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MINUTES OF PROCEEDINGS

House or CoMMONS,
Tuespay, March 8, 1932.

The Committee came to order at 11 a.m., Mr. Matthews, presiding.

Members present: Messrs. Arthurs, Baker,. Beynon, Bothwell, Donnelly,
Dorion, Euler, Fafard, Hanson (York-Sunbury), Hepburn, MacKenzie, Mac-
Millan (Saskatoon), Matthews, McPhee, Peck, Perley (Qu'Appelle), Pettit,
Power, Ralston, Sanderson, Smoke, Stanley, Spencer, Vallance, Willis.

The Committee took under consideration the reference with respect to the
price of gasoline to the Canadian consumer.

The Chairman outlined the proceedure to be adopted.

Mr. V. W. Holland of the firm of George A. Touche & Company, Chartered
Accountants, retained by the Committee, was in attendance.

Mr. F. G. Green of the staff of the National Research Council, a technical
expert on gasoline was present at the service of the Committee.

A letter written by the Clerk to the Hon. Mr. Stewart, Minister of Highways
of the Saskatchewan Government, advising of the matter before the Committee
and offering to consider any representations he might care to make, was read

and discussion followed as to the propriety of extending a like invitation to the
other provineial Governments.

The Chairman agreed to extend a like invitation to the other provinces.

_The Chairman directed the attention of the Committee to the question of
asking the House for leave to sit while the House is sitting, when it was decided
to leave the question in abeyance till next week.

_ Mr. Donnelly, Mr. Bothwell and other members then explained the reasons
which prompted the present enquiry. (See printed Minutes of Evidence.)

Mr. Vietor Ross, Viee-President of Imperial Oil, Limited, was then called,
sworn, examined and discharged. ;

The witness produced and filed with the Clerk a copy of a printed “Report
of G. T. Clarkson on The Prices of Gasoline and Oils Sold to the People of
Ontario,” dated January 11, 1926, as made to His Honour, the Lieutenant
Governor of Ontario. (See Report printed as Appendix “A” hereto.)

The witness agreed to file various documents referred to in his evidence.
The Committee adjourned to the call of the Chair.

A. A. FRASER,
Clerk of Committee.

44891—134
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MINUTES OF EVIDENCE

House or CoMMONS,
March 8, 1932.

The Select Standing Committee on Banking and Commerce met at 11 o’clock
a.m. to consider the following reference:—

That, in the opinion of this house, the price of gasoline to the Canadian
consumer has for some time past been too high and that this matter should
be referred to the select standing committee on banking and commerce to
investigate and report.

The CHaRMAN: Gentlemen, at the last meeting of the committee—the only
meeting we have had this year—you appointed a committee to consider procedure
in regard to this inquiry and to secure witnesses. The committee met on Saturday
and decided, with your approval, that we should proceed in this way: First of all,
the sponsor of the resolution will make his statement and will be given what time
he desires to make a complete statement. Following that, Mr. Bothwell, who has
heen associated with Dr. Donnelly in considering this question, will supplement
the statements of Dr. Donnelly and present to the committee such facts as he has
as a basis for questions he would like the companies to answer. Following that
an invitation will be given to any member of the committee to make statements
with regard to questions affecting the inquiry that have not been covered by the
previous speakers. Following that the Imperial Oil Company, represented here
to-day by Mr. Ross, will reply to the statements in general terms. Then we will
know more particularly what line of procedure to take in regard to the inquiry
because the outline of the charges—if you call them charges—will have been
made. Now, first of all, following this procedure, if the committee approves I
* will call upon the sponsor of the resolution in the House of Commons, Dr.

Donnelly, to make a statement showing the causes that led him to demand an
investigation by a committee of the House of Commons, Mr. Campbell suggested
that we communicate with the province of Saskatchewan and ask them to be
present if they care to come to the hearings of this committee, and we dispatched
this letter written by Mr. Fraser, the clerk of the committee:—

March 5, 1932.
Hon. A. C. Stewart, Esq., '

Minister of Highways,
Regina, Sask.

q Dear Sir:

The House of Commons committee on Banking and Commerce has
presently under consideration an inquiry into the price of gasoline to the
Canadian consumer. The committee proposes to call the large oil com-
panies operating in Canada to give evidence and produce their books
showing the costs throughout their operations, with a view to determining
whether the companies are charging a fair price or otherwise.

The committee have engaged a technical expert on gasoline and an
auditor.
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The committee are informed by Saskatchewan Members that your
Government is interested in this subject and I am instructed to advise
that if you care to submit any evidence or be represented every possible
courtesy and facility will be accorded your representative at committee
meetings.

Yours very truly,

A. A. FRASER,
Clerk of Banking and Commerce Committee.

Mr. Vanvance: Mr. Chairman, might I ask whether the committee
suggested that the other provineial governments which are carrying on a similar
investigation be given an opportunity to appear here. There are three of the
provincial governments to-day doing just what Saskatchewan is doing. Why
single Saskatchewan out?

The CuHAmMAN: I did not know that they were.

Mr. McPrEE: I understood the other day when this matter was suggested
by Mr. Campbell that it was not going to be acted upon. We appointed a sub-
committee. I suggested that the other day: Now, apparently, the letter has gone
out without it being submitted to the main committee.

Hon. Mr. MacKenzie: 1 think it is only reasonable that if one province is
asked to co-operate all provinces should be asked.

Mr. F. R. McMiLraN: I move that a similar invitation be extended to the
other provinces.

The CuamrmaN: We did not ask for co-operation. We advised him that if
he cared to submit any evidence or be represented every possible courtesy would
be accorded him. We did not call him here; and I will be very glad if it is the _
wish of the committee to write a similar letter to any other province. If that
is the wish of the committee, certainly that will be done.

Mr. Baker: This letter does not obligate us as to expenses. They will pay
the whole expense?

The CHAIRMAN: Yes.

Mr. VaLrance: It is an understood thing in all committees of this house
that any individual, any Canadian who is interested, may appear before a
committee of this house. Why should an invitation go out—even a suggestion
to them that they do appear unless that this committee is prepared to pay their
expenses? It is an understood thing that is the reason why we have these
committees, because the public can be heard in these committees whereas they
could not be heard on the floor of the house.

The CramrMAN: I did not know that the other governments were carrying
on a similar inquiry. We will certainly be pleased to write similar letters to
other provinces; but Mr. Campbell had been in communication with Saskatche-
wan and had pressed the matter and the committee understood it was the desire
of the committee that that should be done. However, that will be attended to.
We will proceed with Dr. Donnelly.

Mr. DonNeLLy: I have very little to add in presenting the subjeet of this
investigation before the committee to what I have already said in the house
on February 11 in connection with this investigation into the prices of
gasoline, and, I think, that probably I would do well at this point to submit
the speech which I made in the house on February 11 to this committee in
the way of evidence. At that time in the house I endeavoured to show, first of
all, the extent to which gasoline has been used and is being used throughout the
Dominion of Canada and how, for the last two years, it has grown in importance
until at the present time we are using something in the neighbourhood of
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600,000,000 gallons of gas. It has entered into the cost of many things which
the people of Canada use. We find it is used, not only as said at that time,
for travel, but we also find it used for productive purposes. We find our farmers,
for example, in western Canada using it not only in their cars but they are using
it also in their gas engines, in their motor trucks, in their combines and in many
operations of the field which help to increase the consumption of gasoline, and
this is a great factor in the cost of production to our farmers in western Canada
to-day. Not only is that true with regard to farmers, but it is also true with
regard to fishermen who have gasoline launches used for fishing purposes, and
in many other of our primary operations or primary industries gasoline enters
to a great extent in their production and affects the cost of production. The
result has been that for the last two or three years many of the people, especially
in my constituency, which borders on the American line, have been wondering
why it is that on the south side of the line our neighbours buy gasoline at a
price so much less than on the north side, and gradually this agitation has
spread until last year we found the newspapers throughout Canada, from one
end to the other, beginning to take this matter up, and we found, as I said in
the speech on February 11, in the Montreal Standard of November 28 a
comparison of prices and where these prices were in 1930. The difference in
price -between Halifax and New York, September 1, was 4-44, and the differ-
ence in price between Halifax and New York on September 1, 1931, was 8-04.
Take two cities close together—take, for example, a border city on September
1, 1930, the difference in price was 184 and on September 1, 1931, the
difference in price was 6-84. In other words, we find a difference in the two
of practically five cents a gallon. That is, in these cases where I am comparing
the prices, the state tax is taken off and the gallon in each case has been reduced
to the Imperial gallon. The comparison is equitable. It is the same gallon
without the state tax. So, people wondered why this difference in price should
exist; why thefe should be a difference. Now, here again, take one of the
Chicago papers, the Chicago Journal of Commerce, Saturday, February 13,
1932, we find gasoline in the Oklahoma fields at that time quoted there on the
market: U.S. Motor, below 57 octane, 23 and 3, U.S. Motor, 57-64 octane, 3%
and 3%, U.S. Motor, 65 and up octane, 3% and 4.

Now, we wonder why. At four cents a gallon that would be practicaily
4-8 cents—four cents a gallon would be 48 Imperial gallon without tax. Now,
we wonder why when gasoline sells at that price in the Oklahoma field we in
Ottawa should be paying twenty-two cents a gallon. These things probably
can be explained by our oil companies and probably the difference can be
explained away, and I think it is only fair and only just to the oil companies
and to the people generally that this should be cleared as to why this difference
in price between the American price and the Canadian price of gasoline, which
the Canadian consumer has to pay, should exist. For this reason, Mr. Chair-
man, I have had this resolution placed on the order paper that we investigate
the price of gasoline, and I may say. further that I have here the Oil and Gas
Journal of March 3, 1932. Now, here is the Oklahomga field again: US.
Motor 60-62 400, March 1, 3}; 60-62 400 3%, 3%1; 64-66 390, U.S. Motor 3%,
3%, and so on down the list, the different prices of gasoline in the different fields.

~ Now, as I say, the price of gasoline in the United States at the present
time as compared with the price of gasoline here in Canada has caused a great
disturbance among the people of Canada. I might say only this, and then I
am through, that when comparing our prices in the speech I made on the 11th
of February I showed that whereas on the 1st of September, 1931, the difference
in price between the eight average cities in Canada was eight cents a gallon,
that in 1930 with the same cities the average difference in price was 45 cents
or four and a half cents, or, in other words, there was three and a half cents
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difference. The spread between the two was greater in 1931 than it was in
1930. That is something which we are unable to explain, and it is for this
reason I have had this resolution placed on the order paper.

The CuARMAN: Thank you, Dr. Donnelly. Now, if Mr. Bothwell will
kindly address the committee we will hear him.

Mr. BoreweLL: Mr. Chairman, I do not know what I can add to what
Dr. Donnelly has said. Last year, I think it was on the 12th of June, I brought
this matter to the attention of the House on account of information that had
come to my attention and complaints that had been made in various parts of
the country regarding the price of gasoline. After putting certain facts on
Hansard on the 12th of June, the oil companies answered that by a report
in the Financial Post of June 18. That is what an oil company did, but who
was responsible for the answer I cannot say; but the start of the reply of the
oil company is as follows:— ‘

Oil company executives interviewed by a representative of the
Financial Post as to criticisms made by certain politicians that gasoline
prices in Canada are excessive, responded by pointing that drops in
crude oil prices had been followed downwards to the full extent by the
price of gasoline and other products offered to the public of Canada.

The article proceeds to show the prices and the downward trend that has taken
place. That is an authoritative statement from the oil companies, and most
people who are interested in oil take exception to the statement. There is no
doubt, as Dr. Donnelly has said, that there is a considerable difference in the
price of gasoline as between the United States and Canada. That difference
in price may be justified, but the ordinary Canadian consumer does not believe
that the difference is justified.

After an investigation was announced, the Retail Merchants’ Association
of Saskatchewan, the oil and gas section of which has been very much interested
in this problem, sent a telegram to the Prime Minister which reads as follows:—

We congratulate your government on steps taken to investigate hard-
ships and numerous complaints in present system of distribution of gaso-
line. We see by press reports that the Banking and Commerce Com-
mittee of Parliament will investigate prices and will take into considera-
tion the tariff and freight rates in comparing American and Canadian
prices. We respectfully request that this inquiry be made broad enough
to investigate fully present methods of distribution, not only of gasoline
but of petroleum products and oils. Have on file hundreds of complaints
of shortages under present system and in the interests of our Canadian
public we urge the Parliamentary Committee be given the scope and
powers of a Royal Commission and that a hearing be held in Saskatche-
wan at Regina where the evidence of our association will be submitted
and many members will gladly testify regarding abuses arising out of
present system of distribution.

That is from W, L. McQuarrie, Provincial Secretary, Retail Merchants’ Asso-
ciation, and it is dited February 12, 1932.

In this investigation it seems to me, Mr. Chairman, that the only way
we can arrive at anything definite is by having an investigation into all costs
of the production of gasoline in Canada. That is, we will have to arrive at
-the cost of the crude oil in the various fields from which crude oil is brought
into the country, freight charges, in fact all charges in having it landed down
“here, also the cost of refining in the various refineries in Canada. And not only
from the Imperial Oil Company but from the British American Oil Company
“and from any oil company that operates refineries, and whether it is going to
be fair to the different oil companies to have them at a public hearing of this
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kind giving evidence of costs and the internal working of their plants, I do not
know. However, we expect to have all of the oil companies here and I presume
it will be as fair for one as for the other. In any event, that is the way T
think the investigation will have to be conducted to get all the details right
from the oil well to the consumer in Canada.

Just to add another word, as to the difference in price, this was sent to me.
This is an advertisement in the St. Louis Daily Globe-Democrat, an advertise-
ment by the Standard Oil Company of which, I believe, the Imperial Oil
is a subsidiary, or in any event the Standard Oil holds the controlling share
in the stock of the Imperial Oil. They advertise 10 gallons of gasoline for
a dollar, 7} cents, plus 2} cents tax.

Mr. Vicror Ross: Excuse me, Mr. Bothwell, what Standard Oil Company
is that?

Mr. BoreweLL: This is the Standard Oil Company, Indiana.

Mr. Vicror Ross: No connection.

Mr. BorawerL: Maybe no connection. But it is advertisements of this
kind that we may be able to clear up in this investigation because that particular
advertisement coming to the attention of a Canadian consumer immediately
makes him believe that he is paying away too high for the gasoline that he
consumes. That advertisement is dated December 29, 1931.

There is all sorts of evidence along that same line. I do not think the
committee will gain anything by a repetition of it. The reason for the investiga-
tion has been set out to the committee by Dr. Donnelly, and all that I can
add is just the manner in which I believe the investigation should be con-
ducted.

Hon. Mr. MacKe~xzie: Might T ask if the exact terms of reference have
been placed as a matter of record in the evidence this morning?

Mr. Hanson: Yes, they are pretty wide.

The CramMan: Now, gentlemen, we have heard from Dr. Donnelly, the
sponsor of the resolution, and from Mr. Bothwell, and now I am going to ask
any other member of the committee who so desires to speak and lay before the
committee any facts he may have in regard to prices of gasoline anywhere in
Canada, confining himself, of course, to matters that the other gentlemen have
not discussed, points they have not brought out; but I want the members of the
committee to feel that it is wide open for them to say anything they desire. I
have no desire to limit anyone from speaking. It is not my wish to do that. I

want anyone to feel quite free to make any charges he likes in this matter
before I call on Mr. Ross.

Mr. Wipis: Mr. Chairman, may T ask as to whether there will be a
representative of the Shell Company before this committee.

Mr. Hansox: Yes, if the committee so desires.
Mr. WiLpis: 1 think it is highly desirable.

‘The CrHammax: We are going to ask representatives of the large com-
panies in Canada to come here, and any other companies the committee may
ask or may desire to hear, and if the committee so desires we will include
the Shell Company, or any other company in Canada.

Mr. DOI:INELLY: As a member of the sub-committee, T wish to make it
perfectly plain to the Imperial Oil that they were not singled out as the only
oil company or that we had any antagonism against them in any way, shape or
form. In picking out some company to come here, it was either the Imperial
Oil or the British American, they being the largest, and we decided that the
Imperial Oil Company should come first; but there was no special antagonism
against them any more than any of the other companies.
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Mr. MacMiLrax (Saskatoon): There is another aspect to this situation.
There is the question of distribution. Up till now the agents of the company
have had to pay for evaporation. From that point of view I understand this
year the companies have given them leeway of something like 1 per cent. There
is a great shrinkage in gas, due to climatic conditions and when the oil com-
pany representatives are discussing the problem I would like them to say some-
thing about that aspect of it, because it has caused these men in Western Can-
ada a great deal of trouble.

Mr. Vaurance: It seems to me that the basis has been laid by Dr. Donnelly
and Mr. Bothwell, and I do not think it can be enlarged upon by any member
of the committee.

Regarding the extent to which we might press the oil companies, T think
that as the committee develops and the oil companies appear before the com-
mittee, or the dealers or whoever you call, it will be much easier both on the com- l
mittee and on the oil companies. I think it would expedite matters greatly if we i
could hear from one of the oil companies if there is one represented here this ‘
morning. |

The CHARMAN: Mr. Victor Ross is here this morning representing the '
Imperial Oil Company. As Dr. Donnelly has said, the sub-committee appointed by
you to invite oil companies to be present merely invited the Imperial Oil Company
because, I think, their name came first into their minds because they are prob-
ably the largest company. This sub-committee is going to ask all the other
companies to come; but in the meantime I am going to ask Mr. Ross who has
come down here to address the committee. I should say it was intended by
the company that Mr. McCloskey, a director, was to come. Mr. Ross might
perhaps explain to the committee why Mr. McCloskey is not here this morning.

Mr. Vicror Ross, called and sworn.

The Wrrxess: Mr. Chairman, I am here alone without counsel, designedly,
because I hope you will believe me when I say that I did not know just what
this committee wanted. I am not competent to answer questions as to cost. I
did not intend to mention this to the committee but the chairman has mentioned
that Mr. McCloskey, a young Canadian who has been with us since boyhood,
and who a year ago became a director, is not able to be present to-day. He is
head of all the refineries. He is perhaps as good an authority on costs, that is,
petroleum costs, as there is in America. He was ready to come but his wife
dropped dead on Sunday and she is being buried to-day. He will be available
to the committee in say a week.

I just want to say to Dr. Donnelly and Mr. Bothwell that so far as any
rancour on our part against them is concerned for initiating this investigation,
we think that they have done a duty to their country and perhaps a service to
the petroleum companies by voicing this widespread clamour about the price of

asoline.

¥ It is quite true that there is a decided spread between the American price
and the Canadian price of gasoline. Dr. Donnelly- has mentioned grades of
gasoline, notably U.S. Motor. Well, I would say that every type of gasoline
used in Canada is immensely superior to U.S. Motor. It has to be so because
of the climate. It is also so because of the high gasoline taxes. A man who
pays five and six cents a gallon more wants to buy a superior grade of gasoline,
As to the superiority of the Canadian gascline, I think we could refer you to
the Department of Mines. Every year they analyze the Canadian gasoline
which they pick up at service stations all over the country, and then they get
samples from the United States. They have stated almost invariably that our
Canadian gasoline was superior to the American product. However, even having
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regard to that, having regard to factors ef freight, evaporation, higher manu-
facturing costs in Canada, and the very important question of exchange, which
will all be supported by the investigations of your chartered accountant, there
may be spreads between the Canadian and the American price. It is also true
that there are very material spreads between the prices in different centres of
the United States. L .

I was looking at the Petroleum News and I find that gasoline is selling at
a certain price in Tulsa. It pays the freight rate to Detroit. Detroit calls on
what is known as the mid-continent field, that is, Wisconsin, Oklahoma and
Kansas for its gasoline supply. They absorb the 4} cent freight rate and gaso-
line sells in Detroit at the same price as it does in Tulsa. I was looking at the
gasoline figures of one State, Montana. There is a spread of 3} cents !mtween
Butte and some other town,—I just forget the name at the moment, it will come
to me later—but I know they are 70 miles apart.

The cheapest crude and the cheapest gasoline in the world is in Texas; but
approximately gasoline sells in Detroit as cheap as in Texas with a long freight
rate. Denver, which is a quarter of the distance away from the producing field
that Detroit is, the gasoline price there is 6 cents over Detroit. That variation
of price is due very largely to over-production of American refineries. The situa-
tion of gasoline in the United States is a good deal like the situation of coffee
in Brazil. They call out the troops to keep the people from producing oil. They
have had troops in Texas and Oklahoma to try and stop production; but I think
the main reason why there is a disparity such as Dr. Donnelly quotes and Mr.
Bothwell quotes—their comparisons are not quite right—is because they are
comparing different grades of the product.

The Imperial Oil Company and the other Canadian oil companies are not
fighting the American petroleum industry. They are fighting the biggest com-
mercial racket that was ever known in American business. That is, the wide-
spread and very general evasion of the gasoline tax in the United States.

By Mr. Hanson:

Q. That is what is called bootlegging?—A. That is what is called bootlegging.
Detroit, for instance, which is often quoted as the bootleggers’ paradise because it
is surrounded by States that produce gasoline, more gasoline than they need. The
jealousy between States of the Union and the enforcement of the inter-State
commerce law is so strict that you can drive a tank wagon over any State line
without being stopped. The minute a man gets on the other side of the line he
has got a four, or five or six cent advantage over his eompetitor. The ordinary
tank wagon, I should say, takes about 4,000 gallons. Well, if he gets across the
line with a tank wagon full of gasoline he has $160 profit to start on. He collects
the 4 cent tax from the customer and gives him 2 cents back in a cut in the price.
The man who pays the tax, or the company who pays the tax—and the big com-
panies must pay the tax because no company could tell its employees to do a dis-
honest act even if it was ethical—has to eut its price, and that has caused a
general depression of the American price structure. Very competent authorities,
State authorities, Federal authorities have estimated that the gasoline tax racket
is costing the United States from 40 million to 100 million a year.

Some gentleman here has mentioned the Shell Union. Well, T happened to be
looking at the Shell Union statement. That is a well managed British company
operating in the United States. It lost 21 million in the first six months of this
year. A dozen of the companies that T know of—I was looking at their state-
ments—have lost 45 million in the six months. Dividends have been eut. The
Shell passed its dividend, and the services on its senior securities are now in great

danger. That is solely due to the fact that bootleg gasoline has depressed the
general price structure.

-
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It is very obvious to any student, of cost that gasoline generally in the United
States is selling to-day well below the equivalent cost of crude. And we see in
Detroit, for instance, where this low market exists 30 companies have gone out
of business in the last year, and there have been frequent applications to the
courts by the smaller companies for an injunction against the other companies
selling gasoline at such low prices. This is a matter of record.

The secretary of the American Petroleum Association gave evidence a few
weeks ago before the Ways and Means Committee of Congress. He, I believe,
compared the gasoline tax evasion racket to the prohibition racket. He said it
approximated it in size.
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By Mr. Hanson:

Q. Can you tell us, Mr. Ross, how long that gasoline war has been on in the
United States?—A. Well, I will tell you,—it came on—of course it could not come
before they began to put the tax on, but curiously enough it has progressed in
size with the increase in the tax, and it has been the experience I believe in
several states that the higher they put the tax the less the revenue. But Cana-
dians pay the tax. There is no evasion, or practically no evasion in this country.
I think the gasoline tax is the most efficiently collected tax and the cheapest
collected tax. \

Q. I suppose you would not express any opinion on the constitutionality of
that tax?—A. I came down without a lawyer and I am beginning to be sorry.

The CuamrMaN: Gentlemen, I would prefer—and I think you will agree
with me—that Mr. Ross should continue to make his statement, following which
any gentleman who wants to ask him any questions will be quite at liberty to do
so providing he will rise so that we can see who he is, and one at a time.

The Wirness: Well, Mr. Chairman, I have very little more to say. As I
say, I came down here to find out what was wanted, and so that I could give it
to you in the best shape possible. But I do want to say this, with all respect to
this committee I do not think it is competent to go into this question. In 1925 the
Hon. Howard Ferguson notified the oil companies that he was going to investigate
them, just as this announcement came to us, and he started an investigation. We
told him that we, for instance, our own company, made gasoline in Montreal and
sold it in eastern Ontario. We made a lot of gasoline in Sarnia and sold it in the
Canadian west; so that any investigation conducted by him could not be anything
else but futile because he could not go outside the boundaries of the Province
of Ontario. Something of the same situation existed then as has existed in the
past six months. There was a clamour about the price of gasoline. We told Mr.
Osler that if he would appoint a competent investigator, a man who after going
into it for a month would know as much about it as we did, we would open our
books to him, that is, we make a profit in Liverpool, we make a profit in Lisbon,
or we make a profit in Montevideo; but we told him that he could have every-
thing, including the National, which is our principal subsidiary, if a man took
a hold of the job who could do it, and he appointed Messrs. Clarkson & Company.
Clarkson came into our office with a list of questions in June of 1925, then under
the leadership of a man named Guilfoyle who, I believe, is a very competent
chartered accountant of high standing, brought in a staff of chartered accountants
and went through our books. They went through the books of all the other oil
companies as to the quality of the produets, prices, and so forth. Clarkson was
in there from June 1925 to January 1926. I do not think anyone would question
his integrity or his authority; but he found that our earnings in the 5-year period
from 1925 back to 1920, which were covered by the investigation, averaged 8 per
cent per annum, and that was in a prosperous time.
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I say that because I want the committee to realize that an investigation
that will really get at the facts and not accept statements from a man like
myself, or one of my associates, would take a great deal of time, and I think
that the procedure is quite unfair to a company like my own—and unequally
unfair to the other companies—because necessarily giving evidence here you
disclose information about your business which is of great benefit to your com-
petitors. We are not afraid of telling the chartered accountant, or anyone else

_vou appoint what we told Clarkson; but Clarkson reported to Mr. Ferguson his
findings but not the evidence. . i)

If the committee goes on, why we will go aleng and we will facilitate the
procedure in every way; but either for the committee or for ourselves I do not
think it is a very good procedure. The company I represent is probably in as
sound a financial position as any company in Canada. It has been fifty years
in existence; it is a most conservative firm. As I say, Clarkson found it earned
eight per cent per annum in good times, but it has not done that for two
years, and it won't do it this year; it won't begin to earn its dividend in Canada
this year. I think out of the dividends we pay, every dollar of dividends we pay
in Canada we get sixty-seven cents from outside Canada, notably eight million
dollars a year from operations in Peru, Colombia, and Ecuador. Our dividend
may be large, but it is to my mind a very substantial thing that we should con-
tinue to pay these dividends. We have thirty to forty thousand shareholders in
this country. Most of the American oil companies are in the position of the
Canadian National railroad, except that they started with some money. They
are not paying dividends; they are bankrupt. I don’t know whether I am giving
you gentlemen any information or not.

Mr. Haxsox: You are not giving us any information about the National
Railways. :

Wirness: Again, as I said before, I am not competent, but I can produce
the people who can discuss those things. I imagine what you want is costs. I
think if we establish costs and earnings on invested capital, that answers the
questions. My business in the company has nothing to do with the technical
operation of it. I have more to do with the cash, when there is any, than any-
thing else. You have to take this into consideration when you are operating
a business. In 1930, when the western farmer could not get his crop in, when he
could not get anything from the trust company or from the bank or from any
other place, we iransferred our business overnight from a cash business to a
credit business. That began in 1929, and continued through 1930. Our bills
receivable are in the neighbourhood of five million dollars, which is a very sub-
stantial amount on our dividend, on our annual earnings. We expect to get that
money back, because we expect the West to come back, because the farmer
is a fellow who does not evade his debts, and because the individual amount is
very small. But still the fact is when you are thinking about what you are
going to charge for the products you have to keep in mind what your losses are
likely to be. You go ahead along the present line of procedure, all right. I do
not know whether I should bring a corps of lawyers down here, or not. I have
not got anybody.

The Imperial Oil has been fifty years in existence, and it has never
been in a courtroom yet on a major lawsuit, never had a lockout, never had
a strike. That is, a very serious one. Its pay roll is a very large source of
considerable strength to the business of the country. When you say we are
charging too much for gasoline, we are prepared to go into an inquiry into that
subject——

By Mr. McPhee:

Q. Have you a copy of the Clarkson report?—A. I had one this morning,
but I gave it to some gentlemen.
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By Mr. Donnelly:

Q. Would you file that report?—A. Yes. I think I gave it to someone.

Q. So that we might have it for reference.—A. Yes. This was printed not
by us; I think it was printed either by the McColl-Frontenac Company—MTr.
Irwin told me that he had a number, and if any member of the committee would
like to have one, I would have them sent.

Mr. Haxson: I think we should have it either in the minutes or distributed.

Mr. Power: Print it in the proceedings.

The Crarman: You have heard Mr. Ross’s statement.” I am sure that Mr.
Ross would be glad to answer questions put by any member of the committee,
questions that deal with his part of the business. I suppose the business is one
which has large ramifications and many departments. Perhaps Mr. Ross may
not be able to answer technical questions, but if there are any questions you
would like to put to him, please stand up and do so.

By Mr. Bothwell ;

Q. Mr. Chairman, there are a few questions I should like to ask, which
might pave the way for other witnesses which may be called later.

In speaking of the taxes in the United States, Mr. Ross, and the boot-
legging of gas, if I might use that term, what tax was it you were speaking
of, production tax?—A. No, the gasoline tax.

Q. State tax?—A. Yes, the same as our tax.

Q. The same as what we might call road tax?>—A. Yes.

Q. How many refineries have you in Canada?—A. Seven.

Q. Where are they located?—A. One at Halifax, one at Montreal, one at
Regina, one at Calgary, one at Sarnia, and one at Iocoe, Vancouver—the
Imperial oil town of Ioco.

Q. I presume your crude to those different refineries comes from different
fields?—A. Yes, sir.

Q. In the United States?—A. And South America, and a small amount from
the Turner Valley.

Q. Take for instance, your Halifax refinery. Where will your crude come
from?—A. Well, some of it would come from Colombia or Peru, which we pro-
duce ourselves. It may come from Texas. It would be Texas crude or mid-
continent crude, mid-continent representing the three states I have mentioned,
having a pipe line from the centre of the mid-continent field down to the gulf.

Q. Is that your own pipe line?—A. Oh, no, sir; it is a common carrier.

Q. Have you any pipe lines from the oil fields?—A. We just have one pipe
line which we own through a subsidiary, which runs from our plant at Sarnia
to Cygnet, Ohio; and the crude is moved from Texas to that pipe line. We
command that major pipe line which carries crude about a thousand miles up
from Texas.

Q. For instance, your Regina refinery, where does your crude come from
to it?—A. Well, we use some Turner Valley crude there, but it mostly moves
from Montana or Oklahoma by tank car.

Q. By tank car?—A. Yes.

Q. Now, you spoke of the number of shareholders that yeu had in Canada
in the Imperial Oil.—A. Yes. ;

Q. The statement has been made that fifty-one per cent of the Imperial
Oil is owned by the Standard Oil; is that correct?—A. Well, it owns more than
fifty-one per cent.

Q. Do you know the percentage?—A. I think it is about—in my head,
now—I think it is about sixty per cent.

Q. That is the Standard Oil?—A. That is the Standard Oil of New Jersey.
We are very proud of our connection with it. I would just like to say there,

k3
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possibly, if it is of any interest, that there is a foreign interest in our company,
a stock interest of something approximating sixty per cent, maybe a little more.
That is just about the same as the amount of our dividends that comes from
outside of Canada. They are almost equal, or approximately equal.

Q. Then you mentioned also this National Petroleum News. Is that pub-
lication recognized by the oil industry as authoritative?—A. Yes, it is a stand-
ard paper. There are two or three but the National Petroleum News occupies
a very high position. ’

Q. You, I think, told us that you could not give us any figures as to the
cost of crude delivered to your refineries?—A. No, I cannot give it to you, but
I could get it over the telephone.

By Mr. Donnelly :

Q. You referred to the difference in price between gasoline in Canada and
in the United States, and you said it was largely due to the fact that gasoline
in Canada was—A. No, I did not mean to say that.

Q. I understood you to leave the impression with the committee that one
of the reasons for the difference in the price of gasoline was because the Cana-
dian gasoline was a higher grade?—A. What I say is this; that generally the
grade of gasoline in Canada is higher than the general grade in the United
States. That has a very small thing to do with the price; it has very little to
do with the price. There are three factors, evaporation, the increased cost of
moving in Canada, and the greatly increased cost in marketing in Canada,
account for the spread.

Q. Well, all those factors will be taken in account in 1930, as well as in
1931, would they not?—A. Oh, yes.

Q. How do you account, for the great difference in price in 1931?—A. Because
of demoralization of the Anicrican market.

Q. Because of the demoralization of the American market?—A. Yes. We
base our prices according to what is known as the posted price of crude.

Q. You base your prices on what?—A. On the posted prices of crude.

By Mr. Power:
Q. What is that remark?—A. “ Posted.” They post a price.

By Mr. Donnelly :

Q. In fixing the prices that you refer to, do you have any communication with
other companies in that regard, or is it done entirely on your own?—A. Well,
there is no general fixing. Communication usually takes the form of abuse from

our competitors. As the price of the mid-continent crude goes down, we follow
it right away. :

By Mr. Hanson:

Q. You fix the price, and they follow suit. We all know about that?—A.

Generally, but not altogether. There are times when a little price war develops
here and there. It has happened.

By Mr. Donnelly :

Q. As a matter of fact, between 1930 and 1931, something has enabled you
to have a bigger spread between the Canadian prices and the American prices?—
A. T think it is because we followed the posted prices. Our price is a good bit
lower now than it was—like before the war, when crude prices were up, they
are much lower than at the end of the war. Our price went down very much more
rapidly and much ahead of other commodities, and it has stayed down. We have
followed the policy very generally for years of adjusting the gasoline price
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according to the quotation of the price posted for crude in the mid-continent
field which determines the value more like No. 1 northern does for grain in Win-
nipeg. The American refineries have not been able to do that. There has been
to much gasoline in the United States. They have gone lower than the prices of
crude.

Q. Would you care to tell this committee what it is that has enabled you not
to follow the American refineries? There is something that has prevented you
from having to follow it, otherwise we wouud be importing from those companies
and selling just as low as they are selling down there. What is it that has enabled
you to do that?—A. They are bringing stuff in. The Canadian Shell is bringing
this stuff in.

Q. The independent distributors are not bringing it in?—A. I think a lot
are. We are running more stuff lately. We are selling them some stuff, but our
prices at which we have to sell them—when you see a service station’s price
posted up at twenty-five cents, or something like that—

Q. I beg your pardon?—-A. When you see a service station, and see a price
posted up, the natural inference would be that is what we get, but we do not get
more than eight cents of the price. All our business, or a large part of our busi-
ness, is wholesale business; and we sell to jobbers throughout the country, but we
sell to larger companies too. The people who bring gasoline in, or used to bring
gasoline in, don’t cut their prices by reason of lower costs. They stack right up
to our prices, or the prices we have to charge.

Q. Will you sell to any company irrespective of what they may sell it for?—
A. We try not to. We try not to sell to a fellow that cuts prices.

Q. When you sell to a man at a service station, you practically compel him
to sell at your price?—A. No, we cannot compel him.

Q. If he does not, you will not sell him any more?—A. We would generally
not, because he is hurting another customer of ours in the same town.

By Mr. Vallance:

Q. I suppose you import most of your crude oil>—A. Oh, yes.

Q. You also export large volumes of gasoline?—A. No, not so very much.
We have very little export. We have been sending a lot of—our boys at the
Sarnia laboratories produce a very very high grade of lubricant—I do not want
to use the committee for advertising purposes so I don’t mention its name,—and
it is going to London. The Old Country seems to like it. We have made some
shipments over there.

Q. This is a question I should like to ask you. I understood you to say
that you did export some gas. Have you any knowledge as to just how much
the cost is to the consumer in the country to which you export? Is it more or
less or equal to the price paid by the Canadian consumer, we will say, in western
Canada?—A. Well, it would be higher. It would be higher. For instance, the
British use a great deal of benzol for mixing with gasoline. It makes a very
excellent motor fuel. Well, the difference there is nine cents. I think I would
say that in countries similar to Canada, like Australia and Argentine, the price
of gasoline is materially higher than it is here.

Q. So that you say you are not exploiting the Canadian consumer in order
to make it possible for you to export any amount of gasoline?—A. Oh, we
practically export no gasoline.

Q. As far as your company is concerned?—A. Oh, the price structure in
Canada is based entirely on cost.

Q. So that as far as your company is concerned, would you say your export
" price would not have any bearing on the Canadian price?—A. No. We have
to export some, but there is no export price——
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By Mr. Donnelly:

Q. T should like to ask another couple of questions, if I may. Would you
care to say anything, Mr. Ross, as to the comparative cost of distribution of
gasoline in Canada and the United States?>—A. Well, I would say that it would
be naturally higher. It must be higher, except in parts of the United States
which resemble a good deal of Canada; that is, like say, North Dakota. But it
is much easier and cheaper, naturally, to distribute gasoline in populous states
or provinces than it is with some of our markets. We go to Prince Rupert. Not
long ago, a deputation of residents of North Bay and vicinity, I am told, inter-
viewed the Prime Minister of Ontario, and asked that they pay only seven-
twelfths of the automobile tax; their reason, which was a perfectly good reason,
was that for five months of the year they cannot take their cars out of the
garages, because of the snow. They said it was unfair that a man in Toronto
or Ottawa, where the roads are kept clear, could use his motor car every day of
the year and they could only use their’s seven months of the year. They asked
for a rebate of five months’ taxes as a permanent thing. 1 do not think they got
it, but it was an illustration of the fact that we have facilities, bulk storage in
every town and tank wagons and men who do not earn anything in the five
months, and that is also true in the west. Business just closes right up.

Q. I presume Mr. McCloskey when he comes will be able to give us the
cost of distribution, would he?—A. He is a refining man, but we would have a
man who could give us that.

* Q. Just one other question in connection with this. You are largely
interested in the Turner Valley field?—A. Very largely.

Q. And we understand, of course, that a number of the wells there have
been closed down?—A. Yes.

Q. Would you care to state to the committee just what the reason is for
that?—A. Well, it is largely competition. It is a matter. of price; and then the
Turner Valley product is extremely volatile, and if you mix it—we have got
to mix it with a certain amount of ordinary gasoline to make a commercial
product. I think you can put it in your car and run it for a little while, but it
does not do your car any good. It is a matter of over-production. If the Turner
Valley product was not so volatile and if it was not for an excessive freight
rate it would move east and be very acceptable because of its volatile character,
but it cannot stand the freight rate.

Q. At the present time do you move a part of your Turner Valley oil to
your refinery say in Sarnia?—A. No.

Q. Or Montreal?—A. No.

Q. None of it goes east?—A. No, it would be too expensive.

Q. Where is it used?—A. Largely in Calgary and Regina.

Q. In speaking of the shareholders in the company—the holders of stock—
this does not particularly concern me, but there have been rumours of the con-
nection of the Prime Minister with the Imperial Oil Company, and it may be
well to just have that cleared up now, if you will make a statement in connection
with it?—A. I do not think there was any suggestion, Mr. Bothwell, that there
was anything improper.

Q. Not at all. That is not the meaning of my question at all; it is more
to satisfy the public mind that has been making statements of that kind. It does
not concern me. As a matter of fact, it does not concern me in any way as to
what his holdings are?—A. Sir James Lougheed—there is no reason for a refusal
to answer a question like that—

The CHAIRMAN:
fect liberty to do so.

wl\:lrz. Baker: We are not here to discuss the stockholders of the company.
—24

If Mr. Ross wishes to answer the question, he is at per--
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Mr. BoraweiL: I am not pressing the question. As a matter of fact, the
asking of the question came about through a remark of the chairman himself,
in conversation before the Committee convened.

Mr. Baker: It is going beyond our duty.

Wirness: I do not think it is a good thing that that point should be raised
or that point should be brought up without an answer. The question is a per-
fectly proper one. Sir James Lougheed, when I came with the company a little
over ten years ago, maybe a little longer than that, was our lawyer in Calgary,
just as somebody has to be our lawyer in Ottawa or Vancouver, and he became
Minister of the Interior. At that time we were interested in that property at
Fort Norman inside the Aretic Circle, and there was also some activities in the
Turner Valley; and Sir James’ law work—we were doing a lot of business here
with the Department of the Interior, and this law work drifted over to Mr.
Bennett. Then the Turner Valley became active, and we were dealing with
leases out there, and niost of the people we went to in connection with these leases
said, “ leave it to Mr. Bennett.” There is generally a question at stake if you
take an oil lease and you pay a man for it and you do not get any oil, which
was generally the case—you were out that much money; and if you did get any
oil he would always think he had not got enough for the property. They all
seemed to have confidence in Mr. Bennett. He was our lawyer. He was carry-
ing out agreements, and in order to give him the correct freedom of action he
was put on the board, but he never was on the board in the full sense of a direc-
tor. That is to say, each one of our directors in the Imperial Oil Company is a
working man.

By Mr. MacMillan:
Q. How long ago was this?—A. About twelve years ago.
Q. Mr. Bennett was not even in the house then?—A. I don’t think he was.
It was at the time Turner Valley started.

By Mr. Vallance:

Q. Do I understand you to say that your directors to-day are all the heads
of various departments in your company?—A. Yes; but Mr. Bennett came in as
head of Turner Valley. :

Q. Is it not also true that your employees are large shareholders in your
company ?>—A. Oh, yes. :

Q. I mean your common labouring men, say, in Sarnia?—A. Yes. We have
easily six thousand employees who are shareholders. Between them they hold
a tremendous amount of stock.

By Mr. Pettit:

Q. When did your Imperial Oil Company enter the Canadian field?—
A. Oh, about fifty years ago—forty-five years ago.

Q. Your charge to the consumer is based on the cost of the erude?—A. Yes.

Q. And do I take it that between the erude and the charge to the consumer
is the margin of profit?>—A. It is the manufacturing cost and the marketing cost,
depreciation costs. They are all in there.

Q. The ultimate cost—the difference between the ultimate cost and the
charge to the consumer is your margin of profit?—A. I fancy that would be
true.
Q. And that is made having regard to the fact that you desire to pay eight

r cent on the par value of the outstanding stock?—A. It is due to a very
Eeuman desire to make the company prosperous, and eight per cent in the most
hazardous kind of modern commerce is not a large return.
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Q. The cost to the consumer is based on the outstanding stock. on the par
value of the outstanding stock—

By Mr. Donnelly:
Q. Between your stock and non par?—A. Non par, yes.

By Mr. Pettit:

Q. How many splits have there been, and what was the nature of those
splits?—A. There have been, I think, three splits. There was also, as the com-
pany has grown and needed more capital—the reason for the split was because
it was found a very practicable thing to get the stock somewhere in the neighbour-
hood of $10 or $25 so that the average housewife or the average workingman
would buy two or three shares, the theory being that as soon as he bought those
two or three shares he bought our produets. But whatever stock bonuses thére
have been—T think there has been only one—have been due to the fact that we
sell 8100 par value share to an existing shareholdder—a $100 par value share,
and we charge him $300. One hundred dollars of that goes into the capita{
account and $200 goes into the premium reserve account, and over a period
of years the premium-reserve accounts amount to sufficient so that you can
split the stock and give a stock bonus.

Mr. McPuee: -Don’t you think we are wandering far afield?

By Mr. Pettit:

Q. How many times has the value of the no par value been fixed?—A. 1
cannot quite follow you.

Q. There is no par value stock, and the directors fix the value of that
when you sell your stock from time to time, upon which you pay dividend?—
A. Take a stock of the par value of $40 and split it four for one. The assump-
tion is that it is worth $10; but what it is worth is fixed by the publie.

Q. The directors fix the value of the no par value stock?

Mr. Hansox: They do if they are issuing new stock.

Wirness: If you issue a no par value stock, the department requires so
much capital, so much a share. You follow government regulations.

By Mr. Pettit:

Q. I would like to follow the fluctuations of the stock and the nature
of the split and then we would know and have some idea as to whether the
price charged now is based on probably stock that has been given away?—
A. There never was any given away. When the split was four for one—

Q. Perhaps not given away, but a certain amount of no par value shares
have probably been given in addition to what has been paid by the purchaser.

Mr. Hansox: He said he had one issue of bonus stock which came out of
the premium reserve. !

- Wrrness: There has never been any bonus stock.

By Mr. Donnelly:

Q. Supposing I had one share in 1910, how many shares would T have now?
—A.That is a long way to go back. :

. Q. How many splits have you made since 1910?—A. There were to or three.

It is only taking a dollar from my shareholder and giving him four quarters

back. It did not take any more tangible wealth.
44891—23a
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By Mr. Bothwell:

Q. Can you remember those divisions of stock? In 1915 a stock dividend
of 100 per cent was paid?—A. That is the one I speak of.

Q. In 1925 there is one from 2,000,000 at 25 to 8,000,000 of no par, and
the shareholders received them on the basis of four for one?—A. Yes.

Q. April 16, 1929 the capital increased from 8,000,000 to 32,000,000 shares?
—A. What date was that?

Q. April 16, 1929.—A. Yes.

Q. Four for one, is that correct?—A. T assume so.

Q. It was 100 per cent stock dividend in 1915, four for one in 1925, and four
for one in 1929?—A. Yes. To get the true picture of that you will have to go
back farther. You cannot start with the 100 per cent stock dividend as a stock
basis. You will have to go back and take in what the shareholder paid in
premium on capital stock before that.

Q. Your capital in 1915 was $10,000,000, was it not, for that 100 per cent
stock dividend?—A. T believe it was. T was not with the company in 1915. I
presume that is correct.

By Mr. Hanson:"

Q. What was your premium reserve then?—A. The premium reserve for
that 100 per cent stock dividend, I believe it was—I think about $500,000 as I
remember. The rest was undistributed profit. But it is a fact, I think—this
can be easily demonstrated by an accountant—I think the net result is that the
shareholders have paid in more in premium reserve than they have taken out
through the stock dividend. 1 think that is true.

By Hon. Mr. Euler:

Q. I think Mr. Ross stated that when they issued a $100 share it was issued
at a premium of $200, and the workman paid $300?—A. The shareholder paid.

Q. And the $200 was credited to a premium reserve account?—A. $200.

Q. And that was then drawn upon for the issuance of more stock?—A. Yes.

Q. I would like to ask whether that premium reserve account was increased,
or was composed only of the premium that was paid, the $200; or was that
increased by undivided profits, I think you would call them, or by profits earned
by the company which were later on issued to those shareholders? Was that
reserve only on premium stock or was it increased by profits?>—A. Both state-
ments were true. A very considerable amount was premium reserve and the
other was undistributed profits.

Q. They were all in the one account?—A. They were all put in the one
account for the purpose of declaring this stock bonus.

Q. They were all in the one account?—A. They were all put in the one
account.

Q. Mr. Ross, you stated that Mr. Clarkson had found that your company,
over a period of years, averaged a profit of 8 per cent?—A. Yes, sir.

Q. A profit of 8 per cent on what?—A. A profit of 8 per cent on the capital
investment, the money in the company. :

Q. That is, actual money paid to you by the shareholders?—A. Yes, sir.

By Mr. McGibbon: .
Q. Mr. Ross, can you tell us anything about by-products? The price of
fuel oil, for instance, I imagine is regulated by the price of coal?—A. By the

price of coal?
Q. I imagine so.—A. It is in certain places.
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Q. I have heard that the companies really lose money on those by-products
. which are a necessary part of the manufacture of gasoline, is that true?—A.
That is true, there is a loss on some things.

By Mr. Hepburn.:

Q. I asked if the Imperial Oil Company has any subsidiary companies?—
A. Yes.

Q. Could you file a list of those companies for the information of the com-
mittee?—A. I think they are in the annual report.

Q. You stated that 60 per cent of the shares of the company are held out-
side of Canada?—A. Yes.

Q. And about 60 per cent of the profits of the company are accrued outside
of Canada?—A. No, 60 per cent of the dividends.

Q. Well, then, in bringing in your ecrude oil, for example, to your Halifax
refinery, do you buy that on the free market or from one of your subsidiary
companies?—A. We haven’t any subsidiary companies that produce crude oil
except the Dalhousie; we do not buy any oil in United States from any
subsidiary.

Q. I am referring to your South American oil fields. Do you buy your
crude oil from your own oil fields?—A. Oh, yes, quite a lot.

Q. And do you buy it then from your subsidiary companies?—A. Yes.

Q. It is possible you pay your subsidiary companies more money than you
would have to pay on the free market?—A. No, that would not be wise, because
we would pay a lot of extra money to a large minority interest.

Q. It would be the means of covering up profits, would it not?—A. We have
had no incentive to cover up profits.

Q. Coming down to a matter of fact, we know there is a big spread between
the price of gasoline in the United States and Canada?—A. Yes.

Q. You bring your crude oil in free?—A. Yes.

Q. Then the spread would only be attributed to the increased manufaeturing
cost and the inereased cost of distribution in Canada? Those are the only two
faetors that eould possibly enter into the spread or disparity in price?

Mr. Hanson: And freight.

The Wrrness: And then there is the question of exchange.

By Mr. Hepburn:

Q. You can go back beyond the time when there was the exchange rate.—
A. The exchange in 1921 to buy New York funds to pay for our crude cost us
$6,000,000.

Q. Well, then, you are connected with the Standard Oil of New Jersey?
—A. You mean our company?

Q. Yes.—A. Yes.

Q. Does that company put out a similar product to your own, what you
call your blue gasoline?—A. Not as good.

Q. Well, then, you say that the content of the gasoline is not a factor in
the matter of price. You made that statement, did you not?—A. Well, it always
is. I said that the quality accounted for the spread. It does not do that by
any means between the American priece and the Canadian price.

Q. I was in Windsor a short time ago and 1 had wait upon me a delegation
of gasoline men there. They were distributors, retailers, and they satisfied me
at least that there was a spread at that time of 8 cents in the wholesale price.
In fairness to your company, I know there is a little difference in the size of
the gallon, but is there anything to warrant a spread of 8 cents in the wholesale
spread of gasoline in Canada as ecompared with the United States?—A. The
wholesale price, or do you mean the retail price?
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Q. The wholesale price. - The retail price is around 10 cents or 11 cents.
Could you answer that question?

The CHAlRMAN: Is that between Windsor and Detroit?

Mr. HepurN: Between Windsor and Detroit. At that time there was a
spﬁzad in the wholesale price with reference to the blue gasoline of 8 cents a
gallon.

The Wrirness: If we could stop the people of the border cities going across
in the ferry and filling up their tanks we would do it. We would fight the
Detroit distributor, but we cannot do it because we have to conserve our own
resources to look after North Bay, Saskatoon and Prince Rupert. As I said
before, speaking of Detroit, 30 companies have failed in Michigan in the last
year. :

Q. You just told us a little while ago that you took into consideration the
fact that your costs of distribution were higher, so how can you justify your
action in charging those people a higher price for gasoline—A. That is not so.
The higher charges in the outlying sections are not an absolute burden on those
sections. It is part of the price structure all over the country and the price
structure all over the country is fixed having regard to the extra cost of dis-
tribution in the outlying sections.

Q. Well, I will just say this, that Canada is not a free market for gasoline,
there is a high tariff and a dumping duty, and between the two of them there
has been created a very material spread in prices?—A. It is not attributed to
the oil companies—

Q. You say that the duty and tariff are not or have not contributed to that
disparity in price?—A. That is to say, we are not making less money now than
we did when Mr. Fielding gave us a cent protection in 1920.

Q. You would be content, then, under the tariff, as applied by the Field-
ing ministry?—A. I would not.

Q. You must be having some advantage over the present tariff?—A. The
figures will show, Mr. Hepburn, just what advantage we are taking.

Q. Figures, of course, can show anything, especially when the stock has
been divided four to one and then again four to one—A. You must not make
statements like that, Mr. Hepburn. We can establish that we are buying on a
market just like the market for pig-iron. We pay our subsidiary in South
America a price that is established by the market of the moment, the general
market, and we buy at exactly the same price that we sell to Japan or sell—

Q. Then you get your crude oil as cheaply as the American competitor—
if you buy in a free market you are able to buy your crude oil as cheaply as he
can?—A. As the British American—

Q. As any other company?—A. Yes.

Q. There is no disparity, so far as your raw material is concerned, at that
end?—A. No, Mr. Hepburn.

Q. Then the spread in price must be due to the three factors mentioned, that
is the increased cost of production, the increased cost of distribution and the
exchange rate?—A. Yes, and the freight.

Q. Do you think those three factors entitle you to an 8-cent spread?

Mr. Hanson: Are you talking about the bootleg market in Detroit?
Mr. Hepsurn: No, the established market price.
The WirNess: There is no established market price, there is no such thing.

By Mr. Howard:

Q. Mr. Ross, you said a minute ago that you based your crude oil price
on what is the posted price, that is to say, where you buy it from your own
subsidiary, or whether you buy it from your own subsidiary or another one
you base it on the posted price. How 1s the posted price for crude estab-
lished?—A. We don’t base it, the seller bases it. v
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Q. In other words, would you take the price of crude as supplied by the
legitimate good-sized company?—A. Yes.

Q. If you could buy crude for so much less, what we call bootleg crude—
I suppose it exists—but. you don’t do that. You pay your subsidiary, whoever
it is, the posted price>—A. We buy, as I say, a very small fraction from
subsidiaries and we pay the same price that other buyers from them pay.
There is a certain amount of bootleg crude which we do not buy, because we
must assure ourselves of a continuity of supply, so that we buy for a year
at the posted price which is posted in Tulsa, the principal market, every day.

Q. Every day?—A. Yes. .

Q. Now, you stated a minute ago, due a good deal to the higher manu-
facturing cost; if you eliminate the distribution factor do you consider that
it costs more to manufacture in Montreal than it does in one of your American
plants?—A. We have got no American plants. :

Q. Well, your competitors in the United States?—A. Yes, it does. Our
wages are higher.

Q. In Canada?—A. Well, here we put in an apparatus in Montreal not
long ago. It was a great big still bigger than this room. It had to move from
the point of manufacture on two or three flat cars. It could not go over 20
miles an hour and had to be transported in the day-time, having to be laid up
at night. It was a new type, and the Ohio Oil Company president came over
and we showed him this and he asked how much it cost. We told him it cost
$800,000. He copied the idea and we asked him what it cost him and he said
it cost him $600,000.

Q. Yes; but, Mr. Ross, you are now referring to a different thing. That
is a capital expenditure.—A. Upon which you have got to earn dividends.

Q. Right; but you know that would be practically nothing in the price,
a difference of $200,000 on capital expenditure, especially considering the amount
of gasoline you sell. If you spread it over and it applied equally to every plant
and every bit of equipment?—A. Yes, if you spread it over and it applied equally
to every plant and every bit of equipment.

Q. Take, for instance, your labeour costs in Montreal, they are not higher
than your competitor pays for the same thing in the United States?—A. They are
distinctly higher than some refineries pay who ship in here, especially Baton
Rouge in Louisiana; they are not any higher.

Q. Personally, I am tickled to death that that is the case, but I doubt the
statement. Now, back in 1915 the capitalization of your company was
.31030(})0,000?—A. Well, T wasn’t with the company in 1915, but I assume that
18 right.

Q. How many shares are there to-day in the Imperial Oil?—A. I think
there is somewhere in the neighbourhood of 26,500,000—far too many. -

By Mr. Power:

Q. Why do you say far too many shares?—A. Well, I think that in our
efforts to interest the small investor we carried the split too far, and our stock
is now spread all over the country in weak hands, and since the depression began
those little fellows have had to sell their stock, and the cumulative effect on the
market has been very bad. That is, five shares coming from Montreal, and five
from Ottawa and five from some place else affects the market adversely, much
more than the total sum of those shares. :

Q. The price of the stock does not affect the company, though?—A. Oh, no,
it does not affect the company. :

Br. Mr. MacMillan (Saskatoon):

Q. What proportion- of the cost of gasoline would be in .the distribution;
I mean, from your stations—A. To a service station?
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Q. Yes. Is that the larger part of the retail price?>—A. A very large part.

Q. Eliminating the dealer’s profit—A. You mean the dealer’s profit?

Q. Eliminating the dealer’s profit, is the cost of distribution a large part of
the cost, or the major factor?—A. Well, I should say it costs about 5 cents or 6
cents a gallon to sell gasoline at a service station.

Q. Well, now, in regard to the service stations, there is in the west the feeling
that the service station men have been treated unfairly. The service station men
have been complaining very bitterly about the manner in which the oil companies
have treated them; that is to say, there is a great—A. I am surprised to hear that.

Q. On account of temperature there is a great shrinkage in gas and you bond
these men?—A. Yes.

Q. And then you make them responsible for the number of gallons that your
tank wagons deliver and a shrinkage takes place in very hot weather?—A. Yes.

Q. You are allowing them now, I think it is 1 per cent, although you did not
allow them anything before?—A. What we did was to put on meters.

Q. But you have not.put them on?—A. We put them on at different places
to find out—

Q. Why not put them on at all places and then charge a man with the amount
of gas that runs out, not that runs in—A. Because it would put a cent on the cost
of gasoline. Those meters cost $1,000. Anyway, if you have a couple of thousand
stations at a couple of thousand points it would run into a lot of money.

Q. Yes, but the farmer compalins that the gas station men—A. I think the
farmer had some reason to complain. Of course the whole thing arose over the
fact that gasoline has a certain gravity, or at a certain gravity there is no shrink-
age; but when Turner Valley came along, in order to absorb the Turner Valley
production and to make the gasoline better we put in this high volatile Turner
Valley gas— : :

Q. But the farmer complains now in Western Canada—and I think it is
reasonably substantiated—that up to now, by virtue of the manner in which you
deal with your gas station man he had to short measure the farmer a bit?—A. I
don’t think that is true. As soon as that thing was discovered a very exhaustive
examination was made by ourselves.

Q. Let me ask another thing. In view of this evaporation, that takes place
on account of the temperature, doesn’t it?—A. Very largely.

Q. Well, if those tanks were put below the ground would not that protect
them?—A. That is a very expensive thing to do.

Q. Well, you have got the tanks?—A. We have got the tanks but we have
not got the holes.

Q. The hole is the cheapest thing of the lot.

By Mr. Ralston:

Q. Mr. Ross, in the first place, would you file with the committee a state-
ment showing the capital structure changes?—A. Yes, I will do that.

Q. In the company, say from 1910 if you like, whatever period would make
or would give the committee a fair history of the structural changes in the com-
pany?—A. Yes, I will give you that.

Q. Showing the amount of capital issued, and the various bonuses and the
various splits, and the amount of actual cash paid into the company?—A. Yes.

Q. Not the value on the market. We want to find out the actual cash invest-
mtxlt gn which the company is proposing to pay whatever dividend it does pay.
—A. Yes.

Q. Then will you include in that or add to that a statement of the dividend
record of the company based on its various capital changes?—A. Yes.

Q. Now, Mr. Ross, I am interested in perhaps a little different feature from
some of the gentlemen who have been asking you questions. There has been a
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good deal of discussion with regard to the retail price in the United States as
compared to the retail price in Canada. I am interested in consumers particularly,
but fishermen consumers, the men who use gasoline boats who are interested in
the amount which they have to pay for American gasoline, let us say, landed at
their port or harbour as compared with the amount they have to pay for the
Canadian gasoline. As I understand you, the difference,—at least some of the
differences between those two prices are made up by these factors, first, that
manufacturing costs in the United States, you say, are less than they are in
Canada, and, secondly, you say that there has been an overproduction in the
United States—A. Yes.

Q. And that, therefore, the costs of the American gasoline landed in Canada
do not represent a fair cost having regard to the actual cost of production?—
A. Yes.

Q. And the third factor you mention is that there is a difference in the
quality?—A. Yes. ;

Q. Cannot we eliminate that difference in quality?—A. I think so.

Q. Because we cannot compare, usually,—A. That is, if you compare the
same grades.

Q. My fishermen come down to this: that they have to compare the cost of
the gasoline, the American gasoline landed in Canada, which includes the factors
of exchange and freight, as compared with the cost to them of Canadian gasoline,
including the Canadian cost of manufacture and distribution; that is correet, is it
not?—A. Yes, that is correct.

Q. Those are the factors that enter into the cost as laid down to the Canadian
consumer by the consumer of Canadian gasoline?—A. Yes.

Mr. Haxson: Is there not just one further factor, the greater cost of dis-
tribution? I am interested in that part.

By Colonel Ralston:

Q. I am not talking about distribution in the United States. I am talking
about landing gasoline in Canada, and, therefore, we do not have to discuss the
relative costs of distribution in the United States?—A. No.

Q. We are only getting American gasoline over here and comparing the cost
of that with the cost of Canadian gasoline. Now, as I understand your costs,
you yourself are not in a position to speak on the details at least of the cost of
manufacture in Canada, is that correct?—A. Yes, that is correct.

Q. As a matter of fact, you did, I have no doubt, present to the government a
statement of your costs in order to demonstrate to the government that there
should be an increase in duty?—A. I don’t think we did. I don’t recall.

Q. Are you quite sure?—A. I am almost certain. If I did it is on record, but
I don’t think T did.

Q. Did you present any case to the government at all at the time the duty
was raised in 1930?—A. I was abroad in 1930. I don’t recall what representations
were made to the government. I know that we made some representations, by
request, to the last government. It was suggested that we go before the Tariff
Board. We went before the Tariff Board and I believe on the facts established
the then Minister of Finance, Mr. Dunning, was convinced that we were entitled
to a dut_v: In fact he told me so.

Q. Dxr_l you make any written representations at all?—A. I will look at my
file. That is the best I can do. T don’t recall at the moment.

Q. Because I think this point important, in view of the fact that you are
basing your position in Canada, at least, on one major factor, and that is the
increased cost of production here?—A. Yes.

Q. Now, then, when the Order-in-Council was passed fixing a value for duty
purposes later,—you remember that?—A. Yes. '
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Q. Were you at home at that time?—A. I was.

Q. Did you make any representations to the government then in writing as
to the situation in the gasoline industry in the United States as compared to the
situation in Canada?—A. I think it was in writing. We saw someone,—it may
have been Mr. Breadner—and we made some representation and I believe what
he did was to take a gentleman from his department and make his own invest-
igation.

Q. Did you make any representations yourself?—A. I would think we did,
but I am not sure. I could find that out.

Q. That is, representations in writing?—A. Yes.

Q. You say you hadn’t anything to do with them making an investigation
of your situation in Canada and an investigation of the situation in the United
States?—A. Well, if we knew that gasoline was being invoiced into Canada at a
certain figure,—I don’t know just how we would find that out, but if we knew it
and we knew the price at the point of origin, we might conceivably tell Mr.
Breadner about it.

Q. But you knew that, as a matter of fact, the Order-in-Council laid down a
fixed price?>—A. For any commodity.

Q. I am speaking about gasoline—A. Yes, but it was not done for us.
The dumping clause was not put in for our benefit.

Q. T don’t mean that.—A. Or for the oil industry.

Q. There is a specific Order in Council fixing the value of petroleum pro-
siucts, particularly gasoline, Mr. Ross?—A. I don’t know. T thought the Order
in Council applied to any commodity.

Q. You are thinking of a statute which gives a minister the power?—A,
Yes, that is what is in my mind.

Q. Then, the minister, exercising that power, had an Order in Council
passed whereby he set the value of American gasoline for duty purposes, and
for dumping duty purposes established so and s0?—A. Yes.

Q. In other words, my fishermen have to pay that much for American
gasoline regardless

Mr. HaxsoN: They have to pay duty on it.

Hon. Mr. RatsToN: They have not only to pay the duty, but they pay the
difference between the fixed price and the price of gasoline in the United States.
There is no question about that. Now, I assume, Mr. Ross, that that was done
at the instance or on the representations of the various companies interested in
the petroleum industry in Canada; is that so?—A. T know that there was some
correspondence with the Department of Customs on dumping. T presume that
the documents are available.

Q. Will you give us your copies of them?—A. I think Mr. McCloskey can
tell you about that when he comes, because he made the representations.

Q. You have no details yourself? You will give us all the correspondence
you have?—A. I will give you what I have. i

Q. You will give us all the correspondence you have had with the depart-
ment in regard to the inerease in duty in 1930 and at the time of the fixing of
the prices for dumping duty purposes a little later. I do not know just the date
of the Order in Council. 5 :

Now, will you tell me about the price of gasoline in Canada,-lf at the
present time you regulate the price of gasoline in Canada at all, having regard
to the actual cost of American gasoline laid down in Canada?—A. No, that is
not a yardstick. The yardstick is the price of American erude. !

Q. T beg your pardon?—A. The yardstick is the price of American crude.

Q. You are making no attempt whatever to meet the price of American
gasoline laid down in Canada, or Roumanian gasoline?—A. Practically no
Roumanian gasoline here. No, we don't, because the imported gasoline—usually
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a man in St. Thomas brings in gasoline and sells it below our price. Well, in
order to meet it in St. Thomas, we will have to decrease the entire Ontario price
structure.

Q. That is correct.—A. And we would be just like—we would rather lose
business.

Q. Therefore, your position has no regard whatever to the price at which
the consumer may purchase outside gasoline?—A. No.

By Mr. Donnelly:

Q. Mr. Ralston asked about the filing of a list by you showing the amount
of capital, and so on.—A. Yes.

Q. I also understood him to say that in the annual report the subsidiary
companies of the Imperial Oil were all mentioned. Will you also file with the
committee a list of the subsidiary companies with the amount of capital, the
same time as vou file the other?—A. What is that?

Q. The names of the subsidiary companies and their capital?—A. Yes.

Q. Just the same as you do with your own?—A. Yes, we will do that.

Q. Mr. Ralston referred to the matter of fixing prices here in Canada. Is
there a marketing committee, here in Canada, who fix the price for gasoline, or
the marketing price of gasoline throughout the dominion?—A. A marketing
committee, as it is called?

Q. Outside of the representatives of the company, the different companies?
—A. Oh, no.

Q. No marketing committee at all fixes the prices for gasoline?—A. No,
there is absolutely not.

Q. How is the price arrived at, then?—A. Well, a telegram comes in and
says that crude is so much a barrel, ten cents a barrel in the midcontinent field,
and the marketing man computes at once what relation that has to the number
of gallons contained in a barrel of crude, and also its relationship to the market
price of several hundred other commodities, and the price comes down. It
may be done first by ourselves, or done first by the British American. It is
usually a case of our size, and our size is diminished,

Q. In August last year, the price of crude in Texas fell down to about two
and a half cents a barrel—A. Dr. Donnelly, I don’t know what the price is
to-day. I don’t buy gasoline. » y

Q. There are one or two other questions, and T am through. Why is it that
all the oil companies throughout the Dominion charge exactly the same price
from place to place?—A. Well, they cannot very profitably sell under our prices.
They cannot get any business by selling over our prices.

Q. They fix their prices on yours?—A. Generally. They are getting so
much bigger, and we are getting so relatively—that is, our percentage of the
business of Canada is decreasing every year, although our business is growing,
and I have not the slightest doubt some day—I hope not—the time will arrive
when some of those other companies will be doing the price fixing.

Q. Some other member of the committee referred to the fixed value for
duty purposes and dumping purposes. Has your company ever paid any duty
or paid any of those dumping duties?—A. I don’t know whether we paid
dumping—

Q. Have you paid any dumping yourself?—A. Duty?

Q. Yes.—A. Well, we paid duties. ‘

Q. You have paid?—A. This year, yes. ,

Q. Have you paid any of those dumping duties?—A. T don’t know whether

we paid any dumping, I doubt if we did, because the product we brought in was ‘

not subject to dumping: We have brought in—I would not say this year.

Q. You bring in some gasoline, do you?—A. Last year we brought in some
gasoline. -

oL
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Q. Cheap?—A. For mixing purposes.

Q. That would be high-test, which comes in duty free?—A. No, I think
there was duty on it. I can establish that. !

Q. Where do you get your gasoline for distribution in the city of Winnipeg;
where does it come from?—A. It comes from the Sarnia plant, most of it from
Regina.

Q. Some of it from Regina?—A. I think Regina moves as far as Winnipeg.

Q. How do you account for the fact that you charge about five cents more
in Regina than in Winnipeg for gasoline? You sold gasoline in Winnipeg, I see
here, on the first of September, 1931, at twenty three cents, and in Regina at
27.5 cents, a difference of four and a half cents?—A. Well, we are selling it too
cheap in Winnipeg.

Q. Or too high in Regina?—A. Perhaps.

Q. Do you bring gasoline from Regina and sell it in Winnipeg?—A. If
that large disparity in price exists, it means that it moves by water.

Q. Cheap haul?—A. Water haul from Sarnia.

The CuamRMAN: This is only the first meeting of the committee, and there
will be plenty of opportunity given to go into the details of the matter before
us. Mr. McCloskey was to be here to-day, but he met with a bereavement and
was unable to come. Mr. Ross came so that the committee would not be dis-
appointed. I think you will all agree with me that he has been pretty generous
to us. He came here without documents, papers or books of any kind, and it is
my opinion that he has been very generous and very kind to the committee
indeed. Since it is one o’clock, I would suggest that we adjourn.

By Mr. Donnelly:

Q. In referring to the price of gasoline in Regina as compared with the price
in Winnipeg, the rail haulage from Fort William to Winnipeg is just about equal
to the haulage from Regina to Winnipeg—A. There is not very much difference.

Mr. BoraweLL: May I ask a question.

The CrARMAN: If we start opening this again it will go on for a long time.

Mr. Varraxce: I would suggest we adjourn.

The CHalRMAN: Owing to the circumstances in Mr. McCloskey's case, will
you leave it to me as to our next meeting, or shall we determine now when we
shall meet?

Mr. VaLrance: At the call of the chair.

The CHAIRMAN: I am very anxious to get on with the inquiry, and a meet-
ing will be called at the earliest possible moment, I can assure you of that.

Now, is it wise that we should ask that this committee should be permitted
to sit while the house is in session?

Hon. Mr. RaLstoN: Perhaps we had better wait another week.

Committee adjourned.
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APPENDIX “A”

REPORT OF G. T. CLARKSON, ESQ., ON THE PRICES OF GASOLINE
AND OILS SOLD TO THE PEOPLE OF ONTARIO

ToronTO, January 11, 1926.
To His Honour Hexry CocksHutt, Esq.,
Lieutenant-Governor of the Province of Ontario,
Toronto, Ontario.

Sir,—By Commission dated June 5th, 1925, the undersigned was appointed
to enquire whether the prices at which gasoline and oils are sold to the people
of the province of Ontario are just and fair, and was authorized to take such

steps for the acquirement of information relative thereto as might, in his opinion, -

be necessary. The power of summoning persons and requiring them to give
evidence under oath and fo produce such documents and things as might be
deemed requisite for a full investigation in the premises was granted to the
undersigned, who was required to report the evidence and facts brought out and
shown by such investigation.

On receipt of such Commission, which was issued under the provisions of
Chapter 18 of the Revised Statutes of Ontario, 1914, I obtained a list from the
Department of Public Works and Highways of Ontario of all refiners, jobbers,
wholesale dealers and distributors of gasoline resident within and without the
province of Ontario who are required to make returns to such department in
respect of the distribution and sale of gasoline within the province of Ontario.
The number of distributors, as shown by such list, was ninety-eight, including
certain whose principal places of business were in either the provinee of Quebee
or the state of New York. In discussing the procedure to be followed in obtain-
ing necessary information from such refiners and distributors, I was informed it
had not been intended that I should investigate the prices at which kerosene,
fuel and. other than automobile lubricating oils are sold, but I was instructed to
confine my investigation to those relating to the sale of gasolines and automo-
bile lubricating oils in Ontario.

Thereafter I prepared a questionnaire, in form attached hereto as Exhibit
“A” and caused the same to be sent to eighty-two of such distributors (the
volume of business done by the remainder being unimportant), with the request
that it be completed and returned to me duly sworn to under oath. Included in
the information required to be given in such questionnaire was the following:—

(a) The amounts respectively of gasolines and automobile lubricating oils
sold in Ontario by each distributor, within the periods between January
1st and December 31st, 1924, and January 1st and June 30th, 1925,
subdivided to show the amounts thereof sold, respectively, to other
wholesale distributors, retail distributors and direct to the public.

(b) The origin of supply of the gasolines and automatic lubricating oils
so sold by each distributor within the periods mentioned, subdivided to
show the proportions thereof refined in Ontario, the amounts refined
in Canada elsewhere than in Ontario, and the quantities purchased
in the United States of America and the producing fields there wherein
such supply originated.

(c) The brands or trade names under which gasolines and automobile
lubricating oils were sold by each distributor and the quantities sold

within the periods mentioned under each of such trade names and
brands.
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(d) The wholesale and tank wagon prices, and the retail prices, at which
gasolines and automobile lubricating oils were sold under each brand or
trade name at forty-eight of the most important points in Ontario and
upon specific dates mentioned in the questionnaire.

(e) The costs, laid down, to each distributor, on specific dates mentioned,
of gasolines and automobile lubricating oils purchased by him and sold
under each brand or trade name, together with the prices paid for the
same at the points of production and the costs per gallon to the point of
delivery with freight, duties, import taxes, exchange and other relative
charges thereupon.

(f) The volume, in gallons, of gasolines and oils sold by each distributor
within the periods between January 1st and December 31st, 1924, and
between January 1st and June 30th, 1925; also statements of the ex-
penses within such periods to each distributor of doing business, includ-
ing the cost to him per gallon of all gasolines and automobile lubri-
cating oils so sold.

(g) The service stations within the province owned and operated by each
distributor, also the names and locations of all service stations not
directly operated by the distributor but in which he or it had an
interest.

(k) The number and location of all curb pumps in Ontario operated direct
by the distributor or in which he had any interest, direct or indirect.

In addition to the information required from them by way of completion
of the questionnaire, I also made request upon the three companies operating
refineries and four other of the most important distributors of gasolines and
lubricating oils in Ontario that they furnish me with certain specific informa-
tion relative to the ownership and control of their capital stock, their invest-
ments in plant and working assets, the profits obtained by them from all sources,
the prices paid for raw materials purchased (erude oils), the volume of business
done by each, service stations owned, controlled or operated by them and with
respect to other items and matters deemed by me to be relevant to the enquiry.
It was necessary to obtain such facts from the refiners and distributors men-
tioned for the reason that refining erude oils or blending gasolines or oils, as
they do, it is not possible, with accuracy or otherwise than in an arbitrary
manner, to determine the costs on any specific date, of the individual products

~ dealt in by them, but the question as to whether they had sold or were selling

such products to the publie at reasonable or unreasonable prices had to be deter-
mined by the amount of profits recovered when compared with the volume of
business done and the capital employed by such refiners and distributors in the
periods under review. g

The necessity for obtaining such information was explained by me to
officers of each of the refiners and distributors mentioned at the time when
request was made to them for it. Certain of those from whom it was required
expressed an immediate willingness to provide it, but there were others who took
the attitude that it was beyond the power of the Province of Ontario to compel
the giving of such information and they contended that the Federal Govern-
ment was alone competent to do so. They stated that they were unwilling and
would refuse to give the information if it was to be used as the basis of an
inquiry where confidential facts relative to their businesses might be made pub-
lic or left open to the inspection of competitors. Ultimately they expressed a
willingness to provide the information if it were agreed that it should be held
confidential within my possession and employed only for the purposes of ascer-
taining the facts which I was called upon to investigate.

The above conditions were reported by me to the Government of the Prov-
ince of Ontario, through the Hon. George S. Henry, Acting Premier, following
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which and after due consideration I was instructed that I might, as Commis-
sioner, receive the information required on the conditions stipulated. Consid-
erable delay was occasioned, however, by my inability to proceed with the inves-
tigation pending discussion and disposition of the objections so put forward.

Immediately following receipt by me of the authority above mentioned, I
made requisition upon the Imperial Oil Company, Limited, the British Ameri-
can Oil Company, Limited, the Canadian Oil Companies, Limited—operating
refineries in Ontario-—and the Shell Oil Company of Canada, Limited, MeColl
Bros., Limited, the Sun Oil Company, Limited, and the Cities Service Oil Com-
pany, Limited, which—with the three refineries mentioned—conduct the largest
businesses in the sale and distribution of gasolines and oils in Ontario, that they
furnish me with information relative to their respective affairs (in addition to
that required in the questionnaire), and as follows:

(a) Balance Sheets for each of the years 1919 to 1924 inclusive, and
for the half-year to June 30, 1925; each statement to clearly indicate oper-
ating capital distinct and separate from that otherwise invested.

(b) Operating and Profit and Loss statements for each of the five
years 1920 to 1924 inclusive, and for the six months ending June 30, 1925;
such Operating Accounts to distinguish between operating revenue and
income from investments.

(¢) Details showing all depreciation allowances charged against rev-
enue.

(d) Dates and amounts of the issue of capital stock and the considera-
tions for which such issues were made in the period between January 1,
1914, and June 30, 1925.

(e) Lists of registered shareholders as of date June 30, 1925, and state-
ments as to share warrants outstanding.

(f) Statements of sales in Canada for each of the years 1923 and 1924,
and the six months of 1925, classified to show separately in gallonage and
dollars the sales of gasolines, lubricating oils, fuel oil and other products.

(g) Statements of sales in the Province of Ontario for the years 1923
and 1924, and the six months ending June 30, 1925, to show separately in =2
gallonage and dollars the volume of sales of gasolines, lubricating oils, fuel 4
oil and other products.

(k) Statement of crude oils purchased in certain specific periods men-
tioned, with full particulars as to dates of purchase, price at the well as
compared with posted prices of the day, other charges by vendor, delivery
charges and cost F.O.B. refinery.

(1) Lists of all service stations operated for the year 1924 and during
1925; showing with respect to each station the investment in same, sales,
costs of products sold, labour, maintenance, interest depreciation and all
other charges, operating profit or loss, and specimen copies of monthl
reports. ;

(j) Copies of forms covering the sale, rental or loan of curb pumps. T
Part of such information was readily available but the greater portion of it i3
required to be extracted from the accounts and records of each of the com-
panies mentioned and, in the case of certain companies, portions of it had
to be obtained from records in London, England, and in the United States

of America. ok

. Certain representatives of the Department of Public Works and Highways
being placed at my disposal they—under any direction—proceeded to the States g
of New York, Pennsylvania, Ohio, Indiana, Illinois and Michigan, where direct
information was obtained by them relative to the prices at which gasolines I

and automobile lubricating oils had been and were being sold to the public at =
important points within such States. In addition, such representatives obtained
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samples of gasoline sold at certain of such points and later they and other
representatives appointed by me, obtained samples of gasoline sold to the public
at various important points in the Province of Ontario. Twenty-six of the
samples so obtained were sent forward to Dr. L. F. Goodwin, Queen’s University,
Kingston, for analysis. -

Completion of the questionnaires presented difficulties to a number of the
distributors to whom they were sent and particularly to those whose records
were not so conducted as to facilitate the giving of the information required.
As a consequence a number of distributors delayed the return of the question-
naires sent to them, while others returned them in an incomplete condition; still
others reported that they had kept no books or records, but had conducted
their businesses upon a cash basis, which left them wholly unable to supply more
than a minor part—if any—of the information required. This condition was—
to some extent—to be expected, but ultimately adequate returns were received
from thirty-two distributors and partial information from ten others. Coming as
the returns did from the more important distributors the information so received
was sufficient, in my opinion, to provide an adequate survey of the conditions
sought to be made known by the issue of the questionnaire.

With the return of the questionnaires, as above mentioned, and receipt of
the information required to be submitted by refiners and the larger distributors,
such questionnaires and information were analyzed and checked by persons
appointed by me for such purposes, and thereafter the following persons were
examined by me under oath:

Victor Ross, of Toronto, Vice-President of the Imperial Oil Company,
Limited.

Frederick J. Wolfe, of Toronto, Sales Manager of the Imperial Oil Com-
pany, Limited.

John MeNeill, of Toronto, Assistant Sales Manager of the Imperial Oil
Company, Limited.

Thomas C. McCobb, of Sarnia, Treasurer of the Imperial Oil Company,
Limited.

Leo. C. MecCloskey, of Toronto, Assistant General Manager of the Imperial
Oil Refineries,

Albert L. Ellsworth, of Toronto, Managing Director of the British American
0il Co,, Limited.

John C. Millar, of Toronto, Assistant Treasurer of the British American Oil
Company, Limited.

Frank H. Littlefield, of Toronto, General Manager of the Canadian Oil
Companies, Limited.

Charles W. Walker, of Toronto, Accountant, of the Canadian Oil Companies,
Limited. .

Cecil C. Smith, of Montreal, Manager of the Shell Oil Company of Canada,
Limited.

John W. MecColl, of Toronto, Vice-President of McColl Bros., Limited.

Arthur Hughes, of Toronto, Secretary-Treasurer of McColl Bros., Limited.

John W. Forney, of Montreal, Managing Director of the Sun Oil Company,
Limited.

W. Gordon Ritchie, of Toronto, District Sales Manager of the Sun Oil Com-
pany, Limited.

Thomas J. Spillman, of Toronto, Manager of the Cities Service Oil Com-
pany, Limited. 2 [

Alexander Hastings, of A. Hastings & Sons, who operate a service station
at Woodstock, Ont. ;

Robert E. Menzies, of the Star Oil Company, Oakville, which operates a
serviece station at Oakville and distributes wholesale by tank wagons.
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James M. Thayer, of J. L. Thayer & Sons, Aylmer, who operates service
stations at Aylmer, London and St. Thomas, and sell wholesale by tank
wagon.

Roy W.g Wallace, of the Ontario Supply Company, Simcoe, which operates
a service station at Simcoe, and also distributes wholesale by tank
wagon and in carload lots. g

Samuel Chapple, of the Athletic Garage, Hamilton, which operates a ser-
vice station. .

Albert N. Hollingshead, of the Consumers Supply Company, Toronto, which
operates a service station in Toronto, and also distributes wholesale by
tank wagon.

William Dunn and John A. MeclIntosh, of the Pennsylvania Oil Company,
Toronto, which distributes wholesale by tank wagon.

Dr. Leo Frank Goodwin, Professor of Chemistry, Queen’s University, King-
ston.

William H. Brown, of the Department of Public Works and Highways,
Toronto.

The evidence and testimony given by officers and representatives of the
Imperial Oil Company, Limited, the British American Oil Company, Limited,
the Canadian Oil Companies, Limited, the Shell Oil Company of Canada, Lim-
ited, McColl Bros., Limited, the Sun Oil Company, Limited, and the Cities Ser-
vice Oil Company, Limited, was largely concerned with and related to state-
ments prepared, and the information provided on behalf of such companies rela-
tive to their capital, profits, volume of business done, costs and origin of prod-
ucts purchased, contracts relating to the same, service station investments and
accounts covering the operations thereof, and other items of a financial nature
relating to their businesses; accordingly having regard to the authority given
to me to receive ‘the same in a confidential manner the evidence of sueh persons
and the statements provided by such companies and the analytical and other
detailed statements prepared for me by the accountants assisting me are not
attached to this my report. The accuracy and correctness of such statements
was, however, sworn to under oath by the officers representing each company
concerned. Inasmuch as the questionnaires completed and returned to me by
the other distributors contain certain information of a similar and confidential
nature relative to their businesses, I am also retaining such questionnaires in
order that the information therein contained shall be dealt with upon the same
basis and in the same manner as that submitted by the refiners and larger dis-
tributors mentioned. ‘

As a result of my investigation so undertaken and conducted, I have the 7
honour to submit the following report: :
Automobile lubricating oils are manufactured in Ontario—by distillation -
from crude oils—by the Imperial Oil Company, Limited, the British American
Oil Company, Limited, and Canadian Oil Companies, Limited. The Shell Oil
Company of Canada, Limited, McColl Bros., Limited, The Sun Oil Company,
Limited, and the Cities Service Oil Company, Limited, are importers of oils
which are blended in Canada to produce lubricating oils; other wholesale dealers,
jobbers and distributors and a number of retail dealers and service station own-
ers also import lubricating oils which they either blend or else sell to the public in
the conditions in which they are purchased. Lubricating oils imported from the
United States of America are subject to a duty of 24 cents and an import tax .
of five per cent when their cost is less than 25 cents per imperial gallon; oils B
costing more than 25 cents per imperial gallon are subject on importation to a
duty of 20 per cent and a five per cent import tax.

No standard specifications appear to obtain with respect to the manufacture

of automobile lubricating oils, but each refiner and blender works to his own
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specifications and to the production of oils of a character which he considers of
the best quality or most suitable for his purposes and trade. When produced
such oils are ordinarily graded according to their gravity principally to obtain
uniformity and the best oils are submitted to various tests including those for
viscosity, flash and fire test, acidity, emulsification, cold tests and for freedom
from carbon.

The wholesale distribution of automobile lubricating oils is effected in
Ontario by sales to service stations, retail dealers and curb pumps by tank

e !-li-vl}.l.l"rfg-.l
|

6 wagon deliveries, in barrel or bulk quantities and also by sale in sealed tins and
ﬁ.;'f. packages. Ordinarily list prices are quoted for oils so sold, with increasing dis-
& counts given according to the quantities purchased by a dealer within a specified
5 period of time.

‘4'-‘ g Refiners, distributors and dealers expressed the practically unanimous opin-

i

ion that, generally speaking, there are no means by which a retail customer can
protect himself in respect of the quality of an oil sold to him beyond relying
£ upon the fair dealing and honesty of the retail dealer who sells it—the responsi-
bility and reputation of the wholesale dealer or producer and the satisfaction or
dissatisfaction he may meet with in its use. They stated it was well under-
stood in the trade that oils of inferior quality are not infrequently purchased
and retailed at prices equal to those of the better and best grades and that
the use of brands and sealed packages has been adopted to minimize and over-
come this condition as much as possible.

Returns received in the enquiry showed that the margins obtained on the
sale of automobile lubricating oils varied from five per cent to over 100 per
cent between original cost and wholesale selling prices and that such wholesale
prices were in turn increased in degrees varying from five per cent in some
instances to upwards of 100 per cent in others on retail sales. With this the
case, retai] selling prices amounted in some instances to three times the cost
paid by the wholesale dealers who supplied them, but for a large part ageregate
spreads between such costs ran about 100 per cent. With such wide variations
it was difficult, if not impossible, to fix any definite percentages as to the average
spread recovered, but the following typiecal examples will show the graduations
in price between original costs and retail selling prices per imperial gallon,
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Witnesses examined admitted that profits on the sale of oils were large but they
claimed that considerable portions of the wholesale margins were absorbed by
delivery and handling costs and particularly by advertising expenses in the case
of branded oils—added costs were also met where sealed packages were used.
Statements covering the operation of service stations showed that the amount
of automobile lubricating oils sold retail in Ontario was between three and four
per cent only of the volume of gasoline sold and this fact was put forward as a
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justification for the wide spreads which obtained in the retail selling prices of
oils as compared with those of gasolines. It was contended—and with some force
—that the expenses of handling oils were heavy when compared with the quantity
sold, making it necessary to obtain wide margins in order to earn a profit.

Comparison of prices paid for automobile lubricating oils in Ontario as
compared with those at several United States points indicated that moderate
discrepancies existed in some instances, but that for the most part little differ-
ence existed after adjustment to cover quantity variations, duties, freight and
other necessary costs.

Gasolines sold in Ontario are derived from two sources, namely: (a) From
the refining of crude oils produced in or imported into Ontario; (b) by the
importation into Ontario, as refined products, of gasolines, which are sold to the
public either in the same condition as purchased, or else blended with other
gasolines (refined in or imported into Ontario) following which the products
so obtained.are sold to the public.

Gasolines are manufactured in Ontario by the Imperial Oil Company,
Limited, with a refinery at Sarnia; the British American Oil Company, Limited,
with a refinery in Toronto; and Canadian Oil Companies, Limited, with a
refinery near Sarnia. MecColl Bros., Limited, had a refinery under construction
in Toronto, but it was not in operation in the periods under review. The
Imperial Oil Company, Limited, imports a limited amount of light gasolines for
refinery purposes, while the British American Oil Company, Limited, and
Canadian Oil Companies, Limited, import gasolines—in a refined state—from
the United States of America, and in important quantities. Gasolines sold in
Ontario by the Shell Oil Company of Canada, Limited, McColl Bros., Limited,
the Sun Oil Company, Limited, the Cities Service Oil Company, Limited, and
the Ontario Supply Company of Simcoe, are imported into Ontario by such
companies—as are also gasolines distributed and sold by a number of jobbers
and retail dealers who have railway trackage and capacity facilities. Upon ocea-
sions gasolines manufactured to defined specifications are sold by Ontario refiners
to other of such refiners and wholesale dealers. '

Under the Canadian Tariff crude oil is admitted into Canada free of duty.
Gasolines under -725 specific gravity at 60 degrees temperature (known commer-
cially as “64-66” or high test gasolines) are admitted free of duty but are
subject to an import tax of five per cent. Gasolines -725 specific gravity and
heavier, but not heavier than -750 specific gravity at 60 degrees temperature
(commonly called “ 58-60” gasolines), are subject to a duty of one cent per
imperial gallon and five per cent import tax.

Crude oils produced in Canada are sufficient, according to evidence
adduced, to supply not more than three per cent, to four per cent of Canadian
. requirements—accordingly the people of Ontario are dependent upon foreign
. countries and particularly the United States of America for their supply. The
' Mid-Continent fields situate in the States of Oklahoma, Kansas, Arkansas and
+ Texas, are the largest producing fields nearest to Ontario, and prices ruling there
.~ govern, under normal conditions, the costs necessary to be paid in Ontario for
products derived from the refining of crude oils.
~ Evidence indicates that while contracts have upon occasions been entered
into by refiners in Ontario for the purchase in the United States of America
of erude oil at fixed prices over limited periods of time, erude oils are, as a gen-
eral rule and almost entirely, purchased by such refiners at the posted prices
ruling from day to day in the Mid-Continent fields or other fields of production.
Crude oils imported from countries other than the United States of America
are not refined in Ontario to any material extent, but where imported into
Canada the prices paid for such oils would also appear to have been adjusted

to fglci);‘;l with the United States prices. These conditions and other evidence
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produced before me indicate that the prices paid by Ontario refiners for crude
oil have not been enhanced or increased over ruling market prices in favour of
any allied or associate corporations.

In the distillation of crude oils the lighter oils, being the naphtha and ben-
zine distillates, are first drawn off—then kerosene distillates, gas oils, lubricating
oils and other produects in succession. Naphtha and benzine distillates are the
lightest in gravity and, generally speaking, those remaining are successively
heavier as distillation proceeds and each in turn is withdrawn. With the use of
hydrometer tests it is possible under such conditions to make cut-offs so as to
obtain distillates of any relative gravity required, and with such the case a
refiner may either— -

(a) Obtain naphtha distillates of such gravity that after refining and
treatment they produce gasolines of high grade, without the necessity of
introduction into them of any foreign element, or

(b) Obtain naphtha and benzine distillates of so heavy an average
gravity that light naphthas—or absorption or casinghead gasolines—must,
with refining and treatment, be added to permit of their commercial sale
and use, or

(¢) After the withdrawal of the naphtha, as in (a) above mentioned,
still further withdraw—irom the oils remaining—heavier naphthas with, if
desired, a greater or lesser measure of kerosene distillates; when so with-
drawn such distillates will be of so heavy a gravity that absorption or cas-
inghead gasolines must be added to them to provide volatility and permit
of their sale and commerecial use as gasolines.

Additional recoveries of light naphthas or gasolines are obtained by the
cracking heat and pressure of kerosene distillates and gas oils obtained in the
distillation of erude oils, as above mentioned, and such gasolines are used exclu-
sively for blending purposes. ‘ Absorption” and “ casinghead ” gasolines are
obtained by the compression of and absorption from natural gas and being of a
very volatile nature they are not marketed to any degree in their original state,
but are employed for blending with refinery straight run gasolines or heavy
naphthas, when they assist to improve volatility and provide a quick starting
point.

In their manufacture gasolines are divided into two classes, namely: refinery
straight run gasolines and blended gasolines. Refinery straight run gasolines
are those obtained from the refining and treatment of naphtha and benzine dis-
tillates, free—or assumed to be free—from the introduction into such gasolines
of any foreign or outside elements. Evidence indicates that light gasolines
obtained from the cracking of kerosene distillates and gas oils are frequently
contained in refinery straight run gasolines in order that their production may
be permitted at a cost to meet competition—also that absorption and casing-
head gasolines are sometimes used to improve their gravity and quick starting
qualities. Blended gasolines may be obtained by the admixture, in a refined
state, of high test gasolines with those of heavier gravity, but they are most
frequently composed of heavy naphthas and absorption gasolines. Ordinarily
the blending of gasolines is effected by refinery processes when what are known
as refinery blended gasolines are obtained—blending is sometimes effected, how-
ever, by the mere admixture, without further treatment of heavy naphthas
or kerosene distillates with absorption gasolines, when the commercial gasolines
so obtained are known as raw blends; according to testimony given, gasolines
of the poorest class are usually of this character. Analyses made show that in
certain isolated instances benzol—a coal tar product—is contained in gasolines
sold in Ontario; according to evidence of Dr. L. F. Goodwin, of Queen’s Uni-
versity, Kingston, such benzol constitutes an anti-knock element and when
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limited to 8 and 10 per cent in quantity is not detrimental—his opinion, as
expressed, however, was that if used in largely increased quantities danger of
solidification in extremely cold weather existed.

According to testimony given the motive or impulse values of gasolines are
largely provided by the heavier naphthas contained in them, but to give a maxi-
mum of service a gasoline requires to be of such composition and balance as
will with its use give a quick initial starting point, high value in power, a level
impulse throughout the whole period of use and ultimately freedom from carbon
and precipitation with such use. Distillation tests are ordinarily employed to
determine the character and quality of gasolines, in that such tests indicate the
starting point, regularity or irregularity of impulse throughout the whole period
of consumption, and the degree to which unsaturated hydro carbons are con-
tained. Other tests, such as the “ Doctor ” test to detect the amount of sulphur
compounds, colour test, odour test and acidity test are also employed to greater
or lesser extents to determine freedom from impurities.

Premium priced gasolines command, when sold at retail, from two to three
cents more per imperial gallon than do other commercial gasolines, and under
distillation tests the first drop over of such gasolines ordinarily occurs at between
100 and 110 degrees Fahrenheit, 40 to 55 per cent becomes distilled at a tem-
perature of 221 degrees and complete distillation—or the “ end ”’ point—ocecurs at
about 375 degrees, while a recovery of from 97 to 98 per cent is obtained. Gaso-
lines which are not premium priced include both refinery straight run gaso-
lines—ordinarily between 58-60 gravity—and also blended gasolines which
range up to “ 64-66 ” in gravity. If imported from the United States of America,
to conform to the United States Government Motor Gasoline standard, the first
drop over in distillation of such “58-60 " gasolines must occur at not more than
131 degrees Fahrenheit, 20 per cent over at 221 degrees, 50 per cent over at 284
degrees, with an end point of not more than 437 degrees Fahrenheit and a
recovery of not less than 95 per cent. Schedule B attached hereto is a state-
ment of analyses made of 22 samples of gasolines collected in Ontario during
July and August, 1925, and it shows that, with isolated exceptions (being
imported products) such gasolines then sold in Ontario were well within such
specifications and of better grade than required under them in that the starting
and end points are below these specified.

Extended enquiry was made to determine which eclass or classes of gasolines
give the best return to consumers in Ontaric. As a result it became clearly
apparent that wide differences of opinion exist between refiners, distributors and
dealers as to what particular compositions in commerecial gasolines give the great-
est return, having regard to price, motive values and under varying conditions
as to weather and temperature. Distributors of premium priced gasolines
claim a quicker starting point, a more level power impulse and freedom from
carbon and precipitation with their use, while those dealing in lower priced
gasolines contended that full relative economy, a maximum of power and satis-
factory starting facilities were provided with their use. Certain distributors
dealing in both gasolines favoured one class under certain conditions and the
other class under other conditions, and evidence was that in certain European
countrigs premium priced gasolines were held in public favour, but that on this
continent sales of such gasolines were largely exceeded by those of lower price. In
view of such testimony and the differences of opinion which exist I feel I cannot
report otherwise than that the matter is one of controversy.

The starting points of gasolines are, speaking from a layman’s standpoint,
largely determined by their volatility and gravity, and where in warm weather,
with hot engine, it is readily possible to obtain a satisfactory response with the
use of a gasoline of low gravity, the ignition of such gasoline will not be so
prompt or keen in extremely cold weather. To meet this condition it is the
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practice of manufacturers and blenders to improve the volatility and gravity
of their gasolines (other than premium priced) when sold for winter use in
Ontario, by the admixture of light naphthas or absorption gasolines. Gasolines
sold in winter are, therefore, lighter in gravity—as a general rule—than are the
same gasolines when sold for summer use. The contention put forward by
Canadian distributors that gasolines sold to the Canadian public are, as a whole,
of superior grade to those sold in the United States of Ameriea is also partly, if
not largely, explained by the fact—according to evidence given—that low grade
gasolines containing kerosene distillates and light naphthas can be used with a
greater or lesser degree of satisfaction in certain parts of the United States of
America—particularly the Southern States—while with the more rigorous cli-
matic conditions which obtain in Ontario, such gasolines would not be practicable
of use there, except possibly for limited periods in each vear.

Evidence given before me served to show that many retail dealers and con-
sumers in Ontario are of opinion that the quality of a gasoline can be definitely
determined by its quick starting qualities and gravity and that these two tests
are adequate to clearly indicate the character of any gasoline they may buy.
Expert testimony contended that such tests, while indications, were unreliable
and not dependable in that it is easily possible to produce a gasoline of poor
quality which will fulfil such requirements and still be inefficient in use. It was
stated that among the poorer classes of gasolines which are saleable commer-
cially, are those manufactured by the admixture of heavy naphthas or kerosene
distillates with a proportionately large amount of absorption gasolines added
to them. When it contains a sufficient proportion of absorption gasolines the
gravity of such a blended gasoline may be made “ 64-66 ” or high test, and the
absorption gasolines contained in it will give a quick starting point. With use
such gasoline is not at all certain to give satisfactory service but—particularly
if raw blended—the more volatile elements are apt to be first consumed—
without the return of proportionate power—Ileaving the heavier ends to be con-
sumed later when carbon deposits and precipitation are likely to oceur; thus,
while it would fulfil the tests mentioned, such gasoline would not be a good
but a poor gasoline and one which would be likely to give inadequate service.

Until with comparatively recent years the distribution of gasolines was
largely effected by the use of steel drums and barrels, to be followed next by
the supply through tank wagons to hardware and grocery stores which—free from
competition by manufacturers and wholesale distributors—made their own prices
and obtained such margins on retail sale as they were able to. Automobile
owners finding that they could buy direct from manufacturers then commenced
to instal tanks in their garages whereafter large quantities of gasolines were
distributed by tank wagon and direct sale to such owners in 50 and 100 gallon
quantities, a limited amount continuing to be sold in this manner even to-day.
Thereafter the curb pump, as presently employed, came into use and the idea of
service stations was developed, with the result that the marketing of gasolines

- in Ontario is now effected—and practically exclusively—through the following

avenues of distribution:
(a) By sale in tank car quantities to distributors, retailers and wholesale
consumers, X °
(b) By distribution, with the use of tank wagons, to service stations,
curb pumps and wholesale consumers, and 3
(¢) By retail sale through curb pumps and service stations to the public.

In order to be able to handle gasolines in tank car quantities a dealer must
control both railway trackage and tank capacity facilities and with this the
case tank car business is largely limited in extent when compared with the
aggregate volume of business done in gasolines in Ontario. Sales of gasolines in
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tank car quantities are made between Ontario refiners and wholesale distributors,
and by them also to such local jobbers, service stations and curb pumps as possess
the facilities mentioned. On sales between refiners and wholesale dealers in
Ontario in tank car quantities a spread of as high as six cents per imperial gallon
below ruling tank wagon prices is ordinarily allowed, while local tank wagon
distributors are generally given a margin of between four and five cents. No
fixed rule appears to be observed in respect of prices to service stations and curb
pumps buying from Ontario distributors in tank car quantities but certain whole-
sale dealers appear to charge a varying rate per gallon—according to the market—
over laid down cost, while others base their price at so many cents per gallon
below tank wagon prices. Importations of gasolines from the United States of
America—which are delivered in tank car quantities—are largely effected by
manufacturers and wholesale dealers and by those who act in the capacity of
brokers for American producers, or on their own behalf, in either of which latter
events, if resold in tank car quantities, a commission over import cost is ordinarily
charged. When imported by manufacturers and wholesale dealers such gasolines
are for the most part distributed by tank wagon to retail dealers and service
stations, when the wholesale dealer obtains the benefit between import costs and
tank wagon rates. If imported direct by service stations and curb pumps con-
trolling facilities, the margins between import costs and retail prices are retained
by the service station or curb pump operators.

The wholesale distribution of gasolines in Ontario is largely accomplished

with the use of tank wagons and by reason of the facilities which they provide the
proportionate quantity of gasolines distributed with their use exceeds that of all
other wholesale avenues combined. The efforts of refiners and distributors are
accordingly largely directed towards such business and their principal selling
and marketing costs are incurred in connection with it.

The retail sale of gasolines to the public in Ontario is effected almost
exclusively through service stations and curb pumps, and retail prices ordinarily
bear a fairly fixed relation to tank wagon prices—tank car prices, for a large
part, have also a relation to tank wagon prices. With this the case it can fairly
be said that the prices at which gasolines are sold in Ontario are regulated by tank
wagon prices.

Competition for business between wholesale distributors and a desire on the
part of each to maintain or extend its volume of business has led to the con-
struction and operation of a large number of service stations by refiners and the
more important wholesale dealers, and by reason of the increasing public favour
which service stations command the policy of embarking upon such construction
and operation on a more extended scale also appears to have been adopted or to
be in contemplation by certain of them. Where service stations are owned or
operated by manufacturers and wholesale distributors it is the almost general
rule to charge them full tank wagon prices for all gasolines supplied to them and
such gasolines are then—as another general rule—sold to the public at three and
a half cents per imperial gallon over tank wagon rates. Curb pump operators
and retail dealers competing with such stations must of necessity meet such
rates if they are to continue in business, and with this the case the rates charged
by such service stations have a definite influence in regulating the retail prices
of gasolines.

Service stations are also owned and operated by many private investors, and
stations so owned are able, when they possess railway trackage and capacity
facilities, to purchase their supplies in tank car quantities or to import the same,
if they shall so require. Should they purchase from Ontario distributors in tank
car quantities they obtain an advantage over those who have to buy at tank
wagon rates, but when they import gasolines direct or through brokers they retain
the margin—greater or lesser as it may be—between import costs and the prices at
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which they retail them. When such service stations do not possess railway
trackage and capacity facilities they are compelled to buy in tank wagon quan-
tities at the regular tank wagon prices or possibly such slightly better rates as they
may be able to obtain if they command a substantial volume of business; in
these events their margins are confined between the competitive prices at which
they must sell retail and the tank wagon rates they pay.

When curb pump operators possess trackage and capacity facilities they are
in a position—just as are service station owners—to buy gasolines in tank car
quantities and to import the same, if they shall so require, from the United
States of America upon favourable price movements or during distress markets.
When they import they retain the margin between such import costs and retail
selling prices and when they buy in tank car quantities they ordinarily buy at
reductions below tank wagon rates. Otherwise and without such facilities their
only medium of supply is by tank wagon delivery when, as a general rule, they
pay the same prices as are charged to service stations owned or operated by
wholesale distributors. When service stations compete with them they must meet
their prices and this means that as a general rule a margin of three and a half
cents per imperial gallon is obtained by retailers on gasolines sold through curb
pumps in Ontario.

Efforts on the part of wholesale distributors to protect or expand their busi-
nesses have given rise to a practice which now serves to give them a measure of
control over the operation of a large number of curb pumps in use in Ontario.
Under such practice a wholesale distributor purchases a curb pump and then sells
it to a retailer or garage operator on extended terms of credit—usually three to
five years—or else leases it to him under the terms of a rental agreement. In
either event the purchaser is required to restrict sales made through such pump
to gasolines which are supplied by the wholesale dealer. In certain instances such
restrictions run for a definite period of years but in others they obtain for so long
only as the pump shall remain not fully paid for or the rental agreement continue
in force. In the agreements which came before me no provisions were contained
which sought in any way to control the prices at which gasolines were to be sold
retail through such pumps and it was emphatically contended that such agree-
ments were not originated or entered into for any such purpose. It is my opinion,
after hearing the evidence given, that the practice did originate in efforts made
by wholesale distributors to protect and enlarge their businesses; nevertheless
it is apparent that with a retail dealer restricted to one source in the purchase of
his gasolines and the prices to be paid for the same either left open or to be
determined by the distributor, he does not remain a completely free agent but is
largely under the control of the wholesale dealer notwithstanding the right which
he may possess to complete payment for the pump and possibly free himself
from the covenants mentioned. In this view I am of the opinion that the agree-
ments do possess an influence upon retail prices in that they prevent a curb
pump operator—who has entered into one—from buying from other sources if
more favourable terms be offered, and in particular they prevent him from taking
advantage of distress markets—fair or unfair as such competition may be.
Otherwise I believe their effects are to a very large extent paralleled by the con-
ditions hereinafter set forth.

The volume of business done through a curb pump varies according to its
situation and locality, and the evidence of certain wholesale distributors is that
it does not exceed 40 to 50 gallons per pump per day on the average throughout
Ontario and 60 to 75 gallons per day—as an average—in larger centres like
Toronto. With retail prices fixed by service stations, when pumps compete with
them, and their costs by tank wagon rates (when they are unable to import
direct) the ordinary margin of 3} cents per imperial gallon thus allowed gives
an average gross earning to curb pumps in Ontario of $1.75 per day and in centres
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like Toronto of $2.62 per day from sales of gasolines. Pumps located on lines of
dense traffic and at important points have of course—and in many ipstances—a
much greater turnover, but according to evidence they are the exception and not
the general rule. Average returns—as above stated—with profits from sales of
oils and other accessories—do not under such conditions provide more than wages
to those who operate pumps for their livelihood and they leave little or not
incentive to reduce prices to those who operate them as adjuncts to other busi-
nesses even though costs of operation be disregarded or not seriously considered.
Examination of the accounts of over one hundred service stations operated in
Ontario further indicates that but a very limited number of them are able to
pay a reasonable rental and show a profit on a margin under 4 cents per gallon on
gasoline sold (plus profits on oils and other accessories) while with many of
them costs range between 5 and 6 cents per gallon and in some instances still
higher where inadequate turnover compared to investment and operating costs is
obtained.

The above conditions mean that profits obtained or losses sustained from
fluctuations in the wholesale prices of gasolines are absorbed by manufacturers,
wholesale dealers and importers without participation therein by service stations,
curb pump operators or retail dealers who buy their supplies at tank wagon
prices. They also leave little room for competition in the retail sale of gasolines
on the part of service stations and curb pumps privately owned, which buy their
supplies at tank wagon prices, but they place manufacturers, wholesale dealers
and importers in a position where, if they follow any common policy, they are
able (assisted by their operation of service stations and the extent to which they
control pumps) to very largely determine retail prices. Departure from such
common policy by any important manufacturer or importer would, however,
very largely limit, if not entirely terminate, their ability to do so.

Evidence of the most positive character was given by officers of the Imperial
Oil Company, Limited, the British American Oil Company, Limited, Canadian
Oil Companies, Limited, McColl Bros., Limited, Shell Company of Canada,
Limited, Sun Oil Company, Limited, and the Cities Service Corporation, Lim-
ited, that no association existed and no agreement or understanding had been
entered into which had for their purpose the regulation or control of prices at
which gasolines were sold in Ontario, and testimony was given by the officers
of each of such companies that it had no proprietary interest, direct or indirect,
in any of the others or any influence in their administration or the conduct of
their affairs. Lists of stockholders (when registered) were produced in support
of such testimony and further evidence was given in respect of shares held
under share warrants—which are not registered—to the effect that no control
or influence was effected through them and so far as knowledge went no com-
mon ownership existed. On the other hand, it was frankly stated by officers of
the other companies that, inasmuch as the Imperial Oil Company, Limited,
holds a predominant position in the trade in Canada, it has been and is their
custom to follow prices set by it from time to time. Such course was upheld
by them on the ground that it is a common trade practice for the largest pro-
ducer in any line of business to set prices and other dealers to fellow them.
They also contended that they needed, and were glad to accept, any profits
which arose from increases in price made effective by the Imperial Oil Com-
pany, Limited, while they were compelled, they said, to meet reductions if they
were to retain their business. Information as to increases and reductions in
prices of the Imperial Oil Company, Limited, was largely obtained by the other
dealers by keeping in touch with rates charged at its service stations, but in
certain instances such knowledge was procured from quotations given by the
Imperial Oil Company, Limited, with respect to the prices at which it was

prepared to supply gasolines of specific character and quality in wholesale
quantities. '
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In the early part of the year 1924 a heavy overproduction of erude oils
took place in the United States of America—with a consequent relative over-
production of gasolines. With lack of a ready demand for such increased quan-
tities of gasolines, many operators became pressed financially, with the result
that large quantities of such gasolines had to be realized upon under forced
conditions, they were thrown upon the market and sold at greatly reduced price.
Ontario importers and a number of jobbers and retail dealers, with railway
trackage and capacity facilities, took advantage of these conditions and heavy
importations of such gasolines were effected principally between January and
September, 1924; gasolines so imported were then sold in Ontario at varying
margins over the reduced prices paid for them. Ontario refiners, with stocks of
crude oils on hand and purchase contracts to be completed, were unable, as
they testified, to manufacture gasolines at costs which permitted them to meet
competition of such a character except at the expense of serious losses; accord-
ingly they adopted the policy of marketing their gasolines wherever possible at
prices which they deemed to be commensurate with the costs of sueh crude oils.
As a result of such efforts on their part variations took place in the retail prices
at which gasolines were sold in some localities in Ontario when compared with
the rates charged in others. In some districts and particularly at points in
lower western Ontario gasolines were sold at low or moderate margins over
import, distress prices and in a number of instances where Ontario refiners met
such prices in protection of their businesses, they claim to have sustained losses;
in other localities, however, importers charged and obtained prices equal to
those set for gasolines of Ontario manufacture and by so doing assisted to
maintain prices there at such levels while some of them received substantial
advantages.

It was contended by certain of the refiners and wholesale dealers men-
tioned that a number of the gasolines sold at low prices in western Ontario
were of inferior character and they claimed that such gasolines had been pro-
duced by American manufacturers for sale purely on a price basis, without
regard to quality, and largely in an effort to reduce their existing stocks and
relieve financial necessities. Such contention was seriously maintained by
several dealers, but the evidence they offered was of a general nature only and
no specific instances were quoted in support of it; on the other hand, no testi-
mony was offered in contradiction to it. With the lapse of time it was impos-
sible for me to obtain samples of the gasolines sold in such prior periods—for
analysis—=o to assist to verify or refute the contention.

Attached hereto as Schedule “C” is a statement of retail prices charged
per imperial gallon for gasolines sold at various points in Ontario and at the
times therein mentioned in 1924. Eliminating «differentials attributable to
increased costs of transportation, the widest variations which oceurred in such
prices are typified by the following comparisons:—

RerarL SELuING PRrices PER IMPERIAL GALLON AT

Lo T TR
.

P Maximum
Date 1 2 3 4 differential
Toronto | Hamilton | Woodstock | Simecoe between

land 3oc4

c. e. e. c. e.

27 25 s 25 2

31 27 ok 25 6

31 28 25 25 6

31 27 25 25 6

30 27 20 25 10

24 22 20 20 4

24 22 25 20 4

Enquiry was directed to ascertain the reasons for these variations in price.

-~



——— < E
e e T e

s P

BANKING AND COMMERCE

Returns made showed that laid down costs, selling prices and gross margins
on gasolines imported at Woodstock and Simcoe on the dates mentionned were

as follows:
Per
Imperial
Cost Price allon Gross
Laid Down Margin
Retail
lling
Price
c. c. e.
At Woodstock—
April, 18 25 7
May, 20-02 25 4-8
June, 20-02 25 4-8
July, 18-17(average) 25 6-83
September, 16-87 “ 20 3-13
October, 15 20 5
November, 15 20 5
December, 17 25 8
At Simcoe—
B GRS - RO T e P 18-34 25 66
T e A e e L AT AT 21-05 25 3-95
T R S i T, e PP R el e e TR R R 19-82 25 5-18
" ) e S TR ST IR S R e 18-83 25 6-17
B Dol . i A T R R e i s e R 15-41 25 9-59
N O DS VB sk 5is/ o pebiioTe P 15-62 20 4-38
b 3 o T e SRR St P SR S b T e T 17-20 20 2-80

The excess of retail prices charged at Toronto above the costs of imported
gasolines as laid down in Simcoe and Woodstock were therefore—

Excess of | Margin in
Toronto | Woodstook| Total
Price Price
as above as above
e. c. c.
Woodstock—
January,
March,
May, 6 4.8 10-8
July, 6 6-83 12-83
September, 10 3-13 13-13
November, 4 5 9
December, (=1) 8 7
Excess of | Margin in
Toronto Simcoe Total
Price Price
e, e. c.
Simcoe—
January, 2 66 86
March, 6 3-95 9-95
ay, 6 5-18 11-18
July, 6 6-17 12-17
September, 5 9-59 14-59
November, 4 4-38 8-38
December, 4 2-80 6-80

(Sold in Toronto, these margins would have been reduced by about one-
quarter cent per gallon to cover added costs of transportation.)
Testimony given showed that gasolines were handled at both Woodstock
and Simcoe—by the dealers there who were examined—as adjuncts to other
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businesses and ‘that such other businesses were charged with expenses which
ordinarily must have been recovered from gasoline sales. Operating on such a
footing, costs of handling and sale of gasolines were looked upon by the dealers
mentionned as about one-half cent per gallon in one instance and two and one-
half cents per gallon in the other, when they were almost entirely composed of
an arbitrary allowance made to cover wages of the proprietor.

The statements above set out indicate the margins obtained by the dealers
at Simcoe and Woodstock mentioned between import costs to them of gasolines
bought in tank car quantities and the retail rates at which they sold the same;
also the expenses of conducting their businesses, as they considered them. As
opposed to this the costs met with by refiners and wholesale dealers in admini-
stration of their businesses and in respect of the delivery of gasolines in tank
wagon quantities and the retail sale of gasolines in Toronto—and other points
in Ontario—were as follows:

Examination of the accounts of service stations operating in Toronto shows
as before stated, that but in few instances are they able to operate and pay
rental on a margin of between three and one-half cents and four cents per gallon,
while in the majority of cases expenses run between five cents and six cents per
gallon, with even higher costs if the volume of business done is not commen-
surate with the capital investment. Costs of tank wagon deliveries there were
sworn to at various rates from one cent to one and one-half cents per gallon,
while general costs of administration, including advertising, and such tank
wagon costs, were proven at between three.and one-half cents and six and three-
quarter cents per gallon on the total wholesale turnover of gasolines and oils in
Canada. Calculation of a rate per gallon on a combined turnover of gasolines
and oils is unsatisfactory, in that the money profits obtained on the sale of a
gallon of oil ordinarily exceed by many times the profits recovered from the
sale of a gallon of gasoline. On the other hand sales of gasolines are between
twenty and thirty times as great as those of oils. As it was impossible to
definitely segregate the costs of dealing with gasolines from those of dealing
with oils an arbitrary method had to be employed to determine the costs per
gallon of dealing in gasolines as compared with oils. After considering the
quantities, profits and other conditions prevailing, I came to the opinion
that a reduction of one-half cent per gallon from aggregate costs was a liberal
basis to adopt to determine approximate expenses in respect of sales of gasolines.
With such deduction and the fact that no one of the refiners or wholesale dealers
has operated at a minimum cost in all departments, the lowest combined whole-
sale and retail expenses shown in 1924 were six and one-half cents per gallon of
gasoline, while with other dealers and refiners they ranged as high as from
eight and one-half cents to, in one instance, ten and one-half cents per gallon
in the period mentioned.

The above computations show that had retail sales of gasolines in Toronto
been entirely restricted during 1924 to gasolines imported and purchased at
distress and reduced prices, the wholesale dealers and importers mentioned could
not have sold at Woodstock and Simcoe prices without (except upon one or two
occasions and in the case of certain dealers only) sustaining losses at varying
rates per gallon, which would in the most extreme case have amounted to seven
and one-half cents—plus the increased costs, if any, paid for gasolines of
improved grade where the same were marketed. With Toronto prices two, four,
six, and ten cents per gallon more than Woodstock and Simcoe rates, however,
some dealers made very substantial profits on gasolines imported and sold by
them in Toronto within the period; others with higher costs paid for gasolines
and increased ratios of expense obtained moderate returns only, while still others,
with relatively high costs of doing business, obtained either little net profits or
else sustained losses.
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Question as to whether the rates of profit obtained on gasolines manu-
factured in Ontario and sold within the period mentioned—in 1924—were reason-
able or unreasonable, was possible of being determined only by consideration and
examination of the operating and profit and loss accounts of the refiners con-
cerned and in dealing with such statements profits earned from the manufacture
and sale of automobile lubricating oils and gasolines could not be separated
from those recovered from other products derived from the refining of crude
oils except upon certain arbitrary footings, each ome of which was open to
greater or lesser objection. The best evidence available to determine whether
the prices charged for such gasolines and oils were reasonable or unreasonable
were the profits earned by the Imperial Oil Company, Limited, whose business
was most largely restricted to products of Canadian manufacture. Accounts
covering the same were submitted and they showed that such profits were not
excessive or unreasonable, but they were of lesser relative amount than were the
profits obtained by certain other dealers whose businesses had wholly or to a
large exjent been comprised of gasolines imported during the period. This fact
and other facts relating to the business of the Imperial Oil Company, Limited,
indicate that, in operating their refineries in 1924, Ontario manufacturers obtained
a lower ratio of profit from gasolines so produced than they could have recovered,
had they restricted their sales to gasoline purchased at distress prices in the
United States of America.

The retail prices at which imported gasolines were sold in Toronto having—
if the figures before mentioned be accepted—provided approximate gross margins
of between six and three-quarter cents and eleven and one-half cents per gallon
during certain months of 1924, question arose as to why independent and small
dealers did not import direct and then intervene and cut prices in Toronto in
the same manner as happened at Woodstock and Simcoe and other points in
lower Western Ontario. Wholesale dealers, service station operators and retail
dealers conducting businesses in Toronto, were, therefore, examined to obtain
an answer to such question and their testimony was as follows:—

Importers, who were examined, stated quite frankly, that they had followed
the prices set by the Imperial Oil Company, Limited, in respect to gasolines
manufactured by that company in Canada. They admitted that such prices had
produced substantial margins of gross profits at different times in 1924 and
claimed that they were fully justified in accepting such profits, having regard
to the fact that the gasoline business runs in cyeles, requiring substantial earn-
ings in one period to offset reduced earnings or losses in others, if a fair average
rate of profit is to be obtained over each period of years. They maintained that
there was no just reason from their standpoint and under such conditions why
they should have cut prices in Toronto to meet rates quoted at other points in
Ontario where dealers were able either to operate at a lower burden of
or else—considering themselves practically free of expense—handled gasolines as
adjuncts to other business and at a nominal cost. Several of such wholesale
dealers also presented statements which showed that their ratio of expense was -
such that they must have operated at serious loss had they attempted to meet
such rates. Those examined claimed that eompetition in Toronto was in no
way hu;lted, but that such market was open to access by any importer, jobber
or retailer who might choose to make the necessary investment and obtain
facilities for the conduct of business. These conditions, they said, were in foree
n 1924 and they knew of no reasons why they had not been availed of, unless
it was that persons having knowledge of the business understood its profitable
and unprofitable cycles and had, therefore, hesitated to make the comparatively
heavy investment necessary to enter upon operations there. As a further possible
reason for lack of competition in Toronto similar to that met with in Woodstock
and Simeoe, they pointed out—iand in accord with statements which they
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submitted)—that construction and operation of a service station in Toronto
demanded the investment of as high as $50,000, dependent upon location and
size of the station operated, and they gave it as their opinion that this fact and
the moderate rate of profits obtained over periods of years had constituted a
deterrent to those persons who might otherwise have been moved to enter upon
the business and cut prices, relying upon existing conditiofis in 1924 and future
possible abnormal markets for their support and profit. ol

Jobbers with smaller ranges of business and operating in and around Toronto
were also examined and they claimed that the expenses attendant upon their
business had been such that they had been only too glad to follow the prices
set and accept the margins given; they contended that even with such margins
it had been difficult for them to operate and they complained that the volumes
of business which they were able to do, and their markets, were largely restricted
by the character of the agreements entered into by many curb pump owners
in Toronto with the larger dealers. Statements and evidence submitted by such
witnesses showed that in several instances their businesses had not produced
adequate profits, but that many of them had sustained losses over the periods
of their operations.

Distributors who conducted tank wagon and retail businesses in and around
Toronto also testified and certain of them stated that they had endeavoured to
increase their trade by selling at reduced wholesale and retail prices within
Toronto, and, in 1924—their evidence was that they had met with little or no
success by so doing and they voiced it as their opinion that this was largely
due to the fact that the public of Toronto is suspicious of gasolines sold at
reduced prices when offered by any other than well-known dealers and that it
will not readily purchase the same.

As opposed to this latter evidence, testimony was given by the owner of
an important service station located in one of the larger centres outside of
Toronto that he had examined conditions in Toronto and was satisfied that if
a proper location could be obtained with railway trackage available he could
establish and conduct a retail business and earn substantial returns by selling
at reduced price. He stated, however, that the time had not been propitious
during 1925 for so doing, for the reason that prices charged for gasolines of
Ontario manufacture were so reduced—when compared with import costs of
American gasolines—that little or no margin was left to importers out of which
to meet the costs of doing business.

After carefully considering the above evidence and other relative facts testi-
fied to I am of the opinion that the retail price levels which obtained in Toronto
and certain other points of Ontario during parts of 1924, and the lack of com-

petition there similar to that which prevailed in Woodstock and Simcoe were
attributable to the following causes:

(a) The inability on the part of wholesale dealers, with their higher
burdens of expense, to sell at Woodstock and Simcoe prices without sustain-
ing losses varying in extent according to costs met with in doing business.

(b) The adoption of a common poliey on the part of importers, whole-
sale dealers and distributors to follow prices set by the Imperial Oil Com-
pany, Limited, for gasolines manufactured by that Company in Canada.

(¢) The inability of retail dealers and independent curb pump oper-
ators taking their supply from tank wagon deliveries in Toronto to reduce
prices, having regard to the reduced margin of profits obtained by them.

(d) The measure of control exercised by refiners, wholesale dealers and
importers over retail distribution in Toronto through the medium of service
stations owned or operated by them and curb pumps under sale or rental
agreements with them.
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(¢) The apparent unwillingness of investors in 1924, from whatever
cause it may have arisen—either by reason of the amount of capital invest-
ment required or the average profit return promised over a period of years—
to invest in service stations in Toronto and other points in Ontario and to
sell gasolines through their medium at reduced prices.

Retail prices paid in Hamilton in the same period were lower than those
'*  paid in Toronto by from one and one-half to three cents per gallon and beyond
a slight variation in transportation costs this condition was attributable, accord-
ing to evidence given, to the fact that distributors there did not follow Imperial
0il Company, Limited, prices—as a policy common to all—but certain of them
dealing in imported gasolines reduced their retail prices and other dealers fol-
lowed suit. Reduections in wholesale prices were allowed by refiners and import-
ers to their customers to permit them to meet such competition, and—in general
| _this policy was largely followed at other points in Ontario where competition
i of a similar character was met.

As of date July 1, 1924, tank wagon prices of gasolines sold at Toronto and
| other points in Ontario were 274 cents per imperial gallon, such prices having
been set by the Imperial Oil Company, Limited, and followed by other refiners
and wholesale distributors. Laid down costs of gasolines imported from the
United States of America amounted at the time to between 174 to 18% cents per
imperial gallon and importers were, therefore, left with a gross margin of
between nine and ten cents per gallon to cover their costs of doing business and
their profits. In September, 1924, tank wagon prices dropped to 26} cents per
gallon, but import prices also dropped to about the same extent so that the
margin left did not vary to any important degree. By November 1, 1924, how-
ever, the Imperial Oil Company, Limited, had dropped its tank wagon prices
to 204 cents per imperial gallon when, with import costs remaining between 16
and 18 cents, the margin left to importers became reduced to between two and
one-half and four and one-half cents per gallon. Tank wagon prices set by the
Imperial Oil Company, Limited, and the approximate laid down costs of imported
gasolines, with the margins left available for importers were from July 1, 1924,
forward as follows:

1 2 3

Tank Laid Down | Gross Margin
Date Wagon Costs of obtain
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_ Officers of the Imperial Oil Company, Limited, stated that such reduction
in tank wagon prices had been put into effect after careful consideration of con-
ditions by its Board of Directors, which had come to the zonclusion that many
plants had been established in 1924 which could not continue to operate in a
normal market and that a weakening of prices would take place in consequence.
The Board thereupon, according to the testimony of such officers, authorized
reductions in tank wagon prices and such reductions were, they said, maintained
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in November and December, 1924, in the belief that should they be increased, a
comparatively short period of time would elapse before they would again require
to be reduced, when the fluctuations in price would annoy the public. They
maintained that consideration of market conditions had alone dominated the
policy of the Imperial Oil Company, Limited, in respect of the reductions and
later increases put into effect, and they contended that the policy followed had
been beneficial to the people of Ontario in that it had served to provide them
with gasolines at low relative levels when compared with United States prices.

As before mentioned, costs of administration and wholesale distribution
amount to three and one-half cents as a minimum, and six and three-quarter
cents as an approximate maximum per gallon of gasolines sold, and with this
the case the policy put into foree by the Imperial Oil Company, Limited, in fix-
ing tank wagon prices at the levels mentioned had the effect—when compared
with import costs of gasolines—of compelling a number of other wholesale dis-
tributors and importers to do business at a loss, some for portions of the period
between November, 1924, and July 15, 1925, and others for the whole of it. It
also affected the businesses and margins obtained by smaller jobbers and retailers
who were importing and selling direct to the public. With this the effect, certain
of those examined complained that the Imperial Oi! Company, Limited, had
adopted such policy for the express purpose—in their opinion—of embarrassing
and discouraging competitors who depended upon the importation of gasolines
for their supply and as a reprisal for the competition which had existed at
different points in Ontario during certain months in 1924. They claimed that if
the policy had not been adopted for such express purpose, it had, in any event,
such a practical effect. Officers of the Imperial Oil Company, Limited, emphati-
cally denied that there had been any such intention on the part of their com-
pany and they maintained insistently that the course pursued had been adopted
for the reasons stated by them and for those reasons only. Whatever the rea-
sons for its adoption may have been the policy had the effect of providing gaso-
lines to the people of Ontario at lower prices—from November 1, 1924, forward
—than would undoubtedly have otherwise obtained, and below, in certain
instances, relative American prices. It had the further effect also of inducing a
number of distributors and retailers to purchase from Canadian manufacturers
in 1925, or to enter into contracts with them for the supply of gasolines, where
in 1924 such dealers had obtained their supplies by importation.

With admission that prices set by the Imperial Oil Company, Limited, were
followed as a matter of general policy, and in most localities by other wholesale
dealers in Ontario, question was raised as to what, if any, reason there was to
prevent the Imperial Qil Company, Limited,—with acquiescence of such dealers
—from increasing prices of gasolines to an abnormal extent and procuring exces-
sive profits if it—and they—should at any time desire to do so. Officers of
the Imperial Oil Company, Limited, maintained that there was no possibility
of it and other dealers enforcing such a condition and claimed that as selling
prices of gasolines bear a direct relation to the cost of erude oils in the United
States, any attempt on the part of Canadian producers to unduly enhance prices
would be met by heavy importations of gasolines when price reductions to
normal levels would immediately be enforced. Accounts submited by the
Imperial Oil Company. Limited, and the profits obtained from its operations in
Canada show that it has not taken advantage of the position which it occupies
to obtain prices out of line with costs, for at no time during the periods under
review were its profits shown to be unreasonable or exorbitant; as to whether
Ontario prices are or are not regulated by American competition, and to the
extents suggested is, however, a matter which appears to be somewhat open to
question in view of the following conditions.

Attached hereto as Schedule “D ” is a statement showing the relative retail
prices for gasolines sold in Toronto, Buffalo, Chicago, Cleveland and Detroit for
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iod between January 1, 1924, and July 15, 1925. This statement shows
tgztp:sr l:dgeneral rule Torgto prices were higher than relative prices at Buffalo,
Chicago, Cleveland and Detroit in the period between January 1 and November
1, 1924, and to extents varying as high in one instance as five and one-half cents
per imperial gallon; that a difference of about one per cent per gallon
existed in January, 1925, between Toronto prices and those of Detroit and
Chieago; while Buffalo and Cleveland prices were about level with them. From
March 1st, 1925, forward, prices at Detroit and Chicago were about equal—
relatively—to those at Toronto; those at Cleveland slightly higher; while Buf-
falo prices exceeded Toronto prices by from three and one-half to four cents per
gallon. The conditions which obtained between January and November 1st,
1924, do not, in my opinion, tend to uphold the contentions of officers of the
Imperial Oil Company, Limited, or to prove that Ontario prices have at all times
been regulated by American prices; on the contrary they serve to indicate that
so long as all the principal refiners and wholesale importers in Canada shall
follow a common policy with respect to prices charged and also retain a sub-
stantial measure of control over retail distribution in any locality, they can
render such competition largely ineffective there.

Whatever be the conditions which may have prevailed—or now obtain—
in Ontario relative to the manufacture, importation and wholesale and retail
sale of gasolines and lubricating oils—including those above mentioned—the
question as to whether reasonable or unfair prices are being or have been charged
must in the ultimate be answered by the extent of the net profits obtained. To
this end balance sheets, profit and loss accounts and the other statements men-
tioned in the early part of this report, were obtained from seven of the prin-
cipal refiners and wholesale dealers, and these statements were carefully
analyzed and considered in all their elements. With such consideration it became
clearly apparent that, just as with businesses of other character, wide variations
existed in the volumes of business done and costs of operating to the different
refiners and dealers, and that with such the case certain of them were able to
obtain substantial earnings at times when others operating on the same margins
and selling at the same general prices were unable to do business except at a loss.

It was agreed that information given to me by each of the refiners and
dealers mentioned should be held as confidential for the purposes of the enquiry
and I may not, therefore, report the capital invested, volume of business done
and the earnings obtained by each. After excluding investments, which did not
relate to operations in Canada, but including capital and profits of subsidiaries
operating in Canada and adjusting depreciation and other allowances to a
common and equitable basis, the statements submitted showed that over the
period of five years beginning January 1st, 1920, and ending December 31st,
1924, the combined net profits of the three refiners operating in Ontario did not
exceed an average of eight per cent per annum on the combined-capital they so
employed. Such statements also showed that profitable and lean years were
met with within such period, the most profitable having been the year 1920, and
the least profitable the year 1923.

_Earnings of wholesale dealers were more difficult to deal with on an average -
basis than were those of refiners, for the reason that very wide variations
obtained in their volumes of business and costs of operation. Two of such
dealers also were operating in 1920, while the third commenced operations in
1921 and the fourth in 1923. Those who gained profits as compared with those -
who sustained losses in such period were in number as follows:—
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Number Number
Year Number who who
s Operating | Earned Sustained
Profits Losses
R A e e AR S TR PSS Lo B RSl o PR SRS 2 1 1
D e R G e R SR R R R e 3 1 3
R e e i o T e B b xSy s = ot e Wi S 38 3 2 1
I i s & o e o o R e R o b i oA 4 3 1
L e e R R X Y e Wi Sy RS LS i ol 4 2 2

The rates of profits obtained by certain of such importers and distributors
in the above period were considerably greater than those obtained by Ontario
refiners and were largest in 1924, when they were able to buy gasolines in the
United States of America at distress prices and sell them at many points in
Ontario at rates equal to those obtained for gasolines of Ontario manufacture;
statements available for the enquiry indicated, however, that the rates of profit
of such importers and distributors had become very much reduced in the first
six months of 1925. Other such wholesale dealers, whose accounts were exam-
ined, did business at a loss over the whole period of their operations in Ontario
up to December 31st, 1924, and also in the year 1924, when their widest margins
of sales of gasolines were obtained.

Statements submitted by the seven refiners and wholesale dealers herein
mentioned showed that their average investment in ninety-six service stations
owned or operated by them throughout Ontario was $19,181. A large propor-
tion of such stations had been operating for periods of less than one year and
while accounts submitted showed costs of operation in certain instances as low
as three and one-half cents per gallon, the expenses of the majority of the sta-
tions, with their businesses in the course of development, were higher, running
up to as much as eight cents per gallon in certain instances. Accounts sub-
mitted in respeet of forty-eight stations in Toronto showed that the average
capital investment in them was $24,830 and that otherwise conditions relating
to their operation were largely similar to those which obtained with respect to
operation of service stations throughout Ontario, as a whole.

Summarizing the evidence given and the opinions and conclusions hereinbe-
fore expressed, I therefore report that—

(1) No standard specifications prevail with respect to the manufacture and
sale of automobile lubricating oils in Ontario, but the public there is compelled
to rely for its protection upon the fair dealing and honesty of the retailers from
whom it shall purchase such oils, and in the case of branded oils and those sold
in sealed packages, upon the responsibility and reputation of the refiners and
wholesale dealers distributing them.

(2) Sales of automobile lubricating oils amount to between three and four
per cent in volume of the quantity of gasolines sold in Ontario, and the prices
at which such oils are ordinarily sold vary between 100 and 200 per cent in
advance of their cost to wholesale dealers. Net earnings obtained by refiners,
wholesale dealers and retailers show that these margins do not leave unreason-
able or excessive net profits, but that they are largely absorbed by costs of
administration, selling, advertising, packages and handling to wholesale dealers,
and by handling and other attendant expenses to retailers. -

(3) Analyses of samples obtained during July and August, 1925, show that
many of the gasolines then being sold in Ontario were of superior quality and
all of those analyzed with one exception—an imported product—were within
United States Motor Gasoline Specifications. In the case of the exception men-
tioned it was admitted that it had been purchased on a price and gravity basis
without further specifications as to quality.
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(4) Evidence was given by officers of the three refiners and four wholesale
dealers mentioned, that no association, understanding or agreement exists, or
has existed, having for its purpose the fixing of prices at which gasolines are sold
to the people of Ontario. Lists of stockholders, with information as to share
warrants outstanding, were submitted and evidence given that so far as known
no common ownership of shares existed. It was further testified by the officers
of each company that it had no interest, direct or indirect, in the ownership of
any of the other companies or in the conduct or administration of their affairs.
I aceept such evidence.

(5) Tt was admitted by the other refiners and wholesale dealers who were
examined that they had each adopted the policy of following prices set by the
Imperial Oil Company, Limited, in respect of gasolines manufacturéd and sold
by it in Ontario and this course was upheld by them as conforming to ordinary
trade practices—in view of the predominant position held by the Imperial Oil
Company, Limited, in the trade in Canada—and justified by them on the grounds
of advantage and necessity.

(6) In the year 1924 a heavy overproduction of gasolines took place in the
United States of America and large quantities were forced upon the market and
sold at reduced and distress prices. Canadian refiners, with stocks of crude oils
on hand and commitments to purchase, were unable to meet the prices at which
such gasolines could be imported into Ontario and sold, except at the cost of
losses. Accordingly they continued to charge—so far as they were able to do so
—rates which were commensurate with the costs of crude oils to them. As a
result of the adoption and carrying out of such policy prices for gasolines in
Toronto—and many other points in Ontario—exceeded relative prices at Buffalo,
Chicago, Cleveland and Detroit in amounts varying between one-quarter cent
and five and one-half cents (in an extreme case) per imperial gallon, at times
within the period betwen March 1 and November 1, 1924. Variations in prices
also obtained between retail rates at many points in Ontario and in the most
extreme case testified to, a difference of ten cents per imperial gallon occurred.

Prices for gasolines of Ontario manufacture were reduced about November
1, 1924, and with such reductions—and a more than proportionate increase in
rates thereafter charged by American producers for their gasolines—a point was
reached by March 1, 1925, when Ontario prices became less than relative prices
charged at certain points in the United States of America, and this condition
continued up to August 1, 1925, the end of the period under review. Variations
between the prices charged at different points in Ontario also became reduced
and by July 15, 1925, they did not exceed three cents per imperial gallon as a

maximum for gasolines of ordinary quality—freight adjustments being taken
into account.

(7) It was contended by the refiners and wholesale dealers examined that
adoption of the common policy in Clause (5) mentioned did not permit or allow
them to increase or unduly enhance prices of gasolines to the people of Ontario,
and they maintained that as costs of manufacture of gasolines bear a direct
relation to costs of erude oils (which have for the most part to be purchased
in the United States of America) any attempt to charge excessive prices in
Ontario would immediately be met by the importation of gasolines from the
United States of America when price reductions to reasonable levels would be
enforced. Under normal conditions such contention cannot be otherwise than
correct. Ontario prices exceeded relative American prices, however, in the
period between March 1 and November 1, 1924, and with this the case it is
my opinion that regulation of Ontario prices by the importation of American

gasolines can be and was rendered largely ineffective at the points and within
the times referred to by reason of
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(a) The adoption by refiners and importers of the poliey of following
prices of the Imperial Oil Company, Limited;
# (b) Operation of service stations by refiners and wholesale dealers,
an
(¢) The measure of control maintained by refiners and wholesale
dealers over curb pumps under sale and rental agreements,

The ability of refiners and importers to render the competition of *American
gasolines partially ineffective, in so far as regulation of Ontario prices is con-
cerned, makes it clear that they are able to exercise a large measure of control
over the wholesale and retail rates at which gasolines are sold in Ontario. They
have not, in my opinion, however, taken any undue or improper advantage of
this power, and departure by any importer with a substantial volume of business
from adherence to the common policy mentioned, would immediately terminate it.

(8) Combined net earnings of the three refiners operating in Ontario aver-
aged approximately eight per cent per annum on the combined capital employed
by them in Canada over the five years between January 1, 1920, and December
31, 1924, and in no year within such period were the profits of any of such
refiners excessive in amount. :

(9) Profits obtained in 1924 were substantial in the case of certain importers
who were able to purchase gasolines at distress prices and sell them at rates
equal to those obtained by refiners on products of Canadian manufacture. The
rates so charged yielded little profit, however, and in one instance losses to other
wholesale dealers and importers who sold at the same prices within that period,
while adjustment of the prices of the Imperial Oil Company, Limited, substan-
tially reduced the margins obtained by ‘all importers in the period between
November 1, 1924, and July 15, 1925. Average profits obtained by importers
and wholesale dealers within the period between January 1, 1920, and December
31, 1924, were—where earned—in excess of those obtained by refiners, but such
profits were not excessive; losses sustained by other dealers within the period of
their operations were, in certain instances, of substantial relative amount when
compared with the capital employed and volume of business done.

(10) I find and report that prices charged were reasonable and fair for
gasolines sold to the people of Ontario in the period between January 1, 1924,
and July 15, 1925—this having regard to the extent of the profits recovered and
losses sustained by refiners and wholesale dealers, and notwithstanding certain
of the conditions hereinbefore set out.

(11) During certain periods of 1924 retail prices for gasolines at Toronto
and other points in Ontario were considerably higher than those required to be
paid at Woodstock and Simcoe, for example. Variations in such prices were, in
my opinion, attributable to these conditions, namely:—

(a) Dealers in Woodstock and Simcoe possessed railway trackage and
capacity facilities and were, therefore, able during 1924 to purchase gasolines
in tank car quantities and at distress prices. They then retailed such gaso-
lines through service stations operated by them as adjuncts to other busi-
nesses and in so doing disregarded expenses which ordinarily require to
be recovered from gasoline sales. Conducting their service station operations
upon these bases they sold gasolines throughout the year 1924 at retail prices
whicilh averaged 5-55 cents per gallon above such import and reduced costs
to them.

(b) The aggregate burden of expense sustained by the refiners, whole-
sale dealers and retailers examined, and in connection with wholesale and
retail sale of gasolines in Ontario during 1924 amounted to a minimum of
six and one-half cents and a maximum of ten and one-half cents per gallon
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! on gasolines sold. Such costs were in excess of the average margins obtained

! by Woodstock and Simecoe dealers and—except in isolated instances and

i with certain dealers only—they left refiners and importers where they were
unable to sell at Woodstock and Simcoe prices without sustaining losses.

These conditions, with adoption of the common policy on the part of
importers to adhere to Imperial Oil Company, Limited, prices, the increased
costs paid by certain of such importers for gasolines of improved quality, and
the unwillingness of independent service station owners to operate on bases
similar to those which obtained in Simcoe and Woodstock were, I find, responsible
for the variations in price mentioned.

I desire, in conclusion, to acknowledge the courtesies and assistance given
to me by officers of the Department of Public Works and Highways for the
Province of Ontario, and by Dr. L. F. Goodwin, of Queen’s University, Kingston.

I have the honour to be, Sir,

Your obedient servant,

(Sgd.) G. T. CLARKSON,
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MINUTES OF PROCEEDINGS

House or CoMMONS,
Tuespay, March 15, 1932.

The meeting came to order at 10.30 a.m., Mr. Matthews presiding.

Members present: Messrs. Baker, Bothwell, Donnelly, Euler, Hanson,
Matthews, McPhee, Peck, Perley, Pettit, Ralston, Smoke, Stanley, Vallance.

The committee again took under consideration the reference with respect
to gasolene prices. .

The Chairman infermed the committee that a number of communications
had been received in reference to local conditions obtaining throughout Canada
and suggested that all such be referred to the subcommittee for consideration.

This procedure was adopted.

The MeColl-Frontenac Oil Company, Limited, appeared before the commit-
tee by its President, J. Irwin, its Comptroller, L. A. Brooks, its traffic manager
and the Company Secretary.

Mr. Irwin expressed his regrets that due to a throat affection he was barely
able to speak and Mr. Brooks was called, sworn and examined.

The witness filed several statements of costs and -capitalization. (See

- Appendix to the printed Proceedings and Evidence.)

Much of the evidence required by the committee was not presently available

. and the examination was necessarily adjourned. The Company agreed to attend

~ at a later date with the required information.

 and direct the work of the committee auditor. =

The company agreed to submit its books and records to the committee

:1 auditor if and when required.

On motion of Mr. Ralston the subcommittee was empowered to control

The chairman informed the committee that the officers of the Imperial Oil
Co. would be in attendance at the next meeting, Thursday, March 17, 1932.

Statements “A” and “B” filed by the witness will appear as an Appendiz

_ in a later number of the printed Proceedings and Evidence.

A. A. FRASER, ]
Clerk of the Committee.
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MINUTES OF EVIDENCE

House oF CoMMONS,
Tuespay, March 15, 1932.

The ‘Select Standing Committee on Banking and Commerce met at 10.30
o'clock.

The CuamMaN: Gentlemen, we seem to have a quorum; we shall proceed
with the inquiry into the price of gasoline to the Canadian consumer.

1 have been receiving a number of letters and telegrams, and I have handed
those to the clerk. I would suggest, with your permission, that these be
reviewed by the sub-committee. With your permission I will ask those who
receive communications with respect to local situations, to pass them to the
clerk of the Committee, and they will receive attention in the way I have
suggested.

Mr. Hanson: It is quite obvious that we cannot investigate local situations
here, except incidentally. I think Dr. Donnelly has outlined in a general way
what the Committee should do. ..

The Cuamrman: I think the best way to proceed is to ask the companies
to give what information they have, and answer what questions we ask, first
in regard to costs of production. Having taken that up, which we are doing
to-day, and having exhausted that subject, we shall proceed to costs of dis-
tribution. It seems to me that that is the fair way to proceed, and therefore
I have asked the MecColl-Frontenac Company to appear to-day on the ques-
tion of costs. I hope we will get through with that question to-day, and then
for Thursday I have sommoned the Imperial Oil to give us the cost of opera-
tions. Following that I would suggest that we ask the British American to
come and give us their version of the costs, if that meets with your approval.
I shall now ask the MeColl-Frontenac witness to give his evidence, but before
calling on him, I am going to introduce Mr. Irwin to the Committee. Mr.
Irwin is the president of the MecColl-Frontenac Company, and he will say a
word or two to the Committee before Mr, Brooks gives his evidence.

Mr. Irwin, President, McColl-Frontenac: Mr. Chairman, and gentlemen,

unfortunately I have developed a very bad cold which has developed into laryn-

gitis, for which I am very sorry, because I desired to be the chief witness here
this morning. However, Mr. Brooks, who is comptroller of our company and is
familiar with all the operations of it, was brought along by me, and I shall

ask him to deputize for me. I could only speak for a very short time before
my voice would fail.

The CuAmRMAN: Mr. Brooks.

Mr. Lesuie ArtHUR Brooks, called and sworn.

By the Chairman:

Q. Mr. Brooks, have you any cost sheets or other documents pertaining
to the matters before the Committee? '

By Mr. Hanson:

Q. Just before you answer that question—what is your position with the
company; what are your duties?—A. I am the comptroller of the company.
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Q. Financial comptroller?—A. Comptroller, which is, broadly speaking,
comptroller of finances and accounting.

Q. In the accounting department?—A. Yes.

The CramrmaN: Have you any other questions?

i Mr. Hanson: No; I wished to make it plain who he was, what his duties
¥ were.
i By the Chairman:
it Q. Have you any cost sheets to distribute?—A. I have prepared cost sheets
ik of the various products which we manufacture and sell to the publie throughout
!‘ ¥ Canada, and I am prepared to submit those respecting the manufacture and
‘ﬁ:_,' sale of gasoline.
éL’ﬁ = By Mr. Hanson:
by Q. Just before you go into that, may I ask a question. Is your company
e a Canadian company?—A. It is a purely Canadian company.
ﬁ:\; dQ. Are you producers of gasoline?—A. We manufacture all gasoline from
't crude.

a';‘..;"_ Q. Where are your refineries?—A. We have one in Montreal and one in
e Toronto.

i Q. Are you owners of crude oil wells?>—A. No.

f? Q. Where do you buy your raw material>—A. Mostly from the States.

g: g Q. Which field?>—A. Some from Oklahoma, some from Texas.
» v‘; Q. How is it transported to Canada?—A. By boat.
A5 Q. By water?—A. Yes.
(:u,._“' By Mr. Donnelly:
15 Q. Your own boat?—A. Through the boats held on long-time charter.

& Q. Have you a statement that you wish to make?—A. Yes.

;a‘g Q. Just let us have the statement.
5 By Hon. Mr. Euler:
| . Q. Do you refine all gasoline yourselves or do you buy some?—A. We buy
{‘5,~. some gasoline, and we refine the bulk of it.

i Q. What perecentage would you say; that is, approximately?—A. About
{u:} ~ between 85 and 90 per cent of what we sell is our own product.
K:ﬁ ' By Mr. Hanson:
5 Q. About what proportion of the Canadian trade do you command in your
?;;—; 2 company ?—A. I did not quite get that.

'h, 1 Q. About what proportion of the Canadian demand do you supply under
i present conditions?—A. I do not think I am able to answer that question.

By Mr. Donnelly:

Q. How much gasoline do you sell>—A. About 64,000,000 gallons a year.
Mr. HansoN: About 10 per cent. ~

Mr. DoNNELLY: About 10 per cent.

By Mr. Bothwell:

Q. You have only one copy of those cost sheets?—A. T have two copies.

Mr. BoraweLL: I think it might be well, Mr. Chairman to have Mr. Brooks
go through that statement and give us an explanation of what it means.

Mr. Hanson: I think it would be very much better if we could have it and
follow it with him, because we cannot keep it in our heads.

The CHAIRMAN: You might go leisurely through that, and make it clear
to the committee as you go along.
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The Wirness: Now, the first statement which I will touch on, which I
will mark “A” is the cost and marketing expenses and profit on the gasoline
which we manufacture. I will go through this. We made gross sales during
the past year of 57,873,452 gallons, which were sold to the public for $9,541,-
028.61. That is our revenue or our selling value to the public in Canada. From
that figure we have deducted freight and trucking from our refineries to destina-
tion; that is either to the bulk station or to the service station which supplies
the public.

By Hon. Mr. Euler:

Q. 1 should like to ask you a question. Do you sell entirely through your
own service station or do you sell to independent dealers?—A. Well, we sell
through our own stations and to dealers.

Q. Independent dealers?>—A. Independent dealers. Freight and trucking to
the refinery amounted to $709,124.82. Then there is a heavy item for taxes,
both municipal and business tax, school taxes and so forth, amounting to
£103,044.71. Then the next deduetion from the gross sales is sales tax, which
amounts to $166,463.96. Then, the marketing expense the cost of putting that
product before the public—

By Mr. Bothwell:

Q. Just what is included in that?—A. Everything, tank wagon expense,
wages, the tanking of the products, expense of maintenance of customers’
equipment—a dozen and one different things.

By Mr. Donnelly:
Q. Advertising?—A. Advertising is included in that. That is, $1,343-
355.48.
By Mr. Hanson:
Q. Just what does that work out per gallon to the consumer?—A. To the
consumer?
Q. Yes.—A. That one item? The cost to us per gallon on sales is 2.32 e.
Q. That is very large.—A. Then, following that iz general administration
and depreciation, $997,320.69.

By Mr. Bothwell:
Q. What is that figure again?—A. $997,320.69.

By Mr. Hanson: y :

Q. General depreciation. What is your set-up for that?—A. General ad-
ministration and depreciation.

Q. Administration and depreciation?—A. Yes.

Q. Do you separate them? It seems to me they ought to be separated.—
A. They are separated in our books.

Q. You separate them here, please.—A. T cannot separate them here, sir, I
have no information.

Q. You can get that information?—A. I can get that information.

Q. Why do you set them up together here?—A. Well, the figures that I am
quoting now are a summary, drawn from our books. If I had anticipated you
would ask that question, I would have split those in two. It ean easily be done.

By the Chairman:

Q. Can you get those separated if you felephone to Montreal this morning?
—A. 1 very much doubt if I could do that, because we have—
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By Mr. Hanson:

Q. How do you carry those two items in your balance sheet? Are they
together?—A. They are all in the balance sheet reflected in the surplus account.

Q. They are together here?—A. Well, these are expenses.

Q. They are debits.—A. The figures that I have just read come to a total of
$3,319,309.66, which deducted from the $9,541,028.61 give a net figure of $6,221,-
71895, which is the net to the refinery. In other words, the profit made, the
profit after the distribution of the product has been charged against the selling
price. Do I make myself clear? Now, from that $6,221,718.95 we deduct the
price of erude oil and other materials entering into the manufacturing of gasolene.
These products amounted ta $4,102,277.28.

By Mr. Bothwell:

Q. Can you tell us at this'stage what the average cost of your crude oil was
last year?—A. I cannot tell you that sir, not at the moment. I can get that for
you. Deducted from that last figure is the inventory adjustment of $14,843.22,
which leaves a total cost of crude oil and other materials of $4,087,434.06. Add
to that the actual manufacturing expenses, or the cost of refining the crude oil,
and producing gasolene, and the other products which are manufactured at the
refinery, amounting to 5931,754.49. Then, there is a further figure of deprecia-
tion on the refinery assets of $149,469.72, and taxes on the refinery properties,
$55,365.39, a total manufacturing cost of $5,224,023.66. Deducting that figure
from the $6,221,718.95, we have the net earnings from gasolene before providing
for income tax or for interest on borrowed money, that is, bonds, $997,695.29,
or 1.72 cents per imperial gallon. That is the first statement, and covers what
we produce at our own refineries.

By the Chairman:

Q. What is the interest on borrowed money?—A. Interest on bonds.
Q. What does that amount to?—A. We have ten millions of bonds, out-
standing, approximately $600,000 a year. Now, the statement marked “B"—

By Hon. Mr. Ralston:

Q. For the year ending when?—A. January 31, 1932, the last fiscal year of
the company.

Q. I was not here when you began, but I understand what you have been
doing is separating the two operations; that is, the refinery operation from the
sale and distribution operation—A. Exactly.

Q. You have taken the gross revenue, as you finally received it from the
customer, and deducted all costs of distribution and sale?—A. Yes.

Q. But there has been no allowance for providing interest except one rather
nebulous item of depreciation and administration?—A. Yes.

Q. Therefore you have thrown back all the profits, whatever they might
be, in the refinery operation?—A. No, the distributing end, distribution, has been
charged or rather the figures that I have shown in distribution here have been
charged with what they should be charged—the cost of taking our products from
the refinery and delivering it to the public.

Q. But in the costs you have taken the gross revenue?—A. Yes.

. Q. You have deducted the cost of the sales and distribution operations, and
all the rest you put back as the gross receipt from refinery operations?—A. Yes.

Q. Which has to be reduced by the cost of crude and by the cost of manu-
facturing and by depreciation and all other charges which are made against—
A. Exactly.
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g Q. —refinery operation?—A. Yes.
i Q. Therefore, you have brought out a profit of 1-72 cents?—A. 1-72 cents.
Q. Per gallon wholly in connection with refinery operation, and you are
showing net profit you say in connection with sales distribution?—A. No.
Q. I understand you to say that income tax and interest as well has to be
taken off>—A. Yes; but this 1-72 is after distributing expenses.
Q. I know that. You have taken off distributing expenses first.—A. Exactly.
Q. That is in lump— —A. Yes.
\ Q. Then you have the net amount after as the proceeds of the product of
¢ vour refinery?—A. That is correct, sir. .
Q. Then you take off from that net amount the cost of manufacturing in
' vour refinery, and the cost of crude and whatever charges there are?—A. Yes.
Q. Leaving, let us say, a gross profit, if you like, per gallon of gasoline
produced there— —A. Yes.
Q. —of 1-72 cents.—A. Yes.
Q. Then you say that there should be charged interest on borrowed money
amounting to $600,000 a year, and income taxes—A. Yes.

By Mr. Hanson:

Q. Did you say what these were?
Hon. Mr. Rarston: He did not say what the income tax was.

The Wirxess: I have not the income tax figures here. I have stopped at
that point in this statement. -

By Hon. Mr. Euler:

Q. That is all you do. You are not showing what profit you are making
from your service stations as such. I take it your service stations are charged
s0 much a gallon for each gallon of gasoline—A. Yes. .
Q. You sell it at a certain price, and you take the profit made by your
service station. That is not what yvou have done in the statement that you £
have made.—A. That factor lies behind the figures of depreciation in this |
statement, ' ‘
Q. You have given the figure of 1-72 cents a gallon as the net profit that 1
vou are making. That is, before you provide for certain other things you men- :
tion as the whole enterprise, everything including manufacturing, selling to your
service stations, independent stations—
Mr. Haxsox: No, I did not understand that. All refinery operations.
Hon. Mr. EvLer: No.

The CuamrMax: No.

N

By Hon. Mr. Euler:

Q. You have not separated the profit you are making through service stations
from what you are making through manufacturing?—A. Not in this statement,
no. That is the profit regardless of how it is made. i
Q. The net final profit you are making per gallon.—A. Yes. ‘f
Q. Whether you are selling to service stations or selling to independent e
dealers?>—A. Whether we sell in tank cars or tank wagons, or independent ‘
dealers, or to our own service stations. :

' By Mr. Bothwell:

|
_‘. Q. Does that 1-72 include your profits on other products besides gasoline, 3
or is it just simply gasoline?—A. That is purely gasoline. »
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By Mr. Donnelly: ¥
Q. In refining your gasoline, you will be getting also kerosene and by-
products from the same operation?—A. We would be. Those figures are not
included in this.

By Hon. Mr. Ralston:

Q. How do you separate the costs of handling other products that are
not refined through your service stations?—A. Some of those costs can be
charged direct to the produet. For example, freight. You move a freight car,
a tank car of gasoline, and you know it is gasoline. If it is kerosene, you know it
is kerosene. If it is fuel oil, you know that. You can charge that direct. You
can charge many of the other expenses direct; but there are other items which
cannot be charged direct, my salary, for example. There is no way of dis-
tributing between gasoline and kerosene or fuel oil, the matter of my salary.

By Mr. Hanson:
Q. That all goes inte overhead?—A. All goes into overhead, and that is

described—
Q. So that you have different operations?>—A. Over all the products, yes.

By Mr. Bothwell:

Q. How do vou distribute the cost of crude?—A. The cost of crude is
charged into the refinery and allocated over the products that are produced.

Q.. What method of computation do you use to allocate them?—A. That
would be a very difficult question to answer at the moment.

Q. You must have some method that is adopted generally, I would say.—
A. We have a method, and it is a method that is, I think, common to many
refineries and it is based on a book published some years ago by an eminent
British accountant in conjunction with an American accountant. That system
is the system that we are using to establish our refining costs.

Q. Can you tell us what that system is?—A. I do not think I can go on and

tell it exactly intelligently this morning. I am perfectly willing to explain it to .

anyone whom you would care to send. I have not got the figures in front ot me;
but I could give you that information, or give your accountant that information,
by throwing the whole thing open to him. There are so. many factors that
enter into the manufacture of gasoline that figures have to be shown in order
to answer that question intelligently.

By Mr. Donnelly:

Q. In this price you give us here, in regard to crude, what amount of crude
is taken to make gasoline?—A. Seventy per cent.

Q. That is the crude that is taken and has produced gasoline?—A. Only?

Q. Only.—A. But of course in this figure of crude oil, there are other
materials— ,

Q. What I mean is this: if you bring in 100 gallons of crude oil, you will
get probably sixty or seventy—fifty to seventy gallons of gasoline out of it.
Do you charge it all to the gasoline, or do you charge the amount that you
get—A. Only the portion that produces gasoline. That is all that is in that
statement.

By Mr. Bothwell:
Q. Can you tell us what proportion that is?>—A. That will vary with the
kind and type of crude that is being used. It is probably varying from day to
day in our refineries.

.
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By Mr. Donnelly:

Q. You get your crude, you say, from Oklahoma, and from Texas? Now,
can you give the committee first of all, what you mean by the A.P.I. gravity?—
A. T am not a refinery man; I don't know very much about that. ;

Q. Can you give us the average price per month last year that you paid
for gasoline?—A. I cannot do that, I am sorry. I have not the information here
this morning.

Q. Can you give us the cost of piping it to the gulf from these fields? Or
do you buy it right at the gulf?—A. We buy it down at the posted price in the
fields and pay the pipe-line charges to the gulf.

By Mr. Hanson:

Q. That is a public utility charge and is well established?—A. It is an
established charge, yes.

By Hon. Mr. Euler:

Q. Why do you buy refined gasoline when you are in the business of i)
refining yourselves?—A. We have two refineries in eastern Canada, Montreal
and Toronto, which refine for the different parts of the east; but in western .
Canada we buy gasoline. e

By Mr. Bothwell:

Q. From whom do you buy?—A. The Imperial Oil company.

Q. All gasoline within the last few years is purchased from the Imperial
0Oil?—A. Most of it within the last year.

By Hon. Mr. Euler: .

Q. You do not import?>—A. No, we do not; we have not imported this 1

& year, ‘
2 Q. You buy from the Imperial Oil of Canada?—A. Yes.

By Mr. Donnelly: : b

Q. What percentage of gasoline do .you get from thirty-five gravity?— {
“A. T am afraid, Dr. Donneily, I cannot answer that question this morning, 2L
, Mr. DonNELLY: Mr. Chairman, I do not think we are getting anywhere
this morning. We want a man here who is going to tell us what they paid for
it crude oil for the last two or three years at the field. Then we want to know
" what it cost to ship it to the gulf. We want to know the cost of transporting
s it to the refinery, and we want to know how much gasoline they got out of |
crude oil, that is, the average amount per gallon at the A.P.1. gravity; we want R

to know what it cost them to produce this gasoline i\
; Mr. HaxsoN: And what it cost to get it distributed. s
2 Mr. DoxneLLy: We have to start with that first. i

.Mr. Hanson: I think we are beginning in the reverse order. You are e
coming down from the top.

The CHARMAN: Mr, Brooks; will you go on with your second statement? o

Mr. Hansox: T see here a charge of 5-74 cents per gallon. It looks to me -
like one-third of the whole. -

By Mr. Donnelly: i

Q. Can you tell us what proportion you distribute to the service stations,
and what percentage you sell in tank car lots?—A. It will be a guess if I answer
that question, Dr. Donnelly. I am sorry I have no information here.

Q. What is your price at Montreal in tank car lots for the average year?—
A. T don’t know that. '

T
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Q. Has it been on an average for the year, 13} cents?—A. That price—

Q. You have given us ﬁfty-seven millions as being the number of gallons
sold, and your selling price of nine million dollars, and that amounts to only
ll% cents a gallon. If you are selling tank car lots at 13 cents, you are selling
to your service stations at more than that?—A. A lot of the business is sold in
tank wagon prices.

Q. Tank wagon prices are higher—A. Tank wagon prices are higher.

Q. You only got 11 cents for that,—practically 12 cents for that gasoline;
jand what you are delivering in tank car lots you are selling for something like
14 cents, and tank wagons would be about 17 cents?—A. The figure of tank
wagon and tank car would be comparable to that, 16-49 cents.

By Mr. Hanson:

Q. That is the gross return from the sale whether tank wagon or tank car.
What is the difference between tank car price and tank wagon price to the
independent dealer?—A. I am afraid I do not know that.

Mr. Cuoyce (Secretary) : Between three and four cents at the present time.

By Mr. Hanson:

Q. Would this be the average for the last 12 months?
Mr. CuoycE: About that.

By the Chairman:

Q. I suppose this information could be produced on Thursday?—A. I can
get that. Had I anticipated that, I would have got it now.

The OHAIRMAN: This information that has been asked for, is not available
now, but will be produced. Will you proceed with your second statement?

The WirNess: Statement “B” is the gasoline which we buy and sell, but do
not manufacture. Our sales of this gasoline—

Mr. HansoN: Again this statement is made up on the set-up of your gross
sales, and it is coming down from the top, and showing a profit of 1-72 cent
a gallon.

The WirNess: Yes.

By Mr. Hanson:
Q. They are both on the same basis?—A. The same basis, yes.

By Hon. Mr. Ralston:

Q. Gasoline only?—A Gasoline only.

Q. Which requires distribution of and administration costs in connection
with service stations as between gasoline and other products?—A. Yes.

Q. The details of which are not here?—A.No, I have not the details; but
naturally the figures that I have given here are all in our books. I could not get
them otherwise.

By Mr. Bothwell:

Q. Just before going on with this statement, that item of 1-72 cent per
1mper1al gallon that you show as a profit there before income taxes and certain
other interest charges are allowed, can you give us the figures as to what should
be deducted from that 1-72?—A. There will be a proportion of the bond interest,
and a proportion of income taxes applicable to gasoline.

Q. Can you give us any idea what those items are‘?—A I could only guess
at the figures now.
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Q. Can you obtain them for us?>—A. I can, yes.

The CuAlRMAN: Go on with your statement.

The WiTnEss: Statement “B” shows gasoline not manufactured by us. We
sold 7,220,876 gallons, which gave us a gross revenue of $1,482,085.94. From that
we have deductions for freight and trucking of $23,536.18, taxes $16,000.15; no
sales tax; marketing expenses, $208,588.02, and general administration and de-
preciation expense, $154,857 85, making a total of $402,982.20, leaving a net to
the refinery of $1,079,103.74. Taking the cost of gasoline and other materials at
31,046,368.‘88, add inventory adjustments of $13,529.80, we get a total cost of
£1,059,808.68. There are no manufacturing expenses or depreciation in refineries
in that; so the net earnings before interest on bonds and income taxes are $19,-
205.06, or -27 cents per gallon.

By Mr. Hanson:
Q. Again there is a spread of 5-58 cents a gallon between your selling price
and your cost price.
Hon. Mr. Rauston: What are you reading from, Mr. Hanson?
Mr. Hanson: From the statement.
Hon. Mr. Rarston: You quoted a five cent spread before.

By Mr. Hanson:

Q. In other words, on the gasoline you buy from the Imperial Oil, it costs
vou over 55 cents a gallon to sell it?—A. Yes.

By the Chairman:
Q. What is that spread?—A. 5-58 cents.

By Hon. Mr. Ralston:
Q. Is the gross revenue actual cash, or do you include in it goods sold on
credit and make allowance for bad debt?—A. No, this is the actual sale.
Q. Cash?—A. Cash—not necessarily cash. If there are any bad debts the
bad debts are reflected in the marketing expense. This is what we have billed to
our customers; whether we have collected it or lost it I cannot tell you.

Q. The same thing applies to gross revenue in statement “A”?—A. Exactly
the same.

The CramrmaN: Are there are any questions to be asked in regard to this
statement? ‘

By Mr. Hanson:

- Q. How does your cost distribution compare with the other companies? 1
think that is where the consumer is scorched through this gasoline business, in
the cost of distribution?—A. I have no idea.

Q. You all buy at the same field, as a rule?—A. Not necessarily.

' Q.?But they buy from the big fields. That is the general statement. That
18 true?

The CramrMaAN: He buys in the United States.
Mr. Hanson: I know. That is where the big fields are.
Mr. DoxnerLy: Practically all the same price.

By Mr. Hanson:

Q. And the cost of transportation to Canada would be constant and common
to all from the same fields?—A. I imagine it would be from the Texas field.

= i



—_— = — 4 P o Y

60 SELECT STANDING COMMITTEE

% Q. Take one field, if you like. The cost would be common to all of you.—A.
es

Q. Now, your refining cost would be governed to a large degree by the
volume, would it not?—A. Volume, and the type of equipment.

Q. And the type of equipment. If you had the same volume it ought to cost
you approximately the same figure per gallon that it would cost any other com-
pany—perhaps you are a little better refinery. =

Mr. Stanrey: If the refineries are in the same place.

The WirNess: I presume so.

Mr. HaxsoN: Approximately in the same place.

7% Mr. StanLEY: Altogether different. .
e The WrrNess: There might possibly be a difference in refineries. Labour
E is quite a big consideration in refining cost.
;:‘ 2 By Mr. Hanson:

{-;__‘_ Q. I suppose the Imperial Oil company would pay the same price as you
i would in Montreal and Toronto. They are comparable?—A. Yes, the same—
g two refineries in the same town.

s Q. And the cost of distribution of a smaller volume, marketing expenses and
e so forth, would be relatively greater than a large volume would it not?—A. Yes.
ﬁl- Q. That might account for your high cost of distribution?

? - By Mr. Donnelly: .

¥ Q. What is the size of your plant in Montreal?—A. The plant?

it Q. Yes—A. 5,000 barrels a day, capacity.

é : Q. Of gasoline?—A. Gasoline.

:‘v[v,‘ Q. How many men do you employ?—A. I think we have about——

Q. I mean, in your refining plant in Montreal. How many men do you
employ in the refinery plant?—A. I think in the neighbourhood of 150.

Q. One hundred and fifty? Can you give me the average wages paid to
these men?—A. I am sorry, I have not got that. I can get it for you.

By Mvr. Bothwell:
Q. When was this refinery built in Montreal? Has it been remodelled; is it
. up-to-date?
Mr. Irwin: 1927, 1928.
Mr. BorawerL: This company was incorporated in 1928.
Mr. Irwin: Yes.

By Mr. Bothwell: -
Q. By an amalgamation of two other companies?—A. Yes.

By Hon. Mr. Ralston:

g Q. How often do your prices change? Is there a monthly bulletin, or two
% - week bulletin, or any stated time at which the prices are posted?—A. I think——

W >
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£ Mr. Haxson: Gasoline or crude oil?

s

Hon. Mr. Rarston: Gasoline.
The Wirness: I do not think there is any stated time; I think it depends on
the posted price of crude at the market.

-
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By Mr. Hanson.:

Q. ]Is that the only factor?—A. To my knowledge, yes.
fer Q. The price of erude?—A. I think so.
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!-_ Q. Is there no competition between you?—A. By competition you mean
'© what?

Q. Between you and the Imperial Oil?>—A. We have to—we cannot sell under
. the Imperial Oil. *. i

i Q. They fix a price, don’t they, Mr. Brooks?—A. I cannot tell you that.

o

e
A

By Mr. Hepburn.:
Q. You say you do not like to sell under the Imperial Oil. Is that right?

__,r -‘:‘_.
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By Hon. Mr. Ralson:

Q. What I was asking, Mr. Brooks, was, if it were possible to give us a list
of the prices/say month by month for the last three or four years, if you like.
When I asked you that question, I thought that probably you posted your
prices periodically. If you do not do that, would it be possible to give us a
list, say for the last three years, beginning January, 1929?—A. You mean the
price to the publie? -

Q. Price to the consumer. .

Mr. Hansox: You have to distribute that between tank car lots and tank

by
-

By Mr. Hanson: "*JLi
| Q. You have to toe the mark. When they drop the prices you drop them A
* too?—A. They are the big pecple at the business. =
| By Mr. Bothwell: *:
| Q. Have you any person in your company who fixes the prices from time to _ -g
| time for your company, or do you simply follow the Imperial Oil prices?—A. I /i
| think we follow our biggest oil company in the field. 2
! Q. You follow the biggest oil company in the field?—A. Yes. -
i Q. Mr. Ross of the Imperial Oil says that in fixing the cost of gasoline the ¥
| yardstick is the priee of American erude. Is that a correct statement?—A. To 8
 my knowledge, yes, but I cannot say. o
5 Q. You have no knowledge, as a matter of fact?—A. No. “x
H it
By Mr. Hanson: ":;
Q. In other words, you are here to fortify the statement?—A. That is all. S
P s
' i By Mr. Hepburn: 3 ;
3 Q. Mr. Brooks, you just said you cannot sell under the Imperial Oil prices. &,
-~ Would you explain that a little more fully?—A. I don’t mean to say that, really. /e 8
- I have tried to answer the other questions—— ‘3

.f[“\*_ -5

gt .i‘lfé A

wagon. 5
The Cuammax: Would Mr. Smith take up that question of distribution

,-AI_"‘-'_;.;"-.‘
Bt

i costs?
i The Wirness: I do not know whether he would or not. » A

_ The Cuamrman: Gentlemen, I draw your attention to the fact that we are :
still on costs, and I would much prefer we did not discuss distribution until we 5
:;e through with this item. T think we should have all he has to say in regard ‘

Hon. Mr. Rawston: Costs of distribution.

The Crarman: We are really on the question of manufacturing costs, We
are going to give time to distribution costs and distribution prices. You want to
go into that separately; and I think we should confine ourselves to-day to the
cost of production of gasoline. -

) ':{i.
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Mr. DonnerLy: If we are going to get the costs, we have to get the cost
first of all at the field, and then we have to get the cost of transporting the
crude oil to Montreal. We have not got anybody here to-day who ean tell us
that, apparently. That is the first question we have to build on.

Mr. BorawerLL: I believe, Mr. Chairman, we should confine ourselves to
the tank car prices at the refinery and everything that goes into the cost of
producing gasoline—tank car price at the refinery, and then we can take up
the tank car cost and tank car selling price at the refinery; and from there we
can follow up the distribution separately, as the chairman rules,

The CHarMAN: That has been my suggestion.

By Hon. Mr. Ralston:

Q. Then following up my question, can you file with the committee—I am
not asking you to read it out now—for future use, a set of prices in tank car
lots at Montreal, month by month, beginning from the first of 1929?—A. Tank
car selling prices? Yes, I can do that.

By Mr. Donnelly:

Q. At the same time, will you file with the committee prices for crude oil
month by month for the last two years, in Oklahoma, Texas, Bolivia, Peru,
and South America, and the cost of piping it to the gulf or to the water, and the
cost of transporting it from there by boat to the Montreal refinery?- So that we
will know definitely what your costs are?—A. Do you mean other companies?

Q. Whatever I can get from you—A. Yes.

Q. And laid down at Montreal, what your crude oil costs. Then, I want you
to take the A.P.I. gravity, thirty-five—take the average thirty-five A.P.I crude
oil and tell me the amount of gasoline you get out of that in your refinery, and
what the waste is, the amount of evaporation, amount of water, amount of
fuel oil, and distillate, and all other by-products, so we will know definitely
the amount of gasoline you get out of every barrel. Take the American barrel.
Do you know how many gallons there are in it?>—A. Forty-two gallons. :

Q. Forty-two gallons. So that we will know how much gasoline you get
out of a barrel of erude, how much kerosene, how much by-products, and how
much waste, so that we will be able to trace the cost exactly ourselves.

With regard to refineries, the number of men and the wages you pay to the
men at Montreal, and the number of men in your Toronto concern, and the
wages you pay in your refining plants, but not with regard to distribution at all.
We want it just in regard to your refining plants, so we will be able to come to
some estimate of what the cost of gasoline is and the by-products.

By Mr. Hepburn:
Q. There is no tax on imported crude, is there?—A. There is an import tax.
Q. One per cent, which is a nominal tax—A. Yes.
Q. You can buy your crude as cheaply as any other refinery?—A. I imagine

§0; we can, yes.
Q. You can?—A. We can.

By Mr. Donnelly:

Q. How much gasoline did you import during the last year?—A. Import?

Q. Yes—A. We did not import any.

Q. You did not import any at all?—A. No.

Q. Did you import any the year before?—A. I am not sure. The figures
I am quoting here are for last year.

Q. You buy the gasoline that you do not manufacture?—A. Yes.

Q. What do you mean by the octane test?—A. The octane test? It is

technical—
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By Hon. Mr. Ralston: iy

Q. The gasoline you buy from the Imperial Oil I see you buy it in tank
car lots?—A. We do not buy it in the east, we buy it for western Canada.

Q. What I am speaking about, is the cost to Nova Scotia and New Bruns-
wick. You distribute there?—A. Yes.

Q. Your own manufactured product?—A. Yes. X

Q. And where do you put it in barrels out of the tank cars in order to
distribute it to fishermen and other consumers?—A. Wherever the bulk station
is, that is our distributing point.

Q. Is there one at St. John?—A. One at St. John.

Q. One at Halifax?—A. One at Halifax.

Q. Where else—A. Moncton, Sussex. |

Q. Is there any other in Nova Scotia other than Halifax?—A. At Nova
Scotia, Prince Edward Island and New Brunswick. )

Q. Are there any others in Nova Scotia other than at Halifax?—A. Sydney,
Cape Breton, and Yarmouth.

Q. Any other point?

Mr. SmitH: There are about 12 in the province of Nova Scotia.

By Hon. Mr. Ralston:
Q. That is all your own product refined in Montreal?—A. Yes.

By Mr. Hanson:
Q. How do you transfer it from Montreal, by tank steamer?—A. By tank
steamer to either Halifax or St. John.

Q. Then you distribute it by tank cars from there?—A. By tank car from
those two storage tanks or bulk terminal.

By Mr. Donnelly:

Q. Are the prices we get from the Petroleum News reliable—A. I think they
are recognized as being absolutely correct. ~
Q. You consider them correct?—A. Yes.

By Hon. Mr. Ralston:

Q. My question in regard to tank cars at Montreal won't cover all cases,
because you spoke of distribution by tank steamer and then at a filling point, a
distribution point. Can you give me also the prices say at Halifax, Yarmouth
and Sydney for those same dates?—A. In tank wagon, tank car?

Q. No, in barrels—A. In barrels?

Q. Yes—A. Yes, I can do that.

e }’II‘he Cramrman: Now, let Mr. Brooks proceed with statement “B” and
nish 1t.

Hon. Mr. Rawston: I understood he had finished it.

Mr. StaNLEY: In regard to statement ‘A”, he has given us the net profit on
gasoline at 1.72 cents per gallon. Now, in addition to that, is there any profit
made over and above what you actually get out of the sale of gasoline to the
consumer. Do you make anything out of the by-products?—A. We'manufacture
and sell kerosene, fuel and lubricating oils.

Q. That is all a part of the profit which comes from the original field?—A.
From the crude, yes.

Q. You charge up tares, charge up depreciation and so on?—A. Yes.
their%h Arse against gasoline?—A. Oh, no; the kerosene and the fuel oil carrv
are.

44891—28
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By Hon. Mr. Ralston:

Q. On the basis of value?—-A. On the basis of value, yes.

Q. Mr. Brooks, can you help me in this. Do you only make 1.72 cents per
gallon on the manufacturing of gasoline, and no profit at all on the distribution,
because all the profit has gone into the refinery owing to the computation. Can
you suggest to me now how independents can offer gasoline for probably three
cents cheaper than you can sell it, and exist?—A. No, I cannot.

By Mr. Hepburn:

Q. What is the capital of your company, Mr. Brooks?

The CuamrMAN: I think Mr. Brooks is going to give us a statement of the
capital structure, and he might do that now.

The Wirness: Answering your question, Mr. Hepburn, the capital stock
of the McColl-Frontenac consists of common shares and 6 per cent eumulative
preferred shares. There are 500,000 shares of common, and there are outstanding
78,068 shares of preferred.

By Hon. Mr. Ralston:
Q. At $100 par value?—A. $100 par value, preferred.

By Mr. Hanson:
Q. The common stock has no par value?—A. The common stock has no

par value.
In adition there are 6 per cent first mortgage redeemable collateral trust

- golds bonds to the value at par of $9,780,000.

Q. Issued?—A. Issued.

By Mr. Hepburn:
Q. Nine millions what?—A. $9,780,000.

By Mr. Hanson:
Q. Have you your balance sheet here?—A. I have, yes.

By Mr. Bothwell: .
Q. The balance sheet for January 31, 1932?—A. No, I have not got that,
I have the previous year.

By Mr. Hanson:
Q. Let us see one of them. This is your annual report.

By the Chairman:

Q. Are vou going on with the capital structure?>—A. Yes, I would like to
go on with that.

The CHARMAN: Mr. Brooks would like to proceed.

Mr. Boruwern: The balance sheet for January 31, 1931.

The CrammaN: Will you kindly let him finish his capital structure?

Mr. HansoN: I cannot follow the figures. I want them in front of me,
if T can get them.

By Mr. Hepburn:
Q. Have you another 1931 statement there?—A. Yes.
The CrammMaN: Go ahead, please.

The Wirness: In regard to the common shares of the company, as I under-
stand it, and according to the auditors, P. S. Ross and Sons, there are 500,000
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shares outstanding of which 379,515 shares were sold for cash, realizing
$6,739,342.75, or an average of $17.75 per share. In that connection I would like
to refer to Hansard of June 12, 1931. g !

In Hansard, June 12, 1931, there is, apparently, a misunderstanding of the
true facts of the case. There was a remark made by Mr. Bothwell, and in
referring to the common stock of the company, he said: “ This is stock that
costs no money.” I make a statement now that 379,515 shares were sold for

cash.
By Mr. Bothwell:

Q. How many shares?—A. 379,515. ) :

Q. Just let me ask a question at that stage. Your first offering of this new
company was 7,500,000 shares of preferred stock?—A. Yes.

Q. With a bonus of four shares of eommon with each ten shares of preferred
stock; is that not right?

Hon. Mr. Rarston: Dollars.

Mr. BoraweLL: Yes, dollars. $7,500,000 of preferred stock was-offered to
the public, with a bonus of four shares of common stock with each ten shares
of preferred. Is that statement correet?

The Wrrness: Yes it is. But it was not the company that offered that
bonus to the publie, it was the brokers who underwrote the issue.

By Mr. Hanson:

Q. That brings us to another aspect. Let us get back to the beginning, Mr.
Brooks. This corporation is really a holding company, is it not? This corpora-
tion, the McColl-Frontenac Oil Company Limited, is an amalgamation of the
McColl and the Frontenac Oil Companies and they are still-in existence?—A.
Yes.

Q. Your bonds are secured by collateral trust mortgage on the shares of this
company >—A. The shares and certain specific assets.

Q. Certain other mortgages—

Hon. Mr. RaLsToN: Excuse me, are there underlying bonds?

Mr. Hanson: Yes.

The Wirness: All owned by MeColl-Frontenac. By the outstanding bonds
3 you mean outstanding bonds of the Frontenae Oil or MeColl Brothers? They
are all owned by McColl-Frontenac. There is no indebtedness to the publie.

By Mr. Hanson:

Q. No outstanding indebtedness?—A. No.

Q. There are mortgages. I see in the liabilities here there is a debit of
$432,275.55 for mortgages payable. Are those on properties acquired since the
amalgamation?—A. Yes.

Q. Do you know what was paid to the McColl Brothers for their property
as a going concern, and how much was paid to Frontenae, first by the brokers
and then what did the brokers turn over to the new company which they caused
to be created?—A. I will answer that question. For the outstanding—

The CramMAN: You are making it very difficult for the witness.

Mr. Hanson: 1 have no doubt it is difficult. That is the intention.

The CuHaRMAN: Pardon me, I do not mean the question. I mean when
members proceed with conversation during the answer of the witness, I think it
makes it difficult for him to be heard. T think it would save time for the
committee if you would let him answer the question.

The WrrNess: McColl Brothers, one of the companies that was purchased

- —we bought the outstanding stock, 150,000 shares.
44801238
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By Mr. Hanson:

Q. When you say “we”, whom do you mean?—A. I mean the McColl-
Frontenac.

Q. From the brokers? From Nesbitt and Thomson?—A. The money we
paid—we bought McColl Brothers stock direct.

By Hon. Mr. Ralston:
Q. From the holders?—A. From the holders, yes, at $65 a share.

By Mr, Hanson:

Q. What did it cost in round figures?>—A. It cost $9,750,000.

Q. Was that purchase made from the operating— —A. The properties there
were all purchased through brokers—I am afraid I cannot answer that, I do
not know.

Q. It is very important.

Mr. Irwin: The purchase was made in the following manner. It was
decided that McColl-Frontenac be formed with $7,500,000 of preferred stock,
and 750,000 shares of common stock, 500,000 shares of the common stock to be
issued, and 250,000 to remain in the treasury. I think you have the statement
there, Mr, Brooks. The preferred stock yielded six per cent, and the preferred
stock of 82,053 shares yielded us $8,205300. The common stock sold by our
financial agents netted us $17.25 a share—$17.75 a share.

By Mr. Bothwell:

Q. How many shares of those were sold?—A. 500,000 shares, $8,890,000.
From the proceeds of the preferred and common stock, we purchased MecColl
Brothers, paying $9,780,000. In that item of goodwill there, you will see seven
million dollars. Six million of that is represented by the difference between
$25 a share as stock put on the McColl books and $65 a share we paid for it.
A difference of $40 a share on 150,000 is $6,000,000. This, as the gentleman
said, is a holding company.

Q. How many shares of common stock was turned over as a bonus on the
subscriptions for preferred stock?—A. I beg your pardon?

Q. How many shares of common stock were turned over to preferred share
purchasers as a bonus?

By Mr. Donnelly:
Q. Was it done by the broker or the company?—A. The fiscal agents
when they made the offer, offered four shares of common with each preferred

share.
Q. The broker did that?—A. The broker did that.

By Mr. Bothwell:

Q. How many shares went out that way?—A. Just one moment; I can
give you that. There were 75,000 shares sold; seven and a half millions, one
quarter of that would be 90,000 shares.

By Mr, Hanson:

Q. You paid the McColl Company nine million odd for that?—A. $9,750,000.

y YQ. That was profit out of the proceeds of this corporate financing?—
. Yes.

~ Q. The Frontenac Company, how did you acquire that? It is not fair to

ask you that question, Mr. Irwin, having regard to the condition of your voice.

The Wirness: May I hear the question again?
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| Q. What did you pay for the Frontenac Oil Company. How did you buy
E it?—A. We bought the controlling or all the outstanding common shares which
5 were 120,485, and they were exchanged share for share for shares of McColl-
- Frontenac Oil Company.
8 Q. All common?—A. All common. Now, that figure of 120,485 added to
’ the 379,515, which was sold at a price of $17.75, totals 500,000 shares presently
outstanding,. _ ’
Q. From whom did you buy the Frontenac Oil Company, Nesbitt and
Thomson?—A. It was exchanged.
Q. Who held them; Nesbitt and Thomson held this company, didn't they?

Mr. Irwin: No, it was spread all over the country. :

By Mr, Hanson:

Q. It is quite apparent, what I want to get at, Mr. Brooks. What I want
to get at is this: how much water was pumped into this thing at the time of
amalgamation of those companies?

Mr. Jacoss: That is more or less a erude question.

Mr, Hanson: That is exactly what we ought to have.

Mr. Irwin: Have you got a statement there? I will take it from Mr.
Geoffrion.

Mr. GrorrrioN: I would suggest you draw your own inference. I will
read you the figures, and you can draw your own inference as to what water
was pumped in.

Mr. Hepsurn: Did the company do the watering or the brokers?

Mr. HansoN: The brokers, of course.

By Hon. Mr. Ralston:

Q. There is one item Mr. Irwin has mentioned, which I should like to refer
to, and that is the McColl shares, the old McColl Company shares were on the
books at $25 and the new company paid $65 for them. My question is to whom

. did the new company pay the $65?7—A. To the holders.
¥ Q. Who were the holders? . "

Mr. Irwin: J. W. McColl and other people.
Q. Individual holders?—A. Yes.
Q. It was not paid to the brokers?—A. No.

Mr. Hanson: I asked him that and he said that before.

By Hon. Mr. Ralston: -

Q. As far as the brokers were concerned, the $65 profit on the MeColl stock
; was 1:nade by the holders of the McColl stock?—A. By the holders of the MeColl
: stock.

F Q. $40 was profit made by the owners of the McColl stock?—A. Yes.

Mr. GeorrrioN: I appear for the company, and I suggest that you would

get more satisfactory evidence on those matters from Mr. Irwin when he is in
a position to speak.

The CHAIRMAN: Quite so.

Mr. GeorrrioN: He is the one to give this evidence, and the accountant
can give you the figures in regard to the different matters. I suggest that you
ask this gentleman about the further matters with which you are interested, and
leave the rest for Mr. Irwin when he is in a condition to talk.

-
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By Mr. Hepburn:

Q. Can you give us the entire interest carrying charge on your company.
I mean by that, can you give us the amount of interest paid on mortgages, bond
" interest and all profits given to shareholders, entire carrying charges?—A. I
have everything in that statement except—

Q. Can you give it to us now?—A. No, I cannot, because I do not know
how much the mortgage interest is.

QI. We want to know what the mortgage charge is, overhead and everything.
—A. I have not got the mortgage interest now. 2

Q. I think that should have some relationship to the amount of money
actually employed.

By Mr. Hanson:

Q. Should it not appear in the profit and loss account, the bond interest?—
A. Yes, that is an easy matter.

Mr. Hanson: The bond interest, $523,000.
& tMr. HepBUrN: Let him give it. He is before the committee. He ean give

at.

Mr. Hanson: Just read it.

The Wrrness: I can get the bond interest very easily, but you asked for
the mortgage interest, and I have not got that; I have not got it here.

By Mr. Hanson:

Q. Can you give it to us at the next sitting?—A. I could.

Q. What is this item of $522,038.17 interest on bonds in your balance sheet
in your profit and loss account for the year ending January 31, 1931?—A. That
is interest on the 6 per cent bonds; but this gentleman here has asked for the
interest on mortgages. I have not got that.

Q. The bonds are secured by a mortgage—A. You have pointed just now
to the mortgage payable—you pointed to the mortgage on the balance sheet.
Well now, I presume you want the interest that has to be paid on this liability.

Mr. Hanson: It is only a small item,
Mr. HepBurN: That is interest.
The Wrrness: I will get it for you.

By Mr. Bothwell:

Q. I should like to ask about what you call consolidated income and surplus
account for the year ending January 31, 1931.—A. That is the one that Mr.—
it is right in there, turn to the left.

Q. That is in addition to what is in this particular report that was brought
out on January 31, 1931, what you call apparently the consolidated income and
surplus account for the year ending January 31, 1931. That shows a profit
from operations and income from investment $2,449,546 less depreciation of
$450,0007—A. Yes.

Q. Bond interest $528,038. Do you remember that statement?—A. You
are quoting from that book now?

. Now, I will go on. Earnings per share and dividend record. Have you
got that record?—A. No, I have not.

Q. Do you recall those figures under that heading, “Earnings per share and
dividend record, preferred earned, $14.89?"—A. Are you quoting, please, from
the January 31st, 1931 book?

Q. I am quoting from January 31st, 1931.—A. Yes.

Q. Can you follow that?—A. Yes, I have that.
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Q. “ Earnings per share and dividend record, preferred earned, $14.89.”
Is that right?>—A. I presume it is, :

Q. “Paid.” 1 presume that is by way of dividends, “$6.” Is that right?—
A. That is the dividend.

Q. “Common earned, $1.43?"—A. Yes.

Q. “Paid, $0.60."—A. Yes. a <

Q. “Times bond interest earned, before depreciation and after bank interest,
$462.” Is that right?—A. Are you quoting those figures from one of the
published pamphlets?—A. I have not that information before me.

Q. This is what purports to be a part of your annual statement of January
31, 1931.—A. An analysis of the annual statement.

Q. Yes. “After depreciation and bank interest, $3.76.” Is that correct?—
A. I say I presume it is, because I am unable at the moment to check those
figures to see whether they are correct or not.

Q. Now, there is another thing in connection with this statement. After
deducting unpaid subscriptions, due by employees, amounting to $132,432 in
1931, $182,939 in 1930, $614,249 in 1929—that is just explanatory of figures that
are given above that—you say “unpaid subscriptions due by employees.” Do
you know how many employees are shareholders in the McColl-Frontenac?—
A. No, I don’t know.

Q. Are employees of the MeColl-Frontenac required to subseribe for stock?
—A. No.

Q. Does your application form for employment at the McColl-Frontenac
contain a clause in which the employee agrees to subscribe for stock?—A. No.

Q. It does not?>—A. No.

Q. Have you one of your application forms here?—A. No.

Q. Do vou use application forms?—A. We do, yes.

Q. I would like to have one of those application forms, when you give us
this other information.—A. I will bring it.

Q. Just one other question in connection with the four share bonus with
the ten share preferred. Mr. Irwin gave us approximately the number of com-
mon shares that were issued, and he said that these were issued by the brokers
who handled the sale of this stock. That is the way I understood it.

The CrarMaN: Offered by the brokers?

By Mr. Bothwell:

Q. Did these brokers that you speak of offer this to the public, or was a part
of it handled simply by the McColl-Frontenac themselves?

Mr. Irwin: It was all offered by the brokers.

By Mr. Bothwell:
Q. Did all subseribers for at least ten shares of preferred stock get that four
ghares of common?
Mr. Irwin: Every one.

By Mr. Hanson:

Q. How are those bonus shares alloted by the brokers to give away. What
was the consideration, if any?—A. These shares, the bonus shares that you
speak about, were sold by McColl-Frontenac at $17.75 to the brokers. If they
gave this as a bonus with the preferred stock, the company received value for

them.
By Hon. Mr. Ralston:

Q. The brokers sold, no doubt, on a sufficient spread to enable them to-give
away four shares of common with every ten shares of preferred.—A. I pre-
sume 0. 3 '
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Mr. Hanson: I should like to have that elucidated. They paid par for the
common shares?

Mr. GeorrrioN: May I explain that?

The Wirness: They paid par for the preferred shares, $100.

Mr. Irwin: May I explain that?—A. At the time this issue was made,
things were bubbling a darn sight better than they are now, and they paid us
par for the preferred, and for the common, about $17.75. The MeColl-stock
was selling shortly after at $25, $30, $35. Undoubtedly that is where the brokers

mtla&ie their money, the difference between $17.75 they paid us, and what they
sold it at.

By Hon. Mr. Euler:

Q. They underwrote everything, preferred and common?
Mr. Irwin: Everything, and paid us cash for it.

By Hon. Mr. Euler:

Q. What is the total amount you got?>—A. They paid $8,890,000 for the
common; $8,205,300 for the preferred, and $9,780,000 for the bonds.

By Hon. Mr. Ralston:
Q. What was the date of the issue?—A. January, 1928.

By Mr. Willis:

Q. How many shares of each kind?—A. 500,000 shares of common, and
82,053 preferred.

By the Chairman:
Q. There were 82,053 preferred?—A. Yes, 82,053.

By Mr. Baker:

Q. Has the McColl-Frontenac continued to pay dividends up to the present
time?—A. Yes.

Q. At the same rate, 15 cents per quarter?—A. Sixty cents a year on the
common stock.

Q. Your assets have increased from $20,946,131 in 1929 to $31,287,761.03 in
1931.

Mr. Irwin: May I answer that, Mr. Chairman.

Mr. GeorrrioN: I take it Mr. Irwin will have a chance to take up these
matters at another meeting?

The CualRMAN: I was going to suggest that since certain information has
been asked for from the present witness, and to which he has agreed, and which
he says he can get and bring at another meeting, and since we have not been
able to hear Mr. Irwin on this question of costs, that we defer this meeting until
Thursday, and ask the Imperial Oil, who were to come on Thursday, not to
come until another day we might fix, so that we might hear this question elucid-
ated and hear Mr. Irwin. Is that agreeable?

Mr. Hepsurn: It is agreeable.

Mr. Georrrion: I take it at the next meeting, as far as the McColl-Fron-
tenac company is concerned, it will be a matter of having Mr. Irwin tell you
more completely about the costs, and give you this information which has been
asked to-day. Would it be convenient to have Mr. Irwin at a later date? He is
the one who can answer nine-tenths of your questions. Mr. Irwin really cannot
talk to-day and I very much doubt if he will be able to answer questions on
Thursday. I think it would be better if you would give him a little longer time.
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Hon. Mr. Ratston: I think it sounds reasonable. It is not likely that his
voice will be much improved in two days.

The CHAIRMAN: All right. Suppose we go on with the Imperial Oil on
Thursday. We will call Mr. Brooks at a later date. I expect that Thursday and
Friday will be taken up with the Imperial Oil, and I think probably Tuesday
will be all right for Mr. Irwin.

Hon. Mr. Rawston: Do I understand there is an accountant attached to the
committee?

The CHAIRMAN: Yes.

Hon. Mr. Rarston: Has he been assigned to any duties?

The CuaRMAN: He is not here to-day, but he will be given those figures.

Hon. Mr. Rauston: My suggestion is this: I believe it would save the time
of the committee and these gentlemen who are all busy, if a little sub-committee
were formed who could talk to the accountant and tell the accountant just what
the committee would like brought out. The accountant could go and see Mr.
Brooks and Mr. Irwin, and get information from them, and report to the sub-
committee, and they could report to us and instruct us as to any information
which we want to get. I think we would save a lot of time.

The CrARMAN: That is a very good suggestion. Is it agreeable to the
committee?

Hon. Mr. Rauston: I am sure that an accountant, going through these
books, could get a statement about the things we have been asking this morning,
in regard to the amount of money that went into the company for stock; with
regard to the money paid out to subsidiaries, and so forth. I am sure an
accountant would be able to get those items that Mr. Hanson has submitted for
administration and depreciation, and so forth. An accountant could get those
things in a moment. We could get along very much more expeditiously if we
had our accountant examine the officers of the company and the books of the
company, and report to a sub-committee.

The CramrMaN: The clerk says that we could do that now. We could not
do it before the companies were formally brought before the committee. We
have an accountant at the disposal of the committee for this purpose, and that
is our intention. I think it will save a great deal of time of everybody if we
employ the method suggested by Col. Ralston.

Mr. Baker: We would also have our accountant confer with the witness,
and confirm his findings.

Hon. Mr. Rauston: 1 would make a motion that a sub-committe be ap-
pointed. ;

The CHAlRMAN: We have a committee consisting of Dr. Donnelly, Mr.
Hanson and the chairman.

Hon. Mr. Ratston: May I make a motion that the committee be requested
to consult with the accountant and instruct the accountant as to such inquiries
that they consider should be made from any other companies who are connected
with this inquiry.

The CraRMAN: What is your pleasure? Carried.

Meeting adjourned.
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MINUTES OF PROCEEDINGS

House or COMMONS,
THURsDAY, March 17, 1932.

The meeting came to order at 10.30 o’clock a.m., Mr. Matthews presiding.

Members present: Messrs. Arthurs, Baker, Beynon, Bothwell, Donnelly,
Gagnon, Hanson, Matthews, McPhee, Peck, Perley, Pettit, Sanderson, Smoke,
Stanley, Spencer, Vallance.

The committee again took under consideration the enquiry into the cost of
gasoline to the Canadian consumer.

The chairman informed the meeting that the committee auditor was con-
ducting an audit of the books of the McColl-Frontenac Oil Company.

Mr. Vietor Ross, Vice-President of Imperial Oil Limited, was called and
his examination started at a previous meeting, was resumed.

The witness produced and filed certain statements from the records of the
company, requested at his previous examination. (See Appendiz hereto.)

Mr. L. C. McCloskey, Director of Manufacturing, Imperial Oil, Ltd., was
called, sworn and examined.

The witness filed several statements prepared from the books and records of
the company. (See Appendiz hereto.)

The committee adjourned till Friday, March 18th, at 10.30 a.m.

A. A. FRASER,
Clerk of the Committee.

404713






- Ll TP I T

MINUTES OF EVIDENCE

House or CoMMONS,
THURsDAY, March 17, 1932.

The Select Standing Committee on Banking and Commerce met at 10.30
o’clock; Mr. Matthews presiding.

The CHAIRMAN: At the last meeting of this committee, certain information
was requested from the MeColl-Frontenac Company. Your sub-committee had
a conference with your auditor yesterday, and instructed him to proceed to
Montreal for the purpose of taking the required figures from the books of the
company. The auditor’s figures will be submitted at a later meeting.

To-day, we resume examination of witnesses of the Imperial Oil. The
first witness will be Mr. Victor Ross, who has some submissions to make to the
committee.

Mr. Ross.

Mr. Vicror Ross, recalled.

At the last meeting which I attended, there were several questions asked of
me, and Mr. Fraser, the clerk, was good enough to make the passages. I think
I have all of that material to-day. At page 17 of the Evidence, Mr. Hepburn
asked me to file a list of the subsidiary companies, and subsequently Mr.
Donnelly asked for this information also, and for the amount of the paid up
capital. I have here a list of the subsidiaries, twelve, I think. I will read them.
Imperial Oil Refineries, that is our operating company which operates the
refineries. It has a capital of $1,000,000; Imperial Pipe Line Co., Ltd., to which
I referred in my last hearing, has a capital of $1,000,000; Queen City Oil Com-
pany, Ltd., which we took over some time ago, has a capital of $25,000; Transit
Company, Ltd., $500,000; Transit and Storage Company, $1,000,000; Ioco Town-
site Ltd., $300,000.

By Mr. Bothwell:

Q. Toco Townsite?—A. That is a model town that we have at Vanceuver.
Royalite Oil Company, Ltd., which operates the Turner Valley, $4,000,000; Foot-
hills Oil and Gas Company, $5,000,000; Northwest Company, Ltd., $500,000;
Dalhousie Oil Company, Ltd., $3,000,000, and the International Petroleum Com-
pany, Ltd. It has 200,000 of preference stock outstanding, 39,800,000 shares of
common authorized—beg your pardon, 14,324,000 shares of common stock.

By Mr. Spencer:

Q. May I ask what the Northwest Company is?—A. The Northwest Com-
pany operates Turner Valley. There are two or three of them. It was the
original company out there. It was the company that conducted the search

for .oil.
By Mr. Donnelly:

Q. Have you a separate company that does your drilling in South America?
—A. The International Petroleum Company, sir.

Q. That is it?—A. Yes, and they sell crude—that will be shown by Mr.
McCloskey—they sell crude to various other people, principally abroad. The
price which these other companies pay, is the price that the Imperial pays.
That will be elaborated, I think, by Mr. McCloskey. While I was not asked
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that question, I was not asked to bring out this information, but I think it is
only fair to the committee to say that at the last meeting, when I stated that
our labour costs were higher in Canada, 1 really did mean our manufacturing
costs. While I have no doubt that the cost of labour in the mid continent
field is lower than our own, I find we are just about on a par with the United
States refineries, with the refineries at export points in the south.

Q. You mean in the labour cost?—A. I mean in the labour cost, yes. The
average price of labour or wages of stillsmen in our seven refineries is 853
cents. The average price of the Baytown, Texas and Baton Rouge Louisiana,
is 90 cents; still firemen, our average is 673 cents, and theirs is 683 cents;
ordinary labour in our plant, 51 cents an hour, and at those other points, 38
cents an hour. The average is 68-08 cents in our plant—

By Mr. Bothwell:

Q. That is the average wages. You say the average wage for ordinary
labour in your plant is 51 cents, and theirs 38?—A. It is 68-08 in our plants,
and 65-58 in those other plants.

Q. Does that include salaries in both cases, or wages?—A. That is wages,
not salaries.

By Mr. Donnclly:

Q. Of this amount you might have a lot of ordinary men and a few still men.
What is the proportion, do you know?—A. Well, they run the same, largely,
in all refineries.

Q. If you took on the average 100 ordinary men and only one still man, your
wages would average up?—A. I have given you the average for the stillsmen and
the average for common labour.

Q. How many stillsmen would you have as compared with common labour?
—A. About 50-50.

Mr. McCroskey: That would be what we call process men, which would in-
clude stillsmen and still firemen.

Q. Just about the same as the number of ordinary men?—A. Yes.

Q. If you took them together, it would give about the same as ordinary
men?—A. Yes. You did not ask me for this information. I have attempted to
give you a fair picture. We say in a note here that we feel it is a reasonable
assumption that the total labour rates would approximate about the same
average in both plants. Then, we were asked as to the capital structure, and I
have here a memorandum which covers the period of fifty years. We are a
little older than that. I shall read this to you.

The company was incorporated in 1880, fifty years ago, with a paid up
capital of 5,000 shares of the par value of $100 each.

Mr. BorawgLL: Mr. Chairman, I do not know that it is necessary to
read that whole statement. At page 20 of the report of the proceedings, Mr.
Ralston asked this question: “Mr. Ross, in the first place, would yvou file
with the committee a statement showing the capital structure changes”?—A. Yes,
I will do that. 3

Q. In the company, say, from 1910, if you like, whatever period would make
or would give the committee a fair history of the structural changes in the
company ?—A. Yes, I will give you that. y

Q. Showing the amount of capital issued, and the “various bon’uses and the
various splits, and the amount of actual cash paid into the company”?—A. Yes.

And so on. Now, if you have a statement of that kind that can be filed,—A.
I can file it. This is a statement showing that over a period of years more
capital has gone into the company than stock has been issued for it.
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Q. Because, having a statement of that kind read to us, without a copy of
it before us, makes it pretty difficult for us to digest it and ask intelligent
questions.—A. Whichever you think, Mr. Bothwell. I thought I had an
extra copy or two, but I have not.

By the Chairman:

Q. Are there any comments that you would like to make?—A. Well, there
is no comment. It is a pretty exhaustive statement.

By Mr. Spencer:
Q. Can you give us the total amount of paid up capital, the amount of
money paid into the company?—A. That is this statement.
Q. You have not got it in round figures?—A. There has been—

Mr. BoraweLL: Possibly it might be just as well to have it read. There
are only three pages to it.

The company was incorporated in 1880—fifty years ago, with a paid-up
capital of five thousand shares of the par value of $100 each. Shares have been
issued from time to time generally speaking, as the company required capital.
In this period of fifty years, i.e., up to December 1930, except in the case of two
stock dividends, one in 1907 and one in 1915, all stock issued was sold at par or
higher for cash or other value received, such as shares in companies acquired
and since 1898 the stock so sold and issued, was =old not at par but at a heavy
premium or advance over its par value except in two instances, one in 1912 and
one in 1917 when it was sold at par.

The capital so paid in on the par value was.. .. $34,174,401
The capital paid in as premium was.. .. .. .. 29,920,129
$64,094,530

The amount at par of the two stock dividends was $14,000,000, so that the
shareholders may be said to have received less stock than they had paid for
at par to the extent of $15920,129 par value. In this fifty-year period the
profits set aside as reserve have amounted only to $75,163,998. These reserves
have been reinvested in the business.

The following is a year by year history of the capital structure changes
beginning with 1912. From 1915 onwards, that is for fifteen years. wherever a
capital structure change is referred to below a reference is made to the dividend
which is given in a percentage of the capital and reserves, i.e., the investment in
the business in that year.

In 1912 the capital issued and outstanding was forty thousand shares of
the par value of $100 and in that year eleven hundred shares were issued at par
and a further eighteen thousand nine hundred shares were issued at $167 per
share, or a premium of $67 per share. In 1913 forty thousand shares of $100 par
value were issued at 8160 per share or a premium of $60 per share. In 1914 ten
thousand shares were issued at $200 per share or a premium of $100 per share.
In 1915 a stock dividend of one hundred and ten thousand shares was issued.

By Mr. Bothwell:

Q. One hundred per cent stock dividend?—A. One hundred per cent stock
dividend. In 1915 nine thousand six hundred and twenty-five shares were
issued at $120 per share or a premium of $20 per share; the dividend ratio in
this year was 4-12 per cent. In 1916 twenty thousand three hundred and
seventy-five shares were issued at $120 per share, a premium of $20 per share;
the dividend ratio was 5-1 per cent. In 1917 fifty thousand shares were
1s’sued at par; the dividend ratio was 4-41 per cent. In 1919 to obtain a better
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distribution of stock the par value of the shares was reduced, the shareholders
receiving four $25 par value shares for.each $100 par value share then held.
This did not constitute any writing up of the capital or reserves of the company;
the dividend ration in this year was 7-11 per cent.

By Mr, Pettit:

Q. That was on par value; the dividend was on par value?—A. No, sir.
The dividend was on the money that was paid in as premiums. That is, the
ratio of the dividend to the money paid in as premiums and the money paid in
at par for stock. That is true in every case.

By Mr. Hanson:

Q. On the actual cash paid in?—A. Yes, the actual cash in the company
representing subscriptions for stock and premiums for that year. In 1920
two hundred and nine thousand two hundred and thirty-one shares of the par
value of $25 each were sold for $75 each, a premium of $50 per share; and
one thousand and ten shares of the par value of $25 each were sold for $100
each, a premium of $75 per share; the dividend ‘ratio was 8:07 per cent. In
1921 one hundred and fifty-eight thousand six hundred and sixty-nine shares
of the par value of $25 each were sold for $89 each, a premium of $64 per share;
the dividend ratio was 4-60 per cent. In 1922, 1923, and 1924 the stock issued
by the company consisted of stock issued to employees in pursuance of the
Employees Co-operative Investment Trust. That is a trust by which over
a period of years our employees in all ranks have been accumulating our stock.
All of these sales were made at a substantial premium. In 1924 the shares
were changed to no par value shares, four shares of no par value being issued
for one par value share, there being, however, no increase in capital or reserve
by reason of such change in the nature of the shares; the dividend ratio was
5:03 per cent. From 1924 to 1928 no shares were issued except to employees.
In 1928 the existing stock was subdivided, each share being divided into four.
The same remarks apply as above, namely, that the capital and reserve
attributable to such shares was not in any way changed; the dividend ratio
was 7-76 per cent. In 1929 and 1930 no sales were made except to employees.
That is, the issue of the four for one did not increase the capital structure.

To summarize, total shares issued at the end of 1930, 26,557,497 no par value.

Capital paid in by shareholders, par value.. .. .. $34,174401
Capital stock premium paid in by shareholders.. 29,920,129
el 3 SN gt = U K VIR A S, AR ey PR LTI G aey C X (R

Shares declared as stock dividends, fourteen million dollars at par. This
means against a premium paid in for which no shares were issued, of $29,920,129
as above stated, the shareholders received only $14,000,000 at par of stock.
Accumulation of undistributed profits transferred to reserve and invested in
the business during the period of fifty years $75,163,998, or approximately
$1,500,000 a year. The average of the dividend ratios over the whole period
1912 to 1930 is 7-1 per cent.

By Mr, Hanson:

Q. What is that last statement, Mr. Ross?>—A. The last statement? The
average of the dividend ratios over the whole period 1912 to 1930 is 7-1 per
cent. I do not think I can amplify that in any way, gentlemen,

Q. Does that mean cash dividend ratio or include stock dividends as well?—
A. What it means, is that the dividend (—well, if we earned one hundred
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dollars—) if we had $50 in the company in capital paid-up and $50 in premiums
and we paid $4, that would be four per cent.

By Mr. Bothwell:

Q. Going back to your original incorporation, at what price was your stock
sold?—A. Paid-up capital, 5,000 shares, par value $100 each.

Q. Was it sold at $100 each?—A. Yes.

Q. The original shareholders in the company were not required to pay
anything else into the company?—A. Well, they bought 5,000 shares.

Q. At one hundred each?—A. Yes. ,

Q. Supposing you followed that stock all the way through without going
to the public at all— —A. Yes.

Q. Those original investors have received stock dividends at no cost to
themselves?—A. Yes, if they are the original. 1 doubt if they are.

Q. If that were followed through?—A. Yes. They got $14,000,000 worth
of stock for which they paid $29,000,000.

Q. These originals might not have paid fourteen million, because you had
shareholders coming in at various times?—A. Yes.

Q. Through your different offerings?—A. Yes.

Q. So the original shareholders, supposing you followed that stock right
through, from the incorporation of the company down to the present time— —
A. Yes.

Q. —would be required to pay no more money in, and for one share that
they owned at that time, they would now hold one hundred and twenty-eight
in the company; is not that correct?—A. If they did not take advantage of
the—

Q. And buy extra stock?—A. That is conceivable. I don’t know whether
one hundred and twenty-eight—

Q. You don’t know whether one hundred and twenty-eight is right?—A.

Q. Well, I think we can compute it very easily. You had a stock dividend
of 100 per cent paid in 1915.—A. That is all in this statement.

Q). We can compute that, in any event—A. Yes, sir.

Q. Then, as far as you can say, my statement is correct, if we have taken
into consideration the correct number of splits or divisions of stock?—A. Yes,
that is correct, supposing anybody had that vision fifty years ago.

Q. Now, you say between 1924 and 1928, the only stock that was issued,
was issued to employees of the company?—A. Yes.

Q. You are still issuing stock to employees of the company, are you not?
—A. Not at the moment. ) /

Q. Well, employees of the company are continually paying for stock in the
company ?—A. They are not paying now.

Q. They are not paying now?—A. No; the last trust expired December,
1931; but they have been over a period of years.

Q. Well, T understand, Mr. Ross, that there is a deduction made from
employees of. your company, the Imperial Oil, for payment of stock?—A. You
&nay (éall it a deduction; it is a voluntary contribution, some do it, and some

o not.

Q. Have you one of your application forms for employment with the
Imperial Oil here?—A. For employment? :

Q. Yes.—A. Giving the man’s age, and that sort of thing?

Q. Yes. One of your blank forms.—A. No sir, I have not. I can have one

here to-morrow. We have a form for Canadian service, and a form for foreign
service,
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Q. The statement has been made that applicants for employment with the
Imperial Oil are required to subsecribe for stock in the Imperial Oil—A. That
is absolutely wrong sir, absolutely wrong.

Q. Is there a clause to that effect contained in the application form?—A.
There is no mention of that. After a man is employed it is entirely voluntary.
He can leave if he wishes. Owing to the stress of times in the last year, hundreds
of them have deserted the trust, and hundreds of them have remained.

By Mr. Hanson:

Q. What Mr. Bothwell means is, was the condition precedent to obtaining
employment the agreeing to take stock?—A. Absolutely no relation with it.

i Mr. Haxson: -That is what you want, Mr. Bothwell? ‘
g Mr. BorHwELL: Yes.

w7 By Mr. Bothwell:

Q. A statement has been made to that effect.—A. It is a benefit which is

E,_n conferred upon the employee. And as a mater of fact, Mr. Bothwell, if I joined
- the Imperial Oil to-morrow and there was an investment trust in progress, I

“; would have to work for a year and satisfy my foreman I was a good workman

i before I could get in the trust.

g Q. I wanted to know if that was a condition precedent—A. The only

X condition relating to the trust is that a man must work for us for a year and
be a good workman, and then he gets into the trust as a privilege.

i Q. In the list of subsidiaries that you gave us to-day, there is no mention
of Domestic Service. Is that a subsidiary of Imperial Oil?>—A. It is not.
[ Domestic Storage, I don’t think—

Q. Domestic Storage and Forwarding Company?—A. Yes, something like
that. We took it over the other day. It is a small thing. I suppose it should
have been in this list, but probably what they did was to make this list out as
of December 31. We bought the Domestic Storage. It was announced in the
newspapers before negotiations were complete.

| g Q. It is simply a distributor?>—A. Yes. It has a chain of service stations
. in Toronto, and some outside in Ontario. It is a local concern. We put our
signs up one morning, the morning we bought it. There was no subterfuge
at all.
[ Q. The other day, Mr. Ross, when you were here, you told us that sixty
5 per cent of your profits came from outside of Canada?—A. No. sir.
Q. About sixty per cent.—A. No, sir. I said sixty per cent of our dividends
represent foreign profits.
. Q. Sixty per cent of dividends?—A. Represent foreign profits.
& Q. Represent foreign profits?—A. Yes.
ez Q. Can you tell us this morning what is your investment outside of Canada
5 as compared with your investment in Canada?—A. I cannot tell you that this
i morning. I think our investment is larger outside of Canada. I am not sure of
that, but as I said before, it is perfectly easy for a chartered accountant of this
committee to find it out in a few minutes in Torento.
A Q. In your annual statement for the year ending December 31, 1930, you
show an operating income of $11,453,765, other income $9,105839. What is
E included in that item “other income”?—A. The other income would be dividends
from foreign companies.
1 Q. Dividends from foreign companies?—A. Yes.
i % Q. What do you mean by foreign companies, International Petroleum?—
A. The largest is the International.
Q. The International?—A. Yes, sir. d ’
Q. In your subsidiaries outside Canada?—A. Yes, in operations outside
Canada, in investments outside Canada. :

S Al
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By Mr. Hanson: AU
Q. It would include dividends from any inve:stxpent?—A. Any foreign invest-
ment, I suppose. That amount is nine millions is it?

By Mr. Bothwell: feg

Q. Other income, you state, $9,105,839?—A. Of course, eight million dollars
of that comes from International alone?

Q. From International?—A. Yes. ! ) !

Q. That other income appears to have increased considerably in the last
few years. In 1928, for instance, it was apparently $4,600,000. In 1929,
$7,593,000 odd; 1930, $9,105,000 odd?—A. Yes. Well, for many years we were
spending a lot of money in South America. In the last few years it is just
beginning to come back. .

Q. That was on International Petroleum?—A. Yes. Intemat_lonal Petrolegm
has been steadily increasing the dividend. I have some other things here which
I was-asked for, Mr. Bothwell. Col. Ralston asked me what representations
were made to the government in respect to whatever application there was for
an increase in duty. I was aware, as I told ‘you, it was in 1930, and continued
in the early part of 1931; when those representations were made. What Mr.
Ralston said was this:—

As a matter of fact, you did, I have no doubt, present to the govern-
ment a statement of your costs in order to demonstrate to the government
that there should be an increase in duty.

I have got a memorandum here in which I say, for a considerable period of
years, the duty on gasoline was 2% cents per gallon, the same as it is to-day.
This duty was the creation of Mr. Fielding, who later in consideration, as he
said, of the needs of the fishermen, reduced it to one cent per gallon. Under the
24 cent duty of Mr. Fielding, there was, as there is now, a considerable amount
of gasoline coming in duty free. Under the previous government, there was a
tariff of one cent per gallon on a portion of the gasoline imported into Canada.
The tariff board, on its own initiative, began an inquiry into the gasoline situa-
tion and we, at the request of that board, submitted a brief, the original copy
of which I have here, and which I file.

That was in the spring of 1928. There was no change in the tariff, although
we were given to understand that it would be increased. We were not then in
the position actually of petitioning for an increase in the duties, but our industry
was subject to review by the tariff board and our brief was in compliance with
the board’s request.

My understanding was that our brief established a case for tariff protection
but because of considerations, other than those bearing upon the merits of the
case, there was no change.

When a revision of the tariff was under consideration by the present govern-
ment in the fall of 1930, we, and I believe all of the refining companies, made
representations; in our case they were based on a memo dated August 28, 1930,
which refers to the brief mentioned above and which was represented without
other written comment. Our written recommendations are contained in a letter,
which I have here. The next communication was in the form of a joint under-
taking upon the part of the principal- refining companies in Canada that, in the
event of an increased tariff on gasoline, these companies pledged themselves not
to take advantage of such increase in duty to increase the price to the retail
consumer and a copy of that undertaking I also have here.

Subsequently, we made further representations to the government in sup-
port of an increased tariff on lubricating oils and asphalt, but without result:

that is, the government did not act upon our recommendations. We presenteci
that. I have this application here.
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By Mr, Spencer:
Q. Was the application a very long one?—A. Yes, it is very long. That
is, in regard to the tariff?

Q. The application you made for increased protection—A. Well, it is about
seven pages.

By Mr. Donnelly:
Q. You will file it?

By Mr. Spencer:

Q. Can you give us the main points?>—A. It would be quite difficult for

me to do it here. It simply recites, I suppose, the usual protectionist’s argu-
ments.

By Mr. Hanson:

Q. Your company kept that pledge?—A. Yes, sir. .

Q. You are prepared to substantiate that?—A. Mr. McCloskey will do

that.
By the Chairman:

Q. You will file that with the clerk?>—A. Yes.

The next item is a question of Mr. Ralston’s appearing on page 22 of the
Evidence. Mr. Ralston asked as to the correspondence with the department
relating to dumping duties, and I have here a petition dated October 17th,
1930, to the Honourable Acting Minister of National Revenue at Ottawa,

* requesting that valuations be established in respect to the dumping of Pennsyl-

vania gasoline into Canada.

By Myr. Hanson:

Q. That is very interesting. You made that on your own volition, the
request to the Acting Minister?—A. The request?

Q. Yes.—A. Yes, sir.

Q. Because of conditions which had arisen?—A. Yes.

Q. Now, what were the conditions that had arisen which impelled you to
make that request?—A. It was the demoralization of the gasoline industry
in the United States.

Q. That is a general statement. Are you prepared to give to the Committee
the benefit of your information with respect to what the exact demoralization
was, and the necessity of your doing something, from your own standpoint,
of course?

Mr. DoxNeLLY: I presume that letter would state that.

Mr. Hanson: Maybe it will.

Mr. BoraweLL: We have not read the letter.

The CuamrmAN: It is pretty long.

The Wrrness: On behalf of the undersigned petroleum manufacturers in
Canada, we submit for your consideration, evidence that gasoline is being
dumped into Canada in contravention of the dumping clauses, of the Customs
Act, as revised by Bill No. 3, an Act to amend the Customs Act, passed in the
first session of the seventeenth parliament, 21 George V, 1930.

Mr. Hanson: That is the beginning of it.

By Mr. Sanderson:

Q. Was that a brief for all the gasoline producers?—A. Yes; because the

first line says “on behalf of the undersigned petroleum manufacturers in
Canada.”
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By Mr. Bothwell:

Q. You will file that with the Committee?—A. Yes, that is what I brought
it for. -
By the Chairman:

Q.. Have you another item, Mr. Ross?—A. I think I have something here.
I think those are all the questions, unless some member can think of another
one. But I did bring down with me, and I would like Mr. McCloskey to give
evidence later on in respect to the reasons that protection was invoked on
dumping.

Mr. Hanson: That is very important, I think. My learned friends object
to that, you know.

The Wirness: I don’t see why you should differentiate. Well now, I am
not going to read this at length, but I should like to put it before the Com-
mittee in fairness to show the extent to which that demoralization—

Mr. Haxsox: That is exactly what I would like to have.

The Wirness: The extent to which it has gone in the United States. And
I will read this. This was furnished by Standard Statistics, a very responsible
organization in Canada, and the United States, which makes a business of
analysing the reports of corporations, the shares of which are traded in on the
stock exchange. It shows, for instance, the Atlantic Refining Company, in
the year 1929 made $17,332,418, and that was not an excessive sum.

By the Chairman:

Q. That is a large company?—A. Yes. That represented $6 earned on
the stock.

By Mr. Donnelly:

Q. Have they their own wells?—A. Well, the Atlantic Refining Company,
I think it has some wells, but is largely a refining company.

By Mr. Arthurs:

Q. Have you the value of the stock, or is it no par?—A. I have not the
value of the stock, but it earned $6.20 for each share of common.

Q. A good deal depends on the price of the shares?—A. Well, they were a
good deal higher then than now. Anyway, it earned $17,332,418 in 1929. Then,
the balance sheet for 1931 shows earnings of $513,750. That is, they earned
$6.20 per share in 1929, and 19 cents per share in 1931. The Barnsdall Cor-
poration, which is largely a purchasing company, made $7,205,161 in 1929, or
$3.25 per share, and in 1931 they lost $3,268,637, or a deficit of $1.54 per share.
The Continental Oil company earned $9,028,661 in 1929, and lost $12,045,575
in 1931. The Gulf Oil Corporation of Pennsylvania—their figures are not
available for last year.

By Mr. Bothwell:

Q. Just one question there, if I may. Are those companies that you are
giving us companies that operate their own wells?—A. Well, most of them are

complete petroleum units, manufacture and sell as we do, not all of them. The
Barnsdall Corporation does, I know.

By Mr. Hanson:
Q. The Gulf Company does?—A. The Gulf Oil Corporation does, and the

Continental Oil Company does, and the Humble Oil and Refining Company does.
The Humble made $32,535,081 in 1929, and $2,765,092 in 1931.
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By Mr. Bothwell:

Q. The real demoralization that you spoke of took f)lace in the production
of crude 0il?—A. No. .

By Mr. Donnelly:

Q. Was it not a fact, Mr. Ross, that these people had a lot of crude oil
and hand worth $1.25 per barrel, and it fell away to 15 and 20 cents per barrel,
and they took the loss on the crude?—A. No. There is over production of
gasoline as well as over production of erude, and there is as much chaos in the
refining industry as there is in the production industry.

Q. Following on the over-production of ecrude?—A. And the purely
marketing companies are feeling the same thing. The Sinclair Consolidated
Oil Corporation, which is a very well managed corporation, in 1929 made
$16,599,037. In the first six months of 1931, they lost $10,415,088. The Skelly
0il Company made $5,786,490 in 1929, and lost $2,987,230 in the first nine
months of 1931. A reference to those sheets in regard to other companies shows
the same situation. They just cut dividends-and passed them. There is also a
statement here showing the reduction in wages and labour of those plants.

By Mr. Spencer:

Q. What was the main reason for the loss, the cut in prices?—A. I think
the main reason is the one I gave the other day, the absolute disregard by a large
portion of the American Republic of the gasoline tax. It has been quite
possible, and it has been done every day, to have a tank wagon buy a load of
gasoline in one state the contents billed for export, cross the line to another state,
pay no tax, fill up there with that state’s gasoline, and drive back.

By Mr. Donnelly:

Q. That shows that the loss has been not on the refining but on the retailing?
A. Not a retailer loss. There could not be a retailer loss without being trans-
mitted right back to the refinery.

Q. You claim that the loss is not a retailer loss through the service station?
—A. What happens is this. If we were in the United States and we were
supplying retailers—companies like this are too big to evade tax. They would
not permit tax evasion. But you take those bootleggers,—the average tax in the
United States is four cents—they have four cents to play on, and they cut the
price. The responsible company has to meet the cut. The responsible retailer
has to meet that cut, and then he goes to the refiner and says, “I cannot pay that
price for gasoline, because the price is cut in my territory.”

By Mr. Stanley:

Q. You said last day that some of the refineries carried long term contracts
of two years or more?—A. I do not think I said two. years.

Q. Does not that account for some of the heavy losses that some of the
companies are having?—A. Yes. In all these companies a lot of the losses are
inventory—not altogether, but a part of it is due to inventory depreciation.

Q. That would account for very much of their losses, instead of the heavy
cut?—A. Oh, yes; the fact that they are losing money and so many of them
need ready cash, is the real reason; that and tax evasion, with the complete
collapse of the gasoline price structure in the United States. And I would
like the committee to bring a representative from the United States, a man
who is conversant. There are any amount of them, and they would tell you
how widespread this tax evasion is and what a material effect it has had
on gasoline prices in the United States. I contend in comparing our prices
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with those of the Untied States that you are comparing them with an absolutely
uneconomic price structure. If gasoline was selling in the United States at the
corresponding price of crude, the crude would have to be at least one-third
lower in price than it is now. I need not elaborate this. Here is one of our
own Standard Oil group. Standard Oil Company of California in 1929 made
846,633,490, and in 1931 in the first nine months, it made $11,941,787.

By Mr. Donnelly:

Q. Let us go back to the tax evasion again. That does not affect your
wholesale price of gas?—A. Yes. -

Q. How does it affect the wholesale price. If you are living say, in New
Jersev, and go over to the Pennsylvania refinery, you could buy from their
refinery at the same price as from any other refinery. I could evade the
tax if I liked, and sell it in New Jersey without any fixed price from you
or any other?—A. Yes,

Q. Your wholesale price would be as high as any other?—A. I say the
retailer’s price—the low retail price must be transmitted into a low wholesale
price. If you are selling gasoline in competition with me, and you evade the
tax, you get two cents on it vourself, and give the other two cents to the
customer, in a cut. Then T have to cut my price.

Q. That is what T say.—A. Then I go to my supplies and I say, you have
cot to reduce the wholesale price on gasoline.

Q. I say it is your service stations that are making the loss.—A. Originally
the loss—

By Mr. Hanson:

Q. It works back to the refinery?—A. It works back absolutely to the
refinery, and then back to the price of erude.

Q. In other words, the evasion of the tax hammers the price right down
to the source—A. Right down to the well.

Q. That condition is continuing to exist, I understand.—A. Tt is getting
worse. The state legislatures are having a convention, I believe, to try and
devise some scheme of preventing it. The American Petroleum Institute devoted
a day to the discussion of some measure whereby the gas companies eould
cooperate with the authorities and stop evasion of taxes. The other day a man
was convicted of evading the tax, and the sentence was he was not to go in
the gasoline business again in all his life. Now, if a law is in that situation,
that you must prevent a man from going into business, it is a pretty bad
condition. I have not the slightest doubt there is a great deal of official
connivance in the evasion of the tax.

By Mr. Spencer:
Q. Is there a gasoline tax to-day in all states?—A. Yes; it ranges from
4 cents to 6 cents, the average is 4 cents.
By Mr. Arthurs:
Q. On the American gallon?—A. On the American gallon.

By Mr. Bothwell:

Q. Where is it collected in most of the states, at the service stations, or
through the wholesale distributors?—A. Well, such of it as is collected, is
collected at the service station. In Canada, the people who actually pay the
tax are much fewer in number than in the United States. When we sell gasoline
to another company, a jobber, we generally collect the tax.
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By Mr. Hanson:

Q. The refinery collects the tax and pays the government i —
A. Well, he does not collect it all. If wep leI someg gasoline tonth(éanMagézll-
Frontenae, they collect the tax. But the government tries to keep it in the
hg.nds of the larger units, and as a result it gets the tax in this country. The
Tldewater‘Associated 0il Company made $14,000,689 in 1929, and $175.000 in
the first nine months of 1930. Here is a typical pamphlet. (Passes pamphlet
around to members of committee). Now gentlemen, I am very glad to introduce
to this committee, two young members of our board, Mr. MeNeil and Mr.
McCloslgey. They are both Canadian boys, who joined our board quite recently
gfter a lifetime with the company. We also have here Mr. Scott of the aceount-
ing depart._ment. I would just like to repeat to the committee what I said before
and that is to get the actual figures T am afraid you will have to verify and
send your auditor or accountant into our business. g

By Mr. Bothwell:

Q. At the last meeting of the committee, Mr. Brooks of the M¢Coll-Fron-
tenac, stated that the McColl-Frontenac did not estimate or fix prices except
to follow the prices of the biggest distributor in the filed, the Imperial Oil.—
A. Well, I think—

Q. When the Imperial Oil makes a change in the price of gasoline, is that
immediately wired to the other distributors in Canada?—A. No sir.

Q. How then, do they become acquainted with your prices, or your price
changes right across Canada on the same day in all oil stations?—A. That is :
hardly true, Mr. Bothwell. It does not actually do that. And the fact that
there is a set price, and nobody sells beneath that, is one of the polite fictions
of the business. The great proportion of gasoline is not sold through the service
stations. It is sold to jobbers, to garages and to independent dealers of all sorts,
hardware merchants.

Q. Although you supply a large number of the competitive companies with
gasoline at so much per gallon below the tank wagon or sale price—

Mr. McNeiL: When we change our prices, change our selling price, that
automatically changes the price at which we sell to the jobber. We wire him
to the effect that his price 1s up or down. Now, he naturally knows the reason
for that. All he has to know is what our price is to him.

By Mr. Bothwell:

Q. That would hardly account for it. For instance, I will give you a
statement that was made by one jobber who is running a gasoline station. He
says he has been in business for five years, and has never known a change in
the price of gasoline at his station but what his opponent across the street was
notified the same day, acting for another company.

Mr. McNriL:  The only people we notify of those changes are those with
whom we do business, and their prices are affected, nobody else. It is only
fair to tell him what he has to pay for gasoline. That is all we tell him.

Mr. Hanson: It soon travels, anyway.

Mr. McNeiL:  Yes. Naturally, the price is posted on the pump, and the
man across the street can see it.

By Mvr. Bothwell:

Q. Take, for instance, the price of kerosene last year. A reduction was
made in June, and as I understand it, every distributor throughout Canada made
the change on the same day, a reduction of five cents—I believe it was five or

six cents,
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The CramMAN: Gentlemen, have you any further questions to ask Mr.
i Ross? If you have no further questions to ask, we shall heai the other witnesses.
'y Mr. Ross, have you anything further to say?

: The Wrrxess: No. I was just going to e’(plaln——I thmk Mr. McCloskey
't will explain it better—that the real competition in the oil busines is with the
i dealer, selling to him, not selling to the individual—

" Mr. BoraweLL: That is getting into the distribution end, anyway.

I The CHalRMAN: We will leave that until we go into the costs.

i The Wirness: I would like to ask Mr. McNeil about that, because out in
it Victoria some dealer telegraphed to you, Mr, Chairman, or to the committee or
to someone that we had refused to sell him gasoline because he cut the price—
i I think that incident occurred just about the same moment I was telling the
committee that we did not refuse to sell to a dealer because he cut the price. As
Mr. MecNeil will tell you, that situation was one where a dealer had not got
anything from us, was not our customer, he was a customer with a contract with
the Union Oil Company of California, which operates in Vancouver and Viectoria.
And he cut the price. They would not sell him. They refused to sell him, and
then he came around to our place and asked us to sell him. Well, for many
years, I think, Mr. MeNeil will tell you for ten years, we have never refused
to sell a man because he cut the price, because we had the impression it was
illegal. However, our men did refuse to sell him, and he was acting under this
consideration, that there is a very strong association of dealers in Victoria, and
if he had sold that man, that man would have been his only customer, because all
the other dealers would have left him; and he, just on his own responsibility,
and in fact against expressed general orders did take the chance of keeping
maybe twenty or thirty or forty dealers that he has and refusing to sell this
| one man; and since I left this committee last time and went back, and this
matter came up at our board—it came to the ears of our counsel, Mr. Osler,
and he said, “ There is no reason why you should sell that man.” We said
. we always thought it was against the law. He said, “ Not at all.” He said,
(‘; “If you do not combine with the other companies then you can refuse to sell
¢ any man for any reason.” I thought that that matter was in order, and I
i would mention it.
= Mr. BorawewL: I think, Mr. Chairman, that goes into the distribution
end, and I think it is only fair to explain to Mr. Ross that at the last meeting
it was decided to deal with the production end of the business first, and deal
with the distribution end later.
The CrarmMaN: Who is your cost production witness?
The Wrrness: Mr. McCloskey.

Leo C. McCrLoskEY, called and sworn.

LSy =t

By the Chairman:

Q. Mr. McCloskey, what is your position in the Imperial Oil Company?—
A. Director of Manufacturing.

Q. How long have you been with the company?—A. Twenty-nine years.
v Q. Have you a statement of cost that you can produce and leave with the
 Clerk of the Committee?—A. I have, sir.

g The CaamrMaN: Gentlemen, are there any questions you care to ask Mr.
. McCloskey?
Mr. Dox~eLLy: I think you had better get the statement first.

The Wrrness: Would you eare to have the statement before I go into the
details of the dumping?
440472
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el Mr. Hanson: Yes. Have you any copies of it that you eould pass around?
| r The Wrrness: Of the statement?

f: Mr. Hanson: Yes,

}L _The WITNI-BS: I only l}ave one extra copy. There are two statements,
i one in detail, and the other is a supplement explairing it in simple form. And

) if it is the pleasure of the Committee, I would be pleased to read a few items of
o the statement and explain it to them. It deals with the year 1930. That is
5 the last year that our books are closed for. It shows the gross value of sales,
1% $119,171,253.71. That represents 100 per cent. The expenses were as follows:
B Marketing expenses, $13,315988.82, 11.17 per cent of the gross sales value;
package expenses, $815,300.68, .68 per cent; Sales tax, $654,987, .55 per cent;
taxes, marketing department, that is provincial and municipal exclusive of
provincial gasoline tax, $733,302.67; .62 per cent; freight from refineries to
marketing stations, $14,300,754.53, 12 per cent; contingency account, $1,188 -
A 954.14,—1.00 per cent.

By Mr. Hanson:
Q. What is that contingency acco