BeauBien: We are not concerned with being fair to the railways; we
are concerned with giving the people of Canada a true picture of railway
operations.

The .CramRMAN: Surely we can trust the officials of the Finance depart-
ment to present a true picture in their public accounts. They have always done
that in the past. All we are doing here is compelling the minister to do it
yearly instead of doing it in the manner in which it has been done in the past.

Under this arrangement it will be a little more complete in detail. That is all
it amounts to.

Mr. Wansu: T just make that point, because it is of interest to the
Canadian National as well as to the Canadian Pacific to show the quid pro
quo, in my estimation.

Mr. MayBaNnk: We could not possibly put that in there.
Mr. Warsu: I just make the point.

The CramMman: Shall the clause carry?

Clause 24 carried.

The CramrMAN: Shall clause 25 carry—that is the date of coming into
force of the act. It was clause 23 and it has become clause 25.
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Hon. Mr. Stewart: I understood that this bill was to be based on t
figures of the report for the calendar year 1936. If that report is available I
suppose the amounts included in it would have to be substituted for those which
now appear in the schedule. e
The Cuarman: That was stated earlier in our proceedings. il
Mr. MayBank: In what form will the report of the railways be presentedf.'
to this committee, I suppose it will be in the same form as that which has been
used in other years? 3
Mr. McLarex: It will be in the same form as in previous years.
Mr. MavyBaNK: And the next report will take on the new form?
Mr. McLarex: Right.
The CuairMaN: Shall the section carry?
Section agreed to.

The CrairMAN: Shall the title carry?
Title agreed to.

The CraairMaN: Shall I report the bill?

Hon. Mr. Stewart: Should we not have the figures now suggested before
you report, the bill?

The CramrMan: As I said to Mr. Walsh, the figures are to be given to me
and they will be included in the evidence; so, by unanimous consent, we could
report the bill.

Mr. Warsn: I think somebody at the other end of the table took exception
to that being done.

Mr. MayBank: I think it was I who spoke, and I just wanted to make clear
that it would be the proper mode of procedure.

Mr. Wavrsa: When you are asking us to report this bill does that mean that
this committee are unanimously in favour of it as it now stands?

The CratrmaN: Well, we hope so.

Mr. Warsu: You see, I am not. I want to speak to this bill when it goes into
the house; and I shall speak probably in no uncertain terms.

The CuHAmRMAN: T am going to indicate a unanimous report. There is no
dissenting report to be submitted. I am simply reporting the bill to the house.
When it goes into committe there I think you will have an ample opportunity to
discuss it.

Mr. Hears: This bill is before a committee of the house now.

The CuARMAN: The resolution was introduced by the minister, then the
bill was given first reading and second reading and sent to this committee to
report to the house and I understand that they would then consider it in com-
mittee of the whole.

Mr. Heaps: Let me get this clear; I want to protect Mr. Walsh in all his
rights, I understood that the bill was given first reading and second reading and
referred to this committee. It does not go back to a committee of the house after
this.

The Cuamrman: It was given second reading.

Hon. Mr. Stewarr: We present the report of this committee and that brings
opportunity for discussion; if the house adopts the report of the committee the
bill stands for third reading.

The CHAIRMAN: I am sure that Mr. Walsh will have ample opportunity for
discussion when the bill comes up for third reading.

Mr. Heaps: It was stated here that he would have a chance for discussion
in the committee of the house.
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‘The CuairMAN: That was my mistake.
Mr. Heaps: He has no chance for discussion in committee of the house, but
ie will have a change to make a formal statement on third reading.
The CuamMan: He loves that.
- Mr. Kintey: The assumption is that the committee reports the bill. If
anybody wants to vote against the bill they must vote against it here.
~ The CuamrMAN: I do not think Mr. Walsh has any desire to go to that
extent. I think what he wants is assurance that he will have an opportunity of
speaking on the bill again in the house.
Mr. Warsa: Well, when we present a unanimous report on the bill that does
ot mean that we are all in favour of all that is in it.
1 Mr. Heaps: I think it should be clearly understood that on third reading
- will be the only opportunity members will have of speaking on this bill — when
the report is presented to the house, and subsequently on third reading of the
bill.
’ The CuAlRMAN: Right.
Mr. WaLsa: Might T make a statement before the committee adjourns. I
- want to make this statement in fairness to a remark which I made at the beginning
of the session, Mr. Chairman. I understood when I came in here this morning
" that, Mr. Howe was going to be present and I did not like to bring up the points
which I brought up in his absence, and I asked permission from the chairman to
proceed, and he thought it would be quite in order for me to proceed in his
absence. I would not like Mr. Howe or anybody else to think that I was taking
- advantage of his absence.
The CuAmrMAN: I will explain to him.
Hon. Mr. Stewart: Will this bill be reprinted as amended?
The CuamMmAN: I think so, yes.
: Hon. M¥. Stewart: With the figures based on the report of 1936. It seems
to me that that would save time in the house.
' The CHAIRMAN: Yes, Mr. Stewart.

Gentlemen, this committee stands adjourned at the call of the chair.

The committee adjourned at 12.20 p.m., this day to meet again at the call
of the chair.




APPENDIX “A”

AMENDMENTS TO CLAUSE 2 or BiLr No. 12

2 (a). “Government Railways” means and includes all such railways or
parts thereof, and all such properties, works, powers, rights and privi-
leges or interests or any of them as may be designated whether
generally or in detail, in any Order in Council from time to time
subsisting, entrusting the management and operation thereof to the
Canadian National Railway Company under the provisions of Section
nineteen of the Canadian National Railways Act, Chapter one hundred
and seventy-two, Revised Statutes of Canada, 1927, and includes,
unless expressly excepted, all properties, works, powers, rights and
privileges incidental to those designated and commonly used, operated
and enjoyed in connection therewith.

2 (d). “National Railways” means the Canadian National Railway Com-
pany, as owner, operator, manager and otherwise, and its transportation,
communication and hotel system, which system shall be deemed to
comprise all companies which are elements of the Canadian National
Railways as defined in the Canadian National Railways Act, Chapter
one hundred and seventy-two, Revised Statutes of Canada, 1927, as
amended by Chapter ten of the Statutes of Canada, 1929, the respective
undertakings of such companies, the Canadian National Railway
Company in its capacity as owner, manager or operator, in whole or
in part, of any railways, excepting Canadian Government railways,
or of any land, water or air transportation or communication services
or hotel services, and the said railways and services, their works and
property, and all such works and property as are ancillary.

3

2 (e). “National Railway System” means the Canadian National Railway
Company as owner, operator, manager and otherwise, and its trans-
portation, communication and hotel system, which system shall be
deemed to comprise all companies which are elements of the Canadian
National Railways as defined in the Canadian National Railways
Act, Chapter one hundred and seventy-two, Revised Statutes of Canada,
1927, as amended by Chapter ten of the Statutes of Canada, 1929,
the respective undertakings of such companies, the Canadian National
Railway Company in its capacity as owner, manager or operator in |
whole or in part of any railways, including Canadian Government
railways, or of any land, water or air transportation or communication
services or hotel services, and the said railways and services, their
works and property, and all such works and property as are ancillary.

APPENDIX “B”

REPRINT OF PAGEs 2 AND 3 oF MINUTES OF EVIDENCE
(See Minutes of Proceedings)

Second: to centralize the corporate stock control by the Dominion of all
companies now comprising the National Railway System through
one company, ie. the Canadian National Railway Company.
This preliminary step is co-related to

(i) the legal amalgamation of certain constituent companies of the
system with a view to effecting ultimate savings in accounting and

other costs, and
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(ii) the unification of certain funded debt issues of the National
Railways through refunding issues in the name of the parent
corporation, Canadian National Railway Company, for the purpose
of bringing about savings in interest and other costs.

Third: the elimination from the corporate books of those capital stocks
determined by arbitration tribunals to be without value;

. Fourth: the preservation through the Securities Trust of the priority rights
of the Dominion in respect of certain unguaranteed securities and
subsidiary company capital stocks held by the public.

The proposed revision of the railway balance sheet does not in any way
increase the Net Debt of Canada as shown by Public Accounts. This is because
the relative capital stocks (as written down) were acquired without cash
payment by the Dominiorn and because the old debentures, the loans applied
for both capital and deficits, the acerued interest on loans and the appropriations
for Canadian Government Railways capital investment have already been
embodied in the Net Debt of Canada.

A condensed summary of the consolidated balance sheet revision, on the
basis of the 1935 accounts, is as follows:——
Write-down of capital stocks and old debentures by concur-

rent reduction of property accounts................... $ 262,770,972 03
Elimination of loans applied for deficits by concurrent

reduction of deficit dccount. .. s civeiiivaa i diian. $361,244,349 91
Elimination of accrued interest on loans by concurrent

reduction: of deficit: ACCOUMNT: <5 isie sisiatovin oiu sl viesisinre s aie's 495,030,137 29 856,274,487 20
Total reduction in capital and liabilities...........c....... $1,119,045,459 23

In addition to the above, the adjustment plan includes the transfer from
“Liabilities” to “ Dominion Government—Proprietor’s Equity ” of the
following:—

Loans applied for capital purposes—represented in the 5 million shares of

capital stock of the Securities Trust..........cooooieiniiiiiiiiiinn, .. $284.283,105 92
Appropriations for Canadian Government Railways capital investment........ 388,290,294 40

. $672,573,400 32
Transfer of residual value of Canadian Northern capital stock to the Canadian
National Company and the issuance by the latter of its capital stock...... 18,000,000 00

Total of “Dominion Government—Proprietor’s Equity ” preserved on the
ElantehinnledsBalance BReet, o o  F e $690,573,400 32

The detail of these adjustments is shown as Appendices 4 and 5 to the Bill.

The figures used are those of December 31, 1935, which will be revised as
of December 31, 1936, when the final figures as of that date are available. The
difference between the 1935 and 1936 figures will be the accrual of Government
interest and the non-cash deficit items during the year 1936.

It is important to note that any capital investments by the Dominion are
continued, at the face value, on the balance sheet without diminution; the
amounts eliminated in connection with loans having to do only with the sums
lost in operation and accruals of interest.

Centralization of Capital Stock Control

The Bill provides for the centralization of the capital stock control of the
companies now comprising the National Railway System through one company,
ie., the Canadian National Railway Company. This preliminary step is
co-related to the unification of certain funded debt issues of the National
Railways through refunding securities in the name of the parent corporation,
Canadian National Railway Company, for the purpose of bringing about
savings in interest and related costs of financing. It will also facilitate the legal
amalgamation in due course of certain constituent companies of the system with
a view to effecting ultimate savings in accounting and other costs.
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The National System is comprised of some 100 companies falling under two
main groups, i.e., the Canadian National group (including the old Grand Trunk,
the Grand Trunk Pacific, the Grand Trunk Western and the Central Vermont)
comprised of some 60 companies and the Canadian Northern group comprised of
some 40 companies,

Whilst the board of directors for the two parent companies, the Canadian
National Railway Company and the Canadian Northern Railway Company,
are the same, the capital stock control of the Canadian Northern group of some
40 companies has not been vested in the Canadian National Company but
directly in the Government. This creates an unsatisfactory situation in that,
since amalgamation in 1923, the financing and refunding operations of the
Canadian Northern group has been effected through the Canadian National
Company without its having proper stock control. The Bill provides for the
correction of this situation by having the Canadian National Company directly
control the Canadian Northern group and by having the Government control all
the presently existing corporate units of the National System through one
corporation, i.e., the Canadian National Company.

Canadian Government Railways

In addition to the two major eorporate groups, the National System inecludes
the Crown Properties, i.e., the Canadian Government Railways, the operation
and management of whiech have been entrusted to the Canadian National
Company. Under the 1919 Act the surpluses or deficits of the Canadian
Government, Railways were to be disposed of through the Consolidated Revenue
Fund of Canada. The intent of the 1919 Act has, however, been nullified by the
consolidation of the operations of the Canadian Government Railways with
those of the National Railways since 1922 together with the provisions of the
various appropriation acts since 1922. The present bill seeks to remedy the
situation and, at ‘the same time, to open the way for some economiés in
accounting costs by eliminating the necessity of submitting separate Income
Statements for the Government Railways.

Write-off Capital Stocks and Debentures

The Bill further provides for the writing out of the Canadian National (old
Grand Trunk) and Canadian Northern capital stocks and the old Grand Trunk
debentures, a summary of which in round figures is as follows:—

Canadian National Co—Capital Stoek (Gross amount

180" milhon “dolIarR) . .0 s e vh s s s Lo el i s 165 million dollars
0Old Grand Trunk—Debentures. .. ......cco0uvecunaeinanns 15 million dollars
Canadian Northern Co-—Capital Stock...............uns 82 million dollars
By reduction of Property Accounts.........,.....c.ccu0n 262 million dollars

Canadian National (old Grand Trunk) Capital Stock

The proposal to eliminate the Canadian National stock, as successor issue
to the old Grand Trunk 1st, 2nd and 3rd preference and common stocks, from the
balance sheet of the National System is based upon the 1921 findings of the
Grand Trunk Board of Arbitration constituted under the 1919 Aet. This tribunal
ruled that the capital stocks in question had no value.

Following upon this arbitration award, an appeal was taken to the Privy
Council based largely upon the question whether the arbitrators in excluding
evidence as to the physical assets of the Company were wrong in law. The Privy
Council dismissed the appeal in a judgment delivered on November 10, 1922.

The recent Lovibond appeal was cited in the early part of 1936 as a reason
for the continuance of a negative attitude towards capital adjustment. Since that
time the decision of the Privy Council has been announced. It wholly stays




135

~ the action as against the Attorney General of Canada, and as against the Grand
Trunk and Canadian National in so far as it seeks to have the stock register of
the Grand Trunk rectified or to have Grand Trunk stock registered in the name
of the Plaintiff. The Privy Council states that the Plaintiff has failed in regard
to the main object of his action which can now only proceed for the purpose, for
whatever it may be worth, of seeking to recover damages against the Grand
Trunk and the Canadian National.

On page 105 of the Minutes of and Evidence, the following to appear, after

line 32:—

Mr. MacLagen: I made the statement that the regulation issued by the
Department of Railways and Canals, the classification provided there, or the
distribution of operating expenses, does not permit depreciation to be charged
up as an operating expense. I just want to make that clear. That is what they
provide, and I am sorry that I have not a copy of the classification here. But
I have no doubt that if they applied to the proper authority, they might be
granted that privilege. T am not denying that.

Mr. Vien: Would you be kind enough on Tuesday to point out to the
committee the regulations which prevent you from doing so. It will be very
illuminating to us.

Mr. MacLAREN: Yes.

APPENDIX “C”

Bavance Surers Requestep BY W. A. WaLsH, Esq., M.P.

SCHEDULE
‘NUMBER

1 C.N.R.—Condensed Balance Sheet at December 31, 1935.
2 Public Accounts—Balance Sheet at Mareh 31, 1936.

3 Public Accounts and Canadian National Railways—Consolidation of
Balance Sheets.

4 C.N.R.—Revision of Consolidated Balance Sheet at December 31, 1935,
as per Bill 12.

5 Public Accounts—Revision of Public Accounts at March 31, 1936, as
per Bill 12.

6 Public Accounts and Canadian National Railways—Consolidation of
Balance Sheets after giving effect to provisions of Bill 12.

343973




AssETs

INVESTMENTS—

Investimentan-Rodd o ive i s s,
In_xprovements on Leased Railway Property.....
Miscellaneous Physical Property.................

BN KNG T UNDE . o i s nta i o % S e o imnn  ois Bend

Derosirs 1N Lieu of MORTGAGED PROPERTY SoLD

INVESTMENTS IN AFFILIATED COMPANIES.......:.....
OTHER INVESTMBNTE, .\ ot o eovnaseenosonnsonnsassos
G RRENT - ARSIIE, 00 s s e e e s
TENERRED, ARG« . i ans 750 e VI Aobeders birs Taatels

LI NADITRIRD. DIEBITR. 0. e s s riin g s idis s s

* Total, $2,207,793,741.18.

CANADIAN NATIONAL RAILWAYS

CoNDENSED BaLANce SHEET AT DECEMBER 31, 1935
(Showing Tie-in to Public Accounts, March 31, 1936)

LiABILITIES
Stocks—
Owned by Government—
Canadian Northern Stock; in Public Accounts...

Balance, Canadian Northern and Grand Trunk
"Stocks; not in Public Accounts................

3,879,078 18
60,227,654 28

11,921,666 97 %
5,224,995 66
31,584,107 59

$ cts.
2,094,178, 080 98]

Owned by Publiei = o N S rast st rania o

778,157 52 GOVERNMENT GRANTS—
G. T Debenture Aceount i, o cows s vednniis
74,787,953 24 BN 5 00y g s et et U Se O I S i T ST
18,837,219 76 LoNG ‘TERM DEBT—PUBLIC, ../ .\ vec sve v gesicoionoasnds

Loans FrRoM DomINION oF CANADA—
Temporary Loans (outstanding March 31, 1936)..
Temporary Loans (repaid by March 31, 1936)....
Loans (prior to 1932)
Capital Loans from 1982, oo taii, s seiiia s du voivy
Interest on Government Loans..................

23,730,922 06

Dominion or CAnaps Expenpirures For C.G.R.—
Road and Equipment, per Public Accounts......

Less, adjustment not taken into Public Accounts

C.G.R. Stores and Open Accounts, per Public
ACCOUNDR . 555s 70 s o W lhsts el T i Fs R
Plus, adjustments not taken into Public Accounts

CuRRENT. LIABILITEES (5, os rvah e ete galatils ot aim s-alpie
DEFERE BD LIABILRITER, 4o asosesios ot st gins sivie s slmese

UnADJUSTED CREDITS AND RESERVES.......000nvunns

T OrAL LXAPTIINIRE: ¢ o o v .oa hore olaTs b s douisss sim
PROFIT AND LOBS BALANCE. .. .. o0t susiasossssassosos

ScHEDULE 1.

$ cts.
10,000,000 00
255,628,338 70

265,628 338 70

4,584,225 00

270,212,563 70

15,142,633 33
2,570,904 78

1,154,779,000 78

2,043,725 00
72,683,250 00
645,527,455 83
34,346,479 25
495,030, 137 29

388,880 002 78
38

b
15,748,921 60
1,023,058 94
45,330,201 96
3,423,088 12
35,272,608 46

3,181,424,323 44

856,274,487 20

$ 2,325,149,836 24

$ 2,325,149,836 24

@
o

Relative
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Public

Accounts
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@
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Cas
Gold BulBon AOCOIRE . 5 a5 s Phas 5 s vi-s o5
Advances to Provinces, ete...........ccooinienn
Railway Accounts—
Capital-Loans o G RE: vl oot oidd, g oee
Temporary Loans to C.N.R.................
Loans—January—March 1936................
D ey T e A F A L RS R LS
Advances to Foreign Governments..............
Soldier and Land Settlement Loans..............
Miscellaneous Current Accounts—
Canadian Government Railways............
LA VRET 0 T MO SR et S e i SR

*Balance Not Dabb. .o b vaiperas it inhisecvive

*DgraiL oF NeT DEBT—

Public Works; Canals.. ... oo i e
Public Works, Railways—
Canadian Government Railways........

Public Works, Miscellaneous...........c.....
Military and Stores..........
TPerritorial ACCOUNtS.... 3. &« \ou il wi somins ainy
Rallway Accounts (old)—
G.T.R. Debenture Account, Principal...
G. T, R Debenture Account, Interest.....
LA e R i sk b S e AR
Railway Accounts (Loans, non-active)—
Loans to C.N.R
Purchase Canadian Northern Stock......
«Canadian National Steamships..............
Miscellaneous Investments...........c........
Consolidated Fund:. ... i & vivas Soivays

PUBLIC ACCOUNTS OF CANADA
Bavrance SHEET AT MARcH 31, 1936
(Showing Tie-in to Canadian National Raitways Balance Sheet, December 31, 1935)

Relative
Number

$ cts.
20,243,808 20
2,236,628 91
223,788,091 49

34,346,479 25
2,043,725 00
1,183,592 65
8,513,700 84

30,494,720 00

43,594,539 00

15,748,921 60
43,649,302 06

425,843,509 60
3,006, 100,517 03

3,431,944,026 63

$ cts.
242,855,235 35

388,880,002 78
54,030,906 46
265,165,018 23
12,035,420 50
9,895,947 68

15,142,633 34
10,464,760 19
62,791,435 25

645,527,455 83
10, 000,000 00
15,507,970 19
79,621,229 71

1,194,182, 501 52

3,006,100.517 03

B -

LIABILITIES :

cts.
Bank Circulation Redemption Fund...............ooiiinn. 6,857,941 84
Post Off et AUt s b hn P et ey e e P 2,726,925 05
Post Office Savings’ Bank. (. ... veunsibiot v s e a@s sioy i sen 22,047,287 14
Insurance and Superannuation Funds..........ccooiivieinnnn.. 150,614,097 08
TPrust Funds.. o 10 oo dairssetsaakiadds suue st se b dosus 20,943,718 36
Contingent and Special Funds...........cooveivnniiiininn, 6,044,064 70
Provinee Debt AcGeounts: ;.. tiiiits sanos bavtat ils oh sbus e 9,623,816 77
Interest due and outstanding..........cooveeeiiirinninnennnes 1,739,167 37
Funded Debt, less Sinking Funds......ccoovvveciieiiiiiiinnn. 3,211,347 008 32

3,431, 944,026 63

ONIJIHS NV SAVAMTIVY
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2 ScuepuLe No. 3.
CONSOLIDATION OF BALANCE SHEETS
CANADIAN NarroNAL Rammways DEcEMBER 31, 1935
Dominion of Canada March 31, 1936
Canadian National Dominion of £ I
—_— Railways, Canada, Total Elimination Total
December 31, 1935 March 31, 1936
$ cts. $ cts. $ cts. $ cts. $ cts.
ASSETS
1) Ivestiae iR, sl i S e e TV e AR 2,907,708, 4% 18- Vv o Ll ot et s 2,207,793,741 18 | 255,628,338 70 (A)|1,952,165,402 48
(2) Other Assets 117,356,095 06 425,843,509 60 543,199, 604 66 52,139,125 85 (B)| 491,060,478 81

(3) Balance of Net Debt of Canada, March 31, 1936
(4) Canadian National Railways Profit and Loss Account. .

856,274,487 20

3,006, 100,517 03

3,006, 100,517 03
856,274,487 20

1,059,550,091 94 (C)
495,030,137 29 D)

1,946,550,425 09
361,244,349 91

3,181,424,323 44

6, 613,368,350 07

1,862,347,693 78

LIABILITIES
R SO o T i e R b
(6) Government Loans since 1931 plus advances for Working

270,212,563 70

125,845,434 79
2,785,366,324 95

3,431,944, 026 63

270,212,563 70

125,845,434 79
6,217,310,351 58

265,628,338 70 (A)

52,139,125 85 (B)
1,544,580,229 23 (E)

4,751,020,656 29

4,584,225 00

73,706,308 94 (I)
4,672,730,122 35

3,181,424,323 44

3,431,944,026 63

6,613,368,350 07

1,862,347,693 78

4,751,020,656 29

(A) Par Value of Capital Stocks owned by Dominion $265,628,338.70 of which $10,000,000 has been eliminated in item C.

(B) See Items 1, 2 and 3 on Balance Sheets attached.
(C) See Items 4, 5, 6 and 7 on Balance Sheets attached.
(D) Acecrued Interest on Government Loans.

(E) See Items 4, 5, 6 and 8 on Balance Sheets attached.
(F) Repaid between January and March, 1936, an amount of $72,683,250. Balance covered by Schedule B to Bill No. 12.

(Item 8 on Balance Sheets attached).

8el
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CANADIAN NATIONAL RAILWAY SYSTEM

I Revision oF CONSOLIDATED BALANCE SHEET AT DECEMBER 31, 1935—as PER Biun 12

ASSETS

INVESTMENTS—
Investment on Road and Equipment..
Improvements on Leased Railway Prop-

erty
Mlscellaneous Physical Property........

Sinking Funds. .. ................oooo..
Dgg(i»?ts in lieu of Mortgaged Property
Investment in Aiﬁix&&e& 'Cbiribsh'xé's' B
Other Investments.. A

CURRENT ASSETS..........
DEFERRED ASSETS.......
Ux~apsustep DEBITS

.8 1,831,407,108 95

3,879,078 18
60, 227, 654 28

$ 1,895,513,841 41
11,921,666 97

5,224,995 66
31,584,107 59
778,157 52

LiABIaTIES

Stoc

Dominion oF CANADA—
Temporary Loans:

$ 1,945,022,769 15

74,787,953 24
18,837,219 76
22,064,024 49

Unapsusted CREDITS AND RESERVES

TorAL LIABILITIES.........

KS—
Capital Stock of Subsidiary Companies owned by
¥ Lot 17 T RS e s MR 14Vl & $

(GOVERNMENTAL GRANTS......... 000

Lo~ng-TErM Depr—PuBLIC. ...........

Outstanding March 31, 1936..................
Repaid by March 31, 1936.....
Capital Loans from 1932.......

C.G.R. WORKING CAPITAL. ............
CURRENT LIABILITIES.....00oiieoniesnen
DEFERRED LIABILITIES.................

ScHEDULE 4.

Relative

O, NOE, Number

Consolidated on Public

Balance Sheet Accounts

AFTER vised

ADJUSTMENT Balance

Sheet

.............. 4,584,225 00
.............. 2,570,904 78

.............. 1,154,779,000 79

2,043,725 G0
.............. 72,683,250 00 2
.............. 34,346,479 25 1

16,771 980 54 3

45,330,201 96
,423,088 12

35,272,608 46

.............. $ 1,371,805,463 89

DomintoN GovERNMENT—PROPRIETOR'S EqQuIiTYy

(Represented by)—
1,000,000 shares of no par value
stock of the Canadian National
Railway Company issued in ex-
change for the residual value of
Canadian Northern Stock....... $
,000,000 shares of no par value
capital stock issued by Securities
Trust to the Government in con-
sideration for the securities, ad-
vances, claims for unpaid interest
and collateral security now held
by Government..
Dominion Government Ca.pltal Ex-
penditures for Canadian Govern-
ment Railways........c..och

$ 2,060,711,966 64

388,290,294 40

18,000,000 00 6

282,616,208 35 5

688,906,502 75 4
$ 2,060,711,966 64

ONIJAIHS ANV SAVATIVY
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REVISION OF PUBLIC ACCOUNTS OF CANADA AT MARCH 31, 1936 ScaEpULES. &
As PER BInL 22
Relative
Number
on 2
Revised X
C.N.R.
Balance
AssETS Sheet
$ cts. $ cts.
e e A e P 20,243,808 20 Bank Circulation Redemption Fund...... .......c....coinennn. 6,857,941 84
Gold Bullion 5 2,236,628 91 Post Office Account—Money Orders, Postal Notes, etc. ccueveen 2,726,925 05
Advances to Provinces, ete... 223,788,091 49 Post Office Savings Bank Deposits. .. ...cevvvrverssnsensnnenes 22,047,287 14
Railway Accounts— Insurance and Superannuation Funds.............ovoiiivinnens 150 614,097 08
Capital Loans to C.N.R.... i 34,346,479 25 1 Trust Funds; per-Schedile P i iiad i s s o 20,943,718 36
Temporary Loans to C.N.R....... 2,043,725 00 2 Contingent and Special Funds..........ccooviiiiiiiinrieininns 6,044,064 70 fg
Loans C.N.R., January-March, 19 1,183,592 65 Provines: Debl A wcoatl i v des s e i s AR TR 9 623,816 77 =
AOERGEL, o, e s Fises '3 8,513,700 84 Interest Due and Outstanding: o i i v i ve iy s iy vae daeam 1,739,167 37 =
Advances to Foreign Governments............. 30,494,720 00 Funded Debt; Less Sinking FundS.ivi. s vsvilen smmisnsmansios 3,211,347,008 32 S
Soldier and Land Settlement Loans............. 43,594,539 60 : ~
Miscellaneous Current Accounts— =
Canadian Government Railways........... 16,771,980 54 3 Q -
e TS T et i A U MRS SR 43,649,302 06 a
426,866,568 54 g |
2 5 BV LT B [ R SR e e SO S S 3,005,077,458 09 )
3,431,944,026 63 3,431,944,026 63 3 |
—_— e o ——————————— ‘
*DEeraiL or NET DEBT— §
Public Works—Canals. ...........coovevnnn. 242,855,235 35 &
Public Works—Railways— =2k
Canadian Government Railways....... 388,290,294 40 4
B Otar s o e e e e 54,488,433 22
Public Works—Miscellaneous............... 265,165,018 23 : B3
Military and Btores. . /. ... i vt o tae snaie 12,035,420 50
Territorial Accounts..............ceveann... 9,895,947 68 .
Railway Accounts—old (C.P.R.) 62,791,435 25
Canadian National Securities Trust Stock : -
v T B S S Sy ST AR R ] 282,616,208 35 5 ; =
Canadian National Railway Company EE e
T T e e 18,000,000 00 6 e
Canadian National Steamships............. 15,507,970 19 )
Miscellaneous Investments..,............... 79,621,229 71 .
Clonbolidatied Fund 5.0 5. easivteosicss 1,573,810,265 21

3,005,077,458 09




CONSOLIDATION OF BALANCE SHEETS

CANADIAN NarioNAL Rammways, DeceMBER 31, 1935

Pusric Accounts oF CANADA, MARcH 31, 1936

After giving effect to Provisions of Bill 12

ScHEDULE 6.

C.N.R.
December 31,1935

Public Accounts,
March 31, 1936

A. Elimination of
Proprietor’s equity
for purpose of
Consolidation.
Elimination of

Temporary
Loans

Total

AssETs

L5 T e B o S et T SRR RIS R S B T 5
e pOrary-  Loans €0 CiN R < st S v ot a e it 52 SN Rty < sy o)
R ARt ol o Tl o R e B i et e e e
Balance Net Debt of Dominion of Canada. .......o.cvvvvievniiiiiiiiiiaiin

LIABILITIES
BTt ST T e N S e SN I S O G R S R et
Government Temporary Loans at March 31,1936............. pos

Government Temporary Loans repaid January-March, 1936...
(8 T T I Y T e N SR SRR LN S s S e P A DL R T

Patal Laab IR . e s e s P G e el s

Dominion Government—Proprietor’s Equity in Canadian National Railways

$ cts.
1,945,022,769 15

53,162,184 79
373,704,383 75

3,005,077,458 09

$ cts.
1,945,022,769 15
489,393,581 24
2,316,170,955 34

2,060,711,966 64

3,431,944,026 63

742,068,687 54

4,750,587,305 73

.| 1,241.375.804 10

4,584,225 00

53,162,184 79 |..

72,683,250 00

3,431,944,026 63 |.

4,584,225 00

72,683,250 00
4,673,319,830 73

1,371,805,463 89
688,906,502 75

3,431,944, 026 63

53,162,184 79
688,906,502 75 (A)

4,750,587,305 73

2,060,711,966 64

3,431,944, 026 63

742,068,687 54

4,750,587,305 73
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AA

ONIJIHS ANV SAVMTIVY

=
—




142 STANDING COMMITTEE

APPENDIX “D”

DeramLs oF AMoUNT oF $353,244,349.91 9* 25 TRANSFERRED TO CONSOLIDATED °
Fuxp pEr ScuHeEDpULE B, BiLn No. 12

DEFICIT OF PREDECESSOR CORPORATIONS PRIOR TO JAN. 1, 1923, $165,623,098.20

Loss (Ex. Interest on Government Loans as shown by Railway Accounts):—

1923 54 b el e AR G S SN A TR RTINS
TO2A! o gl 2 i S U R Bl S e O NS BRSOl
1925 5 5 sie iy e S A T DN SRT 6K
1926 Friiotnil R S R 8,891,013 02
1t S R T S RN S (e L 5,021,666 57
TORRU Dhed Al o bt sl B s S R 807,491 46
T2 Sottra o e e D AR S R S T S PO O
19300 L ol v Y Beic Lo Dl Bad i ol AT OB S H R0
/B 1R T S ALy G 0 S elea S TR I T 1500 R LT
31 ) 1 Wt e S R SUa Ui e
1933, o il g Do paseb e o bl TeShar Y
O3 . S L L ARG s B e S
TO3G il sy s bl el N A et sl O S8 L0
————  $436,837,697 42
Elimination of credit included in above figures for sundry
interest charges against the Government.. .. .. .. .. .. 488,527 45
$602,949,323 07

Less: Amount contributed by Government for Workmen'’s
Compensation and Pensions payments to Canadian Gov-
ernment Railways’ employees, years 1927-1930 charged by
Railway to Operating Expenses but paid through Rallways

and Canals departmental appropriations .. .. . i 591,773 80
Less: Cash deficits contributed by Government and charged "
to Consolidated Fund .. .. .. .. Jo e L 24118 19936

$361,244,349 91
Adjustments of Public Accounts for the difference between
amount paid by Government to acquire capital stock of
the Canadian Northern Railway, $10,000,000, and the
amount of $18,000,000, at which it is proposed to carry
the capital stock of the Canadian National Rallway taken
inexchange 7.5 S HGaillie S ARt ; 8,000,000 00

$353,244,349 91
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ORDERS OF REFERENCE

Monpay, March 15, 1937.

Ordered,—That the Resolution passed by this House on the 18th January,
1937, referring the following Estimates to the Committee of Supply be rescinded,
and that the said Estimates be now referred to the Standing Committee on
Railways and Shipping, viz:—

Vote 96 M.F.R.A. Canadian National Railways Eastern

Lines, 20% reduction in tolls..................... $ 1,800,000
Vote 97 M.F.R.A. Railways other than C.N.R., 20% reduc- ;

i nt o eSS o e A R Rt e T e 700,000
Vote 203 Canadian National (W.1.) S.S. Capital............. 48,500
Vote 361 Canadian National Railways, Deficit 1937.......... 35,000,000
Vote 362 Canadian National (W.I.) 8.8. Working Capital. ... 500,000

Attest.
: ARTHUR BEAUCHESNE,
Clerk of the House.

TuespAay, March 16, 1937.

Ordered,—That the Financial Statements of the Canadian National Rail-
ways and the Canadian National Steamships for the current year, laid on the
Table of the House this day, be referred to the Standing Committee on Rail-
ways and Shipping owned, operated and controlled by the Government.

Attest.

ARTHUR BEAUCHESNE,

Clerk of the House.

THaUrsDAY, March 18, 1937.
Ordered,—That the following Bill be referred to the said Committee:—

Bill No. 73, An Act to authorize the provision of moneys to meet
certain expenditures made and indebtedness incurred by the Canadian
National Railways during the calendar year 1937, and to authorize the
guarantee by His Majesty of certain securities to be issued by the Canadian
National Railways.

Attest.

ARTHUR BEAUCHESNE,

Clerk of the House.

34986—1}







MINUTES OF PROCEEDINGS

TrURsDAY, March 18, 1937.

The Standing Committee on Railways and Shlpplng owned, operated and
controlled by the Government met at 11 a.m.

- Members present: Messrs. Barber, Beaubier, Bothwell, Deachman Elliott
(Kindersley), Ferland, Hanson, Heaps, Howden Howe, Kmley, McKinnon
(Kenora-Ramy Rwer) Ryan, Stewart Walsh and’ Young.

In attendance: Mr. V. I. Smart, Deputy Minister of Transports; Mr.
A. V. Franklin, Railway Auditor, Departmenft of Finance, and officials of the
Canadian National Railways mcludmg Mr. S. J. Hungerford President; Mr.
W. M. Armstrong, Bureau of Economics; Mr. J. B. MacLaren, Comptroller,
and Mr. T. H. Cooper Assistant Comptroller

Due to the unavoidable absence of the Chairman, Sir Eugene Fiset, on
motion of Mr. Ryan, Dr. Young was selected as Acting Chairman.

Dr. Young took the Chair.

The committee proceeded to the consideration of the Annual Report of
the Canadian National Railway System for the year ended December 31, 1936,
Messrs. Hungerford, Armstrong and MacLaren being questioned on several items
of the report.

In the course of the committee’s proceedings, leave was granted Mr. J. F.
Pouliot, M.P., to address the committee.

At 1 o’clock the committee adjourned until 4 p.m.

AFTERNOON SITTING
The committee resumed at 4 o'clock.

Members present: Messrs. Barber, Beaubier, Bothwell, Deachman, Elliott
(Kindersley), Ferland, Hanson, Howden, Howe, Kinley, MecKinnon (Kenora-
Rainy Rwer) Ryan, Walsh and Young.

At six o’clock the committee adjourned until Friday, March 19, at 11 a.m.

The committee resumed consideration of the Annual Report of the Cana-
dian National Railway System, the said report being adopted.

R. ARSENAULT,
Clerk of the Committee.







MINUTES OF EVIDENCE

House or Commons, Room 268,
March 18, 1937.

The Select Standing Committee on Railways and Shipping met at 11
o’clock.

Hon. Mr. Howe: Gentlemen, unfortunately our chairman Sir Eugene
Fiset is ill to-day and we must have a temporary chairman. I understand
that Dr. Young is the senior member of this committee, and I would suggest
that he act as our chairman.

Mr. Ryax: I move that Dr. Young take the chair.

Mr. A. M. Young, took the chair.

The Acting CuamRMAN: Gentlemen, I was not aware until this moment
that Sir Eugene Fiset was not here. We will have to proceed in his absence
as best we can, I think the first matter we have to consider is the Canadian
National report, and in that regard I think the best way to proceed is to begin

at the beginning and go through the report. Mr. Armstrong, I understand, will
read the report.

W. M. ArmstroNG (Bureau of Economies C.N.R.) reads:

Montreal, Que., March 10, 1937.

The Honourable C. D. Howg, M.P.,
Minister of Transport,
Ottawa.

Sir,—In conformity with sections 14 and 15 of The Canadian National-
Canadian Pacific Act, 1936, the Board of Directors submits the following
report of the operations of the Canadian National Railways for the calendar
year 1936.

RESULT OF OPERATIONS

Increase or

: 1936 1935 Decrease
Operating revenues.. .. .. .. .. .. $186,610,489 38 $173,184,501 82 $13,425987 56
Operating expenses.. .. .. .. .. .. .. 171,477,690 07 158,026,248 66 12,551,441 41
Net operating revenue.. .. .. .. .. $ 15,132,799 31 §$ 14,258,253 16 $ 874,546 15
Qperatingiratio i i ns iy oo T 91-89% 91-77%

Net of taxes, rentals and other cash
pequiTementa mae HRE Lk Ly 8,723,888 05 7,427,254 27 1,296,633 78
Net available for interest. . . $ 6408911 26 $ 6.830.998 89 $ 422087 63*

Interest on funded debt held by public = 49,184,622 87  53.468.792 22 4,284,169 35*
Interest on government loans for re-

yri i R T T TR AT 527,682 21 783,671 47 255,989 26*

Cash deficit.. .. .. .. .. .. ..$ 43303393 82 $ 47,421,464 80 §$ 4,118,070 98*
* Deeember.

Operating Revenues

Gross operating revenues increased over those of the preceding year by
$13,425,987 or 7-75 per cent. From the low point of $148,519,742 in 1933, revenues
increased progressively reaching $164,902,502 in 1934, $173,184,502 in 1935
and $186,610,489 in 1936. These figures indicate that the severity of the
depression is gradually easing. The effect of the economic disturbance on rail-
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way earnings may be judged from the fact that for the seven-year period 1923-
1929 inclusive, the gross revenues of the System averaged $278,024,509 per
annum, while for the seven-year period 1930-1936 inclusive, the average was
$183,684,870 per annum.

The increase in freight revenues amounted to $11,680,595 or 8:73 per
cent. All regions reported increases in tonnage in practically all of the prin-
cipal commodities. A statement of revenue tonnage by commodities appears
on page 25. The increase in agricultural products carried amounted to 719,-
786 tons; in animal products 143,138 tons; in mine products 1,850,442 tons;
in forest’ products 303,632 tons; while the increase in manufactures and mis-
cellaneous tonnage amounted to 1 ,626,336 tons.

Passenger revenues increased $367 917 or 2-21 per cent. There was a
reduction of approximately 13 per cent in basic passenger fares, effective June
1, 1936, and sleeping and parlour car surcharges were cancelled. The num-
ber of passengers carried increased by 377,705 and the average length of
journey increased from 79-21 miles to 82:31 miles. There was again a small
inerease in coach excursion revenues.

There were increases in mail revenues of $95,023, express of $191,283, and
in telegraph of $407,390.

The revenues from hotel operations continued to improve and as a whole
produced an operating profit in 1936, after taxes, of $160,017.

Operating Expenses

Operating expenses for the year totalled $171,477,690 as compared with
$158,926,249 for 1935, an increase of $12,551,441 or 7- 9 per cent, the principal
increases being as follows:—

Increased transportation expenses necessitated by additional business.. .. .. $4,400,000
Increased expense incurred on account of snow, ice and floods.. .. .. .. .. .. 1,181,000
Expenditures on unemployment relief maintenance of way program LG 12015600

Repayment to Dominion government of money advanced under Qupplementary

Public Works Construction Act, 1935, to increase the employment of rail-

way shop men on rolling stock repairs——ﬁrst of three equal annual in-

stalments.. .. g 364,000
The policy of 1eqtrlct10n of rreneral maxntenance of wav Was of necesmty, 1n

view. of expected tlaf’ﬁc relaxed and larger expenditures were made

for this purpose during the year, to the extent of.. .. . 1,756,000
Increased expenditures on maintenance of rolling stock to brmg a larger

number of units to a state of efficiency on account of mmeased traffic

and in anticipation of continued improvement.. . .o .. 2,500,000
Equipment retirements chargeable to operating p\penses “increased.. .. .. 911,000
Increased pension costs clnlgeab]e to general expenses.. .. .. .. .. .. .. 424,000

The improvement in freight service operation noted in the 1935 report con-
tinued through 1936, as indicated by the following averages.

1936 1935*
Grosg tons per freight: BPain v iUl e v e s b g o e e s 1,399 1,368
Net tons per ilelght LEaIns SR T g s 578 564
Gross ton miles per fxcwht tr’un hour P i oot (01 1 RO R 22.361 21,748
Miles per freight train lmul - CRPa Sy 16-0 15-9
Fuel consumption per 1,000 gross ‘ton ‘miles (pmmd‘s) o 124 126

*Revised to conform to classification preseribed Janualy 1 "1936.

Tazes, Rentals, etc.

Total taxes charged in 1936 for rail lines, express, telegraphs, hotels, lands
and separately operated properties amounted to $6 743,147, compared with
$6,044,176 in 1935, an increase of $698,971. This is exclusive of sales tax added
to the cost of material. Sales taxes in 1936 cost the railway approx1mately
$3,000,000. The cost of exchange in 1936 was $943,342, against $1,250,166 in
1935.

Interest on Funded Debt Held by the Public
The total requirements in 1936 were $49,184,623 compared with $53,468,792
in 1935, a decrease of $4,284,169 brought about to a large extent by refundlng

operatlons at lower rates of interest.
[Mr. W. M. Armstrong.]
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CapriTAL EXPENDITURE ACCOUNT

The net change in Capital Account “ Additions and Betterments—less
Retirements "—amounted to $892,799 made up as follows:—

Equipment purchased under Dominion Government Supplemcntary Pubhc

Works Construction Act, 1935. . WLk Dl . $6,747,644
Senneterre-Rouyn branch hne, authonzed by Chap 26 1936 PR N 117 328
Vancouver hotel.. .. 5 R B 198,628
London grade separatlon and station. . .. e D e S0 R OIS S s AT RN 169,849
Air-conditioning passenger cars. AR A o 382,617
General additions' and betterments, less Tretirements (net) i s O 393,042
Equipment retirements.. .. .. .. .. o4 o B gt Sat sl e B i 880 B85

$ 892,799

The new station at London, Ontario, was officially opened on September 1

%y tihe deght Honourable Sir Percy Vmcent Bt., the Lord Mayor of London,
nglan

Construction has been commenced of the Senneterre-Rouyn Branch Line
authorized by Chapter 26, 1936. The length of the projected line is 100-6
miles. The location surveys were commenced in June and completed in Sep-
tember. The contract for clearing, grading, culverts, trestles, and substructures
of bridges was awarded in October. By February 15 of this year the contractor
had completed 94-5 miles of clearing and some of the culvert and rock work.
Five hundred and fifty men are employed on the project. This line will be of
great assistance to the new mining development now taking place in north-
western Quebec. The Canadian National Railways generally are well located
to serve the mining industry which is assuming an increasingly important position
in the Canadian business structure.

FINANCE

Retirement of Obligations

The expenditures provided through the 1936 budget for the retirement of
capital obligations, including sinking fund and equipment trust principal pay-
ments, were $7,052,494.98.

Refunding of Maturing and Callable Obligations
The following securities matured or were called during 1936:—

$ 5,418,000 00 2 % Canadian National Temporary Guaranteed Bonds
matured January 30, 1936.

5,020,748 98 4 % Qu’Appelle, Long Lake & Sask. Debenture Stock
matured July 1, 1936.

1,134,512 46 33% Canadian Northern Ontario Debenture Stock matured
July 10, 1936.

24,220,000 00 6 % Grand Trunk Sinking Fund Gold Debenture Bonds
matured September 1, 1936.

2,359,000 00 43% National Transcontinental Rly. Branch Lines 1st
Mortgage Sinking Fund Bonds called for redemp-
tion October 1, 1936, at par.

760,173 33 5 % Mount Royal Tunnel & Terminal 1st Mortgage Rent
‘harge Bonds called for redemption October 15,
1936, at 1067 .

$38,912,434 77

The Dominion government advanced $38,450,970.20 to retire these obligations,
which amount has since been repaid from the proceeds of bond issues. The
remainder -was provided by sinking fund balances, ete.

New Issues

Under authority of the Refunding Aect of 1935 an issue of Canadian National

Railway Company Dominion Guaranteed Bonds was made, dated February 15,
1936, comprising:—
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$55,O2OO,O(;O 2 % seven-year bonds, sold at 98-025% at an annual cost of

+31%. -

25,000,000 3% seventeen-year bonds sold at 96-75% at an annual cost of
3.

%.

The proceeds of the issue, $78,101,250, were utilized to retire temporary refund-
ing loans made by the government during 1935 and 1936.

Co-0PERATIVE MEASURES

During the year co-operative economies were effected by the abandonment
of 27 miles of Canadian Pacific line between Cyr Junction and Edmundston,
and of 11 miles of Canadian National line between Farnham and Iberville. In
each case the abandoned line was parallel to another line which is now jointly
used. The estimated joint economy from these measures is $42,000 -per annum.

Your directors since their appointment have been and are giving earnest
consideration to the subject of further co-operative measures with the Canadian
Pacific Railway. e

Agreements have been completed with the Pennsylvania Railroad Company
for the joint use of the Grand Trunk car ferries operating across Lake Michigan
between Muskegon, Mich., and Milwaukee, Wis., together with the joint use of
the dock and terminal facilities at those two points. Joint operation under the
agreements commenced January 15 1937. It is expected there will be substan-
tiald savings in operating and interest costs as the result of the arrangements
made.

Studies of various projects involving co-operation with other companies are
in progress.

GENERAL

Employees, Wages, etc.

The average number of employees in service during the year 1936 was
78,836 as compared with 75,053 in 1935, an increase of 3,783, or 5-04 per cent.
The total payroll expense for 1936 was $111,221,129 as compared with $104,-
861,521 in 1935. These increases do not include employees and their com-
pensation engaged under the special unemployment relief arrangement with the
Dominion government.

The 10 per cent wage deduction effective since May 1, 1935, by agree-
ment with employees on Canadian lines was continued through the year 1936.
In October certain groups of employees of the Canadian National Railways and
Canadian Pacific Railway Company, acting collectively, applied to the Minister
of Labour for a Conciliation Board to consider their request for the removal
of the 10 per cent wage deduction. The application was on behalf of the
majority of railway employees in Canada and over 100,000 employees are
involved. The Board was duly established and held sittings in both Mo‘ntreal
and Ottawa. The report containing the recommendations of the Board in the
matter was issued January 30, 1937. The railways, on February 4, 1937,
informed the Department of Labour that they accepted the recommendations
of the Board as forming the basis of an agreement and jointly put into effect
the first of the Board’s recommendations, namely, that the deduction be reduced
from 10 to 9 per cent on February 1, 1937. The employees’ nominee on the
Board made a minority report. The representatives of the men informed the
Minister of Labour that they would not accept the recommendations of the
Board.

In October Canadian National employees covered by schedule for “ clerks
and other classes of employees,” numbering approximately 9,000 also applied
for a Board in connection with their request for the removal of the 10 per cent

[Mr. W. M. Armstrong.]
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~ wage deduction. The Board was established towards the end of December and

 the dispute heard during the early part of February 1937. The Board’s report

~ has not been made at the time of writing.

3 Although the management and men do not always agree in the matter of
wage adjustments, nevertheless there exists generally a very good feeling.

3 Beginning January 1, 1937, the main shops of the system have been placed
on an increased schedule of five days per week.

Unemployment Relicf Expenditureé.

In co-operation with the Dominion government arrangements were made to
provide employment for about 5,000 men from relief camps during the summer
‘months. In addition the railway employed upwards of 1,000 men in the opera-
tion of steam shovels, work train service, etc., in connection with the relief
program. The work undertaken consisted of maintenance and betterment work
usually performed by extra gangs but did not reduce the normal seasonal pro-
gram of such work which was somewhat in excess of that in 1935. The govern-
ment assumed the charges for wages and transportation of the relief workers
amounting to $1,324,344, and the railway assumed the charges for supervision,
timekeeping, train service and the conversion of equipment units into boarding
and sleeping cars amounting to $1,136,000. Of this, $1,015,000 was maintenance
expense, the balance capital. The plan was beneficial to the railway and assisted
the government in dealing with the difficult problem of unemployment.
: Reference was made in the last annual report to the Supplementary Public
Works Construction Act, 1935. Delivery of new equipment purchased under
this Act was completed during 1936 at a cost of $6,747,644, and the increased
employment of railway shop forces to the extent of two additional working days
per month, under this Act, effective July 1, 1935, was concluded March 1, 1936,
at a total cost of $1,183,592.

Canadian National Pension Plans.

Under the various pension plans in effect on the Canadian National Rail-
way System, 834 employees were retired during the year; pensioners deceased
during the year numbered 410; and the number on pension at December 31,
1936, totalled 6,292.

United States Railroad Retirement Act.

Pending settlement of the situation regarding pensions for railroad employ-
ees in the United States, 3% per cent was withheld from United States employees’
wages and an equal amount was set aside by the railway but payments to the
United States Treasury have been withheld. The arrangement for temporary
allowances to retired United States employees, referred to in last year’s
report, is being continued.

United States Social Security Act.

All the States except one in which Canadian National Railways operate
have passed unemployment compensation laws effective during 1936. Some
States require contributions by the employees but all the States together with
the Federal government tax the employer, the tax in 1936 representing approxi-
mately 1 per cent of the payroll, increasing to 2 per cent in 1937. The cost
to the Canadian National System during 1936 was $195,000.

An event of historic significance was celebrated July 21, 1936, on the occa-
sion of the one hundredth anniversary of the opening of the first railway in
Canada, the Champlain & St. Lawrence Railway, now part of the National
System. Although the development of Railway transportation in Canada, which
then had its inception has brought about with the passing of the years difficult
financial problems it is unquestionable that the railways have played an all-
important part in the development of the Dominion.
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Progress is being made with the program of air-conditioning passenger cars
with a view to increasing the attractiveness of railway travel. Considerable
research has been carried on, in co-operation with other railroads, including
studies of investment expenditure and cost of maintenance and operation. The
program for 1937 provides for the air-conditioning of 128 cars. Together with
the 70 units in the 1936 program the railway will have 198 air-conditioned cars
by the end of 1937. In addition fifty coaches being purchased in 1937 will also
be air-conditioned. The Pullman Company operates 53 air-conditioned cars
over Canadian National lines.

This Board of Directors, which replaced the Trustees in the direction and
control of the Canadian National Railways, took office on October 1, 1936.

A survey of business conditions in Canada leads to the convietion that
progress will continue to be made during 1937, probably with accelerating
momentum, and every effort will be made to secure for Canadian National
Railways a full share of the.additional traffic thereby created. The Directors
hope that such increased activity will be adequately reflected in increased net
earnings.

Acknowledgment is made of the loyal and efficient service rendered by
officers and employees, and of the patronage given to Canadian National Rail-
ways by the public, throughout the year 1936.

For the Board of Directors.

(Sgd.) 8. J. HUNGERFORD,
Chairman.

The Acting CHAIRMAN: Gentlemen, you have just heard the report of the
chairman of the Board of Directors which gives a general résumé of the whole
business of the year. Is it the desire of the committee to discuss that report as
a whole, or would you desire to 2o on to details which appear in the following
pages?

Mr. Hears: Let us consider the details on the following pages.

The Acting CuHATRMAN: If that meets with the approval of the committee
we will pass on to the consolidated balance sheet, December 31, 1936.

Mr. KiNnLEY: Are we going to pass the president’s report?

Mr. Warsa: I would like to ask one or two questions in connection with
the report because I do not know whether I can find what T want in the balance
sheet. On page 5, under the heading Taxes, Rentals, Etec., the total taxes charged
in 1936 for rail lines, ete., and separately operated properties, is $6,743,147. 1
suppose that includes lines in Canada and in the United States. Is it possible
to know how much of these taxes was payable in Canada and how much in the
United States?

Mr. McLaren: Yes. We can supply that information.

Mr. Hu~ncerrorp: We will make a note of it.

Mr. Warsa: And will it go in the record?

The Acring CHAIRMAN: Tt will come before the committee.

Mr. Warsa: And then there is the item of $3,000,000 sales tax for 1936.
Could we have the same information relative to the sales tax: the amount paid
in Canada and the amount paid in the United States?

Mr. Ryan: Have they a sales tax in the United States?

Mr. WaLsH: I do not know. There might be in some parts. All I want is
a break-down. If there is none, so much the better.

Mr. HuncerrorDp:  We will give you all the information we have. I think
it will be complete.

Mr. WaLsa: On the same page I see the words, “ The expenditures pro-

viding through the 1936 budget for the retirement of capital obligations, includ-
[Mr. W. M. Armstrong.]
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% Jesl
; ‘L%(i] sinking fund and equipment trust principal payments, were $7,052,494.98.”
- What is the policy followed with regard to the issue of railway certificates?
- Mr. Ryan: Is it the intention of the committee to go into these matters
- now, because, if it is, there are other questions to be asked. I thought the idea
- of the committee was to go on with the balance sheet first and take up these
~ items.
: Mr. WaLsa: I did not know whether these items were included.

The Acting CHAIRMAN: I think they will all come up under the separate

~ schedules.
Mr. Hears: We had better proceed with the subsequent pages, because if
- we start discussing the report, we are apt to discuss it indefinitely. -

‘Mr. Warsa: And if I miss finding what I want, I suppose I can come
back to this? S5

The Acting CHAIRMAN: Yes. The balance sheet as at December 31, 1936,
will be read by Mr. Armstrong,.
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Mr. ArMsTRONG: (Reads)

CONSOLIDATED BALANCE SHEET AT DECEMBER 31, 1936

Assms
INVESTMENTS:
Investment in Road and Equipment. . s oeewe .. $2,095,114,003 88
Improvement on Leased Railway Property i) 4,248 964 14
Sinking Funds:
System Securities at par.. .. .. .. $ 245,854 23
Other. Agsets -t Gt 5 Tt E s ik 258,199 55 504,053 78
Deposits in lieu of Mortgaged Property Sold:
System Securities at par.. .. .. .. $ 736,000 00
Other Assets ‘at Costia st .t 2o, 74751781 45 5,487,731 45
Miscellaneous Physical Property.. .. .. .. .. .. .. 59,814,644 23
Investments in Affiliated Compames S AR 31,642,437 30
Other: Tnvestniented . ida 0k ool e Niiadvy s Sa e ot 741,397 31  $2,197,553,232 09
CURRENT ASSETS:

_ Cash.. . 6,643,889 73
Spema.l Depos1ts i b sty 7,329,892 97
Traffic and Car-Service Balances Receivable. . . 1,625,702 87
Net Balances Receivable from Agents and Conduetors 4,671,503 84
Miscellaneous Accounts Receivable. . $ 4,116,325 38
Dominion Government-Balance due on Deficit

Contributions sl AR sl e Uke i 18,814 624557 19,930,949 95
Material and Supplies.. .. e e L 25,958,347 51
Interest and D1v1dends Reeelvable s e e L 507,346 90
Rents Receivable. . 56,424,07
Other Current Assets. e L e R o e o e 641,672 66 67,365,730 50

DEFERRED ASSETS:

Working Fund: Advaneesor youe i Lo Lailis sl il i S 201,015 54
C.N.R. Insurance Fund: :
System Securities at par.. .. .. .. $4,848,613 70
Other Assets at Cost.. .. .. .. .. 6,910,637 93 11,759,151 63

Other Funds.. .. 18,256 25

Other Deferred Assets AL SRS OO T AR MR o hTRER 6,655,458 15 18,633,881 57
UNADJUSTED DEBITS:

Rents and Insurance Premiums pald in Advance.. .. 223,565 88

Discount on Capital Stoek.. .. o s AN A 189,500 00

Digcount on Hunded Db, sl S e s S o R 11,882,787 47

Other Unadjusted “Debits: i (. m-us b s il 4,520,180 24 16,816,124 59

$2,300,368,968 75

The accounts of the System are stated in Canadian Currency-Sterling and United States
currencies being converted at the par of exchange.

Depreciation Accounting is applied to rolling stock owned by United States Lines and to
certain fixed property, and Retirement Accounting is applied on the basis of original cost to
other units of property on the System.

No reserve is accrued for pensions under the Canadian National Railways Pension Fund
1935. Actual pension payments are charged currently to operating expenses account “Pensions.”

For contingent liabilities see page 22.

[Mr. W. M. Armstrong.]
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LIABILITIES

STOCKS: 3 {
(Capital Stocks owned by Dominion Government.. .. .. $265,628,338 70
Capital Stocks owned by Public.. .. .. .. .. .. .. 4,584,100 00 $270,212,438 70

GOVERNMENTAL GRANTS:
Grants in Aid of Construction:
By Province of Canada prior to Confederation.. 15,142,633 33
Othertaar Tialed AISEEGEL & iy il Diis fls ol e soie’ il 3,013,748 90 18,156,382 23

Lone TERM DEBT:
Hunded: PeptiUnmatuied s L5 vl R 7o o v metaa e 1,184,612,248 59

LoANS FROM DOMINION OF CANADA:

Temporary Loans obtained for redemp-
tion of funded debt, pending refund-
ing—interest paid.. v co e 0w . 35,076,695 20
Other gans from Dominion of Canada. .$686,007,330 03
Interest on iabove accrued but unpaid.. 530,832,597 67 1,216,839,927 70 1,251,916,622 90

DoMINION oF CANADA EXPENDITURES FOR CANADIAN Gov-
ERNMENT RAILWAYS:
Road and Equipment included in System Investment
B O Lot i A ey SR iToe b ke o b B e A 388,290,263 52
Working- Capatalut R ne s g sl i/s® s wvia 4 3 Hos e 16,771,980 54 405,062,244 06

CURRENT LIABILITIES:

Traffic and Car-Service Balances Payable.. .. .. .. 4,243,428 89

Audited Accounts and Wages Payable.. .. .. .. .. 6,861,561 28

Miscellaneous Accounts Payable.. .. .. .. .. .. .. 3,794,140 39

Interest Matnred- Mapaid oo o A% o fide w486 ia o 8,332,966 50

Funded Debt Matured Unpaidi. .. . o o8 oo oo o 878,649 24

Unmatured Interest Accrued:. .. <o oo oo ’ve oo oo 9,208,833 21

Untnatared “Rent ZAderueds (2L ool S0 Aiiide petisierdls 393,760 98 :

Bthers Cuvrent Taabilities: " iuf i e 18 Saiigel o ive 1,638,518 77 35,351,859 26

DEFERRED LIABILITIES:
Other Deferred. Taabilitien: < 5 50 i ve e ae os oa 3,331,771 52

UnapsusTep CREDITS AND RESERVES:

bR SR IAET SR A S TR e T e L R e T 2,135,878 78
CANR. Insurance SRegeNVE .., o b oo vas 5o b iient oe, &e 11,759,151 63
Acerued Depreciation—Road.. .. .. .. ..U.S. Lines 2,487,819 55
Acerued Depreciation—Equipment. .. .. ..U.S. Lines 13,157,059 46
Accrued Depreciation—Miscellaneous Physical Prop-
) g A G T A e I RN g Lines 1,636,969 44
Other Unadjusted Credits and Reserves.. .. .. .. 5,204,240 68 36,381,119 54

904,655,718 05
$2,300,368,968 75

J. B. McLAREN,
Comptroller.

CERTIFICATE OF AUDITORS

‘We have examined the books and records of the companies comprising the Canadian
National Railway System for the year ended the 31st December, 1936.

The investments in properties and equipment appearing in the books of the companies
as at the 1st January, 1923, were accepted by us.

The liabilities to the Dominion of Canada are stated in accordance with the certified
reconciliation received from the Dominion Government.

Subject to the foregoing and our report to Parliament, we certify that, in our opinion, the
above Consolidated Balance Sheet is properly drawn up so as to exhibit a true and correct
view of the affairs of the System as at the 3lst December, 1936, and that the relative Income
and Profit and Loss Accounts for the year ended the 31st December, 1936, are correctly stated.

GEORGE A. TOUCHE & CO.,
Chartered Accountants.
Dated at Montreal, 10th March, 1937.
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The Acting CrHAIRMAN: Do you wish to discuss this statement? .

Mr. BoraweLL: In connection with the statement dealing with the assets,
at the bottom of page 8, I see the statement, “No reserve is acerued for pensions
under the Canadian National Railways Pension Fund 1935.” Has there ever
been a reserve set up for pension? :

Mr. HungerForD: No. You are referring to the pension fund of 1935?

Mr. BoruweLL: When was that pension fund established?

Mr. ArmsTrRONG: This new fund was established on Jan. 1, 1935; the C.N.R.
general pension scheme in effect prior to 1935 was changed to one of contribution.

Mr. BoraweLL: And has the old plan been continued?

Mr. ArmsTrRONG: The old plan—there were two old plans—that of the Inter-
colonial and the Grand Trunk superannuation fund which are still in existence;
but for the general scheme of pensions the principle was changed in 1935 to one
of contribution.

Mr. BoraweLL: Was there a fund set up for the old pension scheme?

Mr. ArvsTrONG: No. There is no fund set up.

Mr. BoruweLL: The pensions are paid out of revenues, the same as under
the new pension fund?

Mr. ArmsTRONG: Exactly.

Mr. HunGERrrForD: Excepting that in connection with the Dominion Govern-
ment Railways Provident Fund there is no reserve, but in connection with the
Grand Trunk Superannuation Fund there are certain assets that have been
accumulated since 1874. They are not quite able to carry on under the conditions
of depression that have existed the last few years because of the disturbed con-
dition of real estate and mortgages. However, they have a reserve of their own,
but there is no other reserve in connection with the system.

Mr. Heaps: I suppose, among the assets mentioned, would be the millions
spent on the new terminals at Montreal. I was just wondering if there is anything
that the railways have in mind in regard to ordering the completion of a new
terminal in the city of Montreal.

Mr. HuxcerForD: I think that would come up naturally under the discussion
of the budget for 1937.

Mr. Heaps: Is any provision made in the budget for this purpose?

Mr. HunGErFORD: Not yet.

Mr. Heaps: I would suggest to the minister that he might take up with
the officers of the railway the fact that it might be a good idea to undertake
the erection of a new station in Montreal as a part of the unemployment project.

Hon. Mr. Howe: We considered the matter carefully, and we decided that
revenues for 1936 did not justify us in proceeding with the project.

Mr. Heaps: I believe the work could be completed for a comparatively
reasonable amount at the present time, and as $13,000,000 has been spent up to
date in that regard in the city of Montreal, I think we are allowing a huge hole
to remain idle in the centre of the city which, in my opinion, is not right. I
believe that a year or two ago Mr. Hungerford mentioned a sum of about
$6,000,000 as the amount for which the station could be finished.

Mr. HunGerForD: It could not be completed according to the original plan.

Mr. Heaps: I am not speaking of the original plan.

Mr. HuNGeERFORD: But it could be put into use for about $6,000,000.

Mr. KinLey: Now, with regard to pensions, there seems to be considerable
dissatisfaction as to what is termed continuous service for pension. During the
depression railwaymen had to work part time—for instance, a man would go
three days or four days a week; he would be on call but he would not get a run—
he would not be employed. Many of them find that they are reaching the age

[Mr. W. M. Armstrong.]
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for retirement and they have not the amount of time service to entitle them
 to pension by reason of the fact that continuous service was interpreted to mean
actual employment and not the time while waiting or on call. Now, these men
. were unemployed because it was advantageous for the railway not to employ
~ them, and they could not take a job because they must remain on call. I am
~ told that this is a matter of agreement between the men and the company, but
it is causing a great deal of dissatisfaction and, I think, a great deal of injury
. to deserving men. This matter came up and was discussed before the enquiry
presided over by Mr. Justice Maclean in regard to railway wages; and if it is
considered that this policy must be carried on—that is, that these men must
~ actually be operating at the time on what is called continuous time—
: Mr. Hungerrorp: If I might interrupt, I think the pension provisions at
~ present are fairly liberal. It would be a very difficult thing—in fact it would
~ be rather a dangerous thing, I think, to embark upon a policy of allowing for
continuous time whether men are working or not. The principle is laid down in
| Provident Fund Act in as far as Canadian government railways are concerned
. and stipulates where the Provident Fund Aect applies; and the new contributory
- pension plan was adopted at the beginning of 1935 and makes provision for any-
- thing but actual accumulative service, when a man is furloughed or laid off.
Mr. KinLey: That is under the contributory pension?
Mr. HUNGERFORD: Yes.
Mr. Kinpey: Of course, that is based on what he earns—on a fixed per-
- centage?
, Mr. HuncerrorD: Yes; and that plan is the result of an agreement with the
organizations representing the men.

is that correct? ;
Mr. Huncerrorp: They still have; but the Provident Fund was closed to
new members some years ago, so that new employees or employees coming in
since the cut-off date, come under the provision of the general contributory pen-
sion fund. However, those who were members of the Provident Fund before
that cut-off date continued under the same rules that were in effect then.
Mr. Heaps: Is that fund solvent on an actuarial basis?
Mr. HuNGErRFORD: Quite.
Mr. KinLey: Did this matter come up as a claim' of railwaymen before the
enquiry presided over by Mr. Justice Maclean?
Mr. Hungerrorp: I really do not know. I am not sure whether it did or
not.

Mr. KinLey: The pension is not very large, is it—the pension before 1935?
Mr. Huncerrorp: During this period of depression we have had employees
~ laid off for, perhaps, five or six years. It would require pretty generous treat-
. ment to provide a pension for the time they have been laid off. Obviously,
most of them are doing something else. This is a pretty difficult matter to deal
with. As a matter of fact, when a man is laid off we do not know whether heé
. will ever return to the service. Quite frequently he gets another position and
| does not respond to call.

Mr. Ryan: Is his seniority maintained?

Mr. Hungerrorp: We do maintain seniority up to a point.

Mr. Ryan: Up to what point?

Mr. Huncerrorp: Well, perhaps that varies more or less with the different
groups. There is nothing definite about it.

Mr. Ryan: Is that covered by the Brotherhood of Railway Employees?

R Do they h el
’ m%_}; ave something to say about that matter?

Mr. Ryan: You say that before April 1935 the I.C.R. had their own fund; i
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Mr. Hu~nGerForp: Yes, they have a very considerable amount to say about
it. The final decision, of course, rests largely on the joint decision of the organi-
zation and the members.

Mr. KivLey: This is just a regulation of your board regarding continuous
time, is it?

Mr. Huxcerrorp: There are the pension rules.

Mr. Kinuey: It is a pension rule; but who innovates that rule?

Mr. Hu~ncerrorp: The rules in connection with the new contributory pen-
sion plan are the result of an agreement between the organizations and the man-
agement of the railway.

Mr. Kinvey: That is with regard to this new contributing secheme, but these
men I am speaking of were not contributing; they were there before that kind
of pension came in.

Mr. HunGerrorD: So far as the general pension plan, as apart from the
Provident Fund or the Grand Trunk Superannuation Fund is concerned, these
rules were established by the management of the railway.

Mr. Haxson: Those rules are established by the railway management in
co-operation with the men.

Mr. Huncerrorp: The new ones, yes; the old rules were established by the
management, because the management of the railway contributed all of the
money. However, under the new scheme the men contribute an equal amount.

Mr. Kinvey: It seems to me a lot of injury has been done; there are a lot
of deserving cases being overlooked.

Mr. BoraweLL: Is there any provision whereby beneficiaries—we may call
them that—under the old scheme may come in under the new scheme?

Mr. HUNGERFORD: Yes.

Mr. BoraweLL: Can they have their rights under the old scheme converted
to this new scheme?

Mr. Hu~cerrorp: Their pension ‘rights are preserved up to the date of
cut-off, December 31, 1934, and from that date on they come under the con-
tributory pension scheme, and when a man is retired he is given the pension
he has earned under the provision of the old rule up to ‘the cut-off date, and
whatever he has earned by his contributions, if he has made contributions,
under the new scheme, from that date forward. .

The Acring CuARMAN: Shall we ecarry the consolidated balance sheet
statement?

Mr. Warsu: I see the item “Discount on Funded Debt,” $11,882,000 odd,
and I notice that in 1935 that amount was $16,486,000, a reduction of $4,700,000
approximately. Could we know what the items are that brought about this
reduction?

Mr. McLAReN: Yes, we can give 'the items involved. TUnextinguished
discount on the bonds callable last year amounts to $5,509,000. That is the
principle difference.

The Acting CHAIRMAN: Are there any further questions? Shall we pass
this consolidated balance sheet?

Mr. Heaps: There is a question about the fire insurance fund. What does
that figure stand at the present time?

Mr. ArmsTrONG: $11,759,151.

Mr. Heaps: What per cent do you pay each year into that fund?

Mr. ArmsTrONG: There is nothing being accrued at the present time.

Mr. Heaps: Nothing at all?

[Mr. W. M. Armstrong.]
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‘ Mr. ArmsTRONG: The earnings on the investment are usually more than
sufficient to cover all loss during the year.

Mr. Hears: Have you found that satisfactory during the last few years?
Mr. ARMSTRONG: Yes.

Mr. McKixvon: What is that fund supposed to cover in the insurance

Mr. ArMmsTRONG: Railway property.

Mr. McKixnon: Fires and wrecks?

Mr. ArRMSTRONG: No, not wreeks; just fire.

Mr. HuNceErrorD: And certain losses in connection with the company’s
own ships on inland waters.

Mr. McKin~on: Is it a fund that you maintain?

Mr. ARMSTRONG: It is the company’s own fund.

Mr. McLaArex: It is the reserve in the fire insurance fund.

Mr. Huncerrorp: It was started many years ago. For a great many
years we charged operating expenses with the ordinary premiums that would
have accrued if placed in insurance, and we paid that amount into this fund.

Mr. Ryanx: Is any insurance held by outside people at all?

Mr. HuxcerrForD: There are certain isolated cases where we have insured
outside, but very few.

Mr. Ryan: Do you know the amount of outside insurance?

Mr. Huncerrorn: We can get it for you.

Mr. Ryan: How is that given out to the different companies? Is there
any system at all?

Mr. Huxcerrorp: We invite tenders.

The Acting CrHARMAN: Shall we carry this statement?

Hon. Mr. STEWART: Suppose we leave them all open for consideration
before adopting them.

Mr. Heaps: I do not think there will be any objection to adopting them.
If anybody wishes to refer back he could do so. Why not carry them?

Hon. Mr. Stewarr: All right.

The Acring CHARMAN: We will ask Mr. Armstrong to read the profit
and loss statement.

Mr. ArMsTRONG (Reads): Profit and Loss Statement.

Year Year

Credits: 1936 1935
Credits from retlred road and eqmpment PR et R 3 D285, 95 $ 24,631 40
Donations.. .. .. AT AR 47,491 01 30,328 73

Mr. HowbDEN; What does that mean?

Mr. Coorer: Amounts contributed by industrial firms, municipalities and
provineial governments.

Mr. Haxsox: Donations?
Mr. CooprEr: Yes.

dMascallfneons CreddtRiietesi s ol o e R T 3 Ly $991,047 91 $586,835 09

otaliOredita. . o e R e s e % 1 5 '$880.890 17 $641,795 22

3498621
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i Year Year
Debits: / ; 1936 1935
Surplus appropriated for Investment in Physical
Lo Rromentyos tay ek Tl Gl s Al S RS S 707 34 $ 2,064 34
Miscellaneous appropriations of surplus.. .. .. .. .. 21,831 81 27,681 07
Debits for retired Road and Equipment.. .. .. .. .. 5,952,442 36 29;111,717 21
Delayed-Tncome Debitg, s . e L ds i S o e e 48,295 61
BMhiseellinoous,. Webitha (. 5 e ms 3 SSRGS Bl HCE e ) 7,114,390 53. 1,961,230 55
Total Debits. s .. wlii oyl e la G st s v i st $13.045,708 42 1881095 626164
Net Profit and Loss Items (Debit).. .. .. .. .. .. .. 12,684,818 25 30,453,831 42
Net Income (Deficit) tramsferred.. .. .. .. .. .. .. 43,197,346 0% /8,878,181 67
Interest on Dominion Government Loans.. .. .. .. .. 26,428,873 59 35,949,676 70

System Net Loss.. ..

: olm s i eta, e, e s | et et 1 st VL OOV (ST SRS NG S,
Deduct: Contributions: for deficits from the Government

1936 1935

C.N. Railways.. .. .. .. .. .. $37,440,321 57 $41,795,757 24

Fastern. Tanes. % i e i S Ut :850,682:'38 5,265,373, 20

P.EI Car Ferry and Terminals 303,439 39 360,334 36 $43,303,393 82 $47,421,464 80
Eastern Lines’ interest on Government Loans.. .. .. 626,413 21 626,413 21
Change during year in Profit and Iioss Account .. . . .. 48,381,230 85 67,233,811 78
Balange: at January 1... .. .. . oot i e e oe on oo 856,275,487 200 789,040,675 42
Balance at December 31... .. .. vo ve v vv wu wn .. 904,655,718 05 856,274,487 20

Mr. Heaps: I notice there is quite a large amount for retiring of equip-
ment. May I ask the amount of new equipment you expect to have in operation
this year? ;

Mr. Hu~NgerrorD: Do you mean the new equipment we intend to purchase?

Mr. Heaps: Yes, how much?

Mr. Hu~nceErrorD: We expect to purchase about $19,000,000 worth.

Mr. Heaps: How much of that is being made in the C.N. railway shops?

Mr. HunGerrorD: There are 125 refrigerator cars being constructed at
Transcona.

Mr. Heaps: Is it not possible for more of that equipment to be produced
in the government shops?

Mr. Hu~ngerrorD: No, not this year. SR ;

Mr. BeauBier: That means that they would be working to capacity to d
that work, does it?

Mr. HunGerrFoRD: Substantially so, yes.

Mr. Warsa: That $29,000,000 for 1935 includes that extraordinary amount
we discussed so keenly last year.

Mr. BorawerL: The $29,000,000 item?

Mr. WaLsa: That is included.

Mr. McLAReN: $24,000,000 of obsolete equipment.

Mr. WarLsH: What per cent does the $5,952,000 represent? Is that a
proper percentage of the value of the equipment to set aside annually? Is that
recognized as the proper amount?

Mr. McLagrex: This $5,952,000 is represented by loss written off $2,727,000;
incompleted projects written off $1,547,000; land values written down $484,000;
normal roadway retirement for year $1,193,000; total, $5,952,000.

Mr. WaLsH: I think, under these circumstances, you are getting back to a
condition that existed previous to 1935. In 1934 you wrote off an amount of
$1,290,000, and then last year you had an amount of $26,000,000 or $27,000,000
that vou wrote off, and the reason for that special amount last year was that it
represented an accumulation over a period of years because you had not previ-
ously written off a sufficient amount. Now, apparently you are getting back to
that practice of writing off only a very small amount, and the result will be that
in about five or six years we will have another very large item to cover what

should be written off annually. I thought there was some practice among rail-
[Mr. S. J. Hungerford.]
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roads to write 3 or 4 or 5 per cent, whatever the amount was. There is a
certain fixed amount that is recognized among railways and other business
institutions that should be written off—so much for depreciation—and that is
more or less a fixed amount. Now, have you got any fixed amount, and are you
following the practice?

Mr. Hu~cerrorp: The practice you speak of is a recognized one in the
United States for some railroads controlled by the Interstate Commerce Com-
mission which sets the amount or rate of depreciation, which steam railroads
must accrue each year. : i

Mr. WarsH: And what is the amount that they set?

Mr. McLarex: Well, on an average, I think it was about 3 per cent.

Mr. WarsH: And does this amount you are setting aside, $1,000,000—does
that represent that practice?

Hon. Mr. Howe: We set aside a litle over $6,000,000—$6,600,000.
Mr. Wause: In the statement which has been given me, the break-down

of the $5,952,000 included the amount of over $1,000,000 for retired equipment
and so on.

Mr. McLagrex: I want to complete my statement, Mr. Walsh, and say
that as far as Canadian lines are concerned the instructions issued by the gov-
ernment department do not permit of accrued depreciation. It is known as
the retirement account on a retirement basis. As far as actual retirements are
concerned they amount to about—in 1936—somewhere about $6,500,000.

Mr. WaLsa: Does that appear here?

Mr. McLarex: It does not appear in the P. & L. but it appears in the
operating expenses on page 14 of the report in the different classes of equipment.
For instance, on Canadian lines there is chargeable here $5,549,000. Now, that
would be written cut of investment account plus whatever amount the salvage
value may be of the retired equipment.

Mr. Howpen: I would like to follow up Mr. Heaps’ interrogation with
regard to the manufacture of new equipment, and I would like to ask if it is
the policy of the railway to make this equipment in their own shops, as far as
is feasible.

Mr. HuxcegrorD: As far as we are reasonably justified, yes; but the
company’s plants are designed and equipped to repair rolling stock and not to
build it.

Mr. McLarex: I would like to finish my answer to Mr. Walsh so that he
will have the matter clear. There was written out of investment account for
the year 1932, $4,112,000; 1933, $4,463,000; 1934, $5,272,000; 1935, $5,739,000;
1936, $6,278,000; proposed to be written off for 1937, $7,389,000 for equipment
retirements.

Hon. Mr. Howe: That is provided out of the operating statement.

Mr, Hears: May I revert to the question of equipment?

The Acting CHAIRMAN: I want to know if we are through with this state-
ment?

Mr. Hears: Yes.

The Acring CHAIRMAN: I think what Mr. Walsh wants to ask is this: does
this retirement correspond to the depreciation account in the United States, and
is there sufficient in it to represent what is usually done under that other system.

Mr. Wansa: Yes. I am sorry I have not got my papers with me. Last
year we had a very lengthy discussion on a very large item of $20,000,000 odd.
That, I understood, was for the scrapping of equipment that had not been
scrapped over a period of years.

Mr. HunceErrorp: We had two programs of retirements last year: one was
the normal retirement which amounted to about $6,000,000 and which represented
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equipment that was worn out in service and properly chargeable to operating
expenses. The large program of retirement was in connection with equipment
that still had service life but was no longer usable on account of changed con-
ditions. The principal change in that regard was the establishment of a rule
all over North America which prohibited, after a certain date, the interchange of
wooden cars. Then with the general shrinkage of building of branch lines where
light equipment is used, we found ourselves with a surplus of cars and engines of
a certain type, still having additional service value and which we could have
repaired and maintained in the ordinary way, but we had no further use for
them. Now, there were two separate programs in 1935. There was only one
in 1936; that is, the normal retirement of equipment which is worn out.

Mr. WarLsa: And this normal amount will not lead us into a similar position
in another year of having to meet a very much larger amount such as we met
last year?

Mr. Hungerrorp: I do not think it will. Everybody was misled in con-
nection with the retirement of equipment in the United States. They had
depreciation accounting and had accumulated a reserve for the purpose; but as
the result of depreciation on account of equipment being laid aside and not used,
the American roads, to a great extent, found their depreciation reserves were
inadequate, and the Interstate Commerce Commission authorized them to write
off large amounts and charge them to profit and loss. And that is what was
done in 1934 and 1935.

Mr. WaLsu: It is the usual practice among railroads to write off a certain
amount of this against profit and loss and a certain amount against operating
expenses, is it not?

Mr. Hu~ncerrorp: I would make this distinction: it is the prevailing prac-
tice and the proper practice to charge to operating expense the retirement of
equipment that is worn out—that has been used up in actual service—but where
there is a change of conditions and these units are still usable but obsolete,
the situation is not the same.

Mr. WarLsa: The worn out materials are charged against the operating
cost, whereas the obsolete materials which are not worn out are charged against
profit and loss?

Mr. HUNGERFORD: Yes.

Mr. Ryan: This amount includes projects which were abandoned. Were
there any projects contemplated in the province of New Brunswick which have
been abandoned?

Mr. McLarex: We will get the details of that in a moment or two. That
is the amount written off that you are speaking of?

Mr. Ryan: Yes. They were contemplated, I presume.

Mr. McLaren: I will give you the details in that regard in a moment
or two. ‘

The Acting CHAIRMAN: Now, Dr. Howden wants to proceed and ask some
questions with regard to construction in the government shops.

Mr. Howpex: No. I received an answer to my question.

Mr. Heaps: I was referring to that. I have received several communica-
tions from men involved in the shops as well as in the organizations to which
they belong claiming that a great deal more of the equipment could be produced
in the shops; and, secondly, they were protesting against the difference between
the wages paid by private contracting firms and those paid by the government.
In the government shops the wage rate is considerably higher than that paid
by the private contracting firms. The employees felt that a great deal more
of the equipment could be produced in the railway shops than has been allotted
to them by the Canadian National Railway system. Mr. Hungerford claims

that the shops are working to capacity, and that might alter the factor. How-
[Mr. S. J. Hungerford.]
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ever, I would like to ask further in reference to the character of the equip-
ment which the railway has ordered. Is it the same heavy equipment that is
now in use on the railways?

Mr. Huncerrorp: The units are of the improved type, of course.

Mr. Heaps: Perhaps I should state that last year or the year before you
stated you had under contemplation the question as to whether or not you
should use lighter rolling stock than you do now on the railways.

Mr. HuncerrForD: We are giving consideration to that matter constantly;
but the major portion of the traffic on our railway requires heavy equipment
still, and as far as I can see, it will continue to do so.

Mr. Heaps: Are not the American railroads now utilizing much lighter
rolling stock than e are in Canada, and has it not proved popular there?

Mr. Huxcerrorp: After all, there is only a comparatively small propor-
tion of the total traffic on the railways that is of a character that could be
carried in exceptionally light equipment. By far the major portion of the
traffic will have to be heavy equipment.

Mr. Heaps: Do you feel, as far as this country is concerned, that we will
have to maintain the same heavy equipment we are using at the present time?

Mr. Huncerrorp: To a large extent.

Hon. Mr. Stewarr: Would it pay to scrap good useful existing equipment
although it is alittle heavy just for the sake of replacing it with lighter equip-
ment?

Mr. Hungerrorp: Not in my judgment.

Mr. Heaps: I am not suggesting that; but there may be a gradual replace-
ment of the heavy equipment with the lighter equipment which is much easier
and cheaper to operate.

Mr. HungerrForp: The only valid argument in connection with light equip-
ment is in connection with less than carload package freight which, after all,
represents a comparatively small proportion of the total freight traffic handled.
It is much more economical to handle bulk commodities which, as I said before,
represent the greater proportion of the total traffic, in large units. It is cheaper,
and we have a constantly increasing demand for larger units to satisfy the
requirements of shipping.

Mr. Heaps: Would the same apply to passenger equipment?

Mr. HunGerFORD: Yes and no. It depends upon the character of the ser-
vice you have under consideration. For local passenger train service and branch
line service there might be some advantage in having lighter equipment, but
for main line use in Canada I doubt very much if there would be justification
for it.

Mr. Heaps: Have they not got the lighter equipment on the main lines in
the United States now?

Mr. Huxcerrorp: They have. A good many of their roads have pur-
chased and put into service a lot of so-called stream lined light equipment.
Usually in big trains which are assembled in such a way that the units cannot
be separated; they have to be operated as a whole. Only in that way is that
class of equipment suitable. Where you have a multiplicity of trains with a
variation of the volume of traffic you have to be able to add or subtract a car
depending on the amount of the traffic.

Mr. Howpex: Mr. Hungerford has indicated that the shops have been
built largely for the purpose of repairing equipment. I represent a constituency
in Manitoba in which are the Transcona shops, and the claim is frequently made
by men- appealing to me that their shops are quite able to assemble engines
of any type and to manufacture coaches and refrigerator cars. In that case,
I assume, if their claim is correct, they would be able actually-to produce a good
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deal of the equipment that the company is building at the present time. Would
that be =o0? !

Mr. HunGerrForD: They are building some there now.

Mr. Howpexn: Yes, I understand that.

Mr. Hungerrorp: They have built some in the past.

Mr. Howpex: They say they can build heavy engines there and refrigerator
cars and coaches.

Mr. Huxcerrorp: They can; but it would not be advantageous to do it.
We have built some locomotives at Transcona in the past, but we are not buy-
ing any locomotives this year.

Mr. DeacamaN: I would like to ask if the original cost and maintenance
of equipment is higher in Canada or in the United States?

Mr. Huncerrorp: The original cost and maintenance?

Mr. DeacamaN: Let us first take the initial question—the purchase of new
equipment. If you are buying new cars and engines would you pay more for
them than an American road would pay?

Mr. Hu~ncerrorp: Yes, I think that is true to an extent.

Mr. DeacuvaN: And the same would probably apply to equipment—
repairs and maintenance.

Mr. HUNGERFORD: Yes.

Mr. Kintey: It is natural that you would pay a little more. In the
United States there are one hundred and twenty millions of people buying equip-
ment, in Canada there are ten millions. '

Mr. Boruwern: If I understood Mr. Heaps aright, he states that the
complaint is made that higher wages are paid in the Canadian National shops
than are paid in other shops.

Mr. Huxcerrorp: We have no definite knowledge as to the wages paid
in the locomotive building plants.

Mr. Heaps: But when you let contracts you put a fair wage clause in them,
do you not?

Mr. HUNGERFORD: Yes.

Mr. Heaps: My information is that the wage rates in these private shops
are not, I would say, any more than two-thirds of those paid in the Canadian
National Railway shops for the same class of work.

Mzr. HuncerFORD: I could not say. Nearly all of the new work is done on a
piece work basis, as I understand it. That rather nullifies the value of the
hourly rate.

Mr. Heaps: Even considering it on a piece work basis, the men earn only,
say, two-thirds—approximately two-thirds of what the men would earn in the
railway shops on an hourly basis. The comparison might even be worse on the
other basis.

The Actineg CHAlRMAN: Is it your suggestion that the railways treat their
employees better than these other companies do?

Mr. Hears: It certainly is.

Mr. Deacaman: You mean that they charge more to the public.

Mr. Heaps: No, I think the other employers are taking it out of the
employees, and I think it is most unfair to the railway shops.

Mr. Deacaman: The basic fact is from the standpoint of the consumer
—which can give the better service, the government shops or the others.

Mr, Heaps: For the benefit of Mr., Deachman I think I might refer to the
figures supplied tq this committee last year or the year before when it was

[Mr. 8. J. Hungerford.]
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claimed that the cars turned out in the railway shops had cost no more as far
as the railway shops were concerned than those purchased from private con-
tractors.

Mr. Kintey: I would be surprised at that.

Mr. Heaps: It is true. Mr. Hungerford, for the benefit of the committee
this year would it be too much to ask if you could give that information as to
the cars produced at Transcona shops two years ago?

Mr. Hu~Ncerrorp: They were delivered last year, 1936.

Mr. Heaps: Could we have those figures for the benefit of the members
of this committee—what you paid for the same class of equipment from the
private contractors?

Mr. Deacaman: That may be dangerous.

Mr. Heaps: I will take a chance.

Mr. HunGERFORD: You get into the argument with regard to the propor-
tion of overhead charged by the railway and by the private companies.

Mr. McKinvox: You were asked a question with regard to the fair wage
clause in respect of contracts let out to the other shops. What basis did you
use to set the wage?

Mr. Hungerrorp: The prevailing rate in the community.

Mr. McKinnvon: It would not be a question of the rate you people have
to pay yourself, or do pay?

Mr. Huxcerrorp: No.

Mr. Pouvrior: I would like to ask the permission of the committee to ask
a few questions. I would like to know from Mr. Hungerford when freight cars
and locomotives are repaired, if the cost of the hauling is taken into considera-
tion in the amount of repairs?-

Mr. Hungerrorp: Do you refer to hauling them back and forth?

Mr. Pourntor: Yes. Suppose a car is broken or some repairs have to be
made on it at a certain distance from the shop, is that car repaired at the
nearest shop, or is it sent further away?

Mr. Huncerrorp: It all depends on the circumstances. I do not think
there is any general rule in regard to it. The local officers send the equipment
to the point that appears economical to them, having regard to all the cir-
cumstances.

Mr. Pourior: Yes, Mr. Hungerford, but I would like you to define what
you mean by circumstances. It seems to me that hauling is quite expensive
—for instance, hauling a car for two or three or four hundred miles is much
more expensive than hauling a car for one hundred miles?

.Mr. Hungerrorp: Quite so, but that might be offset by being able to get
the "work done cheaper or with more facility than at other points.

Mr. Pounior: Yes, but does the railway take into consideration the cost
of hauling and add it to the cost of repairs? It seems to me that there is a
chance for economy there because the hauling of a locomotive is an expensive
operation. Therefore, to have a better idea of the cost of repairs it seems
to me that the railway should take the cost of hauling into consideration. What
Mr. Hungerford has said confirms what I had already heard on the matter—
gxlat t}l{at is not taken into consideration. No private company would act on

ose lines.

Mr. Hungerrorp: I did not say that. At least, if T did, I did not intend
to say that. What I said was that the cost of handling is not added in the
accounts to the charges for the repair of the equipment, although it is natur-
ally taken into account when arriving at a decision regarding where equip-
ment should be repaired.
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Mr. Pourior: Therefore, the railway does not know the correct amount
of the repairs when they do not take into consideration the cost of hauling.
If the work can be done properly in a small shop at a short distance, I do not
see what the railway gains by sending those cars to be repaired at a great
distance. It seems to me that the committee should weigh the importance of
this matter and make a recommendation to the minister and to the railway
in this regard. This is one thing which has been overlooked. 1 cannot agree
with what has been done in the past, because there is a strong tendency
towards centralization which takes the work away from able men who work in
the small shops and who can perform the work perfectly well, and very often
the work is given to the larger shops and they have to be told their trade by
the men who work in the smaller shops. I have a further word to say in
which I would refer Mr. Hungerford to Mr. Appleton who knows these men
well and always speaks very highly of them—the men at the Riviere du Loup
shops. On Monday I had the pleasure of meeting Mr. Appleton who repre-
sented to me his high appreciation of the work being done by these men. If
the railway can save some few thousand dollars each year by having these
cars repaired in small shops, it seems to me it would be of benefit to the rail-
way. This is one suggestion I offer to the committee. I hope that the mem-
bers of the committee will weigh it carefully, and if they think this should be
done they should make a recommendation to whom may be concerned in this
regard. I have another question to ask, if you will permit me—

Mr. Warsa: Could we settle that question which has been raised by Mr.
Pouliot before going on to another? Would that be satisfactory? With certain
of the statements made by Mr. Pouliot I am in agreement. I do think that
some of the work could be done very satisfactorily in the smaller shops; but I
do feel—and I have always taken this stand—that this committee should not,
under any circumstances, make recommendations in connection with the operat-
ing of the Canadian National Railways.

Mr, FeruanDp: Why not?

Mr. Warsu: They have a management. We can make suggestions but to
actually make a recommendation is another matter. Personally, I feel that we
have in the president of the Canadian National Railways—and I am not sug-
gesting this because it is the day after the 17th of March—one of the best railway
operators in the country, and I think the Canadian National Railway is being
well operated from the point of view of efficient management. I feel perfectly
confident that the management is getting the work done in the cheapest possible
way. It is in their interest to do that. I also feel that they are making use of
the small shops whenever it is possible for them to do so. I would not like to
agree to a recommendation from this committee to anyone that we advise the
management to do this or that. The suggestion has been made by Mr. Pouliot,
it is in the record, and I think that ought to be quite sufficient as far as this
committee is concerned without actually committing ourselves to a definite recom-
mendation to the management for fear it might be interpreted as interference
by this committee in the actual operating of the Canadian National Railway
system.

The Acring CHAIRMAN: Apropos of Mr. Pouliot’s remarks, I think Mr.
Hungerford will agree with me when I say that I have on many occasions asked
the Canadian National Railways to do as much work in the shops with which
I am very familiar as can reasonably and profitably be done at that particular
point. I take it that that is the policy of the railway.

Mr. Huncerrorp: Certainly it is.

Mr. Kinuey: I do not see why Mr. Walsh should speak ex cathedra to this
committee. He seems to have his opinion of the set-up anyway which Mr.
Hungerford was trying to put on for the Canadian National Railways.

[Mr. S. J. Hungerford.]
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Mr. WaLsa: I have never tried to interfere with the management of the
Canadian National Railway. I would not do it. I would not be a party to it.

Mr. Kixtey: This matter of repairs, of course, has always been a matter
of dispute between the small community and the large community. I realize
that equipment costs money, and to do repairs well we must have equipment.
You load yourself up with a lot of equipment that costs money, and that is one
point in regard to the centralization of repairs. It seems to me, however, that
the railways serve the public and they expect to get their business from the
public. They are asking for traffic legislation from the public to preserve them
and perhaps to salvage them from the position they are in. They want trucks
to be curtailed. The truck driver gets his business down in the local community
and he gets his repairs done there and the grocer says, “You can carry my
groceries from Halifax to some place else.” I am not eriticizing; I am pointing
out to the president of the railway that you must have the stream running both
ways, and it is a good thing to have the little fellow in the back country with you.
The railroad may think it is saving some money by getting all the repairs done
at the central point, but when they maintain the small community it helps to give
a balance to them which is good for our economic system. One of the things
we are complaining about to-day is that the east and the west have certain
problems and industry is centralized in central Canada. If we had more balanced
industry in the other parts of Canada it would make for greater satisfaction.
I think the railway can do considerable toward distributing their work in parts
of Canada where their trade originates. The grain trade originates in the west;
and the fish trade originates in the east and in British Columbia also, and we
like to see a little of the money coming back. The nearer you spend it at home
the more chance you have to get it back.

Mr. HunGerroRD: May I say that the most economical means of making
repairs to equipment is the daily concern of experienced and qualified railway
officers. They are giving that matter deep consideration every day.

Mr. WaLsu: I do not think we should interfere with them here.

Mr. KinLey: It is quite a prineiple, but don’t forget that our economy and
everything else is changing, and decentralization of industry is becoming one
of the big questions of the world to-day.

Mr. Pounior: I appear here only by tolerance, and therefore I cannot
express my views very fully.

Mr. WaLsa: I think we ought to consider Mr. Pouliot as quite within his
rights to express his views fully.

Mr. Pourior: Thank you. I wish to thank Mr. Kinley for what he said.
In answer to the remarks of Mr. Walsh may I say that I do not mistrust any-
body, and although disagreeing with him on certain points it is a great mistake
to say that anyone in business is infallible, and the gentleman in charge of the
management of the railway cannot pretend to be infallible and might very well
receive suggestions even from laymen and take them or leave them. But they
have to consider what is suggested to them to see whether they can benefit from
those suggestions. I do not wish to add anything to what has already been
said about repairs to cars or the cost of hauling, but there is unemployment in
the small centres just as there is in the large ones, and by centralizing the work
the railway or any other organization gives the public the impression that it is
only in the large cities they can find work and, therefore, the number of unem-
ployed is always larger in the big cities.

There is another question I wish to deal with. I heard from a reliable
source that the seniority lists of the men working on the Quebec Oriental rail-
way had been padded at the time of the amalgamation of that small railway,
and that men who had been working there on part time as day labourers were
shown on the list as having seniority as mechanics and that that seniority was
shown as existing for twenty or twenty-five years and that these men from New
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Carlisle and other points who had no particular training as mechanics were
indicated as such and took the place of real mechanics who had earned their

seniority but were set back. It seems to me there is a real grievance here, and
I place the matter before you, Mr. Chairman, and before the Deputy Minister
of Railways and before Mr. Hungerford. I would like the management to make

an investigation of this matter in order to verify whether or not such informa-

tion is true. If it is true, in all fairness to those who have suffered an injustice,
those men whose seniority is false should be sent back where they come from,

s

and their places should be given to the skilled men who have suffered a very

cruel injustice.

Mr. Hu~nGerrorD: May I answer at this point? There are more or less"

recognized rules in regard to the amalgamation of the staff into the organization.
The staff on this line and other lines were taken over and given seniority in
accordance with these general principles. This subject has been debated a great
deal, and it has been investigated, and the status of the men, when the line was
taken over, was determined by agreement after investigation by both the repre-
sentatives of the organization and the management.

Mr. Pouvrior: I thank you, Mr. Hungerford, but may I tell you something
more: It is that very often the men are betrayed by the leaders of the brother-
hood and that is the case when the leader of one brotherhood belongs to a secret
society, a society of Odd Fellows—it is very serious when a preference is given
to the detriment of others. There is one case in particular of a man who had
been sent from New Carlisle or some other point to report as a skilled mechanie,
and he had to be taught his trade by the men at Riviére du Loup. He knew
absolutely nothing. A complaint was made to the Brotherhood and to the
general chairman and nothing was done. That man was protected. This is
unfair. If it had been done by the Knights of Columbus I would complain
just the same. I do not belong to any secret society. I want fairness extended to
all. It is a shame. There are some leaders of brotherhoods who think of them-
selves only. They wear a big gold chain and they smoke big cigars. They are
very bold; they put their feet up on the desk. We have some samples in the
Employment Commission. They have done nothing in their life. We have
many examples of that. When we write to these people we receive absurd
answers, when we get any; and most of the leaders—especially the Trade and
Labour Congress and Mr. Mosher—are absolutely no good, and I denounce them
bitterly on behalf of the men who work for the railway. The management
should not forget that the men who are working for the railway are an import-
ant asset; that the lives of all passengers are in the hands of the engineers and
firemen. These men should be competent, and those who make repairs and
build the cars should be skilled men—men of highest efficiency—so that we
may know that when a piece of work is O.K.’d by them it is well done.

Mr. Hanson: Surely you do not mean the leaders of the different railway
organizations; the labour organizations elect their own leaders.

Mr. Pourior: Yes, but they are organized in such a way that those men
remain there; they pull the strings and work for their jobs at the expense of the
men. The men pay for protection. It is a kind of insurance, but they get no
benefit in return. Now, sir there is another point—

Mr. WarsH: Iet us finish with the railwaymen and the Odd Fellows.

Mr. HungeErrorp: During the past few years we have investigated scores,
perhaps hundreds of these cases, and I think it will serve the purpose of this
committee if Mr. Pouliot will be good enough to give me one single case and I
will have it investigated.

Mr. Pouvtor: I will send one to you.

Mr. KixLey: With regard to operating revenue, I have a little matter to
bring up. It is a matter of co-operation.

[Mr. S. J. Hungerford.]
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Mr. Warsa: We interrupted Mr. Pouliot.

~ Mr. Povnor: I have had dealings with the previous government and this
one about the salary paid to Mr. Laforce of the Colonization branch. I wonder
what that branch is doing. I find it moest absurd that there should be one head
for colonization, and that man Laforce was in the Immigration department for
some time. And he cannot speak French decently. I do not know how he
speaks English because I am no judge, but he speaks bad French. He is
ignorant. I cannot understand how he has been elected twice as the president
of St. Baptiste Society of Montreal. It shows there are many prejudiced
people in the metropolis of Canada. I have asked for his salary, but I have
received no information. Here is the point that we were discussing—I wish
to leave the railway free—it seems to me that this colonization business is just
a matter of soft jobs. Mr. Laforce was there and he gave extensive lectures
over the radio. They were copied by stencil—lectures about agriculture three
thousand years ago—and they were sent to every member. He has done
things like that at the cost of the country. And now he is Deputy Minister of
Colonization in Quebee, and I understand he has been loaned by the Canadian
National Railways to the Quebec government where he is responsible for the
starvation and misery and distress of many settlers in my constituency. For
instance, some settlers have been placed there,—and he is responsible for that
because he accompanied the minister—they have been placed there on rocks,
and there are cases where four families have one animal in common, and it is an
ox. They have no horses or cows, and they are suffering. This man had a fat
job with the Canadian National Railway in charge of colonization and he has
been succeeded by Mr. Lanctdot, Mr. Lanectot, in turn, says that Mr. Laforce is
a genius, in order to show he is his successor and he should occupy the same warm
bed. It seems to me there should be one head for colonization, and the head
must be each provincial minister. This colonization branch is like a corn on the
toe—it is responsible for the misery of those settlers. I am carrying on an
investigation into those cases, and I am receiving returns daily. I will send a
copy of those returns to Mr. Hungerford. It will be practical economy to cut
that short.

Mr. HunGerrorD: I do not think the Canadian National Railway has
any direct responsibility in connection with colonization schemes which are
carried on by provincial or other governments.

Mr. Pourtor: What is the use of having a colonization bureau?

Mr. Hungerrorp: The provineial government asked for the loan of this
man, and the matter was given consideration, and we loaned him.

Mr. WaLsua: Will he return to the Canadian National in due course? Is
Le just on loan?

Mr. Hungerrorp: I do not know whether he will return or not.

Mr. Warsua: Has he retired from the Canadian National?

Mr. Hu~ngerrorp: No.

Mr. Warsa: He must be an exceptionnally good man or the new govern-
ment of the province of Quebec would not have sent for him.

Mr. Hu~eerrorp: We thought it was a compliment.

Mr. Pouuior: As Mr. Hungerford has said the Colonization bureau has
nothing to do with the provineial government business. What are they doing?

Mr. Huxeerrorp: They co-operate with all the provincial government
and with the Dominion government as well.

Mr. Pounior: Therefore, they have something to do with it.

Mr. Huncerrorp: The policies are determined by the various governments
and we co-operate.
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Mr. Pourtor: Yes, I know; but if they co-operate they have something to
do with them; if they have nothing to do with them they do not co-operate.
Would you be good enough to explain to me why, if they co-operate and have
something to do with it or if they do not co-operate and have nothing to do
with it, why they should not be dropped? _

Hon. Mr. STEWART: I think he meant determining the policies of the differ-
ent provinces.

Mr. Hanson: We are out of order. The Colonization department of the
C.N.R. in British Columbia has done more for the settlers and given them
more information than we could get from the provincial or Dominion
agriculturalists or the Soldier Settlement Board; and the Canadian National
Railway colonization department has done more for the settling of that country
than any other source we have. If there is something wrong in some other part
of the country, I do not know about it, but I can speak for what has been
done in central and northern British Columbia.

Mr. Pouritor: I suggest that all these men establish themselves in the
county of Skeena and leave us alone,

Mr. Kivuey: The federal government last year voted $200,000 to the
advertising of fish, and one would think that we should have the co-operation
of all government agencies to bring some results. Going home some time ago
on one of the trains of the Halifax & Southwestern Railway the steward asked
me if I wanted breakfast, and I told him I did. I said, “Let me see your
menu”. He gave me a menu which had as a specialty grapefruit and a club
breakfast of five or six different kinds at different prices—a general buffet
menu. I suppose they are standard menus that are printed somewhere in
Montreal and sent down to the coast. I said, “ Have you no fish this morning?”
And he said, “Yes”. I said, “There is none on the menu.” I said I would like
to have some fried haddock. He went into his little kitchen and he gave me
a nice piece of fried haddock, but it was not on the menu, and this was a
train travelling from Halifax to Yarmouth. The train was passing through
@ fishing district but there was no fish on the menu for the reason that the
meals are standardized and there is no initiative among the lower officials. If
this man had been instructed he could have put speeials on the menu including
fish. Now, the carrying of fish from the Maritime provinces represents a big
item to the railways, and we in the Maritime provinces regard the railways
as a splended medium of advertising our fish. It is good fish. It does not
make you go to sleep after dinner, and we think it is a suitable food, and we
expect the railways to co-operate. Now, on the main line—

Mr. Howpex: You ought to try our restaurant and get a little good fish
up there.

Mr. KinLey: T have often thought of putting on a demonstration in Ottawa
to show the proper way to serve fish and in that way to get some advertising
all over the country. :

Now, on the main lines it is a little better. In the hotels it is awful. I wish
some of the management would go down to the Parker House in Boston and see
how they cook fish. Any Nova Scotian goes there; he likes to see fish cooked
in the best possible way. I do not think the Canadian National hotel in Nova
Scotia rises to the occasion. I think it would do well to get some tips from
the hotels in Boston, because I regard Boston as the best fish town in the world.
If we could get an increase of 10 per cent in fish consumption in Canada it
would mean a great deal to Nova Scotia. The best fish I have eaten in this
country was on the C.P.R. boat between Dighy and Saint John—the Empress
boat is well served. I do not know very much about the fish served on the
C.P.R. trains, because I do not often travel on the C.P.R. I think we should
ask the management of the C.N.R. to see to it this year that their trains serve

[Mzyr. S. J. Hungerford.]
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the foods for which we should excel and that those specials should be well served
in the province of Nova Scotia. The railway is a great medium of advertising
" because they can make the food to order, but one should not have to wait for fish.
I am speaking to the management in their own interests. There should be more
co-operation in regard to the serving of fish on the railroads and there should
be more initiative allowed to the stewards on the train so that they can put
such things as fish on the menu, at least, in Nova Scotia, and we can thereby
derive some advertising from it.

Mr. Ryan: We have all been digressing, but Mr. Kinley has paid a com-
pliment to the Canadian Pacific as against the C.N.R. and I wish to say I
travelled home overnight on the C.P.R. and dined in the buffet car going to
Saint John on a Friday—on a day I can eat fish only—and it was impossible
to get a bit of fish on the C.P.R. except canned sardines. If any publicity is
given, I would like the C.P.R. to adopt the same attitude.

The Acting CHAIRMAN: This is not exactly the fisheries committee. Per-
haps Mr. Kinley can do a service by suggesting to the management of the road
that they have the best kind of fish on their menu cards.

Hon. Mr. StEwarT: The Canadian National Railway did attempt to estab-
lish a special service for fish delivery in-the city of Ottawa. They put on
specially equipped cars and landed their fish here in excellent condition, and
you could go to the cars and get your fish fresh and in proper condition. I
understand that the city of Ottawa passed a by-law to the effect that fish
could not be sold out of the cars—that they had to be sold over the retail
counter.

Mr. DeacaMaN: That is protection.

Hon. Mr. Stewarr: That is not protection; that is provincialism.

Mr. DeacaMAN: So is protection.

Hon. Mr. StewArt: It is provincialism.

Mr. Deacaman: Noj, so is protection.

Hon. Mr. Stewart: My hon. friend cannot say it in any other way. It
seems to me, if that is so, co-operation might be secured in some other direction.
I know that the railways are anxious to get good fish, but when we have to go
- to the retail shops we do not get the fish strictly fresh.

Mr. Kinvey: Half of our fish in Nova Scotia is going to the United States,
and a lot of it goes all the way by rail to Detroit.

Mr. HuNGERFORD: I am rather surprised at Mr. Kinley’s stand because I was
under the impression that we had gone a long way to advertise fish on our
trains and in our hotels in the Maritime Provinces. Certainly, it is our purpose
to do that. Now, with regard to these menus, in the east we have lately made
a change and referred that matter to those in closest touch with it in order to
take care of circumstances such as have been described by Mr. Kinley. I think
they will correct the situation. We will do all we can.

Mr. WaLsH: Miscellaneous debits—$7,114,000. What are the principal
items making up this amount?

Mr. Ryan: Before we go into that, I asked about debits for retired road
equipment. I was told what projects were contemplated in the province of New
Brunswick. Were there any projects contemplated that were discarded?

Mr. KinLey: May I ask that at the next meeting I be provided with a list
of men or firms in my riding who were provided with timber contracts last year.
I might say also that there was some agitation and complaint of paying 5 cents
less in my constituency for ties than in some other parts of the country. I wrote
back that I was not very much concerned about that at the moment. I was
wondering how much more business we got because we are supplying them
5 cents cheaper.

The committee adjourned to meet at 4 p.m. o’clock.
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The committee resumed at four o’clock.

The Acting CramrmaN: We were discussing the profit and loss statement.
I do not know whether there are any further questions to be asked?

Mr. Ryax: I asked for some information before we adjourned. I do not
know whether it is available or not.

The Acting CHAmRMAN: Mr. Ryan asked a question in connection with
some retirements or abandonments.

Mr. McLaren: Mr. Ryan asked whether the $1,547,000 written off for
uncompleted projects included any of the C.G.R. property? The answer is
that it does not include any write-off of the C.G.R. property.

Mr. Ryan: And I asked what are the principal items making up the mis-

cellaneous debits of $7,114,000?

Mr. McLAReN: I have here a statement of miscellaneous debits for the
year 1936:
Principal I'tems:
Writing down non-operating land value.. .. . ..$1,190,152

Un':‘zmo.rtized disopumt and premium on called"iésh;es; .w'ritt:e.n 'o'ﬁ' . .. 5,673,000

Adjusting U.S. Lines depreciation reserves per Interstate Commerce
CommmiEkion insbr ctalil. L T it 8 b A T e e 76,554
Mibeellnneous T0entst . = 0 10 i T R R s ST o M e i e (o e Al GO
$7,114,390

Mr. McLagren: I have another question to answer as regards the taxes
divided between the United States and Canada. The answer is:

TAXES /
1936 1935
United: States. .- .« <45 B Saia oo St il oy 31,900, 0 ke & ] $1,369,752 21
Canada . o S e d s A A R Sy NIy SN ) Sy 4,630,707 91
Other countries (Great Britain, ete.).. .. .. .. 38,858 38 43,715 80

$6,743,147 14 $6,044,175 92

The amount of $3,000,000 referred to in the report is the estimated sales tax,
payable in Canada only.

Mr. McLagren: Some member asked a question as to the issuance on
property covered by outside underwriters. The answer is:—

Mhchighn. daft Terribits (5. Lo L ag L i o s N B vt e A TON IR

Prinue bowalh oL 5 sl i T, F s i TSR L S R R | S AR R T
Ontario. can fereieBal. ' Jai . . e Wi el wae as L el st A 1) b ookt o S SOROND
Canada ALTantic COMPRAY .. /. 5l o rootiellasn s itadiisle 4 d o Tuissirety ot BRSO
Prince Edivard car ferries. . .. .00 il DR e itk e v e % - 12001000

$9,200,000

The premium paid was $205,568.
Mr. Ryan: I think the chairman said it was all called for by tender.
Mr. HuNGERFORD: Yes.

Mr. Warsa: Did that miscellaneous amount of $7,000,000 in the break-
down involve any premium on what might be referred to as called bonds?

Mr. McLaren: Yes, a certain amount is premium.

Mr. Ryan: Are those tenders for insurance advertised across Canada in
the leading papers?

Mr. McLaren: I could ont answer that question.
Mr. Ryan: Would it be possible to find that out subsequently?
Mr. McLAreN: Yes.

[Mr.J. B. MacLaren.]
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Mr. Warsa: Has this item been handled in exactly the same way this year
as in 19357

Mr. McLagen: Which item?

Mr. WarsH: The $7,000,000, under the breakdown?

Mr. McLagreN: Do you mean the writing off of discount and premium?

Mr. WaLsH: Yes, is that the same?

Mr. McLarex: It is in accordance with the practlce we have been carry-
ing out for a number of years.

Mr. WaLsH: Is it the same as last year?

Mr. McLaren: Some of it should have been written out last year. It
was all adjusted this year to clear it up.

Mr. WaLsH: On page 11 there is another item I desire to connect up with
this item. It is the last item of $881,100.87 for amortization of discount on
funded debt. This question has to do with what we are on. Is there any con-
nection between that item and the items you have mentioned under the
$7,000,000?

Mr. McLaren: Which item?

Mr. WaLsH: Amortization of discount on funded debt, $881,100.87. Has
it any relation to the items you read under the $7,000,000? ,

Mr. McLaren: No; because the items under the $7,000,000 were, you
might say, the unextinguished discount or unamortized discount when the bonds
were called. If the bonds had been allowed to run to the maturity date the
annual discount would have been taken up with the item of $881,000 in the
income account.

Mr. Wansa: There is no new policy introduced in that respect?

Mr. McLaren: Noj; I would not say there was.

The Acting CHAIRMAN: Shall we pass to page 11: Consolidated system—
income statement?

Mr. Armstrong reads:—

CONSOLIDATED SYSTEM—INCOME STATEMENT

3 ) Year 1936 Year 1935
Railway Operating R‘evenues. SRR R M TR R T A SR80 610,489 38 $173,184,501 82
Rastway: Operating HXpenses .o ol @i o) 0 DAt e 171,477,690 07 158,926,248 66
Net Revenue from Railway Operations.. .. .. .. .. .. 15,132,799 31 14,258,253 16
Railway Tax Accruals.. .. SR S AR SN R T B 859062 B9 5,209,133 04
Uncollectible Railway Revenues . . e e A 94,037 61
Railway Operating Ineome... .. vai.. iy cu L0000 9,273,736 72 8,955,082 51
Rent from Locomotives.. .. 5B S U s T S 100,842 88 106,062 42
Rent from Passenger-Tram Cars.. .. i, e B S R B 217,843 77 220,595 99
Rent from 'Floating Bauipment. . .. iv. chiee su i o su 315 00 4 557 50
Rent -from Work Bauigwment. . o oo o s 119,715 82 116,961 19
Joint Facility Rent Income.. . £ L R T Sh e 1,527,715 54 1,547,892 43
Hire of Freight (‘fns—Deblt Balance iR T R o st 1,441,522 85 1,019,933 12
Rent for Locomotives.. .. S R e T 33,731 43 29,290 60
Rent for Paesengel-Tram Cars o 4 R Tt SRR P ST S 282,723 17 199,272 16
Hent' for Ploating Bguipment.. o i L v o s s Do 1,464 14 1,283 49
Rentifor- Werk Tquipment,  Shs i et tnf 2w Ul s 26,488 93 7,834 31
Joint. Faahty: Rents-Dehit 7o te < o 5 M vl Ziesi v o Coe 2,248,097 15 2,269,417 11
Net Railway Operating Income.. .. .. .. .. .. .. .. 17,206,142 06 7,424,121 25
Revenue from Hotel Operations.. .. .. .. .. .. .. .. .. .. 2859306 08 2,389,894 82
Expenses of Hotel Operations.. .. .. .. .. .. .. .. v. o .. 2565972 91 2,163,040 77
S e R 8 L B T R s T G T SR T S A 133,316 13 125,083 29
Net Hotel Operating Income.. .. .. .. .. .o oo oo .. 160,017 04 101,770 76
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Year 1936 Year 1935

Income from Tease of~Road o', o die i il I s g S BES T 51,290 09 51474 25
Miscellaneous Rent Income.. .. s 20 ls O 00T 59802 1,027:910 24
Miscellaneous Non- Tlanwportatxon Propenty—Cred;t b i oW 83,578 74 42,091 36
Dividend Income.. .. e A 845,927 15 549,703 80
Income from Funded Secuntles ; S ARt SO R s 1,422,568 02
Tncome from Unfunded Securities and Accounts CRA S e 58,253 90 75,110 51
Inecome from Sinking and Other Reserve Funds.. .. .. .. . 228,388 37 538,997 38
Miscellaneous Income. . g R S R o s 417,707 85 222.447 16
Miscellaneous Rentq—Deblt e e e 482,263 29 508,201 79
Miscellaneous Tax Accruals.. .. Tl e Rl R 142,483 78 144 407 08
Separately Operated Proper tles-—Loss 33 e R T s A S 905,837 02 1,373,060 49
Miscellaneous Income Charges.. .. . IR R e e e 989,870 82 1,328,253 44
Miscellaneous appropriations of Income ATEN 2 s RN R & SRS, S e e A 87,636 11

Income Available for Fixed Charges.. .: .. .. .. .. . 8,975,091 19 8,014,635 82
Rent for Leased Roads.. .. R S I R I S R By 00 ) 1,372,712 38
Interest due Public on Long Term Debt P T sl LR m 49 184 B2 8T 53,468,792 22
Interest on Unfunded Debt.. .. .. St R e S 00 6:8025:59 182,125 15
Tnterest on Government Loans for refundmg Lo el ek 527.682 21 . 783.671 47
Amortization of Discount on Funded Debt.. .. .. .. .. .. 881,100 87 1,085,516 27

TotalFixed Ghamges .. ot v S an bl Gl i tact S RO N9 4 376 28 56.892.817 49

Net Income Deficit before Interest on Dominion Govern-
ment Loans, tronsferred to Profit and Loss.. .. ..$ 43,197,346 0} $ 48,878,181 67

The Acting CuatrMAN: s there any discussion on page 117

Mr. Hanson: Why the increase in taxes on hotel properties?

Mr. McLAREN: An inerease of $8,000, $4,000 for the Chateau Laurier.

Mr. Hanson: City or provincial?

Mr. McLaren: City.

Mr. Ryan: I thought government property was exempt from taxation?

Hon. Mr. Howr: Not Canadian National Railway Company property.

Mr. KinLey: Does this operating income take into consideration the Van-
couver hotel?

Mr. McLaren: Noj; that is a non-operating property.

Mr. Kinrey: You deal with some expenses in connection with it.

Mr. McLareN: The revenues and expenses for hotels refer only to the
operating hotels. The Vancouver hotel had not yet been opened, nor is it
completed.

Mr. Kintey: Do you intend to open it?

Mr. HUNGERFORD: Some time.

Mr. Ryan: Do I understand that the railways pay municipal taxes?

Hon. Mr. Howe: We make arrangements with the provinces of Nova
Scotia, New Brunswick and Prince Edward Island with regard to the taxes paid
to0 each province for road properties. For the hotels we pay the usual municipal

taxes.

Mr. Ryan: The hotels come under the different category?

- Hon Mr. Howe: Yes.

Mr. Ryan: Is there any possibility of building an hotel in Saint John?
Mr. KinLey: What are the taxes paid on the Vancouver hotel?
Mr. McLAReN: About $50,000 per year.

Mr. KinLey: What do you pay on the Nova Scotian hotel?
Mr. McLaAreN: $3,000 increase.

Mr. Ryan: The tax is higher.
Mr. McLarex: It is $13,000 on the Nova Scotian.

Mr. KinLey: How do you account for the difference?

[Mr.J. B. MacLaren.]
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Hon. Mr. Howe: There is quite a difference in the structures.

Mr. Kintey: The Vancouver hotel is not even opened yet.

Mr. Rvan: The property is there.

: Mr. KinLey: It is only under construction now. You are going to pay a
~ bigger amount than that a little later on.

Mr. McLagrex: The Nova Scotian hotel is a structure costing about $2,500,-
000 and the Vancouver hotel about $8,000,000.

Mr. Kintey: When finished?

Mr. McLagren: No, at the present time.

Mr. WaLsH: Probably my honourable friend would suggest that when the
policy of the present government has been in effect for another two or three
years that hotel will be upon a paying basis.

Mr. DeacaMAN: There is a sharp decline in the interest due on long-term
debt. Is that due to refunding?

Mr. McLagrex: Yes, at a lower rate of interest.

Mr. DEACHMAN: Is there much prospect of that continuing as hopefully
as in 1935 and 1936?

Mr. McLarex: I would think so, in view of bond values depreciating, and
lower rates of interest.

Mr. DeacemMAN: You will be a long time in. getting rid of some of these
perpetual ones.

Mr. McLaren: Yes. There is a 4 per cent issue of $60,000,000 callable
issue at par. At the present time, the question of the premium on sterling
prevents any action being taken.

Mr. WaLsa: The increase in expenses of hotel operations is due to an
increase in the number of those who have been employed, I presume?

Mr. McLAReN: It is due to an increase in business.

Mr. Warsa: You have not the statement showing the profit and loss on
the individual hotels?

Mr. McLaren: Yes, we have it for each hotel for 1936 and for the fourteen
years.

Mr. Warsa: Do any of the hotels showing a loss previous to this year
now show a profit?

Mr. McLaren: Jasper Park Lodge showed a profit in 1936 of $4,500 as
compared with the previous year’s loss of $7,900.

Mr. WarLsa: But what about hotels in the commercial centres, like the
Chateau Laurier?

Mr. McLageN: The Chateau Laurier has shown an increase in net over
and above taxes and operating expenses in 1936 of $11,000 over 1935.

Mr. Ryan: A loss?

Mr. McLAgeN: I said an increase, an improvement. In other words the
net for the Chateau Laurier in 1936 was $183,000 and in 1935 $172,000 over and
above taxes and operating expenses.

Mr. Kinvey: What was the operating profit?

Mr. McLareN: In 1936, $183,000, and in 1935, $172,000.

Mr. KiNnLey: And taxes?

Mr. McLArREN: Taxes were $63,000 in 1936.

Mr. Ryan: Has there been any increase in the salaries paid to the Chateau
Laurier employees?

Mr. McLAren: The capital investment is $8,600,000. Did you ask if there

had been any increase in wages of employees of the Chateau Laurier?
34986—3%
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Mr. Ryan: Yes. I have heard complaints that the employees are not paid q
very well. Is there any increase for the employees in contemplation? ‘

Mr. McLagreN: I could not answer that question. ,

Mr. BeauBien: They come under the Minimum Wage Act, do they not?

Mr. McKinnon: They will, when it comes into effect. '

Mr. Hanson: What is the figure for the Saskatoon hotel?

Mr. McLareN: After operating expenses and taxes $6,155 in 1936 as against
$5,437 in 1935. ; )

Mr. Hanson: Is that the net profit after taxes have been paid?

Mr. McLaren: After taxes have been paid.

Mr. Hanson: Not the interest on the bonds?

Mr. McLagren: No.

Mr. Ryan: Is there any uniform scale of wages for hotel employees through-
out the country?

Mr. McLaAgren: I could not say.

Mr. HuxcerForp: No.

Mr. Ryan: That depends on the conditions obtaining in each place, I
suppose?

Mr. HUuNGERFORD: Yes. , -

Mr. Ryan: Has any objection been voiced to the salaries paid to the
employees in the Chateau Laurier?

Mr. Ryax: Some complaints came up last year.

Hon. Mr. Howg: A coniplaint came up and I looked into it and found they
were being paid better than the minimum wages and being paid the best wages
of any hotel in Ottawa. It is difficult to analyse hotel wages because gratuities
play a big part.

Mr. McKinNoxn: The gratuities are not included in the wages?

Hon. Mr. Howe: No.

Mr. KivLey: What became of the big hotel in Paris?

Hon. Mr. Howe: It is rented.

Mr. KinLey: Does it pay its way?

Mr. Smart: There is a little net profit from it each year.

Mr. HunGerrorD: It is under a long term lease. The rent has been adjusted
somewhat under French law. It is paying a small return at the present time.

Mr. WaLsH: The item of income from sinking and other reserve funds on
page 11 of the report shows a considerable decrease this year. Is there any
particular reason for that decrease?

Mr. McLagen: It is due to a reduction in sinking funds, due to bonds being
called on maturing.

Mr. McLarex: It has been called to my attention that I said there was a
profit in the operation of the Saskatoon hotel after operating expenses and taxes
of $6,155 in 1936, as against $5,437 in 1935. I should have said there was a loss
of $6,155 in 1936 as against a loss of $5,437 in 1935.

Mr. WarsH: Coming back to the item of amortization of discount on
funded debt, of $881,000 in 1936, and $1,085,000 in 1935 and $827,000 the year
before, how do you account for the reduction as between 1935 and 19367

Mr. McLagrex: I will have a statement made up, Mr. Walsh, and will give
you the answer later.

The Acring CHAIRMAN: Any further questions?

[Mr. J. B. MacLaren.]
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Mr. McKixnon: With regard to the item of hire of freight cars and the
item of rent for passenger-train cars, does the latter item refer to Pullman
equipment? .

Mr. Huncerrorp: No. The prineipal item there, is the hire of freight cars.
Freight cars are interchanged with other railways all the time, and because we
handled more business, we got more foreign cars on our road. We pay one dollar
a day for every foreign freight car on our lines.

Mr. KinLeEy: On the first page of the explanatory matter you claim that
you will be able to collect the loans under one head and save money in accounting
and operating. Have you any idea of the amount you can save?

Mr. KiNnLEy: In your new setup.

Hon. Mr. Howr: Perhaps I can answer that question. The saving in
refinancing is an intangible thing due to the fact that we do not obscure the real
position of Canada. It is simply an intangible improvement we might get from
putting the picture accurately before the people instead of including another
billion and a half dollars that now appears to the casual observer. As to the
matter of saving in accounting, putting all the companies into one corporate
structure allows us over a period to merge them and save the cost of keeping
books for one hundred different companies as we do to-day; but that can be
worked out only over a period of time.

Mr. DeacEMAN: Over a period of time would it affect that item of interest
for long term debt? A better accounting setup of railway accounts would tend
to give the buying public a clear understanding of railway affairs.

Hon. Mr. Howe: We hope so.

Mr. Kinrey: In other words, any advantage there is would be on the side
of accounting, a new setup?

Hon. Mr. Howe: Yes.

Mr. Warsu: On the last item would it be possible to have a copy of the
balance sheet and the income statement that we are now considering, and the
profit and loss statement for 1936, shown as it will be shown when Bill No. 12
becomes operative next year,

Hon. Mr. Howe: That may be done very simply by setting up the balance
sheet in the Bill,

Mr. Warsa: Would it be possible to have that inserted in the minutes of
this meeting so that we could have it before us at our next meeting?

Hon. Mr. Howe: We could put it on a sheet of paper and distribute it.

Mr. Smart: The balance sheet was tabled when the committee was in
session previously. '

Mr. WansH: Yes. We have that in our minutes. It is the income statement
and the profit and loss statement to which T refer.

Mr. SmaAgrT: Yes.

The Acring CHARMAN: If there are no further questions on page 11 we
shall pass to page 12: Operating Revenues,

Mr. WarsH: Is it necessary to have our good friend read all these items?
Can we not read them ourselves?

The Acring CuamrmaN: If it will facilitate the work of the committee we
can dispense with the reading of the items. Are there any questions in regard
to page 12: Operating Revenues?

Mr. Warsua: With regard to the Demurrage item of $270,000, is there a
separate and distinet company that looks after that detail for the railway or
does the railway look after that itself?

Mr. ArmstroNnG: The railways look after it.
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Mr, WaLsH: Is there a firm in Montreal called the Canadian Car Demurrage
Company ?

Mr. McLaren: I think the company or association to which you refer is the
one that checks up the railways to see that the demurrage rules are being car-
ried out. -

Mr. WaLsH: That association does that work for both railways?

Mr. McLAReEN: Yes.

Mr. WaLsH: There is no connection between one railway and the other?

Mr. McLaren: Yes, through the association.

Mr. WaLsa: And no reference to the amount here?

Mr. McLAReEN: No; this is the amount collected from industries for demur-
rage on freight cars.

Mr. WarLsu: Do you collect it?

Mr. McLaren: We collect it from the consignee or shipper.

Mr. WaLsu: What is the function of the company or association?

Mr. McLarex: They have inspectors whom they send to different points on
both railways to check up per diem records to see that the regulations are not
evaded in regard to the collection of demurrage charges on cars that might be
delayed in loading or unloading,

Mr. WaLsu: Who pays the salaries connected with that company?

Mr. McLare~: The railways contribute to the upkeep of the association.

Mr. Warsa: On the basis of the amount collected or on a 50-50 basis.

Mr. McLAReN: It is on an agreed basis, but what that basis is I could not
say at the present time, although I understand it is on a revenue basis.

Mr. KiNLEY: As to maritime rates, which way do you haul the most from?
Do you haul more from Montreal to the Maritimes or from the Maritimes to
Montreal?

Mr. HuneeErrForD: I could not answer that question off-hand.

Mr. KinLey: The freight rates reduction is only one way, is it not?

Mr. HuNGeErRFORD: No,

Mr. KinvLey: This reduction is on west-bound freight, is it not?

Mr, Smarr: West-bound freight and local.

Mr. Beausier: Local both ways?

Mr. Smart: Local inside the province.

Mr. KinLey: Oh no.

Mr. Smart: Yes. :

Mr. KinLey: That is a competitive thing to keep the ships out.

The Acring CHAIRMAN: It is paid, nevertheless.

Mr. KixLey: But they have to compete with the vessels. If they do not,
they do not get any freight.

Mr. Ryan: When the Duncan commission made its findings it awarded
certain reductions starting with a certain period.

Mr. Hanson: What was the net profit and loss on the telegraphs and
telephones last year?

Mr. McLaren: We have not got the information here at the moment.

Mr. Haxson: I thought you would separate the account kept of it?

Mr. McKixnon: How do you allocate the revenue of these pooled trains
that you are operating in conjunction with the C.P.R.?

[Mr.J. B. MacLaren.]
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Mr. McLaren: On a 50-50 basis until there is an agreement made as to
what the basis shall be. That basis will be arrived at after a test period to
find out what the percentages should be.

Mr. McKinNox: You have not arrived at any decision yet?

Mr. McLAReN: Not yet.

Mr. Hansox: Has that arrangement proven a success?

Hon. Mr Howe: Do you want the answer to your first question, Mr.
Kinley?

Mr. KiNLEY: Yes.

Hon. Mr. Howe: The Maritime freight rates reduction applies on local
traffic on eastern lines between Sydney and Newcastle. Then traffic moving
outward westbound all rail, and traffic moving outward by rail and sea, that
is from points on eastern lines to ocean ports for example, Fredericton to
Liverpool—

Mr. KinLEy: Liverpool, Nova Scotia?

Hon. Mr. Howe: No, overseas via Saint John. The rate effected should
be that applicable from Fredericton to Saint John.

Mr. KinLey: You have not the amount of east and west freight moving?

Hon. Mr. Howe: No. :

Mr. Kixtey: Do you mean to say that freight is hauled more cheapiy
between stations in Nova Scotia than in Ontario?

Mr. Smarr: Yes, a twenty per cent reduction is allowed on local traffic.

Mr. KinLey: Twenty per cent?

Mr., Smart: Yes.

, Mr. Hanson: I was asking if the pooled trains had proved satisfactory
to our railroads?

Mr. Huncerrorp: We have saved a considerable amount of money by
that arrangement.

Mr. Hanson: So you think that alrangemcnt has proven satlafactmy‘?

Mr. Huncgerrorp: Like everything else of that kind if is satisfactory in
some respects and not quite so satisfactory in other respects. On the whole it
is satisfactory.

Mr. Deacaman: With regard to the item at the bottom of the page in

connection with traffic, some years ago there was considerable criticism of the
CONIR—

Hon. Mr. Howe: To what item do you refer? -
: Mr, DeacamAN: The item of Traffiec. I would like to know the percentage
which traffic bears to total operating revenues, and how that compared with
other railways?
Hon. Mr. Howe: You will find that on page 30.

Mr. Kixvey: That simply gives the distribution of the operating dollar,
does it not?

Hon. Mr. Howe: Yes.
Mr. Deacaman: That is not exactly what I am asking for.

Mr. ArmstrONG: That represents the percentage of operating revenues,
2-5 per cent.

Mr. Deacaman: The total operating revenue dollar?
Mr. ARMSTRONG: 2-5 per cent of the revenue dollar.

Mr. Kinuey: How does that compare with other railways. Have ycu the
traffic expenses of the C.P.R.?
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Mr. ArmstrONG: We can get it.

Mr. DeacamaN: Is there any difference between your traffic item and
that of the C.P.R.? :

Mr. ArmstroNG: I understand the C.P.R. include their steamships traffic
expense in traffic expenses. Their traffic expenses run considerably higher per
dollar than ours, but the explanation is that they include a certain amount of
ocean steamships traffic expenses.

Mr. KiNLeY: There has been considerable confusion on the trains by reason
of the fact that you were selling the first class ticket, but if one wanted to go
in the parlour car one had to signify his intention at the ticket office before one
bought his ticket, and then one had to buy another kind of ticket. Also com-
mercial travellers on their tickets could not go in the parlour car. They had to
buy another ticket in order to get into the parlour car.

Mr. Huncerrorp: That is correct. On the first of June last year the old
basic rate of 3-45 cents per mile, which applied to both parlour and sleeping
cars and coaches, was reduced for coaches to 3 cents per mile, so that at the
present time the basic schedule per mile for coaches is 3 cents per mile.

Mr. KiNLEY: One can ride in a coach for 3 cents per mile?

Mr. Huncerrorp: Yes. And if you are riding in a parlour car you pay
345 cents.

" Mr. KiNLEY: You cannot buy a parlour car ticket with the lowest rate
ticket?

Mr. Hungerrorp: No. You have to pay the higher rate.

Mr. Kintey: Then I guess the commercial travellers travelling at reduced
rates could not get into the parlour car on their reduced tickets?

Mr. HunceErrorD: The commercial traveller travels on a special rate, both
on the C.P.R. and C.N.R.

Mr. KiNLEY: Of course there is no parlour car except on main line trains,
but when the traveller gets to the main line he finds he cannot get into the
parlour car, and I think the matter should be explained to a person when buying
a ticket, especially if it is an innovation.

The Acting CuairMAN: He can get into the parlour car, but has to pay a
little more in addition.

Mr. Ryan: A commercial traveller will buy a commercial ticket, anyway.

Mr. Huncerrorp: Commercial men travel on a special rate.

Mr. Ryan: It costs a commercial man a few cents more to travel in a
parlour car. The conductor says it will be 30 cents to 40 cents more, and he
pays it.

Mr. HunGeErrorD: There is a higher basic rate for travelling in parlour cars
than in coaches.

Mr. KinLey: What is the purpose behind it?

Mr. HuncerrForp: It is a difficult thing to explain. It was determined in
the United States and we followed suit to a certain extent. We did not go as
far as they did, but went as far as Canadian conditions warranted.

Mr. KiNLeEY: Does it help the revenue?

Mr. Hungerrorp: That is one of those things it is impossible to determine.
They do not know in the United States whether the reduction on passenger rates
has produced more revenue because two factors acted in conjunction, namely, .the
improvement in business conditions and the stimulus occasioned by a reduction
in fares. No one can tell how much to attribute to one factor or the other.

Mr. McKinnon: But the increase in traffic has been considerable, has it not?

Mr. KinLeEy: You lowered the rate on sleeping cars?

[Mr.J. B. MacLaren.]
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Mr. McKin~von: You lowered the fares for sleeping cars and also the dining
car rates? : ;

Mr. Huxcerrorp: Not the dining cars.

Mr. McKinnoN: I mean the meals.

Mr. Huxcerrorp: The rates on dining cars are adjusted from time to time.

Mr. ArmsTRONG: Coming back to the question of traffic expenses I find that
on the Canadian National for 1936 the rate is 2-54 per cent. On the larger
roads in the United States it was 2-47 per cent of operating revenues and on
the C.P.R. it was 5-17 per cent. The explanation with regard to the C.P.R.,
as we understand it, is that it includes some steamship traffic expenses.

Mr. Deacaman: How does your transportation ratio compare with the
other road?

Mr. ArMsTRONG: Ours was 43-4 per cent of 1936 operating revenues—the
corresponding figure for the C.P.R. was 35-83 per cent.

Mr. Deacaman: The difference there would be due to density of traffic?

Mr. ARMSTRONG: Yes, that is one of the large factors.

Mr. Deacaman: What other factor is there?

Mr. ARMSTRONG: Accounting differences in setting up the expenses.

Mr. DeacamaN: The main thing would be the traffic density?

Mr. ARMSTRONG: Yes.

Mr. DeacumaN: What is the relative traffic density between the two Cana-
dian lines? :

Mr. ArmsTrONG: I have not got it for this year, but in some years it would
run up to 15 or 16 per cent. Last year it was 74 per cent.

Mr. Deacaman: The difference between the two?

Mr. ArmstroNG: Yes. The C.P.R. was greater in freight traffic density
by 74 per cent. These are 1935 figures. In passenger traffic density they were
20 to 40 per cent greater than the C.N.R. For average haul they are greater
than the C.N.R. by 12 per cent to 30 per eent. Moreover the C.P.R. have a
much better average haul than the C.N.R.

Mr. Deacaman: On account of the light traffic?

Mr. Haxson: And on account of their connection with steamships.

Mr. ArmsTtrONG: That may have an effect. There are many factors in-
volved.

Mr. KivLey: I travel between here and Montreal frequently and on some
mornings I am the only man in the parlour car and have two porters waiting
on me.

i Mr. Huxcerrorp: The demand for parlour car service varies from day to
ay.

Mr. Howpen: 1 was going to address a question along that line to our
President: The chief complaint of those who are constantly attacking our rail-
roads generally is the duplication that still exists between the two roads, and I
have heard there is a movement on foot to reduce to some extent at all events
this duplication. May I ask the President if that matter is being considered?

Mr. HuxceErFOrRD: To what duplication do you refer?

Mr. Howpex: Between here and Montreal. Probably they have eliminated
duplication between those points now, but in western Canada two trains will
leave their depots at the same time and run parallel to each other and arrive
at their respective destinations at the same time.

. Mr. Huncerrorp: In nearly all cases these trains that leave common
termini, serve intermediate points that are widely separated. That is true
between here and Montreal. Our principal route, or the only one we have at the
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present time, serves different towns from those served by the C.P.R. The
C.P.R. have two lines, of course.

Mr. Howpex: But you have a lot of through passengers?
Mr. Huncerrorp: Certainly.

Mr. Howpen: If the time element were broken up would it not be more
satisfactory than having cars running over the two roads at the same time?

Mr. Huncerrorp: If the service were on one road only, there would be no
local service on the other line. These trains serve a double purpose; they pro-
vide a means of getting from one terminus to another as well as serving local
communities.

Mr. HowpeN: I mean if a train ran over one line during a certain period
of time and another train over the other line a little later instead of the two
trains leaving their respective starting points at the same time and running over
the two lines during the same period of time, would that not be more satisfactory?

Hon. Mr. Howe: I beg your pardon?

Mr. Howpen: I say if a train ran over the C.P.R. line between ten o’clock
and one o’clock in the morning, and another train over the C.N.R. commencing
at twelve o’clock or one o’clock to four o’clock, it would divide the traffic between
the two roads and still serve the public efficiently.

Mr. HungeErFORD: It would not serve the local traffic. For instance, between
Montreal and Ottawa the people generally come into Ottawa or Mont-
real, to do their business, and they want to arrive in the city at a suitable time
and leave at a suitable time after a sufficient interval in which to do their
business. That is what occurs in connection with the morning train from
Montreal. It arrives here about noon and leaves at 4.30 p.m., taking those
people back to the intermediate points and also serving the local passengers at
the other end who want to spend time in Montreal. The C.P.R. train going
to Montreal this afternoon leaves at 3.30 p.m. and ours leaves at 4.30, which
is the latest hour at which you can make connection with the Ocean Limited
and other trains. If we ran it later we would miss connections with those
trains. :

Mr. Howpen: Is the bulk of the traffic between local intermediate points?

Mr. Huncerrorp: ‘On the whole it splits about 50-50.

Mr. KinLey: In railroading is the non-running of a train a big saving
or are the fixed charges so important? I mean is it a big saving to take a
train off, considering the other factors?

Mr. HuncerrOrRD: It does not make very much difference from the stand-
point of maintenance. If you are going to run one fast train you have to main-
tain a suitable standard. The real saving is in the cost of operating the trains.

Mr. KinLey: Is that a big factor?

Mr. HUNGERFORD: Yes.

Mr. Deacuman: Can you tell us why the maintenance of equipment
and of way and structures over a period of the C.N.R. is higher than on the
C.P.R., referring particularly to the period since the depression came? Prior
to that time your two maintenance ratios were fairly close, but with the coming
of the depression the C.P.R. cut its ratios very sharply on maintenance of way,
structures and equipment while yours did not fall off as rapidly. Have you
any explanation for that?

Mr. Hungerrorp: It is a question of policy, whether you want to take
too much out of vour property in a given time or not.

Mr. Deacaman: That is to say, if you had eut yours you would have had
more maintenance to make up later?

[Mr. J. B. MacLaren.]
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Mr. HUNGERFORD: Yes.

Mr. Kintey: Then your equipment is in better shape than that of the other
road?

Mr. Hungerrorp: 1 have no information as to the condition of their
equipment, but I know we did not spend any more than was reasonably
necessary.

Mr. KinLey: They seem to be running older cars.

Mr. Huxcerrorp: I have no detailed information in regard to that.

Mr. Deacamax: But the difference between the two ratios maintained
by you and the C.P.R. would make a vast difference in the operating ratio?

Mr. Hungerrorp: The accounts are not made up on a uniform basis.
C.N.R. accounts are strictly in conformity with Interstate Commerce Commis-
sion regulations.

Mr. DeacEMAN: And in that connection I have a first class complaint.
I would like to see the accounts of the two roads made up on precisely the same
basis so that 4 man as stupid as I am could ascertain the true facts with regard
to each road.

Hon. Mr. Howe: We have started the ball rolling in that direction. I took the

matter up with both railroads about a year ago to ask for revision of the Canadian

regulations with regard to Canadian railways, and they were generally in accord
with the idea. We appointed a committee consisting of a man from our depart-
ment, a representative from the Bureau of Statistics, a representative from the
C.P.R., a representative from the Canadian National and representatives from
other roads in Canada under federal jurisdiction, and we hope within a reason-
ably short time to bring out a set of regulations for accounting that will make
all reports uniform.

Mr. Deacavan: The question of traffic expense was under discussion a few
years ago and there was criticism of the C.N.R. That is why I asked the
question about the basis of comparison, and we have had the point brought out
that the C.P.R. has steamship traffic in that account. Surely both railroads
should be placed on precisely the same accounting basis in order that the public
can be informed as to the real facts. Colonization is under different classi-
fications in the two railroads, and the pension systems were treated differently,

" and one would have to be a Philadelphia lawyer as well as a member of parlia-
ment in order to find out the real facts under the circumstances.

Hon. Mr. Howe: What happened, I think, was that there was a regulation
issued in 1917 covering accounting which was rather loosely drawn, but the
Canadian National because of having lines in the United States has come more
and more to follow the Interstate Commerce Commission rulings, which are
the most advanced of any to-day. The C.P.R. continued to follow the old
method pretty well.

Mr. Deacaman: Their lines in the United States are operated as separate
companies?

Hon. Mr. Howe: Yes, and they have no direct interest in carrying out their
accounting in accordance with the practice of the Interstate Commerce Com-
mission.

Mr. Dracaman: We all recognize that there is a very clear distinction as
between the two railroads, with differences in the density of traffic, the length
of haul, and that sort of thing, which are factors ultimately in these operating
ratios, but I would like to see the accounts of both railroads put upon such
a basis that we could present them to the House of Commons or to this com-
mittee in an understandable form.

Hon. Mr. Howe: Within a reasonably short time we hope to set up account-
ing regulations that will conform with your wishes in the matter.
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Mr. Ryan: Some years ago the train from Saint John to Halifax left Saint
John at 11 o’clock and arrived at Halifax early in the morning. That run was
discontinued, causing great inconvenience particularly to commercial travellers.
I wondered whether you had given consideration lately to the advisability of
running that train again in view of the faet that business is picking up and
revenues are increasing on the Atlantic division?

Mr. Hu~xcerrorp: We ran the night train between Saint John and Halifax
for many years, through good times and bad, and the returns indicated that it
earned about one half of its cost. There is nothing to indicate that the earnings
would be any greater if the run were restored.

Mr. Ryax: If you tried it might it not prove otherwise?

Mr. Hu~xcerrorp: We have already given it two or three different trials.
It has been taken off and put back and taken off again, and the uniform result
was that the earnings were insufficient.

Mr. KinvLey: There was no connection with Boston by that train?

Mr. HuxGeErForD: No. :

Mr. Ryax: I was concerned about people travelling not only from Saint
John to Halifax but from intermediate points to Halifax.

Mr. Hu~cerrorp: It is a measure of economy.

Mr. Ryan: If it leaves at noon there is no mail accommodation; the service
is more or less antiquated so far as mail is concerned.

Mr. Huncerrorp: The train service during the day makes all the essential
connections and provides a connection with Boston.

Mr. Ryan: How long is it since you tried out what I have suggested?

Mr. Huxcerrorp: The night train?

Mr. Ryan: Yes.

Mr. Huncerrorp: Four or five years ago.

Mr. Ryax: Then you cannot say how the revenue has increased on the
Atlantie division.

Mr. Huxcerrorp: That train ran for several years during good and bad
times, and the earnings were just about the same throughout the whole period.

Mr. KinLey: There are two ways to get to Saint John. All the rest of the
Nova Scotia people slip across the bay.

Mr. Ryan: That is the C.P.R.?

Mr. KinLey: From any part of western Nova Scotia you ecan get into Digby
in three of four hours.

Mr. Hu~cerrorp: We would put the train back on the night run if we could
get enough revenue to meet the expense of running it.

Mr. Ryan: Are conditions such that you are still losing money running
trains on other lines? '

Mr. Huncerrorp: Yes, because the passenger train service cannot be reduced
any more. If you are going to keep a line open at all you have to provide a
minimum service. '

Mr. Ryan: Is the run from Montreal to Ottawa a paying invest_ment?

Mr. Huncerrorp: I think on the whole it earns considerably more than the
train we have been discussing.

Mr. Ryan: Would you consider giving it another trial? I would like to see
it tried out, if possible.

Mr. Huxcerrorp: We will give it consideration, but the whole history of
that train is not very hopeful.

[Mr.J. B. MacLaren.]
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Mr. Hanson: How does our road compare with number one American roads .
or number one roads on the continent with regard to operating ratio?

Mr. ArmsTtroNG: Considerably lower, on account of the tremendously higher
freight and passenger density on the United States lines. Their operating ratio
last year on the average was only 72 per cent and ours was 91 per cent; that is
the average of all class 1 roads.

Mr. HuNGeErFORD: Year in and out, our traffic density represents about 45
per cent of the average of the United States roads.

Mr. DeacamaN: What is the lowest operating ration in the United States?
Mr. ArmMsTRONG: A single railway?

Mr. DeacaMAN: Yes, is it the Delaware and Hudson?

Mr. ArmsTRONG: We will let you know.

Mr. BarBer: Please explain what is meant by switching revenue?

Mr. McLaren: That is switching performed around terminals such as
Montreal, Toronto, and other large terminals for which a charge is made.

The Acting CHAIRMAN: If there are no further questions to be asked with
respect to page 12 we shall pass on to page 13.

Mr. KinLey: Just a moment, please. With regard to telegraphs and tele-
phones, does the telegraph give you a surplus?

Mr. Hanson: I asked about that a while ago.

Mr. ArRMSTRONG: It depends upon how you look upon the telegraphs. As
an added facility to the railway undoubtedly it gives us considerable net revenue.

Mr. Kintey: Does the commercial part pay?

Mr. ArMsTRONG: You have to have poles and wires for railway operation,
and as an added facility, the commercial department has a substantial net earn-
ing. It is rather difficult to divide it between railway and commercial, and you
have to do it arbitrarily; but as an added facility, it has a subs tantial net
earning.

Mr. BarBer: Is there any tying co-operation between telegraphs and tele-
phones of the C.P.R. and C.N.R. in small towns where neither one pays?

Mr. HuncerrorDp: Not yet; but we are seeking to bring it about.

The Acting CHARMAN: We will pass to page 13: Maintenance of Way
and Structures Expenses.. Are there any questions to be asked with regard to
that group of items?

Mr. Evuiorr (Kindersley): There is an item of $19,000 odd for insurance.
To what does that refer?

Mr. McLagrex: Offhand I do not know.

I:'Ir. Kintey: To what does the item of $301,000 odd for Injuries to Persons
refer?

Hon. Mr. Howe: What item?

Mr. KiNnLEy: Injuries to persons, $301,000.

Mr. Howpen: Liability, I suppose.

Mr. KinLeY: Is that a compensation charge?

Mr. ArmstroNG: That would principally represent liability to employees.
Mr. KinLey: You do not insure but you compensate?

Mr. ArmsTrRONG: That is workmen’s compensation.

Mr. Kinrtey: That is what your compensation to employees of the railroad
costs?

Mr. ArmsTrONG: No; that is only as to maintenance of way. You will
find further items of In]urles to Persons under maintenance of equipment and
transportation.
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Mr. KiNntey: Do you know what your rate amounts to?

Mr. ArmsTtrRONG: I could not say offhand.

Mr. HansoN: Does the item include payment to anyone hurt on the tram?

Mr. ArmsTrONG: Yes.

Mr. KiNLEY: Are you not insured against injuries to travellers?

Mr. ArmsTRONG: No, we are not. ’

Mr. Hanson: It is paid in each individual case?

Mr. HUNGERFORD: Yes. ,

Mr. McKinnon: I note quite a vast difference in the prices paid for ties
in 1935 and 1936. Does that mean that there are more ties purchased or that
a higher price is being paid for them?

Mr. HunGeErrForRD: Both price and quantity are involved. )

Mr. Kinrtey: I would like to find out what the compensation costs. It is
quite a moot question as to whether paying the losses or paying premiums is
the best thing to do. All other industries pay premiums.

Mr. DeacaMaN: But they are bigger.

Mr. Kixrey: They assess the loss. That is actual. They do not put a
rate on; it is actual loss. Could you furnish that information please, as to the
cost of your compensation rate?

Mr. ARMSTRONG: You mean the amount paid in compensation proportion-
ate to the revenues or expenses?

Mr. KiNnLey: Yes, it is on your payroll.

Mr. ArmsTrRONG: We have it included with several other accounts. That
is all loss, damage and injury, and it works out at 1-28 per cent of-the revenue
for the Canadian National as compared with 1-32 per cent for class one roads.

Mr. KinLey: That is a very low rate?

Mr. ARMSTRONG: Yes.

Mr. Hanson: The item of Public Improvements—Maintenance is about
$200,000 different this year as compared with last year. What is the main
increase?

Mr. McLarex: We will look it up and give it to you in a moment or two.

Mr. Evutort (Kindersley): In connection with the erection of snow fences
have you had any claims for damage to property as the result of the use of snow
fences?

Mr. Huncerrorp: We have received such claims at different times from
different places but I cannot give you anything definite about that.

Mr. McKinyoN: Mr. Chairman, I am still rather curious about the tie
situation. 1 asked if that difference meant more ties purchased or a higher
price paid. What is the average price of ties last year and this year?

Mr. McLaren: In 1936 treated ties were $1.26 as against $1.35 for 1935.
Untreated ties in 1936 cost 56 cents as against 54 cents.

Hon. Mr. Howr: Averaged over the whole system.

Mr. McLAReN: Yes.

Mr. McKinNon: Most ties are treated nowadays, are they not?

Mr. Huncerrorp: No; I suppose about one-third.

Mr. HansoN: Have vou found that item about public improvements—
maintenance?

Mr. McLagren: No, not yet.

The ActiNG CH-\IR\M\ If there are no further questions to be asked with
regard to the items appearing on page 13, we will pass to page 14: Maintenance

[Mr.J. B. MacLaren.]
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of Equipment Expenses. Are there any questions to be asked with respect to
the items on this page? : .
Mr. KinLey: What do you mean by Floating Equipment—Repairs.

Mr. McLagren: That refers to ferry boats between say Windsor and Detroit
and out in the West; also car ferries that we have running between Vancouver
and Victoria.

Mr. KinLey: Does that item include the Prince Edward Island ferry?
Mr. McLagren: Yes.

Mr. Kintey: Do you know that the Prince Edward Island ferry will not
carry a truck except forward? It is just wide enough for a car, but a truck
“cannot go on that ferry.

Mr. Huxcerrorp: I appreciate that; but the request at the time the ferry
was built was for passenger carrying cars to be accommodated. The car ferry was
built and we made provision for passenger cars. Since then the trucks want
to use the ferry, and to be quite frank, I do not know why we should carry a
competitor even if we could.

Hon. Mr. Howe: Why should the railway carry trucks?

Mr. KiNLEy: Supposing they found a way to be carried over and you did
not have any part of it?

Mr. Huncerrorn: We cannot take the trucks on the existing ferry anyhow,
unless they are very small trucks.

Mr. McKinnon: With regard to repairs charged up against locomotives and
cars, are those repairs made in your own shops?

Mr. HUNGERFORD: Yes.

Mr. Hanson: I would like to have on the record where those public im-
provements are, amounting to $200,000.

The Acting CHAmrMAN: They are looking that information up for you.

If there are no further questions with regard to the items on page 14 we
will pass to page 15: Transportation Expenses. Are there any questions to be
asked with regard to the items on page 5?

Mr. KinLey: With regard to the item of Train Fuel, $13,913,030.81, how
much of that coal did you buy in Nova Scotia?

Mr. ArmsTtroNG: The figure for eastern Canadian coal purchases is 1,383,-
000 tons.

Mr. Kinrey: Where do you buy the rest of it?

Mr. ArmsTrONG: In western Canada.

Mr. KinLey: How much?

Mr. ArmMSTRONG: 991,000 tons, and in the United States, 1,885,000 tons.
Mr. Kincey: Where do you get the rest of it?

Mr. ArMsTRONG: In the United States we get 1,885,000, practically 2,000,-
000 tons.

Mr. KinLey: Oh, you are speaking of tons, not dollars?
Mr. AMSTRONG: Yes.
Mr. KiNLEy: And a million tons would cost about $2,000,000?

Mr. ArmsTtrONG: From eastern Canada $5,861,000, and from western
Canada $2,944,000.

Mzr. Kintey: And the balance from the United States?

Mr. AmsTRONG: Yes.

Mr. Kinvey: Have you still the coal mine operating in the United States?
Mr. AmsTRONG: Yes.

Mr. Howpen: Do you take the Maritime coal to meet the western coal?
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Mr. Huncerrorp: We use eastern coal as far west as Toronto.

Mr. McKinNoN: And how far east do you use western coal?

Mr. HunGerrorp: Just this side of Winnipeg.

Mr. Hanson: And you use fuel oil in some western trains?

Mr. ArmsTrONG: In British Columbia.

Mr. Hanson: How many dollars did you pay for oil fuel?

Mr. ArvsTrONG: We will get that information for you.

Mr. KinLey: Train fuel includes coal and oil?

Mr. ArMsTRONG: Yes.

Mr. Howpen: The boat-hauled coal which you use let us say between.
To.iq?nt-o and Winnipeg is cheaper coal than either the western or eastern coal,
is 1

Mr. Hungerrorp: I do not follow you.

Mr. Howpex: We bring western coal a little way past Winnipeg and
Maritime coal as far west as Toronto, and I suppose the coal used between
those two points is taken from boats along the lake front loaded with United
States coal?

Mr. HUNGERFORD: Yes.

Mr. HowpeN: And the cost per ton to the railway is considerably less?

Mr. HUNGERFORD: Yes.

Mr. KinLey: Do you pay any duty on it or get it in free?

Mr. Hu~ngerrorp: We pay duty on it.

Mr. HowpeEn: Yes, and get it cheaper than our coal.

Mr. Deacaman: The C.P.R. use Maritime coal about as far west as
Brockyville?

Mr. Huncerrorp: I do not know how far west the C.P.R. use eastern
Canadian coal.

Mr. Kinrey: There is no C.P.R. except to Saint John?

Mr. DeacaMaN: Do they use Maritime coal all the way?

Mr. KinLey: That is only a local road.

The Acting CHAIRMAN: Are there any further questions to be asked with
respect to the items appearing on page 15? If not, we will pass to page 16:
Miscellaneous Operating Expenses.

Mr. Hanson: Have you got the answer to my question as to oil fuel?

Mr. McLareN: The bituminous coal used in 1936 by the Canadian National
Railway amounted to 4,418,717 tons, and the value was $18,429,666.87. The
fuel oil used amounted to 231,149 tons, and the value was $1,180,711.36.

Mr. Hanxson: It is only in British Columbia that. fuel oil is used?

Mr. ARMSTRONG: Yes. :

The Actine CHAIRMAN: Are there any questions to be asked with respect
to the items appearing under Miscellaneous Operating Expenses on page 16?

Mr. KinLey: There cannot be many restaurants owned by the railroad?
The operating expense of the restaurants amounts to only $8,000 odd, so there
cannot be many.

Mr. Hu~ngerrorp: They are leased.

Mr. Kintey: The one in Halifax is credited to the hotel and not to the
railway.

Mr. HunceErForD: In that case it is operated by the hotel and charged to
hotel operation.

Mr. McKinnNon: Are they all leased out to a company?

[Mr.J. B. MacLaren.]
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Mr. HUNGﬁnFORD: Yes, they are leased to the Canada Railway News.

Mr. McKinNox: With regard to the item of Stationery and Printing, I
assume you have your own plant?

Mr. McLAgreN: No.
Mr. Hanson: That work is all let by contract, is it not?

Mr. McLagren: It is by agreement or contract over a period in some cases
and on orders in other cases.

Mr. Hanson: Thank you. _

Mr. Hungerrorp: I am sorry my explanation in regard to restaurants was
wrong. The reference is to the operation of the restaurant on the ss. Charlotte-
town.

Mr. Howpex: Are the restaurants operated by the railway company?

Mr. HuxceErrorD: No; the station restaurants are not, but the restaurant
on the car ferry to Charlottetown is operated by the company.

Mr. Kinvey: There is a dining room on the car ferry?

Mr. HUNGERFORD: Yes. ' _

Mr. KinLey: Do you lease out the privilege or run it yourself?

Mr. HuxGerrorp: They are practically all leased.

Mr. Howpex: Why the debit?

TaE Acting CHAIRMAN: That is the car ferry.

Mr. AemstrONG: This is the expense of the lunch counter on the car ferry.

Mr. Ryan: What does Law Expenses include?

Mr. ArmsTRONG: Expenses of the legal department.

Mr. Ryan: Fees for lawyers?

Mr. ArmsTrRONG: Everything.

Mr. DEacHMAN: As to the item of Pensions, is it current practice to put it
in General Expense?

Mzr. ArmsTtroNG: That has been the practice since 1923 and also before that
time, I think.

Mr. DeacuaMan: Is that practice observed by other roads?

Mr. ArmsTrONG: I know the C.P.R. have it in now, but they did not a few
years ago.

Mr. McKinnon: Would Law Expenses include your police force?

Mr. Hu~nceErrorp: Noj; it would inelude our own legal officers and clerks.

Mr. ArRMsTRONG: There are one or two items in connection with the services
of outside legal firms amounting altogether to—

Mr. Ryan: What is the total amount?
Mr. ArMsTRONG: Outside?

Mr. Ryan: Yes.

Mr. ArmsTRONG: I eannot tell you.

Mr. Hu~NGerrorp: From time to time we employ outside counsel for specific
purposes.

Mr. Ryan: But what you pay outside your own office is not segregated?

Mr. ArmstRONG: Noj; it could be done. It is not available readily.

Mr. Hanson: Carried.

Mr. Deacaman: With regard to the increase in the pension allowance of

$565,000 odd, is that a normal increase to be expected from vear to year, or is
there some special reason for that increase?

34986—4
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Mr. ArMsTRONG: Unquestionably it will rise at least at some rate for a few
years until the effect of the new scheme is felt.

Mr. DeacaMAN: You are in arrears?

Mr. ArmsTRONG: Noj; but it may not hit its peak for a certain time; we have
not come to that yet.

Mr. DEacaMAN: You have not come to the peak?

Mr. ArmsTRONG: No; the pension cost will rise for some little time yet, and
then will be considerably reduced on account of the new scheme.

Mr. DeacamaN: Is there a contributory fund now?

Mr. ARMSTRONG: Yes, now. This is the total cost of pensmns to the C.N.R.
system.

Mr. KinLey: That is over and above what is paid in?

Mr. ArmsTrRONG: What is paid in goes into a trust fund for the employees.
It does not enter into this account, it is for future payments of annuities. This
account shows the total amount the company paid out in pensions in 1936, and
has nothing to do with contributions.

Mr. McKinnon: Contributions are kept separate? .

Mr. ArmsTRONG: Yes. These are men actually on the pension payroll.

Mr. KinLey: But under your new scheme when you go to pay in so much
of your salary is that figured out on an actuarial basis to be self-sustaining in
time?

Mr. ArRMSTRONG: As closely as we can.

Mr. KiNLEY: Is it on an actuarial basis so that it will maintain itself?

Mr. ArmsTroNG: We expect so.

Mr. BoraweLL: The company will still have to make contributions from
year to year?

Mr. ARMSTRONG: Yes, because the employees’ contributions will not them-
selves pay for all pensions.

Mr. Huncerrorp: This morning I said pensions were included up to the
adoption of the new pension scheme on the basis of the old rule, and that
obligation is continued; an employee is retired on pension on the basis of the
old rule to December 31, 1934. From that time on the contributions of the
employee and of the company are used to buy a supplemental annuity to be
superimposed upon the pension he will receive directly from the company for the
service rendered prior to December 31, 1934.

Mr. KinLey: You will run them along together?

Mr. HUNGERFORD: Yes.

Mr. HowpeEn: To make clear, in future will the company make a con-
tribution to the pension fund or will it be collected from the wage payments
to the employees?

Mr. Huncerrorp: Under the new scheme up to five per cent the company
matches the contribution of the employee. The individual may select any rate
of contribution he likes, one per cent, two per cent, three per cent, four per cent,
or five per cent; and he can contribute up to ten per cent but the company will
only match his contribution up to five per cent. If he elects to contribute three
per cent the company will pay three per cent and if he selects five per cent the
company will pay five per cent.

Mr. KiNnLey: That is joint pension?

Mr. HUNGERFORD: Yes.

Mr. KinLey: The Civil Service pension is just what they pay in?

Mr. Hanson: I think the government contribute to that, too.

[Mr. J. B. MacLaren.]
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The Acring CHAIRMAN: If there are no further questions to be asked with
respect to the items appearing on page 16 we will pass to page 17: Additions
and Betterments Less Retirements. If there are no questions to be asked with
respect to the items under that heading we will pass to page 18: Receipts and
Expenditure — 14 years — 1923-1936. Are there any questions to be asked with
regard to the items on page 18? If not, we will pass to page 19: Funded Debt — .
Principal and Interest.

Mr. Howpex: We had better not start asking questions about the items under
that heading. 3

The Acting CHAIRMAN: Then we will pass to page 20: Funded Debt —
Principal and Interest (Continued). That is the same thing.

We pass on to page 21: Loans from Dominion of Canada.

Mr. Haxson: I will have to ask the Minister to get the interest lower.

Hon. Mr. Howe: Do not worry too much about these, because we will not
get them back. !

The Actine CuHAIRMAN: We have been over these items pretty well already.
If there are no further questions as to page 21 we will pass to page 22: Invest-
ments in Affiliated Companies. Arc there any questions with respect to the items
under that heading?

Mr. KinLey: What have you to say about the item: Canadian Airways,
(Limited), $50,000?

- Hon. Mr. Howe: Several years ago the C.P.R. and C.N.R. each bought
stock in Canadian Airways Limited to the amount of $50,000.

Mr. Kinvey: Did you say $50,000 each?

Hon. Mr. HowE: Yes.

Mr. KiNLey: Is it a good investment?

Hon. Mr. Howe: No.

Mr. KinLey: Is it likely to become a good investment?

Mr. Huncerrorp: They have not made any profit yet.

The Acting CHAIRMAN: Is that the reason why other private companies
found it difficult to get a contract from the government?

Hon. Mr. Howe: No

Mr. Kinrey: What is the idea behind it? You bought stock in a competitor
company ?

Hon. Mr. Hows: It was a matter of government policy at the time. It was
impossible for this company to earry on the work it was then doing and the
service was suspended. It is pretty hard to go back and trace out the history
of the matter, but at the time the government thought it proper to ask the two
railways to contribute $50,000 each.

: Mr. KinLey: I suppose there are air mail feeders in the west?

Hon. Mr. Hows: Yes, although at that time I think they were running an
air mail service parallel to the railways.

Mr. BarBer: How long ago?

Hon, Mr. HowEe: 1927 or 1928.

Mr. Borawern: What about the item Public Markets Limited? I do not
remember seeing that item before.

Mr. Huncgerrorp: That was a little company organized in Winnipeg to
buy some property required for terminal expansion.

Mr. Kinvey: What is meant by: Canadian National Railways (France)?
Hon. Mr. Howe: The hotel Screed.
Mr. KinvLey: That is on page 23.
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The Acting CHAIRMAN: If there are no further questions with respect to
the items appearing on page 22 we shall pass to page 23: Schedule of Companies
Comprising The Canadian National Railway System.

Mr. KinvLey: These “ Prince ” items are ships: the Prince Charles, Prince
David, Prince George, et cetera. Where are all these boats now?

Mr. McLagren: That refers to the issued capital stock of the individual
boat companies.

Hon. Mr. Howe: I think all those boats are in service to-day. The Prince
Charles and the Prince George are on the Pacific.

Mr. ArMsTRONG: Is the question where are those boats located now?

Mr. KinLey: Yes, where is the Prince David? Is she down in Hahfax?

Mr. ARMSTRONG: Yes, on the east coast.

Mr. KinLey: Is she lald up?

Mr. HUNGERFORD: Yes.

Mr. Kinrey: She didn’t do very well‘?

Mr. HungeErrorD: No. The Prince Henry is also there.

Mr. KinLey: Both boats are laid up there?

Mr. HUNGERFORD: Yes.

Mr. BarBer: Do some of these boats operate on the terminal run at
Victoria?

Mr. HunGERFORD: No. ;

I would like to correct an answer I made in regard to Public Markets
Limited. I was thinking of another company altogether. Public Markets Lim-
ited is the name of the organization that owns the abattoir and stockyard in
Winnipeg.

Mr. BorawerL: There was such an increase in the amount that I wondered
about your original explanation.

Mr. Kinvey: Did the tariff change increase your freights as between Boston
and Halifax on imports from the West Indies? They were permitted to import
through the United States certain things from the West Indies although before
that they had to come to Halifax direct.

Hon. Mr. Howe: That only affects oranges.

Mr. KinLey: Only affects oranges?

Hon. Mr. Howe: Yes.

Mr. KinLey: And not bananas?

Hon. Mr. Hows: No; bananas do not move that way.
: Mr. Kixuey: They bring all the bananas to Halifax and Saint John, do
they?

Hon. Mr. Howe: Yes, the business is getting better every month, so it could
not have hurt us much.

Mr. Kinrey: You do not contemplate supplementing those boats with some
of these Prince boats on the West Indies run?

Hon. Mr. Howg: They are not suitable.

Mr. HunGerrForp: They would not carry very much freight.

Mr. KinLey: What was in contemplation when they were constructed?

Mr. Hu~cerrorp: They were built for passenger service on the Pacific
coast,

Mr. KinLey: It is suggested that the state-rooms are too big for an over-
night run—

[Mr. J.B. MacLaren.]
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Hon. Mr. Hows: The more you ask about those particular boats the worse
you will feel.

Mr. Hanson: They were built upon optimistic anticipations,

Mr. Kinuey: I do not know what is wrong with them.

Hon. Mr. Howe: When they receive a load of fuel their carrying capacity
is absolutely exhausted. :

The Acting CHAIRMAN: If there are no further questions to be asked with

respect to the items appearing on page 23 and page 24 we will pass to page 25:
Statement of Revenue Tonnage by Commotities for Years 1936-1935. That just
sets out some facts.

Mr. Deacaman: With regard to the first classification of Agricultural
Products, trucks would not constitute an important factor, would they?

Mr. HunGeErrForD: A very small factor.

Mr. Deacaman: What about the next classification, Animal Products,
including horses, cattle and calves, sheep, hogs? They are being carried in trucks.

Mr. HUNGERFORD: Yes.

Mr. DeacHEMAN: Are you not gaining somewhat on the trucks in that
regard?

Mr. HungeErrForD: It is impossible to say; I think we are gaining in places
and perhaps not gaining in other places.

Mr. DeacaMAN: And with regard to the third classification of Mine Prod-
ucts, the truck would not be an important factor?

Mr. HuNGErFORD: No.

Mr. DeacamaN: The truck becomes important in the case of the classifica-
tion: Manufactures and Miscellaneous?

Mr. HUNGERFORD: Yes.

Mr. Howpen: And Perishable products.

The Acting CHAIRMAN: Are there any further questions to be asked with
regard to the items appearing on page 26 under Forest Products and Manufac-
tures and Miscellaneous? If not, we shall pass to page 27: Details of Railway
Equipment. If there are no questions with regard to page 27 we shall pass to
page 28: Statistics of Rail-Line Operation—Transportation Service. Are there
any questions to be asked with regard to the items appearing on that page?

Mr. Hungerrorp: That is the operating statement of locomotive miles and
car miles.

The Acting CaalrRMAN: Yes. If there are no further questions with regard
to pages 28 and 29 we shall pass to page 30: Employees and Their Compensa-
tion.

Mr. DeacuMaN: One moment, please. A point often in dispute is the
freight rate as between the United States and Canada. Would it be correct to
say that the freight rate in Canada is lower than it is in the United States, the
ton mile rate?

Mr. HunGerrorp: On the average there is not very much difference, but
it is quite true that certain rates in Canada are lower than they are in the
United States.

Mr. Deacaman: But taking your freight rate classifications into considera-
tion, would there not be more bulk traffic in Canada in relation to the total
traffic, more of the low classification?

Mr. Huncerrorp: Relatively ves, I think.

~_Mr. Deacaman:  So that if you were putting them on a comparable basis,
in Canada you would get more for hauling freight than they do in the United



ST AP A e

190 STANDING COMMITTEE

States. Mind you, I think you are entitled to it. It is amazing now to think
they come in on an equal basis. They do not, when you take into consideration
the bonus.

Mr. BoraweLL: It is often stated that we have the lowest freight rates in
Canada as compared with any other place in the world. Is there any justifica-
tion for that statement, or what is the true situation? '

Hon. Mr. Howe: We have the lowest freight rates for bulk export commo-
dities.

Mr. Deacuaman: I think that would take in only the average ton mile
rate, but having regard to the classifications of both countries our rates are lower
than those on the other side of the line?

Mr. HunGerForRD: The ratio changes from time to time.

Mr. Hansox: Do you mean the rate is lower per ton per mile?

Mr. DeacaMAN: . Yes, it would be lower per ton mile.

Mr. McLaren: That is the average ton mile.

Mr. DEaceEMAN: Yes. There was a small difference of -3 or so between the
two countries last year.

Mr. McLaren: Yes, but if you made an analysis of the commodities mov-
ing in both countries you would find the rates in Canada on bulk commodities
are much lower than in the United States.

Mr. Deacaman:Would it be true that the large proportion of low classifica-
tions is an apparent cause of the low ton mile rate?

Mr. ArmsTtrONG: That includes grain.
Mr. DeacamaN: And lumber, coal and minerals.

Mr. BarBer: Last year a question came up—I do not know whether it
was under this heading or not—as to our employing persons who had been let
out during the depression. Has there been an effort made all along the line to
take those men back as conditions improve?

Mr. Hu~ncerrorp: We do take them back.

Mr. Barser: I have brought one instance to the attention of the authorities
on several occasions, the signal man at the Masga signal tower. At one time
there were three men employed there each working eight hours, but four years
ago the number was reduced to one man. The two men who were let out were
returned men who had about ten years service. The one man to whom I have
referred is carrying on the work alone and is being paid considerable over-
time. I think he operates from eight o’clock to four o’clock, and after four
o’clock if he is called again he gets overtime, and also overtime on Sundays.
I thought it was only fair that at least one of these two men who were let
out should be given an opportunity to do ‘a little work there. One man is
getting-a small pension. The man who is employed now returns to his house
and they telephone him when the train is coming and he goes over and gets
overtime for it. I took it up with the president of the company about a year
or two ago. ;

Mr. Hungerrorp: It is a question of cost.

Mr. BarBer: Perhaps one man would be satisfied with the amount paid in
overtime.

Mr. Hungerrorp: I know there has been a great deal of argument about
that particular case, but the position taken by the local officials appears to be
well founded. After all, we have to measure these things by what we can get
along with, and if we can reduce the cost in any way I feel it is incumbent on
us to do so.

[Mr.J. B. MacLaren.]
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Mr. Eruiorr: (Kindersley): Do you not think it would be setting a bad
precedent to have men working on jobs for overtime only?

Mr. Hu~NGeErFORD: You could not permit that.

Mr. BarBer: But the work could be divided.

Mr. Hanson: As to the distribution of the dollar and the item of Labour,
how does that figure of -5494 for 1936 compare with the American roads?

Mr. ArmsTRONG: I think we can get that information for you.

Mr. Hanson: It would be interesting for the committee to know how that
figure compares with other roads.

Mr. Deacaman: Which do you consider the most profitable, passenger or
freight transportation?

Mr. McLAReN: Freight.

Mr. DeacamAN: In the last few years there has been a dechne in freight
rates on the average in Canada, has there not?

Mr. McLAReN: Yes.

Mzr. DeacaMAN: Is it not true that the decline in passenger rates is greater
than the decline in freight rates?

Mr. HungeErrorD: 1 do not think that can be answered offhand.

Mr. Deacaman: I looked at the average rate the other day and it shows
there has been a greater decline in the per passenger mile rate than in the
freight rate. I am not asking the question in order to embarrass my friends,
but it struck me as rather peculiar that the transportation of freight being
the most profitable, the greatest cuts should be made in the passenger business?

Mr. Hu~nGgerrorp: There has been a tremendous shrinkage in passenger
business due to the development of good roads, the automobile and the bus,
and there is a school of thought which holds that by lower rates, more attractive
equipment and things of that kind we can get a portion of that business back,
and that is what we have been trying to do.

Mr. DeacamaN: I think that is the real answer. I think it is a question of
making the attempt to get the volume which will permit you to make a profit
even at a lower rate.

Mr. Huneerrorp: Of course we have the problem of a relatively thin
population over large areas of this country, and there is not a great deal of
passenger traffic to be obtained anyhow in many sections.

Mr. Howpen: There has never been any profit in the passenger business?

Mr. Hu~ngerrorp: Taken as a whole, no.

Mr. Deacaman: Either in Canada or the United States?

Mr. Hu~eerrorp: There has been some on certain roads.

Mr. Deacaman: I think the Coolidge report said that the passenger traffic
in the United States had never been profitable, taking the roads as a whole.

Mr. Huneerrorp: If you look at it from the standpoint of charging a
proportion of the cost of the provision of the roadway and its maintenance,
which you would have to have anyway if you were going to carry on the
freight business, then the passenger business is unprofitable; but if you
disregard that the picture is altered materially. If you regard it as a by-
product, there is something in it.

Mr. DeacEMAN: As a matter of fact you cannot determine the cost of
carrying passengers on a railroad?

: er Huxcerrorp: No; you have to assume certain arbitraries in order
o do so.
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Mr. Ryan: With regard to the question of fuel and the operating expense,
I wonder if we could ascertain the amount of fuel purchased from New Brunswick
coal mines as compared with mines in the Atlantic division?

Mr. McLaren: We will get that information for you in a little while.

Mr. ArmsTRONG: The answer to Mr. Hanson’s question is: for all class one
roads in the United States in 1935 it was 45 cents and for Canada 55 cents. You
will remember of course that the operating ratio in the United States is lower.

The Acting CHAIRMAN: Are there any other questions?

Mr. Ryan: How is the purchase of fuel carried out? Do you call for tenders
or do you go into New Brunswick and buy coal and into Nova Scotia and buy
coal? What is the system? 2

Mr. HuNGERFORD: It is a matter of negotiation with the individual firms.

Mr. Ryan: Could we have the statement to-morrow morning taking it up
as closely as you can?

Hon. Mr. Howe: With that you ought to get the proportion the railways
buy of the total production.

Mr. Ryax: I would be glad to have that, too. I think the railways ought
tolco-operate with New Brunswick. I think the minister appreciates my diffi-
culty. \
Mr. Kintey: Have you coal mines in New Brunswick? I never knew that.

1Mr‘ Ryax: All you know about is fish. I am talking about New Brunswick
coal.

The Acting CuairMAN: We will pass to page 31: Operated Mileage,
December 31, 1936. Are there any questions to ask? (Carried.) .

That concludes this report with the exception of the question with regard to
coal. Is it agreeable that we meet at eleven o’clock to-morrow morning? I
think the management would like to get finished as quickly as possible.

Mr. BoraweLL: We still have the Canadian Government Merchant Marine
to deal with.

Hon. Mr. Howe: Yes, and the estimates and finance bill will be taken up
to-morrow.

ke

The committee adjourned at 5.55 p.m. to meet again on Friday, March 19,
at 11 o’clock a.m.
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7 - REPORTS TO THE HOUSE

THIrRD REPORT

~ Monpay, March 22, 1937.

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

THIRD REPORT

Your committee has had under consideration the following items of the

estimates referred to the committee on March 15, and approves of same, viz:—

~ Nos. 96, 97 and 293 of the main estimates for the fiscal year ending March

31, 1938, and Nos. 361 and 362 of the special supplementary estimates for the
fiscal year ending March 31, 1938.

All of which is respectfully submitted. :

A. M. YOUNG,

Acting Chairman.

Fourtr REPORT
Turspay, March 23, 1937.

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

FourrH REPORT

Your committee has considered Bill No. 73, “An Act to authorize the
provision of moneys to meet certain expenditures made and indebtedness incurred
by the Canadian National Railways during the calendar year 1937, and to
authorize the guarantee by His Majesty of certain securities to be issued by the
Canadian National Railways,” and has agreed to report the Bill without
amendment.

All of which is respectfully submitted.

A. M. YOUNG,

’ Acting Chairman,
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MINUTES OF PROCEEDINGS

Fripay, March 19, 1937.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the government met at 11 a.m., Mr. Young, aeting chairman,
presiding.

Members present: Messrs. Barber, Beaubier, Beaubien, Bothwell, Elliott
(Kindersley), Ferland, Hanson, Heaps Howden Howe, Kinley, McKmnon
(Kenora-Rainy River), Ryan, Stewart Vien, Young

In attendance: Mr. V. 1. Smart, Deputy Minister of Transport; Mr. A.
V. Franklin, Railway Auditor, Department of Finance, and officials of the Cana-
dian National Railways, including Mr. S. J. Hungerford, President; Mr. R. C.
Vaughan, Vice-President of Purchases and Stores Department; Mr. W. M. Arm-
strong, Bureau of Economics; Mr. J. B. MacLaren, Comptroller; Mr. T. H.
Cooper, Assistant Comptroller, and Mr. R. B. Teakle, General Manager, Cana-
dian National (West Indies) Steamships, Limited.

Answers to questions put by members of the Committee at the previous
sitting were supplied by officials of the C.N.R., these answers appearing in this
day’s minutes of evidence. S8

The Committee proceeded to the consideration of the Annual Report of
the Canadian Government Merchant Marine and the Canadian National (West
Indies) Steamships, Limited.

Report adopted.

The Canadian National Railways and Canadian National (West Indies)
Steamships’ Budget for the year 1937 was considered and adopted.

The following estimates referred to the Committee on March 15 were con-
sidered and adopted, viz:—

Vote No. 96—Canadian National Railways, Eastern Lines (Maritime
Freight Rates Act), $1,800,000;

Vote No. 97—Railways other than the C.N.R. Lines (Maritime Freight
Rates Act), $700,000;

Vote No. 293—Canadian National (West Indies) Steamships, Limited,
capital expenditure, $48,500;

Vote No. 361—Amount to be applied by the Canadian National Railway
Company in payment of net income deficit, 1937, $35,000,000;

Vote No. 362—Canadian National (West Indies) Steamships, Limited,
working capital, $500,000.

The Committee then adjourned until Tuesday, March 23, at 11 a.m.

R. ARSENAULT,
Clerk of the Committee.

iv



MINUTES OF PROCEEDINGS

= Tuespay, March 23, 1937.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the government met at 11 a.m., Mr. Young, acting chairman,
presiding.

Members present: Messrs. Barber, Beaubien, Beaubier, Deachman, Elliott

(Kindersley), Hanson, Heaps, Howden Howe, Klnley, McKinnon (Kenora-
Rainy River), May bank Parent (Quebec West and South), Ryan, Walsh,
Young.

In attendance: Mr. V. I-. Smart, Deputy Minister of Transport, and Mr.
A. V. Franklin, Railway Auditor, Department of Finance.

The Committee took into consideration Bill No. 73, an Act to authorize
the provision of moneys to meet certain expenditures made and indebtedness
incurred by the Canadian National Railways during the calendar year 1937,
and to authorize the guarantee by His Majesty of certain securities to be issued
by the Canadian National Railways.

The said bill was considered clause by clause, adopted without amendment,
and the acting chairman authorized to report the bill.

At the request of Mr. Walsh, the Deputy Minister of Transport filed a
statement showing the income and profit and loss of the Canadian National
Steamships (Pacific Coast), which statement appears as Appendix A to thls
day’s minutes of evidence.

The Committee adjourned to the call of the Chair.

R. ARSENAULT,
Clerk of the Commaittee.
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House or ComMmons, Room 277.
March 19, 1937.

The Select Standing Committee on Railways and Shipping met at 11 o’clock
Mr. A. M. Young, acting chairman, presided.

The Acrine CHAIRMAN: We will take up this morning the report of the
merchant marine; but before doing so there are a few questions that were asked
yesterday to which the management will make reply this morning.

Mr. ARMSTRONG:
Question by Mr. Deachman: What is the lowest operating ratio in
the United States?—Answer: The following are examples of United States

steam railways with low operating ratios:— _
' Operating Ratio

Railway in 1936
Cheganeaket G ONIo T "L SR - o g bl=7
Bessemer & Lake Eme R e S R S e 49-1
Duluth, Missabe & Northeln A okds i 44-0
Norfolk&Western 52-9
AT AL o e SN L e e S R e Ly R P 44-6
Monongahela...................... 386

Each of these railways is a heavy tonnage road handling large quan-
tities of coal or ore.

These low ratios are in large measure due to extremely high traffic
densities.

The next is:—

Question by Mr. Walsh: Who pays salaries in connection with Cana-
dian Car Demurrage Bureau?

Answer: The total expenses of the Bureau are divided between all
railways in Canada who are members of the Bureau. The proportion
contributed by each member railway is based on the ratio of the cars
loaded and unloaded on its lines, to the total cars loaded and unloaded on
all member lines.

Then we have:—
Question by Mr. Ryan: What is the amount of coal purchased from
New Brunswick mines and Nova Scotia mines for the year 1936?
Answer: New Brunswick, 130,538 tons; Nova Scotia, 1,253,169 tons.

Mr. Hears: May I ask about prices?

. Mr. VauveaAN: We have not these—just tons.

Mr. Ryan: Why the disparity? Why is there so little New Brunswick coal
purchased in comparison with Nova Scotia coal?

Mr. Vaveuax: I think that question is very easily answered. In the first
place the quality of New Brunswick coal, generally speaking, is not comparable
to the better grades of Nova Scotia coal. In the next place the distribution of our
coal is worked out entirely on an economical basis taking into consideration the
cost of the coal and the cost of haul to the point of consumption. We feel we
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are using all the New Brunswick coal we can economically. T thmk lfr will be

found we are using much more New Brunswick coal than anybody else is.

Another thing I should like to mention is nearly all, all except two, of the New
Brunswick mines are located on the Canadian Pacific Railway.

Mr. Heaps: May I ask if you have the prices that you pay for the New
Brunswick coal?

Mr. VauesAN: The price of New Brunswick coal, sereened coal, $4 a ton.

Mr. Heaps: What do you pay in Nova Scotia?

Mr. VaveuAN: It works out about the same.

Mr. Heaps: May I ask at the same time what the United States railways
pay for their coal?

Mr. VaveuaAN: The United States railways would pay for their coal an aver-
age of less than $2. :

Mr. Hears: Are you bringing coal now from Vermont?

Mr. VaueHAN: We are not bringing in coal from Vermont; we are bringing
some coal from the United States for the eentral territory.

Mr. Heaps: Virginia coal?

Mr. Vavcuan: No; we bring in American coal—the American coal we use

in Canada is very largely coal that comes from our own mines, the Rail and River
Mines, which supplies the central territory from Toronto to Port Arthur, which
cannot be served by Canadian coal.

Mr. Heaps: What does that coal cost you?

Mr. VaueaAN: The average price of that coal at the mine is around $1 .50.

* Mr. Heaps: $1.50 compared with what you pay here.

Mr. VavgHAN: $1.50 compared with Nova Scotia coal at $4 a ton at the

mine. On top of that $1.50 we have duty and freight.

Mr. Hears: What does it cost you laid down here?

Mr. VAuGHAN: 1 can tell you pretty much by figuring it out. $1.50, we
pay $1.51 to Lake Erie, we pay 75 cents duty and we pay 27 cents boat, Whlch
works out at a little over $4 alongside Fort Wllham duty paid.

Mr. HeAps: Do you use that coal on the western line?

Mr. VavGgHAN: We use some American coal on the western lines for a
limited distance west of Fort William; we bring Alberta coal down to Winni-
peg and to one divisional point east of Wmmpeg

Mr. HowpeEN: What does it cost you? I suppose the Alberta coal costs a
little more?

Mr. VaugHAN: The Alberta coal comes from different seams. The average
cost of Alberta coal would be a little over $3 a ton.

Mr. HowpeN: Then you have the extra cost of haulage?

Mr. VaucHAN: Yes, we have the extra cost of haulage to Winnipeg, a
thousand miles for that coal.

Mr. KiNLEY: Do the Nova Scotia mines lay it down on your own lines?

Mr. VAUGHAN: Yes.

Mr. KiNLEY: You get the commercial haul on their other business besides?

Mr. VavecHaN: We do; we get a large commercial tonnage from the mines
in liova Scotia, whereas we would get very little from the mines in New Bruns-
wick-

The Actine CHAIRMAN: What is the difference in heat units between the
Nova Seotia coal and the Alberta coal?

Mr. VaucHAN: The heat units are about the same; but there are other dif-
ferences in the coal. For instance, the American coal we use from our own

\
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~ mines is of hard structure and handles very well. Therefore by the time it gets
“to the tender on the locomotive it is in very good condition. The Alberta coal,
" on the contrary, is almost slack when we get it; it is very fine when it comes
out of the mine.
Mr. BeausBier: Where does the Alberta coal come from, the Crows Nest?
Mr. VauGgHAN: No, we do not get any coal from the Crows Nest. These
mines are all on the C.P.R. line. We get some coal from the Brazea line and
from what we call the Coal Spur branch, just south of Edson.
Mr. Heaps: Do the C.P.R. use New Brunswick coal?

Mr. VaveHAN: I think the C.P.R. use about 25 per cent of the quantity
we do.

. Mr. RyaN: You think that coal is not giving you satisfaction?
Mr. VaucHAN: Yes, it is giving us satisfaction. We are not having any

particular trouble with it except it is of such a nature that it is not considered
suitable for service on fast passenger trains.

Mr. Ryan: How is this coal delivered to you?
Mr. VaucHAN: There is a big difference in the quality of the coal. <

Mr. Ryax: I do not mean the nature of the coal. I am referring to trans-
portation.

Mr. VavcHAN: Well, much of the coal we get from the mines in New
Brunswick is not produced on our own line, but is delivered to our line. They
pay freight via Canadian Pacific to our line.

Mr. Ryan: That should be taken into consideration.

Mr. VaucHAN: We cannot see any reason particularly why we should buy
coal on a competitor’s line when there is plenty available on our own line.

~ Mr. Ryan: The Canadian National Railways have to look at the province
of New Brunswick from the standpoint of the people who are living there to
help out.

Mr. VaucHAN: We are admitting that, but we have increased very much,
Mr. Ryan, and we have been increasing our purchases almost every “year up
to the present time. We are using that coal in as wide a territory as we can
economically.

Mr. Ryan: Is the freight rate on the coal shipped from Nova Scotia to
New Brunswick and Quebec considerably lower than the New Brunswick rate?

Mr. VAUGHAN: The coal we use in comparison with New Brunswick coal
is coal that comes from the McCann district which ‘is sold at the same price.

Mr. Ryan: I presume you have increased the amount used because of the
more or less agitation on the part of the coal miners in the province of New
Brunswick?

Mr. VaugHAN: We have a good many representations from them to increase
purchases. Remember, the provinee of New Brunswick imports three or four
hundred thousand tons of coal, and we have been wondering why they do not
use more of this coal in their own province.

Mr. Ryan: Because in 1934, if T have the figures correctly, Nova Scotia
received subventions from the Dominion government to the amount of $1,888 -
740; whereas Saint John received subventions of $8,609. With protection like
that Nova Scotia can ship this coal into the province of New Brunswick and
undersell New Brunswick in the matter of competition.

Hon. Mr. Howr: The subventions are exactly the same in both provinces,
so much a mile on coal hauled.

Mr. Ryan: The minister has a better know ledgc of this than I have.
They were not on the same basis in 1934. New Brunswick got $8,609 when it
should have received something like $84,000 if they were on the same basis.
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a year ago, 50 they are on exactly the same bas1s, proportlon of frelght rate

to destination.

Mr. Heaps: I should like to ask a question in regard to that. You can
get coal at $1.50 a ton at the mine mouth from your own mines in United
States and you pay probably two and a half times that. for the Nova Scotla
coal. Have you taken that into consideration?

Mr. Vavcaax: I think conditions have a lot to do with it. The seams in
the mines in United States as a rule are easier to work, thicker seams, and
the miner can produce more coal probably in a day than he can in these other
districts. In Nova Secotia, of course, they have a lot of water to contend with.

Mr. Heaprs: Not in all the mines, in some.

Mr. VaugHAN: In some.

Mr. Heaps: They have some mines in which coal is produced easily and
cheaply.

Mr. Vaveuan: Yes, they have. ' ’

Mr. Heaps: It is practlcally the same in these mines in the States‘?

Mr. VaucHAN: Practically the same.

Mr. Heaps: Then, that is not really the determining factor.

Mr. VaveaaN: What we are endeavouring to do is to buy our coal based
on quality, if we can. Many of the coal mines in Nova Scotia produce a poor
grade of coal.

Mr. Ryan: The only point I want to bring to your attention is this, and I
do it not in a spirit of eriticism at all. You refer to the fact that the Canadian
National Railways should not take advantage of the New Brunswick coal be-
cause the C.P.R. is there on a competitive line. I do not think you should take
that basis at all, because after all, my position is this: the Canadian National
Railway is a publicly owned railway.

Mr. VaugHAN: Mr. Ryan —

Mr.-Ryan: I just want to say this, any deficit that you incur is paid directly
by the taxpayers of the Dominion of Canada. They make it up, and it repre-
sents some $30,000,000 or $40,000,000 and having that in mind, New Brunswick
contributes also to the payment of the taxes. I do not thlnk when you go to
purchase coal you should consider yourself in the matter of competition with
the Canadian Pacific Railway.

Mr. VavcHAN: We are already buying the coal from five mines on the
Canadian Pacific and only from two on our own lines, so I think we are {rying
to be fair.

Mr. Ryan: I do not know where that takes place. Where is that.

Mr. VaucHAN: Two mines—

Mr. Ryan: You are speaking of outside of New Brunswick again.

Mr. Vaveuax: No, I am talking about New Brunswick. We buy coal from
five mines in the province of New Brunswick located exclusively on the C.P.R.
and from two mines in the province of New Brunswick on our own lines.

Mr. Ryan: I understood you to say the coal is delivered by the miners,
they pay the freight.

Mr. Vavcuan: That is quite true. Unfortunately that coal is prodiuced in
mines that are served exclusively by the Canadian Pacific Railway.

Mr. Ryanx: Of course, the geographic position does not apply.

Mr. VaucaAN: Do you think it is fair to ask us to use so much coal from
New Brunswick when some others should be doing their share.



Mr. Ryan: I do not think it is fair to ask you to do anything that is un-
reasonable. It is not altogether a question of economy. I think you ought to
“enlarge it a little bit and put your purchases on a little fairer basis so far as
your purchases in the province of New Brunswick are concerned.

Mr. VaucaAN: We are buying about 130,000 tons in the province of New
Brunswick. A few years ago we did not buy more than 20,000 or 30,000 tons.
We have been greatly increasing that tonnage. We think we have been treating
the mines of New Brunswick remarkably well. We cannot use a larger tonnage
in New Brunswick without costing us money.
~ Mr. Hears: Do you want them to buy coal in competition rather than
New Brunswick?

Mr. Ryan: That is a matter of poliecy for the railways to decide. That is
not a matter for me to decide.

Mr. Heaps: We do not buy on a competitive basis now. I think in other
years this matter has been threshed out thoroughly in this committee, and we
at one time thought if coal was bought on a competitive basis in the open market
that there would be an enormous saving to the railways.

Mr. KiNLey: By buying American coal.

Mr. Heaps: On a competitive basis.

Mr. KiNLEY: By buying American coal.

-Mr. Ryan: I hope you accept my views in the spirit in which they are
given.

Mr. VauveHAN: Yes, I would appreciate your position.

Mr. Ryan: The matter is brought to my attention time and time again,
and I have been urged to bring it to your attention.

Mr. VaveHAN: Quite so.

The Acting CHAIRMAN: Are there any other questions?

Mr. Viex: You have spoken, Mr. Vaughan, about mines owned by the
railway system? Where are they located?

Mr. VaveHAN: They are located in the state of Ohio, just across the river
from West Virginia.

Mr. Viex: These are the only mines you own?

Mr. Vavcaan: These are the only mines we own.

Mr. Viex: Are they being operated as a separate corporate entity?

Mr. Vavenan: They are operated by the Rail and River Coal Company,
the stock of which is entirely owned by us.

Mr. McLarex: Mr. Hanson asked a question yesterday in reference to
the increase in public improvements, maintenance of way account. This increase
was brought about by the fact that on January 1, 1936, we changed our method
of distribution. Prior to that date some of these expenses were distributed to
other primary accounts; but effective January 1, 1936, all the public improve-
ment maintenance expense was changed to this account. The only breakdown
I am able to give you at the moment is that these expenses for 1936 are divided
as follows: Atlantic region, $23,000; Central region, $84,000; Western region,
$45,000; United States lines, $83,000. This amount involves possibly two to
three thousand accounts. Another question was asked in regard to the method
of placing insurance. The company maintains a list of insurance brokers who
desire to bid for outside insurance. When insurance is required the brokers
handling this particular kind of risk are invited to submit. their offers, and we
invariably accept the lowest tender. :

Mr. Hears: Have you much outside insurance?

Mr. McLAren: Not very much.
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Mr. Heaps: You carry practlca.lly all yourself?

Mr. McLarex: There was an answer to that question yesterday, Hr Heaps =3

Mr. Heaps: It seemed to me to be rather contradicted. il

Mr. McLarex: We pay about $200,000 for outside insurance, if I remem-
ber rightly.

Mr. Heaps: Is it necessary, in view of the very healthy state of the
insurance fund to carry outside insurance?

‘Mr. McLagren: Well, I would answer that by saying it is considered good
policy to carry outside insurance on the property that we have insured with
outside underwriters.

Mr. Hears: When you have $11,000,000 in your own fund and you are
paying practically no premium in the fund for insurance I cannot understand
why you should pay $200,000 to outside firms.

Mr. McLAren: If T recollect rightly, the statement I gave you yesterday
covered mostly vessels, and not rail property.

Mr. Hu~nGErFoRD: It was felt that in eonnection with large risks it is wise
to place it outside. Let me give you an example. Some years ago the Prince
David went on a reef near Bermuda and the underwriters were required to pay
upwards of $1,000,000 for that single accident. We do not want to endanger
our fund with these large concentrated risks.

Mr. Heaps: You have not as many vessels now, Mr. Hungerford.

Mr. Huncerrorp: You could not afford to lose very many without wrecking
the fund.

Mr. KiNLey: Do you insure all your marine risks outside?

Mr. Hu~cerrorDp: Mostly, for the railway. 4
Mr. VaueHAN: I think it is only the more hazardous risks that are insured
outside. :

Mr. Hungerrorp: Practically all the railway company vessels are outside?

Mr. Vaveuan: Take a boat on the Alaska route where there are narrow
channels all the way and the trip is a very hazardous one.

Mr. KiNnLey: You pay a bigger premium.

Mr. VavgaaN: It is on a competitive basis, of course.

Mr. Ryan: Before we leave this question I would like to say in answer to
Mr. Heaps, and I want to make myself clear in this respect, that I think so
far as the policy of the railways is concerned in purchasing coal in the respective
districts, .they are to be commended for that policy, and it is well if they
will be able to continue their policy to buy their coal from the coal mines in those
districts so that they will encourage the industries there. I commend the
railway for its policy in that respeet. -

The Acring CHAIRMAN: Are there any other questions?

Mr. McLareN: Yes. Mr. Walsh asked a question yesterday in regard to
the decrease in amortization of discount. In answer I would say that in the
1935 accounts we charged to income $258,000, covering a portion of premium
and discount on bonds which were called and paid off. In 1936 we decided that
such premium and discount was more correctly chargeable to profit and loss,
and we changed our accounting accordingly. I was also asked.by Mr. Walsh to
submit a statement of profit and loss account restated to the basis of the pro-
posed legislation.

The Acting CuAlRMAN: We have this in statistical form.

Hon. Mr. Stewart: I think that was given some time ago in the committee
when we were considering the recapitalization bill. I remember asking that a
statement be given of the ﬁoulm for the last year on the basis of the recapitaliza-
tion. Is this something different?
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Mr. McLarex: No. This deals with the figures as disclosed in the 1936
accounts; the statement we prepared before was on the basis of the 1935 account.

Hon. Mr. StewarT: Yes, because the 1936 accounts were not ready; but this
is the same kind of statement, merely being the figures for 1936 instead of 1935.

The Acting CHAIRMAN: I was going to suggest that we put this statement
in in tabulated form to complete the record. Would you like to have it read, Mr.
Stewart?

Hon. Mr. Stewart: I think so, if it is not too long.

Mr. McLAReN: (Reads):

PROFIT AND LOSS STATEMENT

Re-sTATED ON THE Basts or Prorosep Lecisuarion—Binn 12

Year 1936
$ ets.
CREDITS—— : i
Credits from Retired Road and Equipment.......c....c it i iiiiiianes 292,351 25
U e P R S e R T A (TR S LS S 18 W e K e 47,491 01
L bt e M I R WS e e M e o AR PR el S e e B T 291,047 91
s S T O g e e r e A R g AT SRR o0 g R S 360,890 17
Deprrs— _
Surplus appropriated for Investment in Physical Property.......................... 707 34
Miscellaneous appropriations of SUFPlUS. ... ..o viuin . iiiiliviin vt 61,831 81
Pelits for retirediRoad-a8d - BOUIPIHent. | 0 ol m it i s St b e e s e e s 5,952,442 36
LTEE A P R g U e e e e ST ol s Al i USSR (G s A e, SO I 7,114,390 53
AT i S e R e S e R ) 13,045,708 42
ROt PEORE s R Lo s RO o e O i e L L 12,684,818 25
N ot dIntihe DR By ot D IO WA e g T TR Sl rr - Tars By s Sl 0 43,197,346 04
SeitermiNel MBRR = a - - o T M el S o WS e S 55,882,164 29
Deduct: Contributions for deficits frem Dominion Government—

QUanadign National Rallways ! ) v drieaidn s ey S 37,449,321 57

Eastern Lines : 5,550,632 36

P.E.I. Car Ferry and Terminals. ... 303,439 89
43,303,393 82

Change in Proprietor’s Equity, representing Capital losses and other charges not
contributed by the Dominion Government incesh............................... 12,578,770 47

DOMINION GOVERNMENT—PROPRIETOR'S EQUITY

Balance at Balance at
- January 1, Change during the year December 31,
1936 1936
$ cts. $ cts.
Can. Nat. Ry. Co. Capital Stock.....| 18,000,000 00 |...50...00oieiuniinoiniinesn.. 18,000, 000 00
C.N. Sec. Trust Capital Stock........| 282,616,208 35 | Capital Losses.$ 5,957,676 52
Other Losses.. 6,621,093 95 270,037,437 88
Dominion Government Expenditures
for C.G. Rys. Capital............ 388,290,294 40 30 88 388,290,263 52
Total, as per Balance Sheet........ .. .| 688,906,502 75 $12,578,801 35 676,327,701 40

Hon. Mr. Stewart: Mr. Chairman, I am sorry I was not here yesterday.
In the statement for 1936 the system’s net loss on page 10 of this report is
shown as $92,000,000 odd; in the statement of the prior year, 1935, it is shown
as $115,000,000 odd. Now, the amount written off for debits for retired road
equipment in the year that has just closed, 1936, is $5,952,000 odd. The amount




written off as already referred to in the prior year was $29,000,000 odd, and
the reasons for that have been given. That very largely I think, Mr. Chairman,
accounts for the difference in the statement between the $92,000,000 in the
profit and loss statement of last year and the $115,000,000 odd in the statement
of the previous year. So that if you make that difference the result of the
year’s c%peration is comparative on the same basis—about the same, is not that
correct : G

Mr. McLareN: Obsolete equipment was $25,000,000 in 1935. On the same
comparative basis for last year the result would be $90,000,000 as compared
with $92,000,000. '

Hon. Mr. StewarT: Yes, but just that one item. On page 10 of the state-
ment for 1936 the comparative item is $5,000,000 as against $29,000,000 odd.
That makes a difference of $24,000,000 odd.

Mr. McLaren: About $23,000,000.

Hon. Mr. StewArT: In that one item alone, as I see it, there is $24,000,000
of a difference, and the explanation given as to why it was $29,000,000 in the
prior year was that a lot of equipment which, while having a service value, had
become obsolete and was written off, the result being to show, apparently, a
much worse result of the operations in the year 1935 than in the year 1936,
showing as I have said, the total system’s net loss of $115,000,000 in that
~former year as against $92,000,000 in the last year. -

Mr. McLarenN: But you were speaking' originally of the $115,000,000
compared with the $92,000,000, and the difference between the amount you
referred to $5,900,000 and $29,100,000 is about $23,000,000. Taking that off
the $115,000,000 would make about the same result.

Hon. Mr. StewarT: That is what I am saying; that the net result, carried
through on the same basis, would make the two practically the same.

Mr. ArmstroNG: That is hardly correct.

Hon. Mr. Stewart: I would be glad to have it cleared up, because that is
the way it looks to me.

Mr. ArmsTrONG: As I understand your point, it is that last year we had a
system net- loss of $115,000,000 and this year $92,000,000; in other words, a
betterment of $23,000,000.

Hon. Mr. StewarT: Apparently; and that is something we would rejoice in.

Mr. ArmstroNG: In equipment retirement we had a betterment of $23,-
000,000, therefore, one cancels the other. In other words, if you take out of
these figures the equipment retirements you have no better result this year
than last year. Is that what you mean?

Hon. Mr. StewArT: It is practically the same.

Mr. ArmsTRONG: As I understand it, you say that the operating result is
not better.

Hon. Mr. Howg: The charge for net operating to offset that, Mr. Stewart,
last year, was $6,500,000; the charge to operating for equipment retirement
the year before was, I think, $5,700,000. The operating results are roughly
$900,000 better, and the saving in refinancing is better.

Hon. Mr. Stewarr: That is a different point.

Hon Mr. Howe: They are both savings to the taxpayer.

Hon. Mr. StEwarT: Probably so.

Mr. Heaps: I asked a question yesterday in regard to costs of these
refrigerator cars that were produced at Transcona and those that were bought
from private contractors: I think you said you would get the figures for me.

L
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Mr. ABMSTRONG' We could not get those ﬁgures in time; but if it is con-
vement to you we will endeavour to supply them for the record. We could not
get them yesterday.

Mr. KiNLeEy: I submitted a question yesterd!ay

The ActiNg CHAIRMAN: What was that?

Mr. KiNtey: It was in regard to the purchase of ties.

The ActiNe CHAIRMAN: What was the questlon you asked yesterday?

- Mr. KiNLey: My question was: what price was paid for ties m my riding,
‘and from whom were they bought.

Mr. VaveHAN: I would prefer to give the information to Mr. Kinley
privately. It is not that there is anything confidential about it, but I doubt
whether it is wise—pardon me for saying so—to give the full particulars of all
our contracts. I would be very glad to give Mr. Kinley that information.

Mr. KiNcey: I quite agree that it is not wise to make public the details
of the contracts, but, as a matter of fact, I wrote for them and I was refused
them. I would rather have them privately. I can quite see why you would
not like to give them before the contracts were let, but I do not see any reason
why they should not be given after the contracts are awarded.

Mr. VaugHAN: I have no recollection of the details being asked for.

Mr. KinLey: I have a letter here which I will show you. I showed it to the
committee yesterday.

Mr. VavcuAN: I think we can dispose of this question all right.

The Acring CHAIRMAN: That concludes that section of the report. Now,
we have the report of the Merchant Marine. Mr. Armstrong, would you just
read that general statement on pages 4 and 5 concerning the Canadian Govern-
ment Merchant Marine.

. Mr. ArmsTRONG: (Reads):—
: MoxtreEAL, March 10, 1937.
Ture Hoxourasre C. D. Howg, M.P.,
Minister of Transport,
Ottawa.
Sir,

On behalf of the Directors I beg to submit the last annual report of the
Canadian Government Merchant Marine, Limited, this covering the year
ended December:31st, 1936.

The comparative operating results were as under: —

3 1936 1935 Decrease

GTOBSE TEVENUES. s\ < s iy olh donatbvssas $2,216,441 54 $2,764,549 09 $ 548,107 55
Operating expenses...........vi... 1,912,936 41 2,452,726 83 539,790 42
ODETRYIDE - DPOTTh o o il aywoats v & 7o+ $ 303,505 13 $ 311,822 26 $ 8,317 13

There were only 17 completed voyages to Australia and/or New
Zealand as against 24 in 1935, due to the sale of the fleet as referred to
later in this report, and therefore the decreases shown above must be
reviewed with this in mind. The operating ratio in 1936 was 86-30 com-
pared with 88-72 in 1935.

Under authority of Order in Council approved April 27th, 1936 an
agreement was executed for the sale of the remaining ten vessels of the
fleet. The new Company which will continue the services formerly operated
by the Canadian Government Merchant Marine is known as the Montreal
Australia New Zealand Line, Limited. Nine vessels were turned over to
the new Company as each of them arrived in Montreal after the date of
the agreement, June 8th, 1936, and had discharged cargo. The tenth vessel,
“ Canadian Planter ”, was in collision with the “ City of Auckland” on




STANDING COMMITTEE :
May 3rd, 1936 and had to be withdrawn from the sale to the M.AN.Z.
Line and was later sold at sheriff’s sale. : : o

The Affairs of the Canadian Government Merchant Marine have now :.

been liquidated, except for some small transactions which will be closed
during the current year. In winding up the affairs of the Company
adequate provision has been made for pensions to those entitled thereto
under the Pension Rules and Regulations and for dismissal compensation
to those not absorbed by the new Company or entitled to pension. The
Directors wish to place on record their appreciation of the loyal service
rendered by the officers and employees to the Company, the existence of
which must now be considered as closed. i

S. J. HUNGERFORD,
President.

Mr. Kinvey: 1 am interested in that statement: “In winding up the affairs
of the company adequate provision has been made for pensions to those entitled
thereto under the pension rules and regulations and for dismissal compensation
to those not absorbed by the new company or entitled to pension.”

I think I said yesterday that under the railway set-up certain men were
retired and were unable to fulfil the pension conditions because of the depres-
sion which caused them to be laid off. It did oceur to me that some provision
should be made whereby a man who reached the retiring age and had not
fulfilled his time because of bad years should be given special consideration to
continue on until he has qualified for his pension. Now, those men were on
call, but continuous time has been defined to mean operating duty and not
standing-by duty. In connection with the Canadian Merchant Marine, I had
occasion to look into this matter, because when the boats were sold certain
captains were within a few months or a year or so of being eligible for pension,
and had it not been for the fact that they were laid off between ships would
have qualified. This indicates that some regulation has been adopted to look
after them, and 1T wonder if we can be given any further information.

Mr. VavcHAN: The arrangement was made when those boats were sold
that anyone who qualified under the pension rules would be given a pension
even though they had not reached the age of sixty-five, which is the retiring
age. If they had entered the service before fifty years they would be given a
retiring allowance under the pension rules based on service, and those who did
not qualify under the pension scheme would be given what is called a dismissal
allowance which, I think, was equivalent to two weeks salary for each year’s
service with a maximum of six months.

Mr. KiNLEy: Suppose they had twelve years. That would be two weeks
for each year. They could get up to 50 per cent then. You said there was a
maximum of six months.

Mr. VaugHAN: That was the maximum they could get—50 per cent of one
year’s salary.

Mr. KINLEY: 50 per cent of one year’s salary for dismissal allowance?

Mr. VaueHAN: Yes.
Mr. KinLey: That means they would get six months pay.

Mr. VauGgHAN: Yes.

Mr. KinLey: It is not very good treatment for a man who has been in the
service for some years and is kicked out because his boat is sold.

Mr. Vaveuan: Well, it was thought to be fairly generous at that time. Of
course, none of these men have been in the service very long, because the Cana-
dian Merchant Marine, after all, has not been running very many years.
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 Mr. Ryan: I think everything was done to maintain employment when
these boats were sold.

Mr. VaueHAN: We got the new company to take over as many men as they
- could, and they did take over a lot of men.

Mr. KinLEy: You must realize that when a shipmaster loses his ship he
must go to the foot of the line on another ship; they are not going to put their
men out to put him in; he is practically out of a job for good because promotlon
and service are always taken into consideration by every company.

Mr. VaueHAN: I know he is placed in a difficult position.

Mr. KinLey: He is placed in a very difficult position.

Hon. Mr. StEwART: The new company took over the same ships.

Mr. Ryan: The railway should be commended for trying to keep the men
employed.

Mr. KiNLey: They did not keep them on.

Mr. Ryan: Yes they did—quite a few of them.

Mr. VaveaN: They took over a lot of them.
~ . Mr. KiNLEY: Just a few.

The Acting CHAIRMAN: Shall we pass from the general statement to the
balance sheet?

Mr. KinLeY: You sold a ship for a certain amount of money, and she
appeared in your statement at a certain amount of money when you sold her;
how did you look after the shrink?

Mr. McLareN: The amount of money received from the sale of the ship
was paid over to the government and they returned the notes we had given for
the original cost of the ship, and that enabled us to write the original cost out
of our investment account and out of our liability account.

Mr. KiNteEy: It did not affect operating and depreciation.

Mr. McLAren: No. Depreciation was cancelled and so was the interest.

Mr. Hears: Have you the interest eharges here so we can see the actual
picture?

Mr. ArMsTRONG: You will find that on page 9.

The Acring CHAIRMAN: We will come to page 9 in due course. Is there
. anything further you desire to ask in connection with the balance sheet itself?

Mr. HEaps: 1 am trying to get a real picture of the situation as regards the
year’s operation. I notiece on page 9 that interest due is $558,068.76, and that
would, of course, have to be offset against the operating cost?

Mr. McLareN: It was transferred to profit and loss. On page 7 you will
find in the liabilities the item Interest Accrued Unpaid $8,426,637.44. N

Mr. KiNLEY: I see in the liabilities the item “Three Directors’ Shares $100.”
I notice you have three directors who are interlocked. Do they get pay from
each company?

Mr. McLAREN: No.

Mr. Kinuey: They receive no pay from the Canadian Government Merchant
Marine; they get it all from the parent company.

Mr. McLAREN: Yes.

Mr. Kinvey: That is true of all three, is it?

Mr. McLaren: No directors’ fees are paid.

Mr. KinLey: Either by this company or by the West Indies Company?
Mr. McLagex: No.

35095—2



‘ &TANMG cmtmm , 3,
The AcTing CHAIRMAN: Are there any further qnestmns mth regardtt(rphgesA

6 and 7? If not we will pass then to the proﬁt and loss account and income

account on pages 8 and 9. Are there any questions in that regard?

Mr. Kincey: With regard to his boat, Canadian Planter, that was lost, T
notice that in the first part you say, “The tenth vessel, Canadmn Planter, was in
collision with the City of Auckland on May 3, 1936 and had to be withdrawn from
the sale to the M.A.N.Z. Line as was later sold at sherif’s sale.” Did you fix the
liability for that and settle who was liable for the collision? Have you fixed the
responsibility ?

Mr. Hu~neerrorp: That whole matter was settled by agreement. There were
suits and cross-suits, and there was considerable complication in connection with
it. However, it was finally settled by joint agreement.

Mr. KinLey: Was the crew of the Canadian Planter exonerated?

Hon. Mr. StewArT: There was no trial.

Mr. KiNnLEY: It is very important to know whether the crew was exonerated.

Mr. Hungerrorp: The investigating board placed a certain measure of blame
upon both ships, and the matter became exceedingly complicated because the
vessel was towed into American waters and dealt with in American ports. Taken
altogether it resulted in a very bad legal tangle.

Mr. Kinuey: Did both ships have a pilot on board?

Mr. Hungerrorp: I understand so.

;\/Ir. KinLey: And was not the pilot held responsible for the aceident in each
case?

Mr. Hu~cerrorp: Well, apparently not.

: (I{ion. Mr. Howe: The captain is always responsible even though a pilot is on
oard.

Myr. KiNnLeEy: That is what T want to know. In this case it is not fair to the
crew of the Canadian ship if the responsibility is not fixed. A ecaptain can make
only two mistakes—in fact, he can make only one; and if he comes out of the
incident with a cloud over him how is he going to get a job?

Mr. HungerrForp: Both ships were held responsible. The suits were insti-
tuted on behalf of the shippers of the cargo, and there were cross-suits.

Mr. KinLEy: Both ships, I suppose, were insured, and you were not thinking
about the matter.

Mr. VauveHAN: Yes, they were both insured.

Mr. KinLey: Did the insurance company file suit against the other ship?

Mr. VaveHaN: There were threatened suits and the matter was settled really
between the lawyers of the various companies.

Mr. KiNLEY: Between the lawyers of the insurance companies?

Mr. VaugHAN: Yes. In our case our boat was insured in our own fund.

Mr. KinLey: You did not make any loss, did you?

Mr. VaveHAN: We made some loss, but were insured.

Mr. KinLey: For how much was the ship insured, may I ask?

Mr. VaveHAN: I do not remember. Anyway, most of the loss in that con-
nection would be charged up against the Canadian Government Merchant Marine
insurance fund.

Mr. Kincey: She would be insured for a lot more than you sold some of them
for. She was well sold, eh?

Mr. BorawerL: 1 dnect your attention to page 8. I was wondering if that
item $41,000,000 odd represents the cost to the Canadian government of operating
the Canadian Government Merchant Marine?



- Mr M@Lmn No, it does not. The original cost of the boats was $79,661 -
921. There was recovered by sales and insurance $5,412,986, leaving a loss in
capital account of $74,248935. Loss in operating account was $809908620
making a total loss of $82,348,021.

‘Mr. BoraweLL: That is the total net cost to the government over the period
of vears of operating this service.

Mr. McLaren: Well, that is exclusive of interest charges for the period.
Mr. BeauBien: And the deficits on the operations.

Mr. McLAREN: The deficit on operation is $8,000,000.

Mr. BoraweLL: It was a good business to get out of.

Mr. Kintey: I do not know about that. We kept them whlle they lost
money, and when they began to pay we got clear of them. I presume if you put
them in your statement and valued them at the price you sold them at they
would not be a very profitable business. -

Hon. Mr. Howe: The trouble was they were Orettmg to the point where we
had to replace them.

Mr. KiNLey: That is a matter of opinion. Other people buy them and run
them.

Hon. Mr. Howe: No, they are practically all serapped to-day.

Mr. KiNLEY: Some of them are.

Mr. BoraweLL: There are no other credits to that statement, are there?
Mr. McLaren: No.

Mr. Viex: Is there a statement published somewhere showing the exact
picture of what the Canadian National shipping has cost us?

Mr. SmART: In the report of the Department of Railways and Canals.
Mr. Vien: In the report of the Department of Railways and Canals?
Mr. SmarT: Yes. ‘

Mr. Vien: Would it give accrued interest and everything?

Mr. Smart: It gives you the whole cost.

Mr. Vien: Everything included. What statement were you reading from,
Mr. McLaren?

Mr. McLarex: The statement we had prepared from our accounts.
Mr. Vien: Is it available for distribution?

Mr. McLAReN: Yes.

Mr, VavegHan: I think we will find it.

Mr. McLaren: I have read it.

Mr. Vien: That is all right.

The Acting CHarrmAN: If these are all the questions in regard to that we
will pass on to the next statement, West Indies service.

Mr. ArMSTRONG: (Reads)
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CANADIAN NATIONAL (WEST INDIES) STEAMSHIPS, =
~ LIMITED . SEE

ANNUAL REPORT <
MonTrEAL, QUE., March 10th, 1937.

The Honourable C. D. Howe, M.P,
Minister of Transport,
Ottawa, Ont.

: Sir,—On behalf of the Directors, I beg to submit herewith the Annual
Report of the Canadian National (West Indies) Steamships, Limited, for
the year ended December 31, 1936. 1t is a pleasure to report that for
the first time since the formation of the Company the services have earned
a surplus after meeting the interest on the bonds in the hands of the
public. The comparative operating results are as follows:

1936 1935 Increase Percent
Gross revenues.. .. .. .. .. $4,322,592 65 $3,816,245 75 $506.346 90 13-27
Operating expenses.. .. .. .. 3,765,194 10 3,616,214 92 148,979 18 4-12
Operating profit. .. .. =.” ..74. $557,398 55 $200,030 83 $357,367 72

After payment of bond interest there is an income surplus of $87,398.55
to be paid over to the Government, compared with an income deficit of
$269,969.17 which had to be provided by the Government in 1935.

Operating revenues increased $506,346. The number of completed
voyages was 128 two less than in the preceding year. _Freight revenue
increased $349,606 reflecting better cargoes both import and export. The
number of stems of bananas carried in 1984 by the vessels in the Eastern
Service was 65,422. This was increased to 235,885 in 1935 and to 385,140
in 1936. The vessels in the Western Service (Jamaica) carried 1,857,091
stems in 1936, an increase of 71,804 over 1935.

Due to exceptional demands for cargo space for Australia and New
Zealand the “ Cornwallis ” made a special voyage sailing from Montreal
in November 1935, from which a net revenue of $21,894 was secured.

Passenger travel was exceptionally good, all vessels being fully booked
the greater part of the year. Passenger revenues increased $131,900.

Operating expenses increased $148979 or 4-12 per cent as compared
with an increase of 13-27 per cent in revenue. The increased expense
was occasioned. principally by the handling expense of the additional
tonnage. ‘

The ‘vessels of the fleet were operated during the year without serious
casualty and have been maintained to a very high standard. The self
insurance fund now stands at $1,375,317, an increase of $150,380 during
1936.

The Directors take this opportunity of expressing their appreciation of
the loyal and efficient service rendered by the Company’s officers and

employees, both ashore and afloat.
S. J. HUNGERFORD,
President.

Mr. KiNnLey: Mr. Chairman, I understand that this year the bookings on
these boats were very large, and accommodation was hard to obtain. Was
that so? ¢
Mr. VaveHaN: That is quite so. In certain months of the year we have
had great difficulty in providing sufficient accommodation to meet the demand.

Mr. Kintey: I know a lot of people in the West Indies and Bermuda find
it almost impossible to get back on these boats, and even Jamaica. People
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must take advantage of these cruise liners, which is a very nice way to go
back. It is a question of whether it would be possible for the sake of continuity
of business to increase the service at certain months of the year.

Hon. Mr. Howe: I might say the service really needs two more boats; but
there again we come up against the lack of funds. We do not feel that the
position is such that we can ask for the money this year.

Mr. KiNnLey: And the boats should be about two or three knots faster.
The boats are beautiful boats and very comfortable, but they are too slow.

Hon. Mr. Howe: They are ideal boats for that service, I believe.

Mr. BoraweLL: How many boats are there?

Mr. VaueuAN: Just five Lady boats, eleven in the service altogether.
There are five Lady boats and two are what are known as “vagabond cruisers.”
I may say that we have asked for authority to provide more accommodation
on the Lady boats.

Mr. KinLey: You have provided for that.

Mr. VauveHAN: We have provided for 32 additional passengers. We
propose to turn sixteen second-class rooms into first-class room.

Mr. KinLEy: There is a lot of room in some of these boats that seems to
be wasted. They have very big staterooms. The western run is the best run
is it not?

Mr. VaueHAN: The eastern run is the most profitable.

Mr. KinLey: The one to Trinidad? '

Mr. VavcHAN: Yes.

Mr. Kinuey: I thought the one to Jamaica carried the most passengers
but the other one carried the most freight—the Nassau and Jamaica carries the
most passengers.

Mr. VaucaAN: The net result is here. The net result of the eastern service
was $267,000; the western service, $63,000.

Mr. KinLey: That is due to the freight. The passenger service is heavy
-on the other run, I believe.

The Acting CHAIRMAN: Are there any further questions on the steamships?

Mr. KiNLey: There is this about it. I notice the directorate is an inter-
locking one between the three companies. I can quite see we could have one
interlocking directorate, which would be a good idea as between the railroads
and the boats, which are two persons in law. But when one man directs the two
operations there might be a question of freight rates and the division of propor-
tioning the freight to the boat and to the railways. It might be wise to have
one directorate for each of these companies with an independent mind, not the
mind of the railroad. I do not think the primary mind of the railroad should
dominate the whole situation. In these directorates you have all the men who
are directors of the railroad, have we not, interlocking?

Mr. Huncerrorp: Correct.

Mr. Kinvey: I just put that out as a suggestion.

The Acrine CrHAIRMAN: If there are no further questions to ask about that
section, we shall pass on to the next page, profit and loss account. This seems
to be the first cash surplus we have ever had paid to the government in this
regard. It is very satisfactory to note this great improvement. Are there
any questions?

Mr. Ryan: What page?

The Actine CHAIRMAN: Page 16.

Mr. Vien: Carried.

The Acrine CaHAIRMAN: No comment on that. We now come to income
account on page 17. :

Mr. Ryan: In connection with this income account I should like to ask
where the purchases are made for these steamships.
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Mr. VaveHAN: It depends where the supplies are required. The supplies
needed are mostly in the way of foodstuffs and they are bought mostly in
Canada. The oil is bought from the West Indies where it can be purchased
to advantage. These boats are all oil burners. The boats on the eastern trip
take oil at Trinidad and on the western trip at Jamaica. "

Mr. Ryax: When you spoke about foodstuffs you said they were purchased
in Canada. Where in Canada?

Mr. VaucaaN: Very largely in Halifax or Saint John.

Mr. Ryan: Is there anything at all purchased in Saint John?

Mr. VavucaaN: Not as much as at Halifax.

Mr. Ryax: Is there anything at all purchased there?

Mr. VaucuaN: A little, not very much.

Mr. KinLey: There is not much bought in Halifax.

Mr. VaucHAN: Yes, there is, quite a lot. Halifax is really the terminus
of the boats and they have not got sufficient time in Saint John for one thing to
provide them with very much.

Mr. Ryan: They stay there a day.

Mr. VaucHAN: Yes.

Mr. Ryan: Do you not think you should divide the purchases up a
little bit?

Mr. Vavguan: We have gone into that carefully, and in fact we did not
long ago, to see if we could not buy more in the city of Saint John. We are
looking into it now. I do not know just how it is going to pan out. It is done
from the standpoint of what is the most economical thing for the boats. :

Mr. Ryan: I should like to call your attention to this fact. My under-
standing of the situation is that so far as Saint John is concerned no purchases
are made there at all. i

Mr. VaveHAN: I am quite willing to admit at the present time very little
is bought there for these boats.

Mr. Ryan: In addition to that T am told by the merchants there that the
laundrymen are not even allowed on the boat to take'a shirt or collar from any
of the employees. If they go down to take their laundry off and it can be done
in a day, they are not allowed to go on the boat at all. I do not think that is
a fair proposition. Have you heard any protests in that regard?

Mr. Vauveuan: We have not heard anything about it. However, that
question of buying at Saint John is receiving our attention, anyhow.

Mr. Ryan: I appreciate that very much. I hope that some benefit will

accrue to Saint John from it. I should like to take up another matter, and that
is in regard to the laundry being done at Saint John. I am told that if a
laundryman goes down to the boat he is not allowed to go on the boat to get the
laundry. I wish you would take that up as well.

Mr. VaugHaN: We will take note of that.

Mr. BoraweLL: | have one question I should like to ask in regard to the
profit and loss account. The profit and loss account shows a deficit as at 31st
December, 1935, of $8,687,238.67, and the annual report states that you made
a profit and paid interest on the bonds to the publie, and yet the statement shows
a deficit of $9,000,000 apparently at the end of December, 1936. You might
explain that. I do not understand it just at the moment.

Mr. McLarex: The $8,000,000 you speak of is the deficit at December,
1935, from which is deducted the cash deficit which was paid as a contribution,
reducing the amount to $8,417,269.50. Then we bring forward the book deficit
from the year’s operations of $574,212.58, and deduct the cash surplus that is
to be paid back to the government—

Mr. BoraweLL: Where did you get that loss of $574,212.58?

Mr. McLaren: On page 17, Mr. Bothwell. The operating profit is $87,000,
and you have to deduct the interest due the government, depreciation on vessels,
which makes a net deficit of $574,212.58 for the year.

Mr. BoruweLL: I get it now. You are taking into account depreciation on
vessels and interest due to the government.
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Mr. Mclmm Yes.

Mr. BoraweLL: So that your operating profit through the year was evened
up by that much as well.

Mr. McLAREN: Yes.

Mr. VavcHAN: I should like to point out that before this service was under-
taken by this company the government paid a private company $340,000 per
annum as a subsidy to carry on this service.

Mr. BoraweLL: For mail service, something of that kind.

Mr. VaueHaN: Just for the general service, mail and otherwise to the
eastern islands.

Mr. KinLEy: How much subs1dy do you get from the West Indies now?

Mr. VavcHAN: It is in this book, I think.

Mr. ArmsTrONG: $223,000.

Mr. KiNLeEy: $223, 000?

Mr. VaveHaN: That is from the various 1slands

Mr. KinLey: What about the selection of the crews? What is your policy
with regard to selecting crews for these boats?

Mr. VauvcaAN: Of course, we give preference to Canadians first. In all
cases a very large proportion are Canadians. When we come down to the actual
crews, stewards, and so on, we try to make a fair division as between Canadians
and West Indians.-

Mr. KiNLEY: You have an agreement with the eastern lines in regard to that?

Mr. VaucHAN: A tentative agreement, yes.

Mr. KinLEY: You always prefer Canadians; that is the first consideration.

Mr. Vaveuan: Yes, it is.

Mr. KiNLEY: Does he have any privilege over the British sailor?

Mr. VaveHan: Well, he would only have a privilege in this way: if we had
two men apply for a position, one a Canadian and one an old countryman, we
would give preference to the Canadian if he were competent.

Mr. KinLEy: Have you not seen an advertisement very lately in which the
first provision was an extra master’s certificate. That is a British certificate,
and it puts the Canadian out.

Mr. VaucaAN: We have plenty of Canadians who are masters on our boats
and who have Britishers working under them who have certificates that are far
superior to the Canadian certificates.

Mr. Kinvey: The advertisement I have in mind was one that asked for an
extra master’s certificate, which is issued in England, and which puts the Can-
adian out at the beginning.

Mr. VaugHAN: I do not think we advertised.

Mr. KiNnLey: I saw it the other day from the Marine Department.

Mr. Vavenan: It was not from the Canadian National Steamships. May I
make a correction in regard to an answer I gave you a while ago in regard to
which service was the more profitable, the eastern or the western service. In
gross earnings we show more on the eastern service, but in net earnings we show
a little more on the western service. Net earnings on the eastern service were
$334,000; on the western service, $349,000, although the gross earnings on the
eastern service were $1,700,000 and on the western service, $1,100,000.

Mr. KinLey: On the western service you carry passengers, and on the eastern
service you handle freight.

Mr. VaveHan: We get a profitable banana business from the western service.

Mr. Ryan: There is another matter to which I should like to direct a ques-
tion and that is in regard to the sheds on the eastern side of the harbour of
Saint John. Has there been any agitation to have them renovated?

Mr. VaucuAN: The question has not come up to us, Mr. Ryan, but I
understand the United Fruit Company has had the matter up.

Mr. Ryan: I want to take it up with the minister and I should like to have
your maoral support.

: Hon Mr. Howe: It seems to me I heard something about it.
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Hon. Mr. Stewart: That is not the kind of support you want. -I would like
to ask a question, and the minister can probably answer it. I should know it
myself? When does the trade agreement between Canada and the West Indies
expire

Hon. Mr. Howe: Next year, I believe.

Hon. Mr. Stewarr: Next year. I believe it is under that agreement that
these services were established or in connection with it?

Hon. Mr. Howe: Yes. The services were established to 1mp1ement the agree-
ment.

Hon. Mr. Stewart: The agreement expires next year‘7

Hon. Mr. Hows: Yes, unless renewed.

Hon. Mr. StewarT: I hope we will be able to renew it.

Mr. KiNnLEY: I am not so sure of that.

Hon. Mr. Stewarrt: It looks pretty good.

Mr. KinLey: I would not like to see it renewed if it was at the exclusion of
everybody else. I would sooner see some trade with Cuba.

The Acting CHAIRMAN: We shall pass now to pages 18 and 19, which contain
some statistical information. Are there any questions in regard to that, if not we
shall pass over to this last page, which merely gives information in regard to the
fleet. Are there any questions in regard to that? That completes the report,
then. What shall we deal with next.

Hon. Mr. Howe: We will take up bill 73, Mr. Chairman, if there is no
objection. 4

The Actineg CHalRMAN: We have copies of the budget prepared and we
shall distribute them. We shall pass now to the budget. I think it would meet
with the approval of the committee if we read the first page.

Hon. Mr. Stewart: Yes, I think that is the best way to make progress.

Mr. ARMSTRONG: (reads)

CANADIAN NATIONAL RAILWAYS

CANADIAN NATIONAL RAILWAYS AND CANADIAN NATIONAL STEAMSHIPS
BUDGET FOR YEAR 1937

SUMMARY
: Reference
(Canadian National Railways—All-Inclusive System Page Amount Total
Net Income Deficit
Canadian National Railways, excluding Eastern Lines.. .. 2 $29.706,000
Eastern Lines, excluding P.E.I. Car Ferry and Terminals 2 5,027,000
Prince Edward Island Car Ferry and Terminals.. o 2 267,000 $35,000,000

Capital Expenditures

Additions and Betterments, less Retirements.. .. .. .. .. 3 3.900,000

Aequisition of Bdeurities i in - (e 3 561,000

New Equipment-Purchasges: i i v L ilm i ini ars sl Tl s i 4 19,396,700

23.857,700

Less Available from Working Capital.. .. .. .o oo o0 o0 250,000

23,607,700

Retirement of Capital Obligations, including Smkmg Fund

and Equipment Principal Pa\ments #d 5 7,114,000 $30,721,700
Total Budget. $65,721,700

Note:—Net income Deficit of $'35 000 000 includes $l 398 900
for contribution to deficit of T.C.R. and P.E.I. Provi-
dent Fund, and $100,000 for contribution to Grand
Trunk Railway of (Clanada Superannuation and Provi-
dent Fund Association.

In event of equipment trust being issued for the pur-

chase of new equipment, it will only be necessary to

provide approximately 25 per cent of the total amount

of $19.396,700 through the financing Act of 1937.
Statutory Anthorizations

Senneterre-Rouyn Branch Line, authorized under Chapter 26.
Year 1930, 0 aaiai i necr 2aedes it R W R A 4 $ 3,900,000
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The Acting CHarMAN: I think we shall stop at that point and discuss it.
Are there any questions in connection with it?

Mr. BoraweLL: What was our budget last year?

Hon. Mr. Howr: Last yvear we budgetted for $39,900,000.

Mr. ArMsTroNG: $49,859,000. was the total.

Hon. Mr. Howe: The equipment purchase account accounted for the
increase.

Hon. Mr. StewarT: Mr. Minister, is this the amount it is proposed to ask
parliament for?

Hon. Mr. Howe: Yes, for capital and for deficit.

Hon. Mr. STEWART: $65,721,700, plus $3,900,000?

Mr. Smart: No, that is a statutory amount.

Hon. Mr. HOWE The $3,900,000 was voted under the Senneterre Act.

Hon. Mr. StewarT: That is already voted.

Mr. Hanson: That is new construction.

Mr. BoraweLL: How much new equipment purchase was made last year?

Mr. Hu~ncerrorp: None made last year. We made a lot the year before,
and most of the deliveries were made during the year 1936.

Mr. BoraweLL: I was wondering how much was included in the budget.

Hon. Mr. Howg: Nothing at all.

Mr. Hu~ncerrorp: Nothing in the budget.

The Acting CHAIRMAN: Perhaps if we continue with the Canadian National
Steamships we will have everything in front of us.

Mr. BorewEeLL: It means this, that there is a decrease in your budget this
year outside of new purchases of $4,000,000. -

Mr. HungerrorD: A decrease of about $8,000,000 in the cash deficit.

Mr. KiNLEY: Over last year?

Mr. HunGerrorp: Yes. In 1936 it was $43, 300 000 and in 1937 we are
budgetting for $35,000,000.

Hon. Mr. STLWART That is an ostlmate

The Actine CHAIRMAN: Just read to the end of the last section on the
first page.

Mr. ARMSTRONG :
Canadian National Steamships

Canadian National (West Indies) Steamships Limited:

Net Income—Payable in Cash to the Government.. .. .. 6 $25,000
Capital Expenditures
Additions and Betterments, . 6 98,500

Of the Steamships Reqmrement of $98 500 for Capltal Ex-
penditures, $48,500 is covered by Pn]nmentar) Vote 293
of the Main Estimates for 1937, and $50,000 is covered by
Supplementary Vote.

Montreal, March 8, 1937.

Mr. KinLey: Why are additions and betterments in here under capital
expenditure?

The Actineg CrHARMAN: When we go to the next page we shall have the
details in front of us.

Hon. Mr. Howg: On page 6.

The Actineg CHAIRMAN: Read the next page, please. Do you wish to have
it read?

Hon. Mr. Howe: It is not necessary to have this printed in the evidence.

Hon. Mr. Stewarr: This is the first time I have seen it. It is not long.
I should think it might as well be put in.and then we have the whole story.

The Actine CHAIRMAN: We will have it in front of us if we have it printed.

Mr. ARMSTRONG:
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NATIONAL RAILWAYS

Eastern Lines System,
Prince Edward (excluding excluding System Total
e Island P.E L P.E L All-Inclusive uire-
Car Ferry Car Ferry and Ferry and Total ments
and Terminals | Terminals) Eastern Lines
$ $ IR H $
NEer Income Derrcrr—
Operating Revenues, excluding 209 Contribution, M.F.R. Act bt 116,000 20, 084, 000
Contribution from Government under Maritime Frelght Rates ‘Act (20% 538 4,000 1,796,000
Total Dperating BaVentiBa. /. 5. i fir il i g uholh s aar s s sty 120,000 21,880,000 183, 000, 000 205,000 000
B fc oy D Ty T NN IR S el i el T S STl B s B G My 380, 000 24,170,000 158, 000 AOOO 182, 550, 000 {3
Net Revenue from Railway Operations.........................c..... Def. 260,000 [Def. 2,290,000 25,000, 000 22,450,000 :
b R N R AR R S T I S R O B e O e RS T R S e 315,000 5, 997,000 6,312,000
Oflier Indbrae. Debite 6F @vedite. o e gt Eht o e et e g T e Wl ees S B el 851,000 |Cr. 2,063,000 |Cr. 12,000
Net Income before Fixed Charges.. ... ... o iiiie s ons s onsh s Def 260,000 [Def. 3,456,000 21,066, 000 16,150,000 |
Fixed Charges— i
Ititereat due Publivion- Tong Term dD6bE . o il s s s el e e e = 333,000 48,842, 000 49,175,000
Other Fizell-Chargem: (15 105 A v aon B dul Tt 0 Enial 2 a2 S Bl e SR 7,000 1,195,000 2_,473,000 1475,
Income; RERWIPOYDSNES w0« e i C bl e e e 267,000 4,984,000 30, 249, 000 35,500,000 |
1501 aud Loss Teatan--Nat Debit, o A Bt o r a0 i St s L b st il 43,000 2,657,000 3.4_00,000
Estimated Net Change in Profit and Loss during Year—Deficit...... 267, 000 5,727,000 32,906, 000 38,900,000 |
Depver—Amounts included above not required in Cash— i
Bepretiftioh Referve ™ o vaa i n i o 8 g [0 e g et ol i Ao S W el Cre P e 630, 000 630.888
Amortization 61 Discount on Ftided Dbt i, . i o 3K T Pt ik i ha i i e B e ik et Bt s 5 1,370,000 1,370,
1sone o Rofars@ Road and Prosbrtys 6t o0 s b b st s L sy b hontond e vy s s 700,000 1,200.900 1,900, 000
Total Cash Requirement on Deficit Aceount...........c...ooovvviioenin. .. 267,000 5,027,000 29,706,000 | 35.900.@ 35,000, 000

4
N




CaritAL EXPENDITURES—
Additions and Betterments (Details on Page 3)—
General Additions and Betterments (less Retirements)..........o.ooooiiii i iiiiiiiiinneeinann

Acquisition of Securities (Details on Page 3)—
Northem Alberta RailsvayBICoOMDRIY . s WG -a sk una amaty S ot i ora HT6 b SOP a3 NS TR i $
Toronto Terminal Railway Company....

mpany. .. ...

Chicago and Western Indiana Railroad Co
561,000
**New Equipnemt Purchaseg (D8talls on Phstrd) ) o ol S i Sl S g e S R el A I S e iR 19,396;%
23, 857,17 3
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e necessary to provide approsimately 25% of the total amount of :
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The Acting CHAIRMAN: These are the details of the $65,721,700. Are there
any questions in regard to that section? s

Hon. Mr. Stewart: I might ask in regard to purchases of equipment under
the contribution act of the government of last year for the relief of unemploy-
ment. Does that help you in the coming year? Will it.reduce the amount that
you would otherwise have to provide? What I mean, is it going to help you in
this statement in the coming year, or do you contemplate spending a similar
amount? :

Mr. HuNcerrorp: I do not quite understand, Mr. Stewart.

Hon. Mr. StEwarT: Parliament made provision for the relief of unemploy-
menteunder the special supplementary estimates for the purchase of new
equipment.

Hon. Mr. Howe: Last year?

Hon. Mr. STEWART: Yes.

Hon. Mr. Howe: No, nothing made for the purchase of railway equipment.
What provision was made was made as a contribution to the maintenance of way.

Hon. Mr. STEwART: Yes.

Hon. Mr. Howe: Fixing up the road, ete.

Hon. Mr. SteEwarT: Was not there some special—

Hon. Mr. Howk: In 1935 there was some equipment purchased.

Hon. Mr. StewarT: Had you not.in 1936 something along the same line with
regard to the purchase of equipment?

Hon. Mr. Howe: No, nothing.

Mr. KinLey: It was worked out in 19367

Hon. Mr. Howe: Some delivered in 1936, yes.

Hon. Mr. StewarT: I remember the figures in 1936, and I remember going
over something like that. I thought it was made in 1936.

Hon. Mr. Howke: Out of the public works appropriation in 1935, some of the
payments were made in 1936. I think it was all paid for in last year’s budget;
nothing in the new budget.

Hon. Mr. StTEwART: The point remains the same, whether this appropriation
will affect your expenditures during the coming year in the same connection.

Mr. Hu~ncerrorD: I suppose we will need more equipment in the future
under the requirements of traffic.

Hon. Mr. StewART: Then, with regard to the deferred maintenance of road-
way operations in the last year; will that reduce your commitments or your
necessary expenditures during this year? Have you overtaken it or will you
have to have some assistance on that? .

Mr. HunGeERFORD: Most of the work done in connection with the maintenance
program last year was of a character that we could have carried forward and
done a little bit later. Undoubtedly we will have some benefit from it. How
much is problematical.

Hon. Mr. Stewart: How does the proposed expenditure this year on the
maintenance of roadway compare with last year?

Mr. HunGeErFORD: Somewhat reduced.

Hon. Mr. StewarT: Reduced this year?

Mr. HUNGERFORD: Yes.

Hon. Mr. StewarT: I assume that would be because of the work done last
year under the special appropriation, to some extent at least?

Mr. Huxcerrorp: To some extent, but possibly not to a very great extent.
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Mr. KinLey: Would it not be fair to assume that last year was a special
year? Take another year. Is it higher than two years ago?

Hon. Mr. Howe: We picked up the arrears last year. This year it will be
normal maintenance, I think; last year we picked up a lot of arrears.

The Acting CHAIRMAN: Are there any further questions with regard to this
statement? If not we will pass on to the next, dealing with capital expenditures
and the acquisition of securities. Have you any questions to ask in regard to

age 37
e Hon. Mr. Stewart: “ Betterments to Equipme'nt $2,675,617.” How  does
that compare with last year?

Mr. ArmsTRONG: The figure was $1,322,000 last year.

Mr. Ryan: I see reference here to the Fredericton Bridge, $1,250,000. What
w1ll the total contract amount to?

Mr. HunGerrorD: The contract has not been let.

Mr. Ryan: Will it soon be let?

Mr. HuxGerrorp: Possibly.

Mr. Ryax: I beg your pardon.

Mr. Hu~Gerrorp: I say possibly.

Mr. Ryan: Can you not give me anything more definite than that?

Mr. Huncerrorp: It depends upon certain arrangements with the Cana-

dian Pacific Railway. I am hopeful that we will reach a conclusion in our
negotiations at an early date.

Mr. Ryax: I was under the impression that the negotiations had been con-
cluded. Is that not correct?

Mr. HunGerrorp: Not entirely.

Mr. Ryan: What is the estimated cost of the bridge?

Mr. Huncerrorp: The bridge and approaches will cost about one and a
quarter million dollars.

Mr. Ryan: Can you give me any idea as to when you definitely expect to
call for tenders?

Mr. Huxgerrorn: We hope to do so in the near future. As a matter of
fact, we have already called for tenders on the steel work.

Mr. Ryan: Have you started the dismantling?

Mr. Hu~Ncerrorp: Not for the substructure.

Mr. Ryan: I presume you appreciate the urgency in this matter?

Mr. HunGerrorp: Oh, yes, very much so.

Ti)e Acring CHAIRMAN: If there are no further questions we will pass on to
page 4.

Hon. Mr. Howe: The explanation of the amount in the capital budget is that
part of the cost has to come out of operating, due to the fact that it is replacing
an existing facility.

The Acring CHAIRMAN: Page 4, estimated capital expenditures, acquisition
of securities. Are there any questions in regard to these new equipment pur-
chases?

Mr. Hanson: What is the total number of cars owned by the Canadian
National Railway. I see that there are over 3,000 new ones to be built. Have
you got that figure?

Mr. ArmstrONG: Freight equipment at the end of the year, 95,993.

Mr. Hanson. Passenger?

Mr. ArmsTrRONG: 3,022, and 5,852 work equipment. That is given in the
annual report at page 27.
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Mr. HunGerrorD: Yes. It is fully set out in the annual r&]mrh
Mr. BarBer: Are these new cars air conditioned?
Mr. HuncerrorD: Yes, the new ones are..

Mr. Barser: What does it cost to air condition a car—a car that was not

air conditioned but has been in use?

Mr. Hungerrorp: To air condition a new car costs anywhere from, perhaps,
$5,000 to $9,000, depending on the character of the car.

Mr. Barger: I have heard it reported that it costs as much as $15,000; is that
correct?

Mr. HuncerrorD: Not in our experience. -

Mr. Beausien: Do you air condition these cars.in your own shops?

Mr. Huxcerrorp: We are doing some of it, and we are havmg some of that
work done outside.

The Acting CHAIRMAN: If there are no further questions we will pass from
page 4 to page 5. “Retirement of Maturing Capital Obligations.” Are there
any questions on page 5? If there are not we will pass to page 6, “ Canadian
National (West Indies) Steamships Limited.”

Mr. Hanson: Just one moment before you leave page 5. I notice railway
bonds drawing interest at 7 per cent, and I see several drawing interest at 5 per
cent. Is any arrangement made to have those bonds refinanced at a lower date

of interest?

The Acring CHAIRMAN: They are due January 1, 1938.

Mr. Hanson: They are not payable before that time, are they?

Mr. HunGerrorp: No, not callable.

Hon. Mr. Stewart: It is a small amount of $11,000,000 odd.

Mr. Hanson: That represents $7,000,000.

The Acting CHAIRMAN: Page 6. Are there any questions with regard to
the West Indies service. If not, that completes that section of the report.

Hon. Mr. Stewart: We are going fairly rapidly.

The Acrineg CHAIRMAN: We are doing pretty well. A

Hon. Mr. Stewart: We have not had time to study these matters. I do
not think we are in a position to ask questions just by looking at a page.

The Acring CHATRMAN: We will have plenty of time for questions.

Mr. Hanson: On page 6 I notice the item “Interest Requirements on 5 per
cent 25-year bonds issued in 1930, Principal Amount $9,400,000.” They are not
redeemable, are they?

Mr. McLarex: What was your question, please?

Mr. Hanson: I was referring to that 25-year bond issue, 1930, $9,400,000
at 5 per cent. Are they not redeemable? Could they not be redeemed at any
time and refinanced at a lower rate of interest?

Mr. McLagrex: They are not callable.

Mr. Hansox: Is it the practice of the railway to issue long term bonds
that are not callable?

Mr. McLarex: We have issued securities that are callable, and some are
issued that are not callable.

Mr. Hanson: Is it not a good practice to have them callable?

Mr. McLareN: Personally, I would say it is a very good idea to have call-
able issues.

Mr. Hanson: What is the reason you are not doing it? Is it easier to
sell them?

Hon. Mr. Stewarr: It depends upon when you could sell them.
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-~ Mr. McLage~: It is a question of whether a callable clause is included
or not. '

Mr. KinLey: What is the New England Elevator Company? I notice you
have a mortgage on it.

Mr. McLaren: That is an elevator down in Portland, Maine, a grain
elevator.

Mr. Kintey: What amount have you invested in equipment at Portland,
Maine? :

~ Mr. McLagex: What class of equipment?

Mr. KinLey: You must have terminals, and you say you have a grain
elevator.

Mr. McLarex: We have two grain elevators there and docks and terminals,
yard facilities and shipping facilities.

Mr. Beausien: Do the elevators belong to the Canadian National Rail-
ways? >

Mr. McLareN: Yes.

Mr. Kixtey: To whom do they belong? :

Mr. McLagren: The Canadian National Railway. L4

Mr. Kivcey: I see you have first mortgage bonds on the New England
Elevator Company. Do you own and operate the elevators down there your-
selves? :

Mr. Huxcerrorp: The answer is that they are not being operated very
much. :

Mr. Kintey: That is commendable. Still we own them and they are there;
but we are not extending them any?

- Mr. Huneerrorp: No, not at all.

The Actine CHAIRMAN: Have yvou any further questions to ask with regard
to page 6?

Mr. HuneerRFORD: Someone asked about the particulars of capital expendi-
tures, in connection with Lady boats. I might point out that the details are
given at the bottom of page 6.

Mr. KinLey: Expenditures on improvements and that sort of thing. It is
not very much.

The Acting Cuamrvan: I there are no questions to be asked with regard
to the contents of this page we will allow it to pass.

Now, we have in front of us Bill 73.

Mr. Ryan: Before we leave this, I would like to ask the president again
about the Fredericton Bridge, because I am anxious about that. I would like
to know if these negotiations with the Canadian Pacific Railway are being
speeded up?

Mr. Hu~ngerrorp: I can only say that I believe they are just about con-
cluded now.

The Acring Cuamrman: Bill 73.

Hon. Mr. StewarT: Do we require the officials of the railway to be here
when we are discussing this bill? If not, I suggest we leave the bill over for
another meeting.

The Acting CHamrMAN: Is there anything in the bill that is contentious?

Hon. Mr. Stewart: You were facilitated in having the bill rushed through
the house yesterday; now you want to rush it through here.

The Acting CramrMaAN: Not at all. We will not rush anything through.
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_Hon. Mr. StEwagr: The minister said he was anxious to get the bill over

here, so it was sent here. T suggest that if we do not require the officials to be 3

here we should allow the bill to stand over until the next meeting. :

The Acring CHARMAN: We have dome well; if it meets with the approval
of the committee we will adjourn. :

Mr. BorawgLL: I think the suggestion that has been made by Mr. Stewart
is a good one. Let us get through with the matters in which the officials are
interested first. There are certain votes referred to this committee also. It
might be well for the members to look at these and see if they are interested
in them.

The Acting CHAIRMAN: Now, I have here the order of reference:—

That the resolution passed by this house on the 18th January, 1937,
referring the following estimates to the committee of supply, be res-
cinded, and that the said estimates be now referred to the select standing
committee on railways and shipping. '

Vote 96 M.F.R.A-—Canadian National Railways eastern lines, 20
per cent reduction in tolls, $1,800,000. ]

Vote 97 M.F.R.A—Railways other than C.N.R: 20 per cent reduc-
tion in tolls; $700,000. '

Vote 293—Canadian National (W.I.) S.S. capital, $48,500.

Vote 361—Canadian National Railway deficit 1937, $35,000,000.

Vote 362—Canadian National W.I., S.8., working capital, $500,000.

Mr. BoraweLL: There is that item of $500,000. All these other items have
been covered pretty well, but that item $500,000 strikes me as being new.
Possibly the information has been distributed to the members of the committee.
We have had an opportunity of discussing all of these votes, but some other
item may have occurred to somebody else. I do not know what that $500,000
item is.

Mr. Smart: That is in your estimates, votes 96, 97, 293, 361 and 362; then
there are the supplementaries.

Mr. McLAgrex: I might explain by saying that the Canadian Government
Merchant Marine was the banker for the West Indies Company, and now that
the Merchant Marine is going out of business in a short time the West Indies
Company are carrying on with the money that has been advanced to the
Merchant Marine by the government. The money will be paid back to the
government; but we are asking for authority to obtain working capital for the
West Indies.

Mr. BoraweLL: If we are going to continue until 1 o’clock, I would suggest
that we deal with each of these votes instead of with the bill. I cannot see the
necessity of having the officials here when we consider the bill in committee,
but there may be questions we may want to ask them in regard to these dif-
ferent votes.

The Acting CHAIRMAN: Let us take vote 96.

Mr. BoraweLL: $1,800,000.

Hon. Mr. Stewart: Is that to be found in the main estimates?

The Acting CHAIRMAN: Yes; vote 96.

Mr. BorawerLL: What is the reason for that increase?

Mr. Ryan: Increased business, I presume.

Mr. HuNGERFORD: Yes, it is simply an estimate, of course.

The Acring CHAIRMAN: The more business we have the more we have to
pay. Is that item agreed to?

Mr. Ryan: Certainly. We cannot find any fault with it.

(Item agreed to).
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The ACTING CHAIRMAN Vote 97, railways other than the C.N. R—todxl.s—-
$700,000. There is a decrease in tha.t partlcula.r vote.

(Item agreed to).

Vote 293. Canadian National (West Indies) Steamships anted $48,500.
That is found at page 62 in the main estimates.

Hon. Mr. StewAarT: Of course, this will come up again in the house.

Mr. BEAUBIEN: Vote 98 had nothing to do with the Canadian National Rail-
way; it has to do with the Hudson Bay Railway.

Mr. SmarT: We will take care of that in the house.

Mr. Ryan: There is no objection to this item.

The ActiNng CHAIRMAN: Is this item agreed to? There is an increase of
$19,050.

Mr. SMaRT: Mr. Stewart, you will notice at the bottom of the first page in
this budget “Canadian National Steamships,” and there is an amount there
“Additions and Betterments, $98,500.” $48,500 were put in the main estimates,
and it was not until after the main estimates had been tabled that we found
we had to add $50,000 to that. You will get another item of $50 000 in the
supplementaries. I do not think they are tabled yet.

Mr. Ryan: It is very essential for improvements and be’oterments judging
from the evidence given here this morning.

Mr. SMART: Quite. It is provided for; but we did not have the informa-
tion when the main estimates were asked for. We only had $48,000. Now
we have had to add $50,000 to take care of this matter and that sum will be
shown in the supplementaries when they are tabled.

The Acting CHAIRMAN: Is vote 293 agreed to?

Hon. Mr. STEWART: It looks all right.

(Item agreed to.)

The Acting CHAIRMAN: Vote 8361. That refers to the deficit we have been
discussing of $35,000,000. Is that agreed to? That is in your supplementaries.
Canadian National Deficit for 1937. That is $35,000,000 instead of $43,000,000
last year. Is that agreed to?

Hon. Mr. StEwWART: This is an estimate only for 1937.

The Acrine CHAIRMAN: It is an estimate only, yes,

(Item agreed to.)

Vote 362. That is the vote Mr. Bothwell was asking about.

Hon. Mr. StewArT: Might I ask what the estimated deficit for the year
1936 was—the item corresponding here?

Mr. SmaArT: $39,900,000; and the actual deficit was $43,303,000.

Hon. Mr. StEwART: I hope it will be better this year.

The Acring CHAIRMAN: The explanation was given with regard to vote
362. Are there any further questions on that?

Hon. Mr. STEWART: As I understand it, the working capital is $500,000 and
that will be paid over by the company that has gone out of existence to the
government and advanced to this other company.

Mr. SmarT: They will pay whatever cash they have back to the govern-
ment, and this is an item transferring to the West Indies Company $500,000.

Hon Mr. StewarT: Is the amount to be transferred greater than the
amount to be paid back?

Mr. McLAREN: The amount to be paid back will be $495,000.

Hon. Mr. Stewart: It is approximately the same.

Mr. McLAREN: Yes.

35095—3
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Hon. Mr. Stewarr: That is what I understood

Mr. BorawerL: You are estimating this year i'or practically ’ohe PRERY, .

amount as last year.

Hon. Mr. Stewart: This is working capital.

Mr. Smarr: Formerly they used the Canadian Government Merchant
Marine working capital, and the West Indies really did not have any workmg
capital; they use the same capital.

The Acring CHAIRMAN: Is that explanation satisfactory? Is vote 362
agreed to?

(Ttem agreed to.)

Now, it seems to me that we have done pretty well today, and if it meets
with the view of the committee—

Mr. BoruwrLL: There is one question I might as well ask while we are
here instead of having to ask it in the house. In connection with that vote 293,
$48,500 is the vote for this year as compared with $29,450, for last year, and
the deputy minister has explained, and the budget shows, that another $50,000
will be required which will be shown in the supplementary vote, and that will
bring the amount up to $98,500 as against the vote last year of $29,450. Could
we have an explanation?

The Acring CHamrMAN: That is to be found at the bottom of page 6.

Mr. BoraweLrL: I looked at page 6 and I still am not clear as to the
difference in that vote.

Mr. VauguAN: That represents the amount to increase the passenger carry-
ing capacity of the boats—about thirty-two passengers each.

The Acting CuARMAN: Is that satisfactory?

Mr. BoraweLL: Yes. I could not find the answer.

Mr. Ryan: What is there to come up at our next meeting?

: Mr. Smagrt: There is that one item $50,000 if the supplementary estimates
are tabled. You have the whole explanation.

The Acting Cuamman: I would like an expression of opinion from the
committee as to whether they would like the management of the road to be
here at our next meeting. We do not want to disturb the work of the road
unless it is absolutely necessary.

Hon. Mr. Stewarr: It would appear to me that since the subject matter
of this bill has been gone over and explained in the budget and in these other
items we have before us that we certainly should not require the attendance
of the officials at our next meeting unless something unforeseen develops.

Mr. BorawerL: We will have the deputy minister with us.

Mr. Smart: The only item outside of the bill is that item of $50,000, and
you have an explanation on it now.

The Actine CraAamrMAN: We will not ask the oafficials to be here, but we
will meet Tuesday morning at 11 o’clock.

The Committee adjourned to meet Tuesday, March 23 at 11 o'clock.
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MINUTES OF EVIDENCE

. House or Commons, Room 277,
: March 23, 1937.

The Select Standing Committee on Railways and Shipping met at 11 o’clock,
Mr A. M. Young the acting chairman presided.

The Actine CrarMax: We have bill 73 before us this morning:—

An Act to authorize the provision of moneys to meet certain expendi-
tures made and indebtedness incurred by the Canadian National Rail-
ways during the calendar year 1937, and to authorize the guarantee by
His Majesty of certain securities to be issued by the Canadian National
Railways.

This bill covers many of those things which we have already discussed and
agreed upon. I do not know whether you want the clauses of the bill read.

Mr. Heaps: I think we can dispense with that.

Mr. Hanson: It is the same bill we have always passed in other years is it
not? )

The Actine CHAIRMAN: Yes. Shall elause 1 carry?— (Item agreed to.)

Shall clause 2 carry? ‘

Mr. Heaprs: Perhaps the minister would like to make a statement to save
any discussion on this clause.

Hon. Mr. Howr: This is the usual financing bill. It provides for the
capital expenditures on the railway; it gives authority for such refunding as
is required in the year.

Mr. BeauBien: That refers to the capital expenditure which we discussed
in the budget.

Hon. Mr. Howe: Yes, that is it.

Mr. Erviort: How do you make up that item of $30,721,7007?

The Acting CaARMAN: You will find part of it on page 1 and part of it on
page 2.

Hon. Mr. Howe: Yes. Retirement of capital obligations, $7,114,000. Of
course, that is just a refunding operation. It does not change the debt posi-
tion, but authority has to be obtained, and parliament can give it. Then
there is the item of general additions and betterments less equipment retire-
ments. The equipment retirement is $7,389,000 odd and is the amount taken
out of the earnings each year to provide for equipment retirements, and that
is offset against general additions and betterments, as discussed in the budget,
of $11,289,000 odd. Then there is acquisition of new securities, or securing the
securities of some of the small subsidiaries which we are trying to clean up, and
the amount there is $561,000. Equipment purchased amounts to $19,396,000
odd: making a total of $23,857,000 odd.

Mr. Smart: They are using $250,000 of working capital.

Hon. Mr. Howe: They, apparently, have some surplus working capital they
are applying against the capital requirements.

(Item agreed to.)
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The actineg CaHARMAN: Clause 3.

Mr. Ryan: Was there a similar section to this last year?

The Acting CHAIRMAN: It is the same as last year.

I\?Ir. Erviorr: Is the method the same as has been in effect during previous
years

Hon. Mr. Howr: Yes. Under the Canadian National-Canadian Pacific Act
it is required that all capital expenditures shall receive the approval of parliament
and also all refunding operations; and this is the bill that has been passed pur-
suant to that Act to give the necessary authorlty

(Ttem agreed to).

The Acting CHAIRMAN: Clause 4.

Mr. Warsu: What is the significance of clause 4 in regard to aiding and
assisting other companies?

Hon. Mr. Howe: The Canadian National, as has been said in connection with
the capitalization bill, has no direct ownershlp of the Canadian Northern railway;
neither has it any direct ownershlp of the Intercolonial railway: and all the
financing of those two railways is done through the Canadian National Railway.
Without this clause the Canadian National Railway could hardly spend anything
on a railway over which it has no ownership.

Mr. Warss: That clause will be eliminated next year.

Hon. Mr. Howe: Yes, I think so.

Mr. Heaps: This is the bill we have had before us in other years.

Hon. Mr. Howr: It is exactly the same.

(Ttem agreed to).

The Acring CuARMAN: Clause 5.

Mr. Warsa: What is the inference there?

Hon. Mr. Howe: It allows the government to guarantee the funds under sec-
tion 2 of the act. '\ Section 2 authorizes certain refunding and funding of new
capital obligations.

Mr. Warnsa: This bill deals altogether with capltal requirements, not ordin-
ary requirements.

Hon. Mr. Howe: Not the deficit, no; that is in the budget.

(Ttem agreed to).

The Acting CHAIRMAN: Clause 6.

Mr. WarsH: What is the reference? “The guarantee or guarantees
may be in such forms and subject to such terms and conditions. . . . . ” and so on.

Hon. Mr. Howr: That has to do with clause 5. Clause 5 allows the govern-
ment to guarantee, and clause 6 sets out the form of guarantee that may be used.

(Item agreed to).

The Acting CHAIRMAN: Clause 7.

Mr. Warsu: All these amounts are charged against the consolidated fund of
Canada directly.

Hon. Mr. Howe: No, not at all. The bonds are private.

Mr. WaLsu: The money is borrowed by the Minister of Finance.

Hon. Mr. Howe: No. It is borrowed by the Canadian National Railways
and guaranteed by the government.

Mr. Warsa: And the Canadian National Railway assumes responsibility
for the interest.

Hon. Mr. Howe: That is right.

Mr. WaLsa: And for the repayment.
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Hon. Mr. Howe: The item is in the balance sheet—long term debt in the
hands of the public. ‘

Mr. Warsa: And the interest on that is charged in the balance sheet.

Hon. Mr. Howe: Yes. It is charged against operation.

(Item agreed to).

The Acting CHARMAN: Shall the title carry?

(Carried).

The Acting CHAIRMAN: Shall I report the bill?

(Carried).

Now, then, I think that covers all that has been referred to us. There is only
one other item that might come in the estimates and that has to do with the
$50,000 item which we have already discussed. I do not imagine it is necessary
to refer it to this committee.

Hon. Mr. Howe: Which item is that?

Mr. SmarT: $98,500 was required. In the main estimates there was a sum
of $48,500 provided. Now they are coming along with the other $50,000 and it
will be in the supplementaries. :

Mr. Ryan: We discussed that at the last meeting of the committee.

Hon. Mr. Hows: I think that can be passed in committe of the whole.

Mr. BarBer: It is not in the estimates that have been tabled, is it?

Hon. Mr. Howe: No. It will be tabled with the supplementaries.

The ActiNng CHAIRMAN: We discussed the item the last day we were here.

Hon. Mr. Howe: It will be in the final supplementaries which have not yet
been tabled.

Mr. Ryan: The amount is to provide for improvements in the Canadian
National Steamships. :

Hon. Mr. Howe: Yes; the change from second class to first class.

Mr. Rvan: It is for inereasing the accommodation.

The Acting CHAIRMAN: With the exception of a final meeting to adopt
our report, we have completed everything that has been referred to the com-
mittee. The report will be drawn up and the committee will come together to
consider it.

Mr, WaLsH: Might I intrude a question. I was not here at the last meeting,
and there was a question I wanted to ask. You can rule it out of order if it is
beside the point. I was going to ask if the minister filed a profit and loss state-
ment for the Canadian National Steamships on the Pacific coast similar to
that filed with the committee last year and published on page 195 of the
proceedings of evidence on May 7, 1936. It was done last year, and I wonder
if it could be done this year.

Hon. Mr. Howe: That has reference to the railway’s ships. Yes. T think
that can be done. (See Appendix A)

Mr. WarsH: Yes, they are run in conjunction with the railway on the
Pacific coast. I hope we can get the same information this year so as to bring
that matter up to date.

Hon. Mr. Howe: We will get that for you. We have a service running
from Prince Rupert to Alaska—the Prince Robert, the Prince George and the
Prince Charles; I think we have one of the new Prince boats that makes sum-
mer trips.

Mr. Heaps: All we have is that service between Vancouver, Victoria and the
north.

Hon. Mr. Howe: There is no service to Victoria; these boats run from
Vancouver to Ocean Falls and Prince Rupert.
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Mr. Heaps: We have three steamers.

Hon. Mr. Howe: We have three steamers on the service, plus one of the new
Lady boats which is on summer cruise. 3

Mr. Heaps: What has happened to these boats on the Vancouver-Victoria
route?

Hon. Mr. Howe: These are the Prince boats we have been having trouble
with. We have abandoned that service, and since then these three boats have
been in various waters. One of them is used on the Pacific coast to take summer
cruises to Alaska; the other two are on the Atlantic. They were leased to Cruises
Limited. I think one has been leased to the Clarke Steamship Company for use
along the Gaspe coast on the St. Lawrence river.

Mr., Warsa: Before we adjourn, I would like to make a statement this
morning relative to the debate yesterday in the house. I do not want the
members of this committee to consider that I was an offensive member intruding
certain suggestions that should not be intruded into the deliberations of a
committee such as this, but I did intrude them, and I intruded them in good
faith. However, I certainly had no personal reference to any person connected
with this committee and certainly not to the Minister of Transport whom I
hold in the highest esteem as he knows himself. The only point I wanted to
make was that I®liffered with him on principle. Personally I am glad to see
a man like Mr. Howe in public life in Canada, even if he happens to be on the
Liberal side. :

Mr. Heaps: The apology is accepted.

Hon. Mr. Howr: This has been a very gentlemanly committee, and no
apology is necessary from anybody.

The Acting CHAIRMAN: Speaking for myself as pinch hitter for Sir Eugene
who, unfortunately, has been ill, T thank the members of the committee for
their kind assistance and help during the meetings we have held without our
regular chairman. Every member of the committee has done his best to bring
to view those things which should be brought to our notice, and we have had
very fair discussion on all the matters.

The Committee adjourned to the call of the Chair.




APPENDIX A

CanapiaN NatioNAL SteamsHIPS (Paciric Coast) CoNDENSED INCOME
StaTEMENT INcLupING ProriT AND Loss

Year 1936
SeRGERl R e ERUe TR el e S s L $1,874.931
SiossleHxpenseRs Lo s Lo tedt e a s U 2 1,520,679
SERRIRRVOIAE = o S R e RE L 145,748
A L0 e S e U S ey S e 53,758
Operating Income. . .. 199,506
Other Income Dr. Or Ly AR L A 25,176
Nettlncome or Deficit ol 0 i a1 224,682
Profitrand Tiossi ¥ vor Cro sl ekl 2l o
NerBSurplugordboss s S Ao B i sy 224,682
- Nore:—The above results do not include Depreciation and Interest on
i Investment.
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MINUTES OF PROCEEDINGS
THURSDAY, April.l, 1937.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government met at 10.30 a.m., the Chairman, Sir Eugene Fiset

presiding.

Members present: Messrs, Barber, Beaubien, Beaubier, Elliott (Kindersley), 7
~ Ferland, Heaps, Howe, Kinley, McKinnon (Kenora-Rainy River), Stewart and

Young.

The Chairman submittéd a draft report which was unanimously adopted with

~minor amendments, the Chairman being authorized to present said report to the
- House.

" The Chairman thanked the members of the committee for their co-operation

and Mr. Young for replacing him in the Chair during his unavoidable absence.

The committee adjourned sine die.

R. ARSENAULT,
~ Clerk of the Committee.

iii







REPORT TO THE HOUSE

Fifth and Final Report
Fripay, April 2, 1937.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government begs leave to present the following as its Fifth
and Final Report.

Your committee has held nine sittings during which it has dealt with the
following matters referred by the House viz:—

(a) Bill No. 12, an Act to provide for revision of the accounting set-up of
the Canadian National Railway System.—Reported upon March 11.

(b) Items Nos. 96, 97, 293, 361 and 362 of the Main and Special Supplemen-
tary Estimates—Reported upon March 22.

(¢) Bill No. 73, an Act to authorize the provision of moneys to meet certain
expenditures made and indebtedness incurred by the Canadian National Railways
during the calendar year, 1937, and to authorize the guarantee of certain securities
to be issued by the Canadian National Railways—Reported upon March 23.

(d) The financial statements of the Canadian National Railways, including
the annual report of the Canadian National Railway System, the Auditors’
Report, the annual report of the Canadian Government Merchant Marine, Lim-
ited, and the Canadian National (West Indies) Steamships, Limited, and the
Canadian National Railways’ and the Canadian National (West Indies) Steam-
ships’ budget for 1937.

With respect to Bill No. 12, although your committee expressed its willing-
ness to hear representations on the subject matter of the Bill, the Canadian
Chamber of Commerce, Montreal, were the only applicants for a hearing before
the committee, their representations having been made through the Chairman of
their executive, Mr. Henry W. Morgan.

Your committee appreciates the assistance given by the officers of the
Canadian National Railways and the Deputy Ministers of Transport and
Finance during the examination of the Bill and Schedules pertaining thereto.

In reporting the said Bill to the House, your committee recommended the
following main amendments:—

(a) Amendment to Section 8 providing for the inclusion in the Public
Accounts of the adjustments (set out in Schedule “B” of the Bill) of differences
between the Public Accounts and the accounts of the National Railway System
and the Hudson Bay Railway;

(b) An additional clause providing for an annual report to Parliament by
the Trustees of the Securities Trust; and

(¢) A further additional clause providing for an appendix to be added
annually to the Public Accounts of Canada, indicating the total assistance
given to all railways by the Dominion Government and the manner in which
such assistance has been dealt with in the Public Accounts.

In order further to clarify the Bill, it was deemed advisable by your
committee to substitute the 1936 figures for those of the year 1935, as given in
the original Bill, in Schedule “A” and “B,” as well as in Appendices 4, 5 and 6
of the Bill.

The Annual Report of the Canadian National Railway System for the
year ending December 31, 1936, shows a cash deficit of $39,900,000. For the
year 1937, the operating revenues are estimated at $205,000,000, and the oper-
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ating expenses at $182550,000. Sundry items charged against operatmg o
revenues, including interest on long term debt due to the public, amount to
$61,350, 000 bringing the estimated deficit on the year’s operations to $38,900,000.
The antlclpated net cash requirement on deficit account is, however, reduced to
$35,000,000, after deducting the following items which are not required in cash,
viz:—Depreciation revenue, $630,000; amortization of discount on funded debt,
$1,370,000, and loss on retired road and property, ete., $1,900,000.

The Annual Report of the Canadian Government Merchant Marine,
Limited, indicates that all remaining vessels of the fleet have been sold, that
practically all the affairs of the Company have been liquidated, and that the
services it formerly operated will be continued by a Company known as the
Montreal Australia New Zealand Line, Limited.

With reference to the Annual Report of the Canadian National (West
Indies) Steamships, Limited, your committee notes with pleasure the steady
improvement shown in the operating results of these services. For the first
time since the formation of the Company, it has earned a surplus after meeting
the interest on the bonds in the hands of the public.

The above-mentioned financial statements were examined by your com-
mittee in the light of the explanations given by the following officers of the
Canadian National Railway System:

Mr. S. J. Hungerford, President.

Mr. D. C. Grant, Vice-President of Finance.

Mr. R. C. Vaughan, Vice-President, Purchases and Stores Department.
Mr. J. B. MacLaren, Comptroller.

Mr. T. H. Cooper, Assistant Comptroller.

Mr. W. M. Armstrong, Bureau of Economics.

Mr. A. V. Franklin, Railway Auditor, Department of Finance.

A copy of the Minutes of Proceedings and Evidence is annexed hereto.
All of which is respectfully submitted.

EUGENE FISET,
Chairman.
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