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SUPPLY

The house in committee of supply, Mr.
Rea in the chair.

The ACMg Chairman {Mr. Real: It being
six o'clock, I do leave the chair.

At six o'clock the committee took recess.

AFTER RECESS

The committee resumed at eight o'clock.

DEPARTMENT OF FINANCE

General admlnl.rtratlon-
Jl9. Departmental aclmlnl$tration, n,lli7,871.

Hon. Donald M. Fleming (Minlatu of
Finance): Mr. Chairman, the Department of
Finance estimates as printed in the blue book
show an increase in the amount to be voted
this year over last year of just over $10
million. If the details are examined, how
ever, it will be seen that more than all this
increase is covered by two kinds of grants
grants to mWlicipalities in lieu of taxes and
grants to universities. Apart from these two
sets of grants we are asking parlJament to
vote slightly less money than was required
a year ago for the administration of this
department

I should, however, in this opening state
ment take into consideration not only the
main estimates but also the supplementarles
of both yean. The principal large item in
this year's supplementaries is $32 million for
the general salaries vote. This i..s more than
offset however by the $50 million special vote
to the superannuation account which was
appropriated in last year's final supple
mentaries. Taking this year's main estimates
and supplementaries and comparing them
with last year's main estimates snd supple
mentaries, I am asking parliament to vote
the Department of Finance about $9 mUlion
less than a year ago.

While parliament is not called upon to vote
the statutory items I should like to refer to
them. In the Department of Finance
statutory items constitute more than 95 per
cent of total expenditures. In the printed
record these items add up to almost $1,100
million and show an increase of $154 million
over last year. Of this $154 million increase,
$128 million was in increased transfer pay
ments to the provincial governments. After
the book at estimates was printed the
province of Ontario decided to levy and col
lect its own corporation income tax. This is
the principal reason why our transfer pay
ments to the provincial governments will be

[Mr. Speaker.]

$10 million less rather than $128 mUlion
more than a year ago. In total, I exp~t the
statutory expenditures relating to the
Department of Finance to be not much more
than $40 million over last year and this will
be Wholly due to the higher cost of the
public debt.

Hon. members will not be surprised if 1
say that the Department of Finance, which is
not a large operating department, is usually
able to estimate its administration expenses
quite accurately and that it does not provide
much place for operating economies. I shall
however, be able to move a small reductio~
in vote 121 when we reach that item.

Mr. Chairman, I have been asked several
times in the house to give a financial state_
ment. I welcome this opportunity of doing
so and not least at all because of some ot the
things that are currently being said outside
this house. The Globe and Mail of Decem_
ber 5 contains a news article from which I
read the following:

London, Ontarto. December 4-Unless the Con.
servatlves make draaUc cuts In expenditures the
government will end up with a deficit by the end
of the ftseal year next March. former finance
minister Walter Harrlt, predJc~d here today.

We shall see shorUy.

The Toronto TelegTam of December 5
ascribes to the han. member for Winnipeg
North Centre a statement made, I believe, in
the city of Hamilton the previous night The
article says he accused the government ot
"hiding the books from parliament until after
the next election." I doubt if any ot the memo
bers of the audience who heard the han.
member make that statement, if he did make
it, would be so gulllble as to believe it. There
will be an opportunity of judging shortly
whether that is a responsible or an irrespon
sible statement.

I would like to make this comment in
advance of giving to the house the details of
the financial statement. When this govern
ment came into office on the 21st day of
June the fiscal year was already three
months advanced. The programs for the year
had largely been undertaken; expenditures
and commitments had been entered into. We
entered upon our tasks while the govern·
ment was already in midstream and that
tact I think should be borne in mind as we
weigh and assess what the government has
been able to do.

My predecessor, in presenUng the budget
for the current fiscal year last March, fore
cast revenues at $5,170 million; expenditures
of $5,018 million and a surplus of $152
million. We have now reasonably complete
figures for eight months of the year and thus
are able to make revised estimates which
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Total Increases , $110
Deduct:

Savin,s and r~ductlons $ &4
ProvJshm for a:~neral asset reserve 50
ProvIsion for reducUon In unamort-

ized portion of the dcficit in the
superannuation account 50
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million will be added to this year's expendi
tures out of the total of $210 million.

In addressing ourselves to the task of
eliminating unnecessary expenditure we have
been guided by two principles: first that there
shall be no reduction in any essential public
service and, second, that where items involve
construction which means employment, those
items are not being reduced. Furthermore,
by careful scrutiny and by controlling cer
tain expenditure programs my colleagues
have been able to indicate various reductions
and savings in estimated expenditure which
will add up to almost exactly $40 million.
In addition my colleagues have been able to
curtail certain loans and advances in the
amount of about $6 miliion.

Finally, 1 do not propose to adopt the
practice of my predecessor to transfer large
lump sums of $50 million each into what he
caHed "the reserve against assets" and to
reduce the unamortized deficit in the super
annuation account. I consider it quite
unnecessary to do so.

These savings and reductions in expendi
tures acid up to the very substantial total
of $164 million, leaving me with an expected
expenditure of $5,064 million and an expected
surplus in this fiscal year of $106 million.
For the convenience of hon. members and
with consent I should like to insert here a
table showing the various increases and
decreases in expenditure to which I have
referred.

The Acting Chairman (Mr. Real: Has the
Minister of Finance permission to insert this
table?

Some hon. Members: Agreed.
Mr. Fl~ming: The table is as follows:

Forecast of Expenditures. 19S7-~8

(In millions of dollars)
Expenditures as forecast in March. 1957 $:i.018
Add:

Increase In debt charges $ 2ll
Expected deficit. C.N.n. 28
Increases In pay and allowances 100
Increases In old age security lund

deficit ...... ,..................... l'.i0
Increase In contributions toward old

aile aSlSiSlancc and blind and dis-
abled persons allowances..... 1

Increase in ve\.<:rans· benefita 3
Increase In unemployment aSlSlstance 3

refiect both the changes in economic develop·
,ment and changes in government policies.

On the revenue side of the accounts I am
prepared to accept the forecast which was
presented to the house last March. At pres
ent it seems probable that receipts from
income taxes will be somewhat above the
forecast and revenues from customs duties
and some commodity taxes will be somewhat
below the earlier anticipations, but, on
balanCl!, I expect that the various increases
and decreases will just about cancel each
other out, leaVing the total revenue figure
unchanged at $5,170 million.

On the expenditures side of the accounts
my predecessor had forecast a total of $5,018
million. Since then there have been sub
stantial increases in expenditure arising in
part out of changing economic developments
and in part from new policies which we
have rl!commended and which parliament has
approved. For example, we are having to
tind an additional $25 million for interest and
other charges on the public debt as a result
of the sharp increase in interest rates which
occurred during the spring and summer
months. Then I am advised by the manage·
ment of Canadian National Railways that
reduction in the volume of rail traffic and
higher costs of operation will mean that we
shall have to meet a deficit in the railway's
operation of about $28 million.

On the policy side, hon. members will re
call that increases in public service salaries
and in the defence services pay and allow
ances have been approved in an amount
which will total about $100 million for the
11 months of the fiscal year commencing
May 1, including statutory matching pay
ments into the superannuation account. The
increase in old age pensions is responsible
for most of the increased deCicit in the old
age security fund of $50 million. Increases
in our contributions to old age assistance
and to the blind and disabled persons allow
ances will cost the federal treasury an addi
tional SI million this year. Increases in
veterans beneflts will add a further $3
million to this year's expenditures, and the
recent agreement with the provinces to
eliminate the "threshold" on unemployment
assistance will also cost us $3 million in this
fiscal year. All these increases add up to
$210 million.

Against this large increase in expenditures
we have been able to make substantial sav
ings. While the increases in civil service and
defence services pay and allowances will
cost S100 million the departments have found
it possible, by general economies, to absorb
part of this increase and, in fact, only $76

Total deductlons ....
Net Increase in expenditure

Total expenditures. 19S7-~8

$164
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I have also been asked at different times
as to what is the government's fl.nancial
program. I should now like to indicate the
intentions at the government in the matter
ot flnancial and fiscal changes which will
be submitted to the house in due course tor
legislative action.

This, as hon. members do not need to be
reminded, is not an ordinary or regular
session. It is a session called in the fall of
the year under circumstances that limited
the duration of the session. Its purposes,
as the Leader of the Opposition well indicated
a few days ago were, fl.rst, to vote the ap·
proximately 800 items of supply which had
not been voted at the time ot dissolution and,
second, to aflord the government an op·
portunity of laying betore parliament for
action this fall that constructive program of
legislative action which the electorate of
Canada had approved on June 10.

One of the undertakings given to the
Canadian people in that campaign by that
distinruished man who is today the Prime
Ministt'r of Canada was that we would reduce
taxt's. I am not proposing now nor do I
intend to propose at any time in this session
any increases at any kind in taxatlon. That
made it quile unnecessary to submit tc the
house anything resemblini' a budget. The
budget for this year was submitted !O the
house last spring by the then minister of
l"Inance. There will be ample opportunity
for every member of the house to express
whatever opinions he chooses on any of the
matters upon which I am now about to indi
cate the intentions of the ,overnment.

May I in passing point out, Mr. Chairman,
that it has been quite impossible in the short
space of time the government has been in
office to take up those matters which the
Minister of Finance nonnally reviews In pre·
paring a budget. There has been no time in
which to deal with the wide range of fl.scal
matters that come to the Minister of Finance
apart from those that relate directly to taxa
tion about which I shall shortly have some
thine: to S3y. But I wish to make it
abundantly clear that never have I said that
there would be that kind of budget presenta
tion which is characteristic of a normal
session of parliament. I have said that we
would submit to the house such measures
as au required to implement the undertak
ings which we gave to the public in the
campaign; and that, Mr. Chairman, is pre·
cisely what we shall do.

Tht're are several matters to which refer
ence must be made which require. some
remedial legislative action. The bill which I
hope to introduce will include a change in

IMr. nemlna:.]

:~~:r:~:ft~~~~~~r~m,:~c~~~a~~~
But I wish, first of all, to deal with a

specifl.c matter affecting construction workers.
This is a matter which requires an amend_
ment to the Income Tax Act before the end
of this calendar year. It is the matter of
certain allowances paid to construction
workers by their employers to cover expenses
of the worker while he Is living away from
his normal place of usidence for a period of
time at a construction site. Hon. members
will recall that this problem first was brought
to public attention by the publication by the
Department of National Revenue of a direc_
tive entitled "Information Bulletin No. 10"
on July 10, 1956. This directive announced
that construction workers must thereafter
Include for tax purposes certain per diem
and other allowances received from their
employer, whether paid in cash or in the
form of free board and lodging. This matter
was debated at some length this sprini' when
income tax amendments were under consider_
ation. Some at us then in opposition pro
tested strongly against the effect of this
directive, and ftnally the then minister at
flnance stated that the rule contained in
Bulletin No. 10 would not apply to incomes
in 1956 but that the allowance would be
taxed commencing in 1951.

For many years it has been the practlct'!
for employers In the construction industry
to provide board and lodging tor workers at
remote sites or to pay them an allowance
over and above the going wage as reimburse
ment tor expenses ot meals and lodging
where those were paid for by the worker
himself. It is also customary tor the con.
struction employer to bear the expense of
transporting employees to distant construe.
tlon sites and bringing them back to their
normal place at residence. Throughout the
years this has been nonnal procedure in this
lndustry, and the construction workers did
not Include in their income for tax purposes
the value of these allowances or expenses
paid on their behalf by their employer. Then
with the issuance of Bulletin No. 10 in 1956
the previous government made it known that
these amounts were taxable under the exist
ing law and employers had been under
instruction in 1951 to report those allowances
as Income of their employees.

It is my intention, M.r. Chairman, to restore
the practice which prevailed prior to 1951.
In order to put this matter beyond doubt I
intend to introduce an appropriate amend
ment to the Income Tax Act effective trom
January 1, 1957. This amendment, which [s
necessarily somewhat technical, will appear
in detail in the bill. Briefty It will provide that
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if the construction site is so distant that
the worker cannot reasonably be expected to
return daily to his normal place of residence
where he maintains a horne in which he lives
with his wife or some dependent person,
then the construction employee will not be
required to include in his income for tax
purposes the value of the free board and
lodging or reasonable allowances paid to him
to cover expenses of meals and lodging, or
the value of travelling expenses paid by the
employer in transporting him to the site and
back home again.

The next matter concerns the corporation
tax to be paid by certain corporations earning
profits in the province of Ontario. In a
normal session a bill to give tax relief
measures would be the occasion for dealing
with a wide variety of miscellaneous tech~

nical changes in the income tax structure.
This general review of miscellaneous changes
in the law will be undertaken in the course
of preparation of the budget for the next
session, However, I give public notice now
of one plllticular matter which will be the
subject of corredive legislation at the next
session.

Under the provisions of section 40 of the
Income Tax Act, federal corporation income
tax is reduced by nine percentage points on
profits earned in a "prescribed" province:
that is, in a province that does not rent this
tax field to the federal government pursuant
to the Federal-Provincial Tax-Sharing Agree
ments Act. This tax abatement enables a
province to impose its own tax up to this
nine per cent level without raising the com
bined tax above the general federal rate.

In the five-year period prior to 1957 the
federal tax abatement was only seven per~

centage points and Quebec was the only prov
ince imposing its own corporate tax of seven
per cent. For 1957 Ontario became a pre
scribed province and profits earned in the
province from January I, 1957 onward ac
cordingly became entitled to a reduction of
nine percentage points in their federal tax,
Inadvertently, however, the law introduced
by the former government in granting this
reduction for 1957 gave also to Ontario com~

panies whose fiscal year does not coincide
with the calendar year abatement in respect
of that portion of their profits earned in 1956.
This pattern of reduction was, of course, ap
propriate and necessary for profits in Quebec
since Quebec was taxing profits in 1956. The
result of this fault in the federal legislation
is, however, that rclief is given at the rate
of seven percentage points for corporations
earning profits in Ontario for a period when
no Ontario tax was imposed at all, Obviously
this error must be corrected, otherwise about
$12 :nililon of unintended tax relief would

Supply-Finance
go toa particular group of non-calendar year
companies earning profits in the province of
Ontario at a time when no provincial tax was
imposed upon them.

I have already reminded the committee that
this government promised if elected to power
to reduce taxes. It is our purpose, sir,
scrupulously to fulfil this promise. I do not
need to tell hon. members that it is one of
the more pleasant duties of the Minister of
Finance to come before the house and an
nounce some reduction In the heavy burden
of taxes that previous governments have
imposed on the people of Canada.

The bill which I shall introduce will in
clude a change in the corporate tax structure
which would be particularly important for
small corporations. At present the low tax
rate of 20 per cent is confined to profits up
to $20,000 per annum. In future, from
January 1 onward, the low tax rate wlll ex·
tend up to profits of $25,000, Of course,
every corporation with profits in excess of this
figure will enjoy some benefit from this tax
concession but the change will be of greatest
significance to relatively small corporations.
About 2,000 corporations with profits between
$20,000 and $25,000 will have the tax on
profits within this range reduced from 47 per
cent to 20 per cent. This relief measure will
cost the treasury about $12 million on a full
year basis and about $1 million in the current
fiscal year and I believe it will give a stimulus
and incentive to business in small corporations.

Mr. Chairman, I wish to table at this point
for the convenience of hon. members the
table indicating the effect of increasing the
bracket of corporation income tax,

The Acting Chairman (Mr. Real: Does the
hon. minister wish to put it in Hansard?

Mr. Fleming: Yes.

The Acling Chairman (Mr. Rea): Is this
agreeable to hon, members of the committee?

Some hon. Memben: Agreed.

Mr. Fleming: The table is as follows:
Effect of increasing the bra~ket of corporation

Income subject to the 20% tax rate from $2O,OOll
to $2MOO

Income of Present Proposed
corporation tax tax Reduction in lax

$ $ $ $ %
~.OOO 6.3W 5.000 1.3Sll 21.3
30,000 8,700 7,350 1,351) 155
3:1,00\1 11.050 9.700 1,350 12.2
40,000 13,400 12,OSO 1.350 10.1
511,000 18,100 16.750 1.350 7.5
75,000 29,8:>ll 28,500 1,350 4.5

100.000 41.600 40.250 1,3511 3.2
200,000 88.600 87.250 1,3$0 1.5
300,000 135,600 134.250 1,350 1.0
500,000 229,600 228.250 1,3$0 .6

1.000.000 484,600 463,2$ll 1,35ll .3

The old age security tax of 2 per cent is Included
In the taxes shown abO"e.
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I also have something to say concerning
lhe Excise Tax Act. Under that act the
special excise tax on automobiles is now 10
per cent I intend to introduee an amending
bill to reduce this tax to 71 per cent. This
reduction which is equivalent to 25 per cent
of the tax will be effective as from midnight
and it is estimated to cost the treasury about
$20 million on a full-year basis and approx
imately $8 million for the balance of the
current fiscal year.

As recently announced by my colleague
the Minister of National Revenue on De
cember 2 a refund will be given to authorized
dealers and distributors in respect of tax
already paid on ftoor stocks of new cars on
hand. This will relieve them of any loss
resulting from the tax decrease, and spare
them a repetition of the heavy losses that
they sustained the last time this tax was
reduced. The government has received as
surances given on behalf of all automobile
manufacturers that the benefit of this re
duction will immediately appear In the manu
facturers' wholesale prices and suggested
retail prices. The government will expect
this tax reduction to be re1lected at once in
the price of new cars to the public.

I now have a word to say concerning per
sonal income tax. The first measure of relief
I intend to propose to personal income tax
payers is an increase of $100 in the allowance
for dependents under the Income Tax Act.
This means that commencing January I, 1958,
the deduction from income for children of
family allowance age will be increased from
$150 to $250 per annum. For all other
dependents the present $400 deduction will
be raised to $500. Basic personal and marital
exemptions remain unchanged.

In addition to giving much deserved relief
to taxpayers with dependent children and
other dependents this increase in the deduc
tion will have the effect of freeing completely
from income tax about 100,000 taxpayers
and will give substantial tax relief to about
one and three-quarter milllon other tax
payers. For a full year this measure of
relief will cost the treasury about $60 million.
For the current fiscal year the cost in revenue
loss will be about $7 million.

The second measure of tax relief for per
sonal income taxpayers which I shall propose
will, as from January I, 1958 reduce tax
rates in the first two brackets of income in
the rate structure. On the first $1,000 of
taxable income the present rate of 13 per cent
will be reduced to 11 per cent. The 15 per
cent rate on the second $1,000 of taxable
income will be reduced by one point to 14
per cent. These changes in the rate structure

{Mr. Flemlnr·]

':ri~~on~ti~ee~~rYa~~C~;;r~~~~~:~inf;U~n~~d
one-half million persons.

There are, however, about 3 million tax_
payers, or about 70 per cent of the total,
who have taxable incomes-that is to say,
income after exemptions--of not more than
$2,000. Thus, 70 per cent of all income tax
payers affected particularly by these rate
changes will enjoy a substantial percentage
reduction in their income tax, just over 15
per cent in the case of taxpayers in the first
$1,000 bracket and about 11 per cent in the
case of those in the second $1,000 bracket.
This reduction-

The Acting Chairman (Mr. Real: I am sorry
to inform the Minister of Finance that his
time has expired.

Some hon. Members: No.

The Acting Chairman (Mr. Real: Has he
permission of the committee to proceed?

Some hon. Mombers: Agreed.

Mr. Fleming: I thank the committee for
extending that courtesy to me.

Mr. Sinclair: Mr. Chairman,-

The Acting Chairman (Mr. Rea): Order.

Mr. Sinclair: -I would point out that the
Minister of Finance chose this way to present
his budget address in this committee of the
whole and the rules of the house and con
stitutional practice apply equally to himself
and they provide that a member can speak
for only 30 minutes in committee.

Mr. Nowlan: That is quite right.

Tb. Aclin; Chairmon (Mr. Rea): Order.
When I asked for unanimous consent I did
not hear any noes and in my opinion the
committee gave unanimous consent.

Mr. Coldwell: I think the committee wUl
give consent. What the hon. member said
is perfectly correct. The minister told us
that he would abide by the rules of the
house. Had the minister introduced this
maUer in the way it should have been in
troduced there would be no discussion of this
sort. I am not objecting, but I want to re
mind him that this is contravening the rules
of the house.

Mr. Sinclair: That is exactly the position
of the official opposition. I want to remind
the minister that if he had followed the
constitutional practice of doing this on a
ways and means resolution he would have
had unlimited time and I would have had
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