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JUDGES

OF THE

EXCHEQUER COURT OF CANADA

During the period of these Reports:

PRESIDENT:

THE HONOURABLE JOSEPH T. THORSON
( Appointed, October 6, 1942 )

Puisne JupGEs:

THE HONOURABLE EUGENE REAL ANGERS
(Appointed, February 1, 1932)

THE HONOURABLE J. C. A, CAMERON
(Appointed, September 4, 1946 )

THE HONOURABLE MAYNARD B. ARCHIBALD
(Appointed, July 1, 1948)

DISTRICT JUDGES IN ADMIRALTY OF THE EXCHEQUER COURT
OF CANADA

The Honourable FrED E Barrow, Ontario Admiralty Distriet—appointed Oectober 18,
1938.

The Honourable SroNEY ALEXANDER SmrrH, British Columbia Admiralty District—
appointed January 2, 1942.

The Honourable W. A?THUS Ii AnguiN, New Brunswick Admiralty Distriet—appointed
une 9, .

Harorp L. Paruer, Esquire, Prince Edward Island Admiralty District—appointed
August 3, 1948.

The Honourable Sir Aueerr JosErE WaLsa, Newfoundland Admiralty District—
appointed September 13, 1949.

The Honourable Sir BR;AI‘{QES’NFIELD, Newfoundland Admiralty District—appointed May
X .

The Honourable HENR\E\;I&NDERSON Winteg, Newfoundland Admiralty District—appointed
ay 9, 1949.
His Honour VinceEnT JosEra Porrmer, Nova Scotia Admiralty Distriet—appointed
February 8, 1950.

The Honourable ARTH}J;% gvms Surra, Quebec Admiralty District—appointed June 16,

DEPUTY DISTRICT JUDGE
His Honour Jomx A. Barry, New Brunswick Admiralty District.

ATTORNEY-GENERAL FOR THE DOMINION OF CANADA!
The Honourable Stuart S. Garson, K.C.

SOLICITOR-GENERAL FOR THE DOMINION OF CANADA:®
The Honourable Hugaes Lapointr, K.C.






The Honourable Lucien Cannon,
District Judge in Admiralty for the Quebec Admiralty District
died during the current year.
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CORRIGENDA

At page 269 in the headnote C. 197 should read 179.
At page 506, line 28, the word “respondent’’ should read “respondeat’.
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MEMORANDA RESPECTING APPEALS FROM JUDGMENTS OF

10.

11.

12,

13.

14.

15.

THE EXCHEQUER COURT OF CANADA

A. To the Judicial Committee of the Privy Couneil:

Burns, The Honourable Pairick et al v. Minister of National Revenue
(1946) Ex. C.R. 229. Appeal to the Supreme Court of Canada
allowed in part, (1947) S.C.R. 132. Appeal to the Privy Counecil
allowed in part.

Minerals Separation North American Corpn. v. Noranda Mines Lid.
(1947) Ex. C.R. 306. Appeal to the Supreme Court of Canada allowed
(IQ%Q) 8.C.R. 36. Leave to appeal to Privy Council granted. Appeal
pending.

B. To the Supreme Court of Canada:

. Blackwell, Fred James v. Minister of National Revenue (1949) Ex, C.R.

391. Appeal dismissed.
Canada Steamship Lines Ltd. v. The King (1948) Ex. C.R. 635. Appeal
allowed.

DeMontigny, Louvigny v. Rev. Pére Jacques Cousineau (1948) Ex. C.R.
330. Appeal allowed.

Greater Vancouver Water District v. The Ship Sparrows Point et al
(1950) Ex. C.R. 279. Appeal allowed in part.

Joggins Coal Co. Ltd. et al v. Minister of National Revenue (1949)
Ex. C.R. 361. Appeal allowed.

Joy Oil Co. Ltd. et al v. The King (1949) Ex. C.R. 136. Appeal pend-
ing.

Kalamazoo Paper Co. v. Canadian Pacific Ry. Co. (1949) Ex. C.R. 287.
Appeal and cross appeal dismissed.

King, The, v. Pacific Bedding Co. Lid. (1950) Ex. C.R. 456. Appeal
pending.

King, The, v. Arthur Sauvageau et ol (1948) Ex. C.R. 534. Appeal
allowed.

Lethbridge Collieries Ltd. v. The King (1950) Ex. C.R. 1. Appeal
dismissed.

Moodie Co. Ltd., J. R., v. Minister of National Revenue (1948) Ex. C.R.
483. Appeal dismissed.

Puget Sound Navigation Co. v. The Ship Dagmar Salen (1950) Ex. C.R.
283. Appeal pending.

St. Ann’s Island Shooting & Fishing Club Lid. v. The King (1950)
Ex. C.R. 185. Appeal dismissed.

Smith, Charles McCarroll v. Minister of National Revenue (1950)
Ex. C.R. 104. Appeal allowed.

Spence, Trevelyn v. The King (1950) Ex. C.R. 488. Appeal pending.
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. CASES

DETERMINED BY THE

EXCHEQUER COURT OF CANADA
AT FIRST INSTANCE

AND
IN THE EXERCISE OF ITS APPELLATE
JURISDICTION
BETWEEN:
LETHBRIDGE COLLIERIES LIMITED SUPPLIANT;
AND
HIS MAJESTY THE KING .......... RESPONDENT.

Crown—Petition of Right—Emergency Coal Production Board—Subsidy—
Contract—Offer of a grant or gift of a subsidy by the Board is not
an offer acceptable by performance to create a contract—No recovery
against the Crown.

The policy of the Emergency Coal Production Board established by Order
in Council P.C. 10674 November 23, 1942, as set out in the Minutes
of the Meeting of the Board on 23rd March, 1944, was that “approved
coal mine operators in the fields indicated to be entitled to a maximum
production subsidy as follows . . .” and that the members of the
Board “approved putting the scheme into force for the fiscal year
April 1, 1944 to March 81, 1945 . . .” {In a letter addressed to the
Coal Mine Operators in the Domestic Fields of Alberta it was stated
“the Board has approved a payment of a flat rate production
subsidy as from April 1, 1944, on coal production of approved
operators.”

Suppliant claims payment of the subsidy on the basis of 35 cents per ton
instead of at the rate of 12 cents and 16 cents per ton approved by
the Board.

Held: That the Board offered a grant or gift of a subsidy to the coal
operators and such action did not constitute an offer which could
be accepted by performance thereby creating a contract between
the Board and the coal operators.

2. That no contract having been created there was no covenant on the
part of the Board to pay a subsidy in consideration of the production
of coal and therefore the suppliant was not entitled to recover the
same,
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PETITION OF RIGHT by Suppliant to recover pay-
ment of a coal subsidy from the Crown.

The action was tried before the Honourable Mr. Justice
O’Connor at Calgary and Ottawa.

George H. Steer, K.C. for suppliant.
Harold W. Riley, Jr. for respondent.

The facts and questions of law raised are stated in the
reasons for judgment.

O’ConnNor J. now (September 21, 1949) delivered the
following judgment:

By a Petition of Right the suppliant claims to be
entitled to recover from the Crown a subsidy in respect of
coal mined by it during the two-year period from 1st April,
1944 to the 31st March, 1946.

By Order in Council P.C. 10674, dated 23rd November,
1942, (Exhibit 1) the Emergency Coal Production Board
was established under powers conferred by the War
Measures Act and otherwise, to meet a threatened coal
shortage.

Paragraph 3 of the Order in Council is in part as follows:

3. (1) The Board shall be responsible, under the direction of the
Minister, for taking all such measures, as are necessary or expedient
for maintaining and stimulating the production of Canadian Coal and
for ensuring an adequate and continuous supply thereof for all essential
purposes and, without restricting the generality of the foregoing, the
Board shall have the power and duty, under the direction of the Minister,
of . ..

(e) rendering or procuring such financial assistance in such manner
to such coal mine as the Board deems proper, for the purpose
of ensuring the maximum or more efficient operation of such
mine; provided that the Board shall not render or procure any
financial assistance, except capital assistance, in any case where
the net profits of operation exceed standard profits within the
meaning of the Excise Profits Tax Act.

On the 23rd March, 1944, the Board passed the following

resolution:
23rd March, 1944.

The Chairman advised that since the last meeting considerable work
had been done to determine a fair basis of subsidy to cover the increased
cost incurred by operators over which they had no control due to wages
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increases and absorption of the cost of living bonus in the basic wage 1949
rates. Independent caleculations by different methods resulted in the —
following tentative basis of subsidy: LerHBRIDGE
: COLLIERIES
(1) Approved coal mine operators in the fields indicated to be entitled Lo,
to a maximum production subsidy as follows: THEUKING
Subsidy Per Net Ton —_—
Area of Marketable Coal Produced O’ConnorJ.
Edmonton ........cccoieiiiiiiieinnn. 65 cents -
Drumbeller ........ooivviiinninenn, 30 cents
CamrOBE  v.veerennteannersennarannnes 30 cents
Lethbridge ...ovvevriiiieiniiiiennne, 35 cents
Coalspur ...cvviriirer it 35 cents
Saunders .....iieiiiiiieriiierianaans 35 cents

(1) Alternatively, subsidy may be computed based on the average
subsidy approved for payment on Form F-4A for the months of October,
November and December, 1943, plus the uncompensated proportion of
Cost of Living Bonus.

Subsidy payable to be whichever is the less of (i) and (ii).

In discussion, 1t was agreed that this scheme should have the effect
of keeping efficient mines 1n operation and should encourage less
efficient operations to reduce costs sufficiently to enable them to maintain
operations at the flat rates of subsidy set.

The members approved putting the scheme into force for the fiscal
year April 1, 1944, to March 31, 1945, operators to be required to submit
cost returns on a similar basis to form F-4A on a quarterly basis and
rates of subsidy to be subject to review at the end of every three months.

Subsidy may be reduced if upon review the profit is greater than
that allowed under the company’s standard profits.

The suppliant received a copy of the telegram (Exhibit
4) and a letter from the Controller, dated 11th April, 1944,
(Exhibit 12) at the same time. The letter is referred to
in the evidence ag ‘C.C. 152, and is as follows:

To Coal Mine Operators in the Domestic Fields of Alberta
Gentlemen,
Re: Production Subsidy

The Board has approved payment of a flat rate production subsidy
as from April 1, 1944 on coal production of approved operators in the
“domestic” fields of Alberta, such subsidy being based upon wage increases
authorized by Government and not compensated by authorized price
increases, plus the previously compensated portion of the cost of living
bonus now incorporated in the wage scale. The subsidy 1s payable as an
amount per net ton of coal production.

The conditions under which the subsidy will be provided are as
follows:—

1. An operator to be ehigible for subsidy must show, to the satisfaction
of the Board, that he is unable to absorb the wage imncreases and cost of
living bonus referred to above. Operators who, on March 31, 1944, were
n receipt of subsidy 1n accordance with Form F-4A need not make fresh
submuissions other than a direct apphcation to be placed on the new basis
of subsidy.

51962—13a
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2. Operators applymg for subsidy for the first time must submit
such data as 1s available i support of the claim, mcludmg a recent
audited financial statement, and statement of costs (This will not be
necessary if already filed with the Board or the Coal Controller.)

3. Operators approved for this subsidy will be required to submit,
duplicate, monthly, a sworn statement showing the net tons (of 2,000 lbs.)
of marketable coal produced fiom therr mining operation for the period.
This may include coal used under colliery boilers and employee’s coal.
Coal purchased for resale must not be included in such claims, except as
provided in (4). In addition, operators under subsidy will be required
to submit, for information, a quarterly statement of costs and revenues
on a form which will be supplied later.

Claims must be submitted not later than the 15th of the followimng
month.

4, Operators may include tonnages of coal produced by others under
contract from leases owned by the operator. Operators will be held
responsible for notifying any such contractors that they (the operators)
are claiming subsidy on such production. The Board will not entertain
claims for subsidy from the contractors, who must look to the operator
for any recompense. i

5. Subsidy will be discontinued if it is found that it is being employed
to enable the operator to cut prices below those which have been
established as fair and reasonable for the grade of coal produced.

8. No subsidy wnll be paid until the operator has supplied supporting
data i a form salwsfactory to the Board, and has been approved for
subsidy.

7. In the case of those operators who were in recewpt of subsidy in
accordance with Form F-4A during the last three months of the calendar
year 1943, the subsidy applicable ag from April 1, 1944, will be the lesser
of items (i) and (ii) hereunder:—

(i) A maximum flat rate subsidy applicable to underground mines

only, as follows:—
Subsidy Per Net Ton

Area of Marketable Coal Produced
Edmonton ......ccceiviiiiiiiiiinennes 65 cents
Drumheller ......ooiievnniiniinieenns 30 cents
CamroSe ..... +eevener terrannnnranns 30 cents
Lethbridge ...... .c.oiiioiiiiiiin, 35 cents
Coalspur ..... c.vt tiiiiiiiireniaeees 35 cents
SAUNGEIS v veeeenennaeanrenasnanenan 35 cents

Operators m districts not mentioned above will take the rate of
subsidy apphcable to the area mentioned with which they are most
closely related by reason of operating conditions, grade of coal and
market areas served, or

(1) The average of subsidy approved (after adjustments) for pay-
ment, per net ton of marketable coal produced, under Form ¥F-4A for
October, November and December, 1943, plus the previously compensated
portion of the cost of living bonus now mcorporated in the wage scale.
The Board will determine the rate of subsidy to be advanced.

Approved operators not on F-4A subsidy during the last quarter of
1943 will receive subsidy at the rates indicated in subsection (i) or such
lesser rate as the Board may determine.
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8. The Board further directs that 1 no case will subsidy be provided
which will result 1 net profits of operation exceeding Standard Profits
within the meanmg of the Excess Profits Tax Act, consequently, all
mterim payments of subsidy will be considered as accountable advances
subject to final adjustment after receipt and consideration of the operator’s
audited financial statement for his full financial year:

9. The new flat rate subsidy will replace any subsidies paid prior
to April 1, 1944.

Yours very truly,
E. J. BRUNNING

Charrman.

Paragraph 10 of the Order in Council provided that:

10. The Board shall report to the Minister as and when required to
do so by the Mmister, shall keep the Mmister advised of the principles
1t 18 following 1n exercising the powers and duties conferred or imposed
upon it by this Order and shall refrain from doing all such things as the
Mmister may, im writing, from time to fime direct.

Pursuant to such provision, on the 13th April, 1944,
the Chairman of the Board sent to the Minister a Memor-
andum (Exhibit 8) which he stated in the letter enclosing
the same (Exhibit 7) set out the reason for withdrawal of
the old plans and the advantages of the new type of
subsidy. He also enclosed a copy of C.C. 152 (Exhibit 12)
which he stated outlined in more detail the new production
subsidy arrangements. The Memorandum to the Minister
(Exhibit 8) is as follows:

Memorandum re Production Subsidies. April 13, 1944,

The reasons for withdrawing the previous type of subsidy, reported
on Form F-4A, are as follows:—

(1) The Western domestic coal fields are now in surplus production.
In other words, the coal emergency no longer exists in these areas.

(2) To continue paymg to operators all their losses, plus fifteen cents
a ton profit, would result in keeping the high cost mines in
operation, thus depriving the efficient low cost mines of sales,
which in turn would result in bringing these mines down to a loss
position, as there is insufficient demand for coal to keep all mines
operating steadily throughout the year. In other words, to
continue this form of subsidy would be subsidizing inefficiency.

(3) An analysis of the profit or loss position of the individual mines
in the domestic field show that they range from a profit of nearly
one dollar per ton to a loss position requiring Government
assistance amounting to $2.50 per ton.

(4) Great difficulty has been experienced in administrating F~4 form
of subsidy due to the contmmual controversy with operators on
questions of fair and reasonable depreciation, depletion and the
inclusion of excessive future development costs in current cost
of production.

(5) The payment of losses plus a profit to operators provides no
incentive to either the owners or to labour to reduce casts.
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The new flat rate subsidy plan obviates the above
weaknesses by

(1) Placing each operator in the same relatively competitive position
ag existed prior to the payment of production subsidies. This
has been accomplished by basing the flat rate subsidy on the
amount of assistance required per ton of coal produced to
reimburse the operator for the increases m labour rates brought
about by direction of the War Labour Board, also an item to
offset the increase of cost due to the operator being required to
absorb the cost-of-living bonus as of February 15, 1944. This
bonus was previously paid by the Government.

(ii) As the flat rate subsidy is calculated on the average tons per man
day produced in the respective fields, 1t will be necessary for
excessively high cost producers either to reduce their cost or close
down.

(in) The new subsidy should provide the necessary incentive to
operators to reduce costs as they can retain all profits that
accrued from the operation inciuding the subsidy up to an amount
not exceeding standard profits within the meaning of the Excess
Profits Tax Act.

Coal Controller.

There was no evidence that the Minister took any action
on receipt of the said Memorandum (Exhibit 8).

On the 18th April, 1944, a Coal Committee representing
the coal operators of Alberta, including the suppliant, inter-
viewed the Cabinet and as a result of that interview a
sub-committee of the Alberta Coal Committee met the
Chairman, Mr. Brunning, and certain officials of the Board.
Mr. Brunning put before the Committee the Memorandum
(Exhibit 8) that he had furnished to the Minister as
establishing the policy that was being followed by the
Board in administering this question of subsidy. The
Memorandum was contained in the Minutes of the Meeting
between the sub-committee and Mr. Brunning, which
Minutes were prepared and circulated by the office of the
Board to those members of the sub-committee present
(and others) and in turn by them to the operators, includ-
ing the suppliant.

Parts of these Minutes (Exhibit §) are:

The Controller again stated that the labour costs were not the only
ones and that the true Lest of efficiency lay in the reduction of other costs.
It was the feeling of the Board that since coal was in surplus supply
subsidy should be paid to cover those costs that had increased through
direct Government action and that this policy would place the field upon
a normal competitive basis wherein the efficient operations would survive
and the inefficient would have to choose between closing or improving
their operational efficiency.
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Then follows the Memorandum to the Minister (Exhibit
8) supra.

C.C. 152 (Exhibit 12) supra was not shown to the
meeting.

The suppliant had never been on Form F-4A, and had
never received a subsidy. So it came within the first
category, that is, an operator not on F-4A subsidy.

The suppliant received a copy of the Minutes from the
Alberta Coal Committee (Exhibit 6) which related the
Memorandum to the Minister (Exhibit 8) and from the
Chairman of the Board a copy of C.C. 152 (Exhibit 12).

Mr. Donaldson took the statement in C.C. 152—
“Approved operators not on F-4A subsidy during the last
quarter of 1943 will receive subsidy at the rates indicated
in subsection (i),” as meaning just what it said and the
following sentence—*or such lesser rate ag the Board may
determine,” as meaning that if 35 cents put the company
over its standard profits that the Board would determine
such lesser rate so as to keep the company within such
standard profits. On this interpretation that the subsidy
was 35 cents per ton up to standard profits, the suppliant
worked the mine in a manner quite different from that
which it normally would have done. It employed green
men with a fire boss for every ten men instead of every
sixty men. This was described by Mr. Stubbs as more or
less a training school for men which would result in the
production per man day being very low. And instead of
driving to the boundaries they reversed this and took the
coal in advance instead of in retreat. All this was done
to increase the production, but it greatly added to the cost.
I accept Mr. Donaldson’s evidence.

On the 7th August, 1944, the Board advised the sup-
pliant by letter (Exhibit 20) that “your Company’s appli-
cation to be placed on Flat Rate Subsidy as from 1st April,
1944, was provisionally approved. The rate so approved
was determined to be 12 cents per ton and payments will
be made on that basis and such payments will be treated as
accountable advances until an auditor’s certified state-
ment . . . has been received and reviewed.”

On the 1st September, 1944, the suppliant wrote the
Board (Exhibit 13) pointing out that it had been allowed
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}_‘fﬁ a flat subsidy of 12 cents per ton and other operators in

Lerasemee the district had received up to 35 cents per ton and that it
C°Ifjﬁfms seemed to it that wage increases mot compensated for
T applied to all operators alike, and as the 35 cents per ton
—— " had been decided upon as the rate applicable to Lethbridge,
OConnorJ. jt5 hooks had been set up on that basis, but on the advice
of its accountant an adjustment had been made to correct

this mistake. The letter concludes with:

Will you please define for us the items covered by the 12 cent per ton
and advise if there is liable to be any change in this figure depending upon
our entire year’s operations.

Mr. Brunning replied under date of 13th September,
1944, (Exhibit 14) that the rate of 35 cents per ton was
established for the Lethbridge area as the maximum
amount required to cover the authorized wage increases.
He then adds:

However, due to the fact that conditions under which different mines
operate, vary considerably, operating costs therefore also vary and not
necessarily as a result of inefficiency. Therefore it is necessary for this
Board to examine each operator’s position and determine what rate of
flat rate subsidy is required to help him meet the above mentioned
costs, but in no case will such subsidy exceed the maximum rate set for
the field.

In your case the rate of 12 cents per ton was established from the
data you submitted covering the basic three months period ending
December 31, 1943.

It will be observed that Mr. Brunning did not answer
either of the two questions asked in Exhibit 13:

(1) Will you please define for us the items covered by the 12 cents
per ton and, (2), advise if there is liable to be any change in this figure
depending upon our entire year’s operations.

But on Exhibit 13 written in lead pencil opposite these
questions “No” is underlined.

On the 18th September, 1944, the suppliant wired the
Board (Exhibit 15):

Re your let 13 paragraph 3. Does this mean if the rate of 12 cents
established fails to bring our year’s operations to show standard profit
will the rate be increased to provide for this or until the 35 cents is
reached.

Instead of giving a definite answer either one way or
the other to this question, on the 19th September, 1944,
Mr. Brunning wrote to the suppliant (Exhibit 16):

Replying to your telegram of the 18th instant, I would refer you
to my letter of September 13th and also Circular C.C. 152 dated April
11th, 1944, both of which should clarify the basis on which the present
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flat rate subsidy assistance is payable. The present rate of 12 cents
payable to your operation which has been approved by this Board is not
subject to revision.

It would not be known at that date whether 12 cents
per ton would or would not reimburse the suppliant for
the authorized wage increases or whether or not the sup-
pliant would show a profit over the fiscal period. The
letter adds:

However, if at the end of the fiscal year, it is found that revenue has
not been sufficient to meet the costs as outlined in C.C. 152, it will be in
order for your Company to make a submission io this Board for its
consideration. s

The suppliant interpreted this to mean that at the end
of the year it could apply for an increase in the 12 cents
per ton for that year. Eventually, however, the Board
refused to reconsider this question, but it did increase the
amount to 16 cents per ton for the following year.

On the 12th December, 1944, the Board wrote to the
suppliant (Exhibit J) in part as follows:

In accordance with Mr. Brunning’s letter of October 12, settlement
of the subsidy assistance te your operations will have 10 be deferred
until your financial statement has been received. We might point out
that the Board has in the past tried to avoid paying subsidy to any
operator who is paying dividends. The Board does not wish to be
accused of supplying funds for distribution to stockholders.

In a letter to the suppliant under date of 21st December,
1944, (Exhibit 11) the Board stated in part:

As your production season has now begun it is felt that you will
be operating on a profitable basis for the balance of your fiscal period.
The Board must guard against placing the operators in the excess profits
bracket and as operators who show a profit over the fiscal period must
not be subsidized, we must await your returns of December 31st or possibly
your financial statement at the close of your fiscal period before resuming
subsidy payments . . .

We would appreciate your advice whether it is your intention to
refrain from making any dividend payments during the fiscal period.

In June 1945, Mr. Donaldson met Mr. Brunning and
on June 28th, 1945, submitted a brief to the Board (Exhibit
L). What the position was at the meeting is well des-
cribed by the brief:

During our interview it early became apparent that we had a
misunderstanding with respeet to the Board’s policy relating to subsidy

assistance on the flat rate basis applicable to the various domestic coal
fields. That policy as outlined to us by the Chairman was not a fixed
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1949 one but discretionary by decision of the Board. This was so much at
— variance with the mterpretation which we placed upon the pronounce-

Iggg‘?gggs ment of the Board as set forth mn C.C. 152 that the Chairman invited us

L. to make a submission of the Company’s case. This we are glad to do.
V.
TezKmve  During the whole period the suppliant worked the mine
O'ConnorJ. in the manner indicated and continued to claim for a
~—  subsidy at 35 cents per ton up to an amount equal to
standard profits.

The Board approved the supplianﬂ for subsidy but paid
only 12 cents and 16 cents per ton for 1944 and 1945.

Mr. Frank G. Neate in his examination for discovery
as an officer of the Crown, stated:

That the amount of flat rate subsidy was arrived in this manner.
The operators were divided into certain areas and F-4 returns were
requested for October, November and December, 1943, and from that
F-4 the flat rate was determmed for a certain operating area and Drum-
heller had one field and Lethbridge another and Edmonton another,
and m each case the flat rate varied according to the returns of losses
gent in by the various operators. I can say this, that T know in calculating
it was found the Drumheller losses amounted to 28 cents and, to be
generous, they added 2 cents and made it 30 cents, and i the case of
Lethbridge the figure was shghtly over 30 cents and they made it 35
cents to bring each into the flat rate pattern . . . but the flat rate was
not determined on an arithmetical average. You have two smaller mines
and they could not swing 1t. It would be the tonnage of the Lethbridge
field based on their losses and it would be 30 cents or 35 cents as the case
might be.

The Minutes of the Meeting of the Board held on the
31st May, 1944, set out C.C. 152 in full but no action was
taken in respect to it in any way. That is, C.C. 152 is
merely copied into the Minutes without either being
approved or disapproved.

On the 27th July, 1944, the Minutes of the Board show
that the subsidy for the suppliant was then fixed at 12 cents
per ton and the Minutes of the Board on the 18th October,
1945, show that the subsidy to the suppliant was then
fixed at 16 cents per ton.

The first question that arises is what policy did the
Board lay down at the meeting held on the 23rd March,
1944? To understand that it is necessary to examine the
policy that had been in force before that date and the
results. Prior to the introduction of this maximum pro-
duction subsidy, as it is termed in the Minutes of the
Meeting of the Board, dated the 23rd March, 1944, there
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had been in force a subsidy, which the Memorandum to
the Minister (Exhibit 8) referred to as F-4A-form of
subsidy.

Under the F-4A form of subsidy, only those operators
who were operating at a loss received a subsidy. The
subsidy consisted of a payment to operators of all their
losses plus 15 cent a ton profit. HBach operator submitted
the Form F-4A and the Board considered each application
separately and fixed the amount of the subsidy. The
losses depended in part upon the amount charged for
depreciation, depletion and development costs, so that
mines operating at a loss, even when they were in the
same area, received subsidy in varying amounts, and those
mines which were not operating at a loss did not receive
anything.

As each mine in the same area received a different
amount, the subsidy was the direct opposite of a flat rate
subsidy applicable to all mines in one area. The result, so
long as coal was in short supply, did not affect the competi-
tive position between any two mines, because the efficient
mine could still sell all the coal that it could produce.

When, however, the coal fields in question were in
surplus production and all mines in the same area were
competing and there was an insufficient demand for coal
to keep them all operating steadily, difficulties arose. As
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the report to the Minister points out, to pay to an

inefficient mine all its losses plus 15 cents a ton profit,
would keep the high-cost mines in operation and thus
deprive the efficient low-cost mines of sales, which in turn
would put them in a loss position. As the paragraph in
the report puts it: “in other words, to continue this form
of subsidy would be subsidizing inefficiency.”

The new flat rate subsidy plan for each area “obviated
these weaknesses” (in the language of the report to the
Minister) by:—

1. Placing each operator in the same relatively competitive position
as existed prior to the payment of production subsidies.

2. Made it necessary for excessively high cost producers, either to
reduce their cost or close down.

3. Provided the necessary incentive to operators to reduce costs,
as they can retain all profits that accrued from the operating, including
the subsidy, up to an amount not exceeding standard profits, within the
meaning of the Excess Profits Tax Act.
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In other words, the subsidy was changed from one in
which the Board allotted varying amounts to the different
mines in the same area, to one in which each mine
(approved by the Board) in the same area, received the
same flat rate subsidy, based on the net ton of coal
production.

It is quite clear that if the Board paid each mine in
the same area at a different rate of subsidy, then the
operators would not bé in the same relative competitive
position as existed prior to the payment of production
subsidies. The essence of the new policy was that the
same flat rate would be paid to all mines in the same area.

Mr. Neate stated that C.C. 152 merely embodied the
policy of the Board, as set out in” the Minutes of the
Meeting of the Board. If the sentence in the letter
C.C. 152 (Exhibit 12) “or such lesser rate as the Board
may determine” is given the meaning that the Board
would pay mines in the same area at varying rates, then
that provision is wholly inconsistent with the policy laid
down by the Board, and was in fact directly opposed to
such policy and was unauthorized.

In my opinion, the policy which the Board laid down
in the Minutes and as explained in the report to the
Minister, was that all operators in the Lethbridge area.
approved for subsidy by the Board, would be paid 35 cents.
per ton.

The suppliant having been approved for subsidy by the
Board and having produced coal, should, in my opinion,
have received a subsidy of 35 cents per ton up to standard
profits.

Mr. 8. T. D. Morrow, an auditor with the Treasury
Department, made an audit of the books of the suppliant
and a report of the audit bears date 15th April, 1947.

Mr. Morrow questioned, and I think that is as far as
he went, the prices obtained on the sale of coal, the
depreciation charged by the suppliant, the stores and
supplies and general work, i.e. switching and loading,
outside general and underground general. Using the sale:
price of coal as an example, what Mr. Morrow said in
effect, that if the suppliant had sold coal at the maximum
price permitted by the Order of the Wartime Prices:
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and Trade Board, that the company would have received — 1949

a greater revenue and therefore would have had a much LETHORIDGE
higher profit. Cmfgf‘“

The evidence of Mr. R. H. Roberts, the Sales Manager

of the suppliant company, showed that the company had
continued to sell after the Order of the Board became
effective, at the price that coal was sold during the basic
period, 15th September to 11th October, 1941, plus
additional increases authorized from time to fime and
that the suppliant had strictly adhered to the orders of
the Board at all times. In addition, the suppliant had
applied from time to time to obtain increases in price,
and some increases had been granted and the coal had
been sold at the increased price.

.
Tar King
O'ConnorJ.

Mr. Patterson, the auditor of the company, dealt with
the question of depreciation and the other questions raised.
There is no need of my dealing with each item raised.
I am satisfied on the evidence before me, that the suppliant
obtained the highest prices for its coal that it could obtain
and that the items that it has charged for depreciation,
stores and supplies and general work and the other items
questioned by Mr. Morrow, were reasonable and proper,
and I so find.

Assuming that I am right in holding that the suppliant
was entitled to such subsidy, the next question is whether
there is a liability on the part of the respondent to pay
the difference and a right in the suppliant to recover the
same enforceable by petition of right?

On the facts here, the claim cannot be put on the basis
of a contract reached by mutual agreement.

Nor in my opinion, can the claim be put on the basis
of compliance with conditions of regulations having the
force of law. P.C. 10674 (Exhibit 1) which established
the Board and the powers of the Board, does not set out
conditions which could be ecomplied with so as to create a
statutory contract. Moreover, its language is permissive
and not imperative, and in addition, the payment of sub-
gidies is in the discretion of the Board.

And for the same reasons a statutory contract cannot
be created in my opinion, by ecombining the regulations
under P.C. 10674 with what the Board did.
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With statutory contract excluded, there remains the
question of whether the claim can be put on this basis:
that what the Board did, was an offer capable of acceptance
by performance, that is, the production of coal by an
approved operator, thus constituting a contract, which
created a liability on the part of the respondent to pay
the subsidy, and gave the suppliants a right to recover it,
enforceable by petition of right. As this in turn depends
on whether what the Board did constituted such an offer,
it is necessary to examine just what was done.

Under P.C. 10674, the Board was responsible under the
direction of the Minister of Munitions & Supply, for
taking all such measures as were necessary or expedient
for maintaining and stimulating the production of coal
and for ensuring an adequate and continuous supply for
all essential purposes, and without restricting the gener-
ality of the foregoing, the Order provided that the Board
had the power and duty under the direction of the Minister
of inter alia rendering or procuring such financial assistance
in such manner to such coal mines as the Board deemed
proper for the purpose of ensuring a maximum or more
efficient operation of such mine.

The policy of the Board was as set out in the Minutes
of the Meeting of the 23rd March, 1944. After setting
out that independent calculations by different methods
resulted in the following tentative basis of subsidy, the
Minutes state that: “approved coal mine operators in the
fields indicated to be entitled to a maximum production
subsidy as follows: . . .” The Minutes also show that
“the members approved putting the scheme into force
for the fiscal year April 1, 1944 to March 31, 1945 . . .”

Next, in C.C. 152 (Exhibit 12) addressed to the Coal
Mine Operators in the Domestic Fields of Alberta, it was
stated: “the Board has approved payment of a flat rate
production subsidy as from April 1, 1944, on coal pro-
duction of approved operators.”

The question then is, did the Board make an offer which
could be accepted by performance and thus create a
contract, or did the Board merely offer a grant or gift of
subsidy? Based on what I have set out above, I reach
the conclusion that what the Board did was to offer a grant
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or a gift of subsidy, and what the Board did, did not 1949

. . ey
constitute an offer which could be accepted by performance. Lerasrmer
. .. COLLIERIES

No contract was therefore in my opinion created, and = L.

hence there was no covenant to pay a subsidy in con- %
sideration of the production of coal. And there was no

right in the suppliant to recover the subsidy enforceable 0 “°22°rY:
by petition of right.
For these reasons, the suppliant is not entitled to the
relief claimed. The respondent is entitled to costs.
Judgment accordingly.
BerwEeEN:
LISUNIA CHERNENKOFF ............ APPELLANT; 1949
AND Oct.3
Nov. 15
THE MINISTER OF NATIONAL RESPONDENT.
REVENUE .............cccvvvnn. ’

Revenue—Income tax—Income—Income War Tax Act, R.8.C. 1927, ¢. 97,
s. 47—Onus on appellant—Evidence of appellant wunsatisfactory—
Failure to file proper returns—Appellant assessed on basis of net
worth over a period of years—Appeal dismissed.

Appellant filed income tax returns for the years 1942 to 1945 inclusive.
The returns as filed were not accepted by the respondent and
appellant was assessed on the basis of the total taxable increase in
worth of the appellant during those years. On appeal to this Court
appellant contended that certain items included in the caleulation
are wrong.

Held: That the onus is on appellant to establish affirmatively that her
taxable income was not that for each of the years for which she
was assessed and this she failed to do.

2. That the conduct of the appellant and her agent in failing to produce
proper records or accounts to the income tax inspector and in with~
holding information from him caused the inspector to adopt the “net
worth” increase method as a basis for assessments and the appellant
having failed to establish that her taxable income for each of the
years in question is not that on which she has been assessed the
appeal must be dismissed.

3. That the appellant at trial failed to establish her income with proper
deductions and allowances by the production of records available
to her and in the absence of such records the appellant failed 10 prove
that on a proper and complete “net worth” basis the assessments
were wrong.
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}_?:13 APPEAL under the Income War Tax Act.

CHERNEN-

xorw The appeal was heard before the Honourable Mr. Justice
Mmstee or Cameron at Saskatoon.
II\{ATIONAL

HVEN TR E. W. Gerrand, K.C. for appellant.
Cameron J.

- W. Walker and T. Z. Boles for respondent.

The facts and questions of law raised are stated in the
reasons for judgment,

CamMzeroN J. now (November 15, 1949) delivered the
following judgment:

In this matter the appellant appeals from assessment
to income tax for the taxation years 1942 to 1945, inclusive.
During these years the appellant was the owner of three
quarter-sections of farm lands near Arran, Saskatchewan,
comprising in all 480 acres of which 354 acres were under
cultivation. She operated the farm with the help of a son,
John Chernenkoff, her husband having died in 1937. She
made no income tax return for the years 1942 to 1944 until
August, 1945, when, following a demand, her son John on
her behalf completed the returng for those years. He also
later filed the return for 1945. As so filed these returns
showed a net income as follows:

a) 192 .., $ 462 12
(B) 1943 ..ottt 773 08
(€) 1944 ... e 1,229 27
@) 1945 ...t a loss

The respondent did not accept these returns as satis-
factory. Two inspectors of the Income Tax Division at
Saskatoon interviewed the appellant in 1947 under circum-
stances to be mentioned later; and, upon being advised
that the appellant had no records or vouchers for the years
in question, determined to check the returns so made by
ascertaining (from information supplied by the appellant)
her net worth at December 31, 1941, and at December 31,
1946, and particulars of her expenditures and capital gains.
The respondent apparently accepted the report of these
two officers which indicated that the total taxable increase
in worth of the appellant between those dates was
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$10,693.02; and on February 28, 1948, the appellant’s 1949
taxable income was determined and the appellant was Cuzrwen-

assessed as follows: worR
MINISTER OF
1942 ittt $ 1,800 00 NATIONAL
1843 1onneit i i e 2,100 00 RuvenvE
1944 it 2,300 00 Cameron J.
1945 it 2,300 00 __
1046 ittt 2,293 02
10,693 02

In so assessing the appellant the respondent proceeded
under the provisions of section 47 of The Income War Tax
Act, which is as follows:

Sec. 47. The Minister shall not be bound by any return or information,
supplied by or on behalf of a taxpayer, and notwithstanding such return
or information, or if no return has been made, the Minister may determine
the amount of the tax to be paid by any person.

From these assessments appeals were taken and by his
decision the respondent affirmed the assessments, his
reasons being given as follows:

The Honourable the Minister of National Revenue having duly
considered the facts as set forth in the Notices of Appeal and matters
thereto relating, hereby affirms the said Assessments on the ground that
Section 47 of the Act provides that the Minister shall not be bound
by any return or information supplied by or on behalf of a taxpayer and
notwithstanding such return or information the Minister may determine
the amount of tax to be paid by any person; that in the absence of
proper proof and accounting records and upon investigation and in view
of all the facts the Minister has under the said Section 47 determined
the amount of tax to be paid by the taxpayer for the years 1942, 1943,
1944 and 1945. Therefore on these and related grounds and by reason
of other provisions of the Income War Tax Act the said Assessments are
affirmed.

Notice of dissatisfaction followed and by his reply the
respondent affirmed the assessments as levied.

As I have said two officials of the Income Tax Division
in Saskatoon, John Lesiuk and Walter Fawcett, interviewed
the appellant in September 1947. They first called at her
farm but were advised by her son John that she had given
up farming and was living with her married daughter,
Mrs. Picton. Lesiuk advised the son that they represented
the Income Tax Department and that certain information
was required in regard to the appellant’s income before
she could be assessed. The son stated that he represented
his mother, that he had no records of the farm operations

51962—2a
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and that when he had made out the returns for hig mother
they were not made out from any records but were
estimates only. That he made these statements was not
denied by the son, although in his own evidence he stated
that when the returns were made out he had used farm
records for that purpose. He was then advised by Lesiuk
that in the absence of any records the returns could not be
accepted but that a financial statement would be required.
He replied that he could not give that information before
seeing his mother. He was informed as to what would be
required and it was arranged that he would attend at the
bank, secure information as to bank balance there and
take the officials that afternoon to see his mother. On
the same day the officials interviewed the mother at the
residence of her son-in-law. Those present were Lesiuk,
Fawecett, the appellant, her son John, her son-in-law John
Picton, and her daughter Mrs. Picton. All gave evidence
at the trial except Mrs. Picton.

The appellant is a member of the Doukhobor community
and speaks the Russian language only. Her son John is
Canadian-born and speaks both Russian. and English
fluently, as does her son-in-law Mr. Picton. Mr. Lesiuk is
Canadian-born but speaks and understands the Russian
language thoroughly, although this fact was not disclosed
to the appellant’s family. Lesiuk conducted the investiga-
tion by putting questions in English to the appellant, which
questions were then interpreted into Russian by the appel-
lant’s son. On occasions she gave the answers in Russian
immediately, but on many occasions would discuss the
matter in Russian with her family before reaching a con-
clusion. Her replies were given in Russian and again
interpreted into English by her son. Lesiuk then in
English would repeat the answer given by the son and
the information so obtained was written down by Mr.
Fawcett who took little, if any, part in the discussion. By
reason of his knowledge of Russian, Lesiuk understood all
the conversation between the members of the appellant’s
family and he states that in every instance the information
which he gave to Fawcett to record came from the appel-
lant, was correctly interpreted by her son John into the
English language and was correctly taken down by Fawcett.
Mr. Picton, while having no knowledge of what Fawcett
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wrote down, does agree that the appellant’s family 1549
explained to her very clearly what was said, that she Cmmrxen-
gave the answer to John, that John correctly translated it **

to Lesiuk in English, that Lesiuk would then turn to Mmisreror
Fawcett and tell him what to put down and that what gﬁ%‘;ﬁ
Lesiuk so told Fawcett to record was the information that Comeron J.
came directly from John Chernenkoff on behalf of the —
appellant.

The interview lasted approximately three hours and I
have no doubt whatever that the appellant and her family
fully understood the nature of the enquiry and were
afforded every opportunity of thoroughly considering all
questions put by Lesiuk before giving the information
required. I find no reason whatever to question the
credibility of Fawcett who stated that he took down the
information exactly as given by John Chernenkoff on behalf
of his mother and as repeated to him by Lesiuk. Before
leaving, Fawcett and Lesiuk, on the basis of the informa-
tion taken down, computed the total taxable increase
from December 31, 1941, to December 31, 1946, at
$10,693.02. They realized that crops in some years had
been substantially better than for other years and there-
fore, instead of allocating a large part of that increase to
a good year (and thereby raising the rate of taxation to a
higher bracket), decided to apportion the whole in more
relatively even proportions over the whole five years,
and that was done. No objection is taken to that procedure.
They left with the appellant a statement of the tax which
would be payable for each year, including interest.

It should be noted that in the Notice of Appeal the
appellant took the position that the assessments were
invalid and should be set aside; that the returns as filed
by her were complete and accurate except for one item
in the return for 1942, amounting to $410, which it was
admitted should not have been claimed as a deduction.
Pleadings were delivered and in her Statement of Claim
the appellant again alleged that the assessments were
invalid and should be set aside and that the returns as
filed were correct, save as to the one item for 1942. At
the trial, however, counsel for the appellant was content
to attack items in the computation based on the total
taxable increase in the appellant’s worth between

51962—23a
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December 31, 1941, and December 31, 1946, and made no

Cmmrven- attempt to establish in any way that the appellant for the
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year in question did not have the taxable income for which

Mivister oF she had been assessed.
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Exhibit 2 is a copy of the computation made by Lesiuk

CameronJ. and Fawcett. Page 2 is a computation of depreciation

claimed by the appellant on the machinery and buildings.
Page 3 is a statement of capital gains made on machinery
sold. The information on which these two items is based
was secured entirely from the appellant and her son and
no dispute arises in connection therewith, the full amounts
claimed having been allowed.

Page 1 of Exhibit 2 is a computation of the appellant’s
net worth on December 31, 1941, and December 31, 1946,
the difference amounting to $4,165.02. To that have been
added annual gifts to the son of $700 for each of the five
years; a deduction of $3,472 was allowed for capital gains
and then there was added “drawings” by the appellant for
each of the five years at $1,300.

Objection is taken to the inclusion of the cost of two
trips taken by the appellant, one to Vancouver and one
to Winnipeg, at a cost of $250 and $100 respectively. It is
admitted that the trips were taken by the appellant
although it is rather vaguely suggested that the one to
Winnipeg was in 1947. No attempt was made, however, to
indicate just when the trips were made or what amount
the appellant actually disbursed in connection therewith.
I have no hesitation in reaching the conclusion that these
figures were given to the officials by or on behalf of the
appellant, and the evidence given at the trial falls short
of establishing that they are incorrect in any way.

Objection is also taken to the inclusion of $3,500 as
representing gifts to the son John in the years 1941 to
1946, over and above his wages. Both the appellant and
her son insist that no such gifts were made and that
throughout the entire period the son was paid only wages
of approximately $600 per year, of which amount $400
was paid in cagh and the balance charged as board. The
gon states that this item of $3,500 was put down by
Fawcett and Lesiuk without any authority whatever.

Objection is also made to the inclusion of the sum of
$6,500 for “drawings”, being an average of $1,300 for each
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! . . .
of the five years. Lesiuk’s evidence is that in order to 194

ascertain the appellant’s earnings over these years it was Cmernen-
necessary to find out what she had spent for fuel, clothing, o
household living expenses, medical account, pleasure, fuel, Mmvisree op
operations of motor car, etc. He was told that in all these 1}133;‘;’;%
items would total over $2,000 a year, including $700 a year Camorond.
paid to the son John as gifts. Rough estimates for each = —
category were given to him and he accepted them as correct.

He says that the appellant approved of this item of

$1,300 as annual “drawings”. Again, the appellant and

her son deny having given any such approval, stating that

Lesiuk established the figures personally and without any

consent on their part. They now attack this item as

grossly excessive. They say that the medical expenses

put in at $200 a year were never incurred, that fuel

itemized at $80 a year should be deleted entirely as they

bought none; that the item of $150 per year for clothing

is excessive and, as well, the estimate of $30 per month

for groceries purchased. No part of their evidence is
supported by books of account, vouchers or cheques. The
appellant’s son-in-law Picton says that some of these

items, comprising an annual total of $1,300 were not
mentioned by anyone at the enquiry.

I find it difficult, on the evidence before me, to determine
what amount the appellant paid out for these various
items. Were it not for the evidence of Lesiuk and Fawecett
that the appellant and her son actually agreed on these
amounts, I would be inclined to find that the estimate of
$1,300 was somewhat in excess of that actually disbursed
annually, but in the view that I have taken of the matter
it is not necessary to reach any concluded opinion as to
which of the parties I am to believe as to the amount of
“drawings” or gifts.

In effect, the appellant agrees that the “net worth”
computation of her income is a satisfactory basis for
arriving at her taxable income, but that some of the
items—those which I have indicated—are wrong. When
these are corrected in accordance with the evidence
adduced—so she states—the result is that there is no tax-
able income for any of the years in question.

My opinion is that the appellant must do far more
than she has attempted to do here if her appeal is to be
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successful. There can be no question that the onus lies
on the appellant and that, in my view, means that she
must establish affirmatively that her taxable income was
not that for each of the years for which she was assessed.
Two courses were open to her, the first being to establish
her income with proper deductions and allowances, and
that course could quite readily have been followed. A
perusal of Exhibit 1-—her own returns for these years—
indicates that with the exception of a few hundred
dollars her entire income came from the sale of grain. All
the necessary records of income from that source were
available to her but were not produced in court, the son
merely stating that he was not asked to bring them, or
did not think it necessary to do so. The disbursement
also could have been ascertained without any great
difficulty, all or most of them having been made to people
in the district, many of whom would have had books of
record which could have been produced had the appellant
herself possessed none. It is in evidence, also, that the
appellant’s son had a bank account from which farm
expenses were paid and cancelled cheques could quite
easily have been secured, but the appellant did not avail
herself of the very obvious and simple method of estab-
lishing her income in this way.

In the absence of records, the alternative course open
to the appellant was to prove that even on a proper and
complete “net worth” basis the assessments were wrong.
But that also she has failed to do. She submits that all
she needs to do is to establish certain inaccuracies in the
amounts and that these items must be adjusted accordingly.
But it will be kept in mind that the “net worth” increase
was established on her own statements and it was amply
proven at the trial that these statements were most
inaccurate and incomplete. I accept the evidence of Mr.
Lesiuk that the appellant was asked if she had any assets
other than those included in the statement, Exhibit 1, or
cash on hand, and that she said she had not. The
evidence establishes clearly that she had very large sums
in cash at her home, so large that in one year alone she
was able to expend $3,500 on account of the purchase price
of new machinery, the balance of $3,500 being paid by
cheque on the bank account. No attempt was made to
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indicate what cash she had on hand at the beginning or 1949
end of the five-year period or to explain the sources of Crmrrwen-
these funds on hand. 1In addition, in 1941 she opened a %™
bank account in the name of her son and out of this Mimvisreror
: . NarioNaL
account farm operating expenses were met in part. On Revexue
December 31, 1946, there was a balance in this account of Cameron J.
about $2,000, all of which was the property of the appel- —
lant, but this was not disclosed to the assessors. On
December 31, 1941, the balance was $450 so that it would
appear that the difference of $1,500 at least should have

been added to the increased net worth of the appellant.

Both the appellant and her son had knowledge of this
bank account and the money on hand, but withheld the
information from the officials, the son stating at the trial
that he was not asked about them and adding that he
did not want anyone to know about the money his mother
had at home. The appellant merely states that she was
not agked about them. They withheld the information from
the inspectors and did not choose to inform the Court as
to what part of these very substantial items was earned in
the period 1941 to 19486.

In the course of the trial I formed an unfavourable
opinion as to the credibility of the appellant and her son.
No attempt was made to file income tax returns until,
after a lapse of some years, she was compelled to do so.
It seems reasonably clear, too, that the returns as filed
were incorrect in that substantial amounts derived from
grain participation certificates seem to have been omitted.
At the interview in 1947, the appellant was given an
opportunity to ascertain her income with complete
accuracy by production of available records, but her son
stated that these records were not available when, as a
fact, he had them at his home. She had a further oppor-
tunity to do so at the trial but again they were not forth-
coming. It was the failure to produce these records and
the denial of their existence that compelled the inspector
to adopt the ‘“net worth” increase method as a basis for
assessments and it is now admitted that very large items
of cash in bank and on hand were not disclosed. The
conduct of the appellant and of her son in all these
instances suggests very strongly that the production of all
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1949  the records in their possession would not have been to the
Crmerven- appellant’s financial interest and that they were deliber-
KOFF ately withheld.

v

Mmvisreor The appellant has failed to establish that her taxable

N . . . .
RQ&%I?;‘ income for each of the years in question is not that on

meron J. Which she has been assessed, and her appeal must there-

Cameron . .
—  fore be dismissed, with costs to be taxed.

Judgment accordingly.

19499 BETWEEN:
——

%ef‘f_'zlg EAGLE LAKE SAWMILLS LIMITED, ..APPELLANT;

- AND
MINISTER OF NATIONAL REVENUE, RESPONDENT.

Revenue—FEzxcess Profits—Standard Profits—Exzcess Profits Tax Act,
1940, s. 2(1) (1), 4(1) (b) (%), 4(1) (b) (#s3), 6(3), 6(6)—Final and
conclusive”—Power to adjust standard profits as conferred by s. 4 of
the Act applies to all standard profits however asceriained—Onus on
appellant to establish under which clause of s. 6(3) of the Act the
Minister was satisfied that excessive taxation might result—Reduction
in capital by appellant—Position of the appellant during the standard
period considered in fizing standard profits and not as it was after
capital reduced—Appeals dismissed.

In December 1944, appellant’s standard profits were ascertained by the
Board of Referees under s. 5(3) of the Excess Profits Tax Act, 1940,
and were duly approved by or on behalf of the respondent under
s. 5(5) of the Act.

The capital employed by the appellant in its business had, in February,
1944, and since the commencement of the last fiscal period of the
appellant in the standard period, been reduced and such reduction had
been accompanied by an equivalent reduction in capital stock.

Respondent, in 1946 and in 1948 adjusted appellant’s standard profits
for the fiscal years ending November 30, 1944, and November 30,
1945 and computed the tax payable by appellant accordingly.

From these assessments the appellant appealed to this Court.

Held: That the power to adjust standard profits, as conferred on the
respondent by s. 4 of the Act, applies to all standard profits whether
ascertained by the Board of Referees or otherwise, subject to the
conditions and within the limits therein provided.

2. That the appellant having failed to establish affirmatively under which
clause of s. 5(3) of the Act the Minister was satisfied that standard
profits ascertained by reference to capital employed would result
in the imposition of excessive taxation the Court is unable to
determine that in exercising his discretion under s. 4 of the Act the
Minister must have reached a conclusion opposed to that which he
had reached in considerng appellant’s application under s, 5(3).
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3. That in ascertaining the standard profits the Board of Referees
considered the position of the appellant as it was during the standard
period and not as it was after its capital was reduced in 1944 and the
appellant had the full benefit of the standard profits so fixed by the
Board of Referees from the coming into effect of the Act until 1944
when its capital was reduced and there is nothing to show that that
reduction 1 capital was taken into consideration by the Board of
Referees or that when the Minister approved of the decision of
the Board of Referees he had any knowledge of such reduction in
capital.

APPEALS under the Excess Profits Tax Act, 1940.

The appeals were heard before the Honourable Mr.
Justice Cameron at Vancouver.

R. H. Tupper for appellant.
W. 8. Owen, K.C. and D. K. Petapiece for respondent.

The facts and questions of law raised are stated in the
reasons for judgment.

CaMmerON J. now (November 26, 1949) delivered the
following judgment:

In thig case the appellant appeals from assessments
made under the Excess Profits Tax Act, 1940, and amend-
ments, in respect of its fiscal years ending November 30,
1944, and November 30, 1945. The facts are not in
dispute and are set forth in the special case submitted to
the Court, as follows:

SPECIAL CASE

The parties to this cause have concurred in stating the questions of
law arising herein in the following case for the opinion of the Court:

1. The Appellant is a company incorporated under the laws of
British Columbia and, during its fiscal years ending November 30, 1944,
and November 30, 1945, was resident and carried on business in Canada;

2. The Appellant had profits for the fiscal years referred to in
paragraph 1 in respeet of which it is subject to tax under The Excess
Profits Tax Act, 1940;

3. Pursuant to the provisions of subsection (3) of section 5 of The
Excess Profits Tax Act, 1940, the standard profits of the appellant, for
the purposes of the said Act, were ascertained by the Board of Referees
at $90,000 on December 11, 1944, and the decision of the Board so
ascertaining the Appellant’s profits was duly approved by the Deputy
Mimister of National Revenue for Taxation, exercising the powers of
the Respondent under subsection (5) of section 5. On January 5, 1945,
the Deputy Minister of National Revenue communicated the aforesaid
decision to the Appellant;

4. By assessment dated December 11, 1948, the Respordent assessed
the Appellant for tax under The Xxcess Profits Tax Act, 1940, for the
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fiscal year ending November 30, 1944, and in so doing, purporting to
exercise or exercising the power conferrcd on him by subsection (1) of
section 4 of the said Act (capital employed by the Appellant in its
busmess having, since the commencement of the last fiscal period of the
Appellant in the standard period, been reduced in or about the month
of February, 1944, and such reduction having been accompanied by an
equivalent reduction m capital stock), adjusted the Appellant’s standard
profits in accordance with subparagraph (1) of paragraph (b) of the said
subsection (1) from $90,000 to $78,656.59 and computed the tax payable
accordingly ;

5. By assessment dated March 5, 1948, the Respondent assessed
the Appellant for tax under the Excess Profits Tax Aect, 1940, for the
fiscal year endmmg November 30, 1945, and m so doing, purporting to
exercise or exercising the power conferred on him by subsection (1) of
section 4 of the said Act (the capital employed by the Appellant in its
business having, smce the commencement of the last fiscal period of the
Appellant 1 the standard period, been reduced m or about the month
of February, 1944, and such reduction having been accompanied by an
equivalent reduction m capital stock), adjusted the Appellant’s standard
profits 1 accordance with subparagraph (1) of paragraph (b) of the said
subsection (1) from $90,000 to $76,984 38 and computed the tax payable
accordmngly;

6. The Appellant thereupon duly appealed from the aforesaid assess-
ments to this Honourable Court

The question for the opinion of the Court 1s whether, in making
the adjustments 1n the Appellant’s standard profits referred to m para-
graphs 4 and 5 of this Stated Case, the Respondent exercised authority
conferred upon him by subsection (1) of section 4 of The Excess Profits
Tax Act, 1940, in which case the appeals should be disallowed with
costs, or whether the said subsection (1) did not authorize him to
make adjustments in the eircumstances of this case, m which case
the appeals should be allowed with costs and the assessments should
be referred back to the Respondent for re-assessment.

The sole question for determination, therefore, is whether
the respondent had authority in the circumstances here
disclosed to adjust the standard profits of the appellant
when its standard profits had been ascertained by the Board
of Referees under section 5(3) of the Act and duly approved
by or on behalf of the respondent under section 5(5) of
the Act. The appellant does not raise any question as to
whether the discretion of the respondent was properly
exercised, but submits that he had no discretion whatever
and that under all the circumstances later to be discussed,
the provisions of section 4 of the Act could not be invoked
by him.

In assessing the appellant the respondent purported to
act under the provisions of section 4(1) (b) (i) which is in
part as follows:
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Sec. 4(1) The Minister may in his discretion make the following
adjustments in the standard profits of a taxpayer:

(b) adjust the standard profits

(1) m the case where any alteration in the capital employed since
the commencement of the last year or fiscal period of the taxpayer
in the standard period has occurred, by addmg to or deducting
from (accordingly as the capital has been increased or reduced)
the standard profits an amount equal to seven and one-half per
centum per annum of the amount of the alteration m the capital:
Provided that in the case of a corporation or joint stock company
such adjustments may only be made if the alteration in capital
was accompanied by an equivalent alteration in capital stock . . .
“Standard profits” is defined 1 seciion 2(1) (i) as follows:

“Standard profits” means the average yearly profits of a taxpayer
in the standard period in carrying on what was i the opmion of the
Mmister the same class of business as the busimness of the taxpayer in
the year of taxation or the standard profits ascertained in accordance
wnth section five of this Act.

In my opinion, therefore, as the standard profits which
the respondent has a discretion to adjust under section 4
include the standard profits ascertained by the Board of
Referees by virtue of the definition of standard profits,
the appellant’s admission that in each of the years in
question its employed capital had been reduced below its
capital so used at the commencement of its last fiscal year
in the standard period (1939) and that such reduction
had been accompanied by an equivalent reduction in its
capital stock, quite clearly brings the appellant within the
ambit of section 4(1) (b) (i)—unless by some section of
the Act the respondent’s discretion to adjust its standard
profits is taken away.

Section 5 of the Act contains provision for the ascertain-
ment of standard profits by the Board of Referees and it is
admitted that upon application of the appellant the Board
proceeded under subsection (3) thereof and on December
11, 1944, reported its decision to the respondent. That
decision was duly approved by the Deputy Minister of
National Revenue for Taxation on behalf of the respondent,
in accordance with section 5(5), and on January 5, 1945,
the Deputy Minister communicated the decision to the
appellant. '

Subsection (5) of section 5 is as follows:

Notwithstanding anything contained in this section a decision of the
Board given under this section shall not be operative until approved by
the Minister whereupon the said decision shall be final and conclusive:
Provided that if a decision is not approved by the Minister it shall be
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Y
submitted to the Treasury Board who shall thereupon determine the
standard profits and the decision of the Treasury Board shall be final
and conclusive.

Coungel for the appellant relies mainly on the provisions
of that subsection and submits that the decision of the
Board, when it has been approved by the Minister, is for
all purposes “final and conclusive” and is not subject to
adjustment by the respondent under section 4. He
contends that section 5 must be read by itself and without.
reference to section 4, and, in effect, that the power to
adjust standard profits conferred on the respondent under
section 4 is limited to those standard profits aseertained
otherwise than by the Board of Referees. Finally, however,
in argument he admitted that the respondent might have
power to adjust upwards the standard profits ascertained
by the Board of Referees but had no power to lower them.

In dealing with these submissions it is necessary to
consider the reasons for establishing a Board of Referees.
The object of the Act was to establish a special tax on
excess profits—namely, those profits in excess of standard
profits. It was necessary, therefore, to define “standard
profits”. Normally, they were the average yearly profits
in the standard period—1936 to 1939, both inclusive—
and such standard profits were capable of exact ecomputa-
tion. They were referred to at the trial as “factual
standard profits.” But in order to take care of taxpayers
not in business in the standard period and of other special
cases & Board of Referees was established to ascertain such
standard profits in the manner laid down in section 5.
The decision of the Board, however, was not operative
until its decision had been approved by the Minister, when
it became “final and conclusive”; and, if not approved by
him, it would then be submitted to the Treasury Board
whose determination was “final and conclusive.”

What is the proper interpretation to be placed on the
words “final and conclusive”? It is not necessary for me
to consider the effect of section 14 of the Aet which, inter
olia, makes the appeal sections of The Income War Tax
Act apply mutatis mutandis to this Act (see Nanaimo
Community Hotel Limited v. Board of Referees (1); and
The M. Company v. M. N.R. (2)). I think that I need

(1) (1945) C.T.C. 125. (2) (1948) C.T.C. 213.
(1948) Ex. C.R. 483.
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only consider whether they have the meaning attributed 1949
to them by the appellant, namely, that they are fixed and Eacis Laxe

unalterable and not subject to adjustment under section 4. Sﬁgﬁ;‘f

Now it is the decision of the Board that upon approval MINToEE OF
of the respondent becomes “final and conclusive”; and Naronar
the decision is the determination by the Board of the only Reveon
matter that is referred to it for consideration, namely, the C’mﬂnJ
ascertainment, in accordance with the provisions of section
5, of the taxpayer’s standard profits. As I have suggested
above, the function of the Board is to determine the
standard profits in special cases and when, because of
special circumstances, it would be unfair or impossible
to ascertain them in the normal way by averaging the
actual profits over the standard period. When the Board’s
decision has been made and the necessary approval given
by the Minister (or, alternatively, the standard profits
have been fixed by the Treasury Board), the standard
profits of those taxpayers whose standard profits have
been so fixed are as definitely and finally fixed as those of
other taxpayers whose standard profits have been
determined in the normal way. The ascertainment of that
which was previously not established, or uncertain, has
been completed. That decision would then, in the absence
of any further powers in the respondent to adjust the
standard profits, be binding on the respondent.

In my opinion, section 4 confers a limited power on the
respondent to do so. The power to adjust the standard
profits is not by the terms of section 4 confined to cases
‘where the standard profits have been fixed in the normal
way inasmuch as “standard profits” includes those ascer-
tained by the Board. Moreover, in one specific instance
at least, the respondent is given power to increase the
standard profits above those ascertained by the Board of
Referees, namely, under section 4(1) (b) (iii), which is as

follows:
Sec. 4(1). The Minister may in his discretion make the following
sadjustments in the standard profits of a taxpayer:
(b) adjust the standard profits
(in) in the case of a corporation or joint stock company where
the capital employed at the beginning of the nineteen hundred
and forty-four fiscal period has been increased over the capital
employed
(a) at the commencement of the nineteen hundred and thirty-
nine taxation period, or
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(b) at the commencement of the fiscal period, after the year
nineteen hundred and thirty-nine in respect of which the
Board of Referees has last determaned standard profits,

whichever is later in time, by adding to the standard profits an amount
equal to five per centum of the amount by which such increase exceeds
an accompanying mcrease mn capital stock by reason of which an addition
to standard profits was made under sub-paragraph (1) of this paragraph.

In my opinion, section 5 cannot be read separate and
apart from section 4. They must be read together. Nowhere
in the Act can I find any indication that after the standard
profits have been ascertained different treatment is to be
accorded to taxpayers whose standard profits have been
ascertained normally and those whose standard profits
have been ascertained by the Board. And I am not sur-
prised to find that no such distinction exists, for if it did
grosg and unfair diserimination would be the result. The
obvious intention is that all should be treated alike. In
section 5, the Board is required “to compare (an applicant)
with other businesses of the same class,” to take into
consideration “the rate earned by taxpayers during the
standard period in similar circumstances engaged in the
same or an analogous class of business,” and “to have
regard to the standard profits of taxpayers in similar
circumstances engaged in the same or an analogous class
of business.” Counsel advances no sound reason for his
suggestion that taxpayers whose standard profits had been
fixed by the Board should be in any better (or worse)
position than the others, and I am unable to find one.

As an instance of such unfairness one could take the
example of a company commencing business in 1938 with
a very small capital. Under section 5(2) its standard
profits could be fixed by the Board on the basis of capital
employed. If, in the course of four years, its business
had increased to the point where it had three times as
much capital employed, could it be argued successfully
that the respondent had not the power under section
4(1) (b) (1) to increase its standard profits beyond those
fixed by the Board, if the required conditions were met?
I think not, and if he had the power to adjust its standard
profits by increasing them, he also had a similar power to
adjust them by decreasing them, providing the conditions
laid down were established.
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My coneclusion on this submission is that the power to
adjust standard profits, as conferred on the respondent by
section 4, applies to all standard profits however ascer-
tained, but, of course, subject to the conditions and within
the limits therein provided.

A further submission is made by appellant’s counsel that
in this particular case, since the standard profits were
ascertained under the provisions of section 5(3), it would
be improper for the respondent to adjust them under
section 4 as he would be giving consideration to the same
factors as were before him and the Board of Referees
when considering the application under section 5(3); and
that in effect as the Minister, on the advice of the Board,
had been satisfied that it would be unfair or improper for
the Board to ascertain the standard profits by reference to
capital employed, it would later be unfair for him, under
the provisions of section 4, to determine that the standard
profits should be adjusted downwards on the basis that
the capital employed had been reduced. Section 5(3) is as

follows:

If on the application of a taxpayer the Minister is satisfied that
the business either was depressed during the standard period or was not
in operation prior to the first day of January, one thousand nine hundred
and thirty-eight, and the Minister on the advice of the Board of Referees
is satisfied that because,

(¢) the business is of such a nature that capital is not an important

factor in the earning of profits, or

(b) the capital has become abnormally impaired or due to other

extraordinary circumstances is abnormally low

standard profits ascertained by reference to capital employed would
result in the imposition of excessive taxation amounting to unjustifiable
hardship or extreme discrimination or would jeopardize the continuation
of the business of the taxpayer the Minister shall direct that the standard
profits be ascertained by the Board of Referees and the Board shall in
its sole discretion thereupon ascertain the standard profits on such basis
as the Board thinks just having regard to the standard profits of taxpayers
m similar circumstances engaged in the same or an analogous class of
business.

Implicit in the above submission is the suggestion that
in exercising his diseretion under section 4, the Minister
must have reached the conclusion that the capital employed
by the appellant was an important factor in ity profit-
making potential, a conclusion contrary to that which he
had reached in referring the application to the Board under
section 5(3). But that is not necessarily so. Under
section 5(3) the Minister, on the advice of the Board, could
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1949 be satisfied that the standard profits should not be ascer-
Eacue Laxe tained by reference to capital employed, because either

SawmiLLs (@) the business is of such a nature that capital is not an important
LiviTED £ . .
. actor in the earning of profits, or
MINISTER OF (b) the capital has become abnormally impaired or due to other
Nariowar extraordinary circumstances is abnormally low.
RevENUE

Camerony. Vo evidence was given at the trial and the only material
——  before me, in addition to that transmitted to the Court by
the Minister, was the statement of agreed facts in the
special case. The appellant furnished me with no infor-
mation as to the nature of its application to have its
standard profits fixed by the Board and I have, therefore,
no knowledge as to whether its application was based on
clause (a) or clause (b) of section 5(3). The satisfaction
of the Minister may have been brought about on the
ground that the appellant’s capital had been abnormally
impaired, or due to other extraordinary circumstances was
abnormally low, rather than because its business was of
such a nature that capital was not an important factor in
the earning of profits. The onus in this matter lies on
the appellant and in the absence of any evidence to
establish affirmatively under which clause the Minister
was satisfied, I am unable to determine that in exercising
his discretion under section 4 he must have reached a
conclusion opposed to that. which he had reached in
considering the appellant’s application under section 5(3).
The submission of counsel for the appellant on this point
therefore fails.

There is a further suggestion as the Board’s decision and
the Minister’s approval thereon were given after the
appellant’s capital had been reduced in February 1944,
that that reduction in capital must have been taken into
congsideration in ascertaining the standard profits. But
there is no evidence whatever to establish that such was
the case. The application by the appellant was referred
to the Board on September 3, 1941, and on December 11,
1944, the latter reported to the Minister as follows:

Under the provisions of subsection three of section five of The Excess
Profits Tax Act, 1940, as amended, the Board of Referees ascertains the
yearly standard profits of the taxpayer at ninety thousand dollars
($90,000) at Ist November, 1938.

It is apparent from the concluding words that in ascer-
taining the standard profits the Board was considering
the position of the appellant as it was during the standard
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period and not as it was after its capital was reduced in 1949
1944. It would appear that the finding of the Board was EAGLE Lake
retroactive and that the appellant had the full benefit of SpwrrLis

the standard profits so fixed by the Board from the coming v.
into effect of The Excess Profits Tax Act, until 1944 when L%%ﬂiﬁ?ff d
its capital employed was reduced. There is no evidence REVENUE
to show that when the Board’s finding was made it had Camerond.
any knowledge of the reduction of capital in February —
1944, or that when the Minister approved of its decision
he had any knowledge of such reduction in capital. The
argument of counsel for the appellant on this point
therefore fails.

I have considered all of the arguments advanced on
behalf of the appellant and have reached the conclusion
that none of them can be supported. The appeals there-
fore must fail and they will be dismissed with costs to

be taxed. Judgment accordingly.

IN THE MATTER OF Orders in Council P.C. 6982 of
1940, P.C. 11081 of 1942 and P.C. 449 of 1944 and
certain patents owned and/or controlled by DET
NORSKE AKTIESEILSKAB for ELEKTROKEM-
ISK INDUSTRI,

BETWEEN:
THE HONOURABLE THE SECRE- 1946
TARY OF STATE OF CANADA June 4, 6,7,
acting in his capacity as Custodian } APPELLANT: 11-14
under the Revised Regulations Re- ’ 1949
specting Trading with the Enemy Nov. 16
(1943), it —

AND
HIS MAJESTY THE KING ......... )
AND
RESPONDENTS.

ALUMINUM COMPANY OF
CANADA LIMITED,..............

Patents—Reasonable compensation for use of invention—The Patent Act,
1985, 8. of C. 1985, c¢. 82, s. 19—Orders in Council P.C. 6982, dated
December 4, 1940, P.C. 11081, dated December 8, 1942, and P.C. 449,
dated January 24, 1944—Value of use of inventions a matter of
evidence—Measure of compensation such fair and reasonable price

51962—3a
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1949 or consideration as would be arrived at between willing licensor and
— willing licensee bargaining on equal terms—No interest against Crown
SECBSE;':TR; oF unless under statute or contract—Appellate jurisdiction of Court under
. Order in Council P.C. 11081 of December 8, 1942, not limited to
Tar King questions of law.
ET AL

The respondent Aluminum Company of Canada Limited (Alcan) was a
producer of alummum for war purposes for His Majesty the pro-
duction of which involved the use of 5 inventions owned by a
Norwegian company (Elektrokemisk). On the invasion of Norway
by the German forces it became proscribed territory and the patents
were vested in the appellant as Custodian. Subsequently the Minister
of Munitions and Supply gave the respondent Alcan a letter of
indemnity under Order in Council P.C. 11081 of December 8, 1942,
The appellant then brought proceedings before the Commissioner
of Patents for reasonable compensation for the use of the inventions
and then appealed from the Commuissioner’s decision.

Thorson P.

Held: That the compensation payable by His Majesty under Order in
Counecil P.C. 11081 of December 8, 1942, is for the use of the inventions
m the production of alummum for war purposes.

2. That the value of an mvention for the purpose of determining what
compensation’is reasonable for its use cannot be estimated by what
18 claimed for it m the patent. Its commercial value 15 a matter
not of constructzon of the clayms but of evidence.

3. That when there is no dispute as to the validity of a patent or its
user by or for His Majesty for war purposes the reasonable compen-
sation payable by His Majesty under Order in Council P.C. 11081 of
December 8, 1942, for the use of the nventions is such fair and
reasonable price or consideration as would be arrived at between a
willing licensor and a willing licensee bargaining on equal tferms.
The Kwng v. Irving Air Chute Inc. (1949) S.C R. 613 followed.

4. That the revised royalty agreed upon between Alean and Elektrokemisk
under the first amending agreement was fair and reasonable and
ought to have been adopted by the Commissioner as the measure
of the reasonable compensation payable by His Majesty, subject
to the ceding agreed upon m the second amending agreement.

5. That interest may not be allowed against the Crown unless there is a
statute or a contract providing for it.

6. That the appellate jurisdiction of the Court under Order in Council
P.C. 11081 of December 8, 1942, is not hmited to questions of law,
and that 1t i1s the duty of the Court when 1t finds that the Com-
missioner’s decision was based on wrong principles to determine itself
the compensation that is reasonable, when there is evidence from
which 1t can properly do so, rather than put the parties to the expense
and delay of sending the matter back to the Commissioner.

APPEAL from the decision of the Commissioner of
Patents under Order in Council P.C. 11081, dated December
8, 1042.
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The appeal was heard before the Honourable Mr. Justice =~ 1949

Thorson, President of the Court, at Ottawa. sEcgnmm oF
TATE

H. Gerin-Lajoie K.C. and K. W. Wright for appellant. ke

ET AL

E. Q. Gowling K.C.and G. F. Henderson for His Majesty. Thomon P

J. A. Prud’homme K.C. and G. Geoffrion for respondent
Aluminum Company of Canada Limited.

The facts and questions of law raised are stated in the
reasons for judgment.

TaEe PresmeENT now (November 16, 1949) delivered the
following judgment:

This is an appeal from the decision of the Commissioner
of Patents (1) reporting what he considered to be reason-
able compensation to be paid by His Majesty to the
appellant for the use of five inventions by the respondent
Aluminum '‘Company of Canada Limited, hereinafter
called Alcan, in its production of aluminum for war pur--
poses for His Majesty, the said inventions being covered
by Canadian patents of invention owned by Det Norske
Aktioselskab for Elektrokemisk Industri, hereinafter
called Elektrokemisk, a corporation incorporated under
the laws of Norway and having its head office in Oslo,
Norway.

The five patents, in the order of their grant, were the

following:
Patertt No. Date Inventor Invention
264,997 QOct. 12/26 C. W. Soderberg Electrode Mass
' for Self-Baking
Electrodes
287,700 Mar. 5/29 J. Westly Electrodes
341,667 May 15/34 P. Torchet Electrode
Suspension
346,868 Deec. 17/34 P. Torchet Manufacture of
Aluminum in
High Power
Tanks
383,238 Aug. 8/39 J. L. Legeron Arrangement with

Electrodes and
their Suspension

Alkan was a licensee of Elektrokemisk under these and
other patents pursuant to a license agreement, dated July
14, 1937, the terms of which were modified by two amend-

1) (1945) 4 C.P.R- 173; (1945) 5 Fox Pat. C. 17.
51962—33a
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ing agreements, the first dated January 27, 1941, and the

Secrerary or Second May 7, 1943. The original license agreement and

StaTE
v.
Tar King
ET AL

Thorson P.

the two amending agreements will be further referred to.

The circumstances under which the Commissioner was
called upon to make his decision may be outlined briefly.
Upon the invasion of Norway by the Germans on April 9,
1940, it became proscribed territory and all the Canadian
patents of invention owned by Elektrokemisk, including
the five in question, were vested in the appellant pursuant
to the Regulations Respecting Trading with the Enemy,
1939, established by Order in ‘Council P.C. 2512, dated
September 5, 1939, as amended, later replaced by the
Consolidated Regulations Respecting Trading with the
Enemy (1939), established by ‘Order in Council P.C. 3959,
dated August 21, 1940, as amended, which were in turn
replaced by the Revised Regulations Respecting Trading
with the Enemy (1943), established by Order in Council
P.C. 8526, dated November 13, 1943.

Subsequently, steps were taken by the Government to
prevent the production of war supplies from being hamp-
ered by fear of claims or actions for infringement of patents
or industrial designs and to prevent the cost of such
supplies from being inflated by the payment of excessive
royalties and the three Orders in Council referred to in
the style of cause herein were passed. By Order in Council
P.C. 6982, dated December 4, 1940, it was provided that no
claim, action or proceeding for the infringement of any
patent or registered industrial design based upon the use
of the invention or design covered thereby in the pro-
duction or sale of munitions of war or supplies or in the
carrying out of defence projects should be made or insti-
tuted against any person, firm or corporation or his or its
agents or subcontractors, whom the Minister of Munitions
and Supply should have agreed to indemnify or protect
against such claim, action or proceeding, but that His
Majesty should pay to the owner of any such patent or
registered design which is valid such compensation as the
Commissioner of Patents reports to be reasonable for the
use aforesaid of the invention or design covered thereby,
and that the decision of the Commissioner should be sub-
ject t0 appeal to this Court. This Order in Council has no
specific bearing on this case in view of the fact that Alcan
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had no cause to fear infringement proceedings since it was 1949
operating under a license agreement. But subsequently Secrerary or
the Minister of Munitions and Supply reported that it was ST“_TE
desirable and in the public interest that the protection T=EKme
given by this Order in Council should be broadened to B AL
include and cover any claim, action or proceeding for
non-payment of royalties or other sums payable under
any agreement with respect to patents or registered in-
dustrial designs or the use of any invention or design
covered thereby and by Order in Council P.C. 11081, dated
December 8, 1942, Order in Council P.C. 6982, Dated
December 4, 1940, was amended to read as follows:

That 1f the Minister of Munitions and Supply on behalf of His
Majesty the Kimng i right of Canada or on behalf of His Majesty’s
Government in the Umted Kingdom of Great Britain and Northern
Ireland or the Government of any other Allied or Associated Power,
including the Government of any British Dominion other than Canada,
hag agreed or hereafter agrees to mdemnify or to protect any person,
firm or corporation against any claims, action or proceedings for the
infringement of any patent or registered industrial design based upon
the use of the invention or design covered thereby in the production or
sale of munitions of war or supples or in the carrying out of defence
projects or for the non-payment, in accordance with any contractual
obligation, of any royalties for or in respect of such use by such person,
firm or corporation, then no claim, action or proceeding for the infringe-
ment of any such patent or registered industrial design based upon such
use or the non-payment, in accordance with any contractual obligation of
any royalties for or in respect of such wuse, shall be made or
instituted against such person, firm or corporation or his or its agents
or sub-contractors; but His Majesty shall pay to the owner or licensor
of any such patent or registered industrial design which is valid such
compensation as the Commissioner of Patents reports to be reasonable for
the use aforesaid of the invention or design covered by such patent or
registered mdustrial design, and any decision hereunder of the Commis-
sioner of Patents shall be subject to appeal to the Exchequer Court.

Thorson P.

Still later, it was deemed desirable and in the public
interest that the two Orders in Council referred to should
be broadened to provide that the terms “subcontractors”
as used therein should include “suppliers” and to include
payments for “fees”, for engineering or other technical
services, and Order in Council P.C. 449, dated January 24,
1944, made the necessary amendments. The Orders in
Council are extensions of the principle set forth in section
19 of The Patent Act, 1935, Statutes of Canada, 1935,
chap. 32, which provides:

19. The Government of Canada may, at any time, use any patented
invention, paying to the patentee such sum as the Commissioner reports
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to be a reasonable compensation for the use thereof, and any decision
of the Commissioner under this section shall be subject to appeal to the
Exchequer Court.

Under the authority of Order in Council P.C. 11081,
dated December 8, 1942, which is applicable in this case,
the Minister of Munitions and Supply agreed to indemnify
Alcan as contemplated by the Order in Council by a letter,
dated March 23, 1943, from the Deputy Minister of
Munitions and Supply to Alcan. After the date of this
letter Alcan made no further payments either under the
original license agreement or the amending agreements.
Prior thereto it had paid royalties either to Elektrokemisk
or to the appellant up to October 1, 1941. The appellant
has, therefore, an outstanding claim acecruing since that
date, which, but for the Order in Council, it could have
pursued against Alcan direct.

It was under these circumstances that the appellant
took proceedings by way of a petition to the Commis-
sioner of Patents praying that he should report the amount
of compensation payable under the Order in Council.
After a lengthy hearing before him at which the parties
hereto were represented the Commissioner made his report,

the final paragraph thereof stating his decision as follows:

The compensation which I consider fair and reasonable for use of the
five patents by the Government of Canada in the production of aluminum
for war purposes is one-fortieth of a cent for each pound of aluminum
produced. When the compensation for any one year amounts to $100,000
then no further compensation shall be paid for that year. This com-
pensation is effective from October 1, 1941.

This is the decision from which the present appeal
1s taken.

The Order in Council requires the Commissioner to
report reasonable compensation for the use of inventions
“in the production or sale of munitions of war or supplies
or in the carrying out of defence projects”. In the present
case the compensation is for the use by Alecan of the
inventions covered by the five patents in the production of
aluminum for war purposes for His Majesty. This means
that the value of the use of the inventions in the production
of aluminum must be ascertained. To this end it is
desirable, I think, to deal with the state of the art relating
to the production of aluminum prior to the inventions
covered by the patents specified or referred to in the
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license agreement, the problems requiring solution, the 1949
efforts made to solve them, the nature of the five inventions Sceerary op
and their place and importance in the art, it being con- ST;“’

stantly kept in mind that the art is that of the productlon TJE;E IA{:I,NG
of aluminum and that the value of the use of the inven- =

tions sought to be ascertained is commercial value. Thorson P.

Aluminum is the most widely distributed metal. Material
of various kinds, including clay, containing 10 to 35 per
cent of aluminum oxide is found almost everywhere but it
is not economical to extract it as long as bauxite containing
50 to 60 per cent of alumina, as aluminum oxide is called,
is available. We are not here concerned with the production
of alumina from bauxite but only with the reduction of
aluminum from alumina. This is the production of
aluminum that is referred to in these proceedings. The
formula for alumina is AloOs, meaning that each molecule
of it contains two atoms of aluminum and three of oxygen.
The problem is to separate the aluminum from the oxygen.
It is not an easy metal to reduce from its oxide. Most
metals, such as iron, for example, lend themselves readily
to reduction from their oxides by smelting, but aluminum
does not. Some other method of reduction had to be found.
This was discovered about 1886 by two persons working
independently, Charles M. Hall in the United States and
Paul L. R. Heroult in France. Their discovery consisted
in using a substance called cryolite, which melts at 960
degrees centigrade, to dissolve the alumina and then sub-
jecting the solution of the alumina in the molten cryolite
to electrolysis, whereby the constituent elements of the
alumina are decomposed and the aluminum by itself is
recovered. The solvent power of ecryolite for alumina
and its suitability for making the solution an electrolyte
made the aluminum industry possible. The only known
commercial deposit of cryolite is in Greenland, but the
aluminum industry is not dependent upon the Greenland
deposits since cryolite can be made synthetically.

After the alumina has been dissolved in the molten cryo-
lite the electrolysis is accomplished by passing a strong
electric current of high amperage and low voltage through
the solution or bath, as it is sometimes called. The con-
tainer in which this is done is known as an electrolytic cell.
In the aluminum industry it is called an aluminum pot.
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There are two poles in this cell, the anode and the cathode.

Secnmmmror As the electric current passes from the anode to the
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Thorson P.

cathode and decomposes the alumina the aluminum goes
to the cathode and the oxygen to the anode. But no breakup
of the eryolite takes place; it is purely a solvent for the
alumina. The bottom of the cell or aluminum pot serves
as the cathode. As the aluminum separates from the oxygen
it falls to the bottom of the cell or pot, its specific gravity
being lower than that of the cryolite. There is thus a
layer of molten aluminum below the solution of alumina
and cryolite, which is drained off from time to time. The
anode by which the eleetric current is led into the electro-
Iyte is also called an electrode. It is made mainly of earbon
and since it must enter into the molten solution it is
gradually consumed, the carbon going off with the oxygen
in the form of carbon dioxide gas COg or carbon monoxide
gas CO. As this consumption takes place the electrode
must be lowered so that its end may be in the solution at
the proper distance of from an inch and a half to three
inches above the layer of molten aluminum.

There is thus a direct relation between the production
of aluminum and the consumption of carbon, about one
half to three quarters of a pound of carbon being used in
the production of a pound of aluminum. The lower end
of the electrode is consumed at the rate of about three
quarters of an inch in 24 hours so that the periodic
adjustment of the electrode to its proper place in the
solution is a matter of great importance.

The electrode serves a twofold purpose. It is the anode
in the electrolytic process from which the electric current
passes through the solution to the cathode. It also gener-
ates heat by the resistance of the solution to the electric
current passing through it, and such heat must be sufficient
for the whole operation including the melting of the cryo-
lite as well as the electrolysis. Because of the heat thus
generated the electrolytic cell is an electric furnace. I
have already referred to the fact that in the aluminum
industry the eleetrolytic cell is called an aluminum pot;
it is also called an aluminum furnace. It should be noted
that the terms electric furnace and aluminum furnace are
not interchangeable. Not every electric furnace is an
aluminum one for electric furnaces may also be used for
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smelting purposes; the term aluminum furnace is confined 1049

to an electric furnace in which aluminum is produced by Secrerary or

electrolysis. STaTH
The electrodes used originally were pre-baked electrodes. =t K@

They were made of carbonaceous material, usually petro- Thorson P

leum coke with a binder of pitch, ground up and pressed =~ —

under heavy hydraulic pressure into moulds and then

baked at a high temperature. This made a solid electrode.

The pre-baking was done in a separate plant and the pre-

baked electrode was then inserted into the aluminum pot.

The size of an electrolytic cell may vary. The amount

of aluminum produced per cell per day is approximately

proportional to the amount of electric current employed

and that depends to some extent on the number of elec-

trodes used, there being an upper limit set to this by the

difficulty in adjusting them. In the diagram of an electro-

Iytic cell on page 302 of Exhibit B, The Aluminum In-

dustry, by Edwards, Frary and Jeffries, a row of six pre-

baked electrodes is shown. In the ordinary course there

would be four such rows in an aluminum pot. The six

electrodes are held suspended by iron rods clamped to a

central busbar, through which the current is distributed to

the electrodes, and attached to the inside of the electrodes.

No part of these iron rods should be allowed to go into the

solution for it will be affected by the electrolysis and the

iron will go with the aluminum and contaminate it.

There were three main drawbacks to the use of the pre-
baked electrodes. The first was the difficulty of adjusting
the electrodes to their proper place in the solution as the
lower ends were consumed, even in the case of such small
electrodes as are shown in the figure, six inches in diameter
and eighteen inches in height. This adjustment had to
be made by hand. The second drawback was the necessity
of replacing the electrodes as they were consumed. They
could not be used above the place where the iron rod was
attached to them, so that when they were consumed up
to that point the butts had to be removed and new elec-
trodes put in their place. It was not easy to determine
when this should be done. The third drawback was the
economic waste involved in using small electrodes instead
of large ones.
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1540 The difficulties involved in the use of pre-baked elec-
Srcrerary o trodes have been substantially met by the use of continuous
STg'_"E self-baking electrodes, known as Soderberg electrodes,
TreKwve named after their inventor, Mr. Carl W. Soderberg, the
AU chief metallurgist of Elektrokemisk, as adapted to the
Thorson P.  production of aluminum by other inventors. This brings
me to a consideration of the Soderberg inventions, which

the Commissioner in his decision referred to as basic.
During the first world war it was difficult to obtain pre-

baked carbon electrodes and Mr. Soderberg and Dr. M. O.

Sem as his assistant worked on the problem of how to
replace them. Mr. Soderberg conceived the idea of making

use of the heat generated by the passage of the electric
current inside the electrode to bake it. His first invention,

made in Norway, was covered in Canada by Patent No.
215,697, dated February 7, 1922, styled Process of Baking
Carbon Electrodes. It was carried out with an iron rod
imbedded in an electrode paste made from exactly the

same materials as the pre-baked carbon electrodes. This
invention completely failed to accomplish its purpose. It

was easy to introduce the electric current into the electrode

by means of the iron rod and generate the heat necessary

to bake it but the rod melted off and the electrode fell into

the electric furnace. The difficulty was that when the
electric current passed through the rod the heat generated

by the resistance in it to the current heated the rod and
caused it to expand, but caused the electrode paste to
shrink as it was being baked, and the expansion of the

rod exposed the electrode to a heavy strain which it could

not stand before it was baked, with the result that it went

to pileces. Many tests of the invention were made with
various arrangements of the iron rod but all of them failed.

It should be pointed out that this invention was directed

to making a self-baking electrode for use in a smelting
furnace for the rp production of calcium carbide, ferro-

alloys and the like. It was not directed for use in the
recovery of aluminum and was never tried anywhere for

the production of aluminum. Even if it could have been

made to work in a smelting furnace it would not have
worked satisfactorily in an aluminum furnace because of

the fact that the end of the iron rod melted off and fell into

the furnace. This would not have mattered in a smelting
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furnace but if it happened in an aluminum one the iron 1948
would contaminate the aluminum because both metals Secrerary or
would go off together as the result of the electrolysis. Al sf;‘m
that need be said about this invention at the moment is TrzKing
that whatever the claims in the patent may be and what- palan
ever arguments may be based upon their language, the
plain fact is that the invention could not be made to work
even in a smelting furnace, let alone in an aluminum one,
and no self-baking electrode was ever successfully made
by its use. The evidence of Dr. Sem is explicit on these
points. He worked with Mr. Soderberg as his assistant
and probably knows more about the subject than anyone
else except Mr. Soderberg, who was unable by reason of
age and failing health to come to this country to testify.
Under the circumstances, I accept his evidence without
hesitation.

Mr. Soderberg was so discouraged with the failure to
make his invention work that he wanted to give up further
tests but he was urged to continue them. While he was
doing so he fell upon and developed two other inventions
that made a continuous self-baking electrode possible for
use in a smelting furnace. He found that it was necessary
to use a different electrode paste from that used in the
pre-baked electrodes and that this required an armament
for holding the paste, supplying the electric current to
bake it and suspending the electrode. Canadian patents
were taken out for these two inventions.

I shall deal first with Patent No. 264,997, dated October
12, 1926, styled Electrode Mass for Self-baking Electrodes.
The Soderberg electrode, as the continuous self-baking
electrode was thereafter called, consists of a lower baked
portion which is the one working in the furnace and an
upper baked portion which is built up continuously by
adding unbaked paste to it as the lower end of the electrode
is consumed in the furnace. Between these two portions
there is a baking zone which moves slowly upward rela-
tively to the electrode as the lower end is consumed and
the electrode is allowed to slip into the furnace. It is in
this baking zone that the volatile matter is driven off and
the paste becomes hard. The pre-baked electrode was made

Thorson P.
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with as little binder as possible, whereas in the Soderberg

Secrerary or electrode the reverse is true and quite a soft paste with a
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great deal of binder is used.

The new paste was too soft to be used with an iron rod
imbedded in it and it was also necessary that it should
settle as it was being baked without being exposed to the
strain of the expansion of the iron rod by the heat of the
electric current passing through it. It was therefore neces-
sary to discard the use of an iron rod in the paste and
arrange the iron around it in such a way as to act both
as a container for the paste and as a conveyor of the electric
current to it. The solution was found in the invention
covered in Canada by Patent No. 216,092, dated February
21, 1922, styled Electrodes for Electric Furnaces and Pro-
cess of Manufacturing the Same. This was carried out
by the use of an iron casing or mantle to contain the paste
and enclose and hold the baked electrode together with the
use of iron ribs extending inward from the inside of the
casing. The essential feature of the invention is the use
of these ribs. They serve as a contact means to carry the
electric current to the paste in the baking zone and to
sustain the baked portion of the electrode. The electrode
is built up in sections. As the lower end is consumed in
the furnace a section of the casing with the ribs inside it is
added to the top by welding and filled with fresh paste
and the whole electrode lowered to the proper distance.
The electrode is suspended from a hoist by chains attached
to an electrode holder consisting of an iron ring clamped
around the casing. The electric current is conducted
through this ring to the casing and the ribs and through
them to the paste in the baking zone and then to the
baked portion of the electrode. The casing around this
portion and the ribs in it melt and the molten iron flows
into the furnace and the electric current passes through
the baked carbon to the lower end of it and enters the
furnace to supply the necessary heat to it. The electric
current operates only in respect of the part of the electrode
that is below the electrode holder. When it is necessary to
let the electrode down into the furnace the clamp must
be loosened, and when the electrode has been allowed to
slip down the desired length the clamp is tightened again
and the process of baking the fresh paste which has reached
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the baking zone begins again. This invention together 1949
with that of the paste met the difficulties which the first Swcarrary or
invention had failed to solve and made it possible to STA'TE
make a self-baking continuous electrode for use in a smelt- T=rKmve
ing furnace by the use of the same electric current as that sk
which supplied heat to the furnace. It was no longer Thorson P.
necessary to depend upon pre-baked electrodes for use in

such a furnace.

Only a brief reference need be made to another Soderberg
invention covered in Canada by Patent No. 212,181, dated
May 31, 1921, styled Electrode Holders. This was merely
an improvement of the previous electrode holder. Instead
of one clamp around the outside of the casing there wag a
series of clamps pressing on it, with a screw for each clamp
by which it could be adjusted to let the electrode slip down
into the furnace. The invention was designed particularly
for large electrodes to allow a more even slipping of them
and to do so without cutting off the current while the
adjustment of the electrode was taking place.

While Mr. Soderberg’s final inventions were successful in
making continuous self-baking electrodes for use in a
smelting furnace they could not be used with commercial
success in the production of aluminum. Here it might,
I think, be useful to refer to the distinetion between a
smelting furnace and an aluminum furnace. The purpose
of a smelting furnace is either to separate or to fuse metals
by heat, which may be supplied by any kind of fuel. Where
it is supplied by an electric eurrent the furnace is called
an electric furnace and the sole function of the electric
current is to supply the necessary heat. The electrode
through which it passes into the furnace does not enter
into the reactions at all. In an aluminum furnace, however,
which is an electrolytic one, the primary purpose of the
electric current is not to supply heat to the furnace so much
as to effect the electrolysis by which the aluminum is
separated from its oxide and the electrode does enter into
the reaction to the extent that the consumed carbon goes
off with the oxygen in the form of carbon dioxide gas or
carbon monoxide gas. A further difference is that the
electric current used in an electric smelting furnace, is
alternating, whereas that used in an electric aluminum
furnace is direct. Moreover, there is a great difference in
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the voltage required. In an aluminum furnace the required

Seceeragry or VOltage is low, being only from four and a half to five and
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a half volts, whereas in a smelting furnace it is high, ranging
from forty to one hundred volts.

The differences to which I have referred were of great
importance when Mr. Soderberg sought to apply his inven-
tion to the production of aluminum. For the reason already
indicated the iron casing and ribs that could be used in an
electric smelting furnace were not satisfactory in an alumi-
num one for the iron would melt and introduce impurities
into the aluminum. An effort was, therefore, made to use
an aluminum casing and aluminum ribs but this was not
successful for as the electric current was conducted through
the aluminum ribs they melted away because of the low
melting point of aluminum as ecompared with that of iron
before the electrode paste could be baked and there was
also a loss of voltage in the electrode of two or more volts.
This loss was ruinous. Mr. Soderberg and Dr. Sem then
experimented with an aluminum ecasing and thin iron ribs
but this was subject to objection. Although the use of
the thin iron ribs reduced the impurities in the aluminum
to only 2 per cent yet the voltage required went up to
seven volts. Nevertheless, they attempted to have the
inventions put into practice. They first operated a small
test in an aluminum furnace in the Elektrokemisk plant
and then had furnaces made for tests in aluminum plants
in Norway and France and in the plant of the Aluminum
Company of America in Baden, North Carolina. Dr. Sem
went to Baden in 1924 to start the tests there. The
Aluminum Company of America was using a Hall type of
electrolytic furnace with pre-baked electrodes. Dr. Sem
thought that it was not efficient and that the Soderberg
Electrode System as it had then developed could success-
fully compete with it, but in this he was disappointed. The
tests at Baden were carried on with the use of an aluminum
caging and thin iron ribs and the improved electrode holder
and were on a full scale. Dr. Sem said that they embodied
all the best knowledge that Elektrokemisk had of the pro-
duction of aluminum. Nevertheless, the tests ended in
failure. The aluminum furnaces in which the Soderberg
electrodes were used consumed too much power and there
were impurities in the aluminum. It was, of course, possible
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to produce aluminum by the use of the Soderberg electrodes, ~ 1949
but there was no commercial advantage in their use over Sgcrzrary or
that of the pre-baked electrodes. The tests showed that STg“‘
they could not successfully compete with them in the TazKiva
production of aluminum. The trial aluminum furnaces =4
at Baden were shut down and so were the test furnaces ThorsonP.

that had been set up in Norway and France.

After the failure at Baden a fresh start had to be made
and Elektrokemisk entrusted the task to Jens Westly, one
of its employees. After many tests, several of which were
made the subject of patent applications and later covered
by patents, Mr. Westly, conceived the idea of using indi-
vidual iron studs as contact means instead of iron ribs
and removing them before they could touch the molien
electrolyte and contaminate the aluminum. His invention
was covered in Canada by Patent No. 287,700, dated March
5, 1929, styled Electrodes. It was carried out by intro-
ducing individual iron studs at a downward angle through
holes in the casing into the upper part of the electrode
containing the soft paste, conveying the electric current
through them into the paste in the baking zone and then
extracting the studs from the baked portion of the elec-
trode before they could come into contact with the solution
of the alumina and the molten cryolite. At first the
studs were threaded and screwed in but later they were
inserted without threads. The studs extended beyond the
casing and the electric current, which was supplied by
copper or aluminum cables attached to them, went directly
to them and through them into the electrode. It did not
pass through the electrode holder and the casing as in the
case of the previous invention. The result was that the
studs were superior to the ribs as contact means. As the
studs passed through the baking zone they became covered
with a film of pitch attracted from the paste which made it
possible to extract them from the baked portion of the
electrode without breaking it. The studs had to extend
beyond the casing so that the necessary pulling arrange-
ment, which in the case of a large electrode exerted a force
of 20 tons, could be attached to them. The holes left in
the electrode were then filled with paste or alumina solu-
tion in order to prevent air pockets with their resultant
loss of voltage from being formed. An aluminum casing
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was used instead of an iron one. This, of course, melted off

Secrerary oF 48 it went into the electrolyte, but since the iron studs were
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extracted before they could be affected by the electrolysis
there was no longer any danger of introducing impurities
into the aluminum. There was no interference with the
flow of electric current while the studs were being extracted.
In a large electrode there were five rows of studs from eight
to ten inches apart with the electric current operating only
on the studs in the two lower rows and before the studs
in the lower of these rows were extracted the electric cables
were raised and attached to the studs in the row next above
the upper one and in turn the studs in this row became
operative as the electrode was let down.

After Mr. Westly’s invention was worked out Elektro-
kemisk informed the Aluminum Company of America of
the new arrangement, and it adopted it in its four trial
furnaces at Baden. It then decided to install a series of
aluminum pots with the Soderberg electrodes and Westly
studs in its large plant at Alcoa, Tennessee, and Dr. Sem
helped it with its installation. This started in 1928. There
were approximately 90 furnaces in the series, each using
about 30,000 amperes of current. The electrode in each
was a large round one, approximately seven feet in diameter
and weighing about 15 tons. Dr. Sem thought that the
Soderberg electrode with the Westly studs did better than
the Hall furnace with pre-baked electrodes, but the
Aluminum Company of America had developed a new
European type of furnace using pre-baked electrodes that
had better heat insulation than the Hall type and was more
efficient. A race between this and the Soderberg Electrode
System took a couple of years, but the operation of the
improved European type of furnace gained the upper hand
and in May, 1932, Dr. Sem was informed that the Soderberg
Electrode System could not compete with it. Rather than
have the series closed down Elektrokemisk waived all
royalties for two years pending further research. The
tests at Alcoa showed that, although aluminum could be
produced with the use of Soderberg electrodes, there was
no commercial advantage in such use over that of pre-baked
electrodes in the improved European type of aluminum
furnace.
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There were several difficulties in the operation of the 1949
Soderberg electrode even with the Westly studs. In the Szcreraryor
first place, the electrode holder with the clamps through ST
which the electrode had to slip could not easily be con- TurKivg
trolled by the workmen when they loosened the screws T
with the result that the electrode had a tendency to slip ThorsonP.
more on one side than on the other. This brought the
lower end of it closer to the aluminum at the bottom of
the pot on one side than on the other causing a concentra-
tion of the current at the lower side with the result that
it was overheated and there was a loss of power. There
wag a second difficulty connected with the suspension of
the electrode. The electrode holder consisted of contact
clamps with a pressure ring surrounding the clamps and
equipped with serews so that each clamp could be pressed
around the surface of the electrode. The clamps, and
through them the whole electrode, were suspended by a
ring attached to a hoist whereby the position of the elect-
rode could be controlled. But the difficulty was that
although the clamps were so arranged that the studs could
pass between them, they could not pass beyond the pressure
ring and had to be extracted before they hit it, which
meant that they could not be used to their full effect. But
the main drawback continued to be that the electric power
consumption in the pots was too high as were also the
labour costs.

The next improvements in the Soderberg Electrode
System came from France where La ‘Compagnie de Produits
Chimiques et Electrometallurgique Alais, Froges et Camar-
que had experimented with the Soderberg electrodes in its
plant at Riouperoux. There two important inventions were
made by Pierre J. M. Torchet, covered in Canada by Patent
No. 346,868, dated December 18, 1934, styled Manufacture
of Aluminum in High Power Tanks and Patent No. 341,667,
dated May 15, 1934, styled Electrode Suspension. I shall
deal with the former first since it was the prior invention.
Torchet discovered that the Soderberg electrode should be
restricted in width. He therefore used a rectangular
electrode not wider than 43 inches instead of the big round
one with its diameter of seven feet. The length of the
electrode did not matter. It could be four or five times
as long as it was wide. The reason why Torchet’s narrower

51962—4a
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149 rectangular electrode worked better than the big round
Secremary or one wag as follows. The carbon dioxide and carbon mon-
ST3“ oxide gases developed underneath the electrode by the
TesKive union of the carbon in the electrode and the oxygen in
T4 the alumina had to escape by moving out beyond the
Thorson P. - gircumference of the electrode where they could rise to
the surface. As they did so they formed bubbles in the
solution and the longer the distance to the circumference
the bigger the bubbles would be. Since the distance
between the lower end of the electrode and the aluminum
at the bottom of the solution was only from one and a
half to two and a half inches the aluminum could easily
be upset by the turbulence caused by the bubbles and
since the specific gravity of the aluminum was only slightly
greater than that of the solution it was easy to make the
aluminum rise and stir up waves that would touch the
lower end of the electrode and cause a short circuit of
the service and thereby lessen its efficiency for the pro-
duction of aluminum. The use of a rectangular electrode
that was narrower in width than the big round Soderberg
electrode lessened the length of the distance that the
gases had to travel in order to escape and so reduced the
size of the resulting bubbles and minimized the risk of
turbulence in the bath. The result was that aluminum
could be produced with a lower power consumption, for
the rectangular electrode could be lowered nearer the
aluminum without running the risk of turbulence causing
a short circuit. A saving of voltage could thus be made.
This was a great achievement. Moreover, in the big round
electrode there was always a risk of overheating the central
part with a resultant loss of efficiency, which risk was
less in the case of the narrower rectangular one. It followed
from Mr. Torchet’s invention that the Soderberg electrode
could be made as large as was desirable provided it was
restricted in width. The use of the narrower rectangular
electrode thus maintained all the advantages of the large
electrode and substantially removed the disadvantages that

had led to high electric power consumption.

The other Torchet invention related to a new device
for suspending the electrode whereby the difficulty of
uneven slipping was eliminated. This suspension device
made use of the Westly studs for suspension purposes in
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addition to their use as contact means. An iron beam 243
was arranged on the outside of the casing immediately Sgcrerary op
under each row of studs and the structure so obtained S'f)’fm
was attached to a winch by which the electrode could be Tas Kive
raised or lowered as required without slipping. The studs =2
were arranged only on the long sides of the rectangular Th‘f?_np .
electrode and not on the short ones and so were the beams.

The beams were removed from the lowest row of studs on

each side before they came near the top of the electrolyte

and put under the row of studs at the top before the studs

in the lowest row were extracted. In this way there was

a continuous operation of the electrode. The beams also

served a further important purpose. The electrode paste

was soft and tended to make the rectangular shape of

the electrode bulge into a round one as it baked and

became hard, but the beams served to prevent the casing

of the electrode from bulging and helped it to retain its
rectangular shape.

The suspension arrangement invented by Mr. Torchet
wag improved by Mr. Jean L. Legeron, another employee
of the French company at Riouperoux. His invention was
covered in Canada by Patent No. 383,238, dated August 8,
1939, styled Arrangement with Electrodes and their Sus-
pension. Mr. Torchet had arranged his iron beams under-
neath the iron contact studs in such a way that there was
a space between them for the insertion of the studs equal
to the distance between the rows of studs. The gases
from the furnace tended to escape between the beams and
the casing and to melt the casing causing the electrode to
be corroded and so increase the electrode consumption.
Mr. Legeron met this difficulty by using U-shaped beams
and arranging them on top of one another in such a way
as to form a continuous wall. The Westly studs were
inserted through holes in the beams instead of through
the casing in the space between them as formerly. This
arrangement made a stronger structure and gave better
protection to the electrode against air corrosion. There
was really a continuous container built up by removing
the lower beam and putting it up on top as the electrode
was let down into the furnace, as Mr. Torchet had done,
except that there was no intervening space. There was
thus really no need for any casing at all except to cover

51062—4ia
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199 yp the holes in the beams before the contact studs were
Secrerary o introduced, but it was preferable to use a thin one for
ST;:""E otherwise some of the paste would stick to the beam.
THI:;?].‘:EII.NG The main purpose of the Legeron invention was to avoid
—~"  air corrosion of the electrode, but it also enabled the use
Thomon P, of g thin aluminum casing and made a stronger suspension.
It was an improvement over the prior invention that

materially added to its results.

The change from the large round electrode to the nar-
rower rectangular one while seemingly a minor one was
really revolutionary in character. The inventions at
Riouperoux attracted world wide attention and aluminum
people from all over the world came there to study the
new arrangement. It met with great success wherever it
was adopted. There is, I think, strong support for Dr.
Sem’s conclusion that the successful introduction of the
Soderberg Electrode System into the aluminum industry
came with the Torchet inventions. I accept his statement
that it was not possible to produce aluminum with com-
mercial success by the use of the Soderberg electrode
without using the Westly studs, as was shown by the
failure at Baden, and also his statement that it was the
use of the marrower rectangular electrode instead of the
wider round one that really made it possible to use the
Soderberg electrode in the production of aluminum with
commercial advantage. Certainly the wide extension of its
use started with the Torchet inventions. The improved
Soderborg Electrode System, as it was called, was installed
by the Aluminum Company of America at Alcoa, notwith-
standing its previous rejections of it at Baden and Alcoa,
and was operated with great success. Alcan, as we shall see,
adopted it in 1937. The Reynolds Metal Company, the
second largest aluminum producer in the United States,
used it exclusively when it started aluminum produetion
in 1941. It has been installed in aluminum plants all over
the world. Indeed, from 90 to 95 per cent of the extension
of the aluminum industry has been effected with the use
of the improved Soderberg Electrode System.

Alcan, which is one of the largest producers of aluminum
in the world, adopted the Soderberg Electrode System soon
after it had been adapted to the successful commercial
production of aluminum by the Torchet invention. It



ExCR.] EXCHEQUER COURT OF CANADA 53

entered into a license agreement with Elektrokemisk, dated 1949
July 14, 1937. This recited that Elektrokemisk was the Secrerasy or
sole owner and/or had sole control of certain patents STAT®
relating to self-baking electrodes and manufacture thereof, THE KING
called the Soderberg Electrode System, and of certain
patents relating to improvements on Soderberg electrodes Thorson P.
and that Alcan was desirous of obtaining a licence to make

and use, but not to sell, the inventions described in the said

patents, 30 patents in all being specified. The agreement

granted to Alecan a non-exclusive licence to make and use,

but not to sell, for the production, treatment or manu-

facture of aluminum only, at its own works in Canada

the inventions deseribed and claimed in the said patents

and set the royalties to be paid by it on all products made

by the use of the licensed Soderberg Electrode System at

“1/10 cent U.S. currency per pound of aluminum”. By
paragraph 7 of the agreement Alcan was permitted to use
improvements of the Soderberg Electrode System made

or acquired by Elektrokemisk during the life of the agree-

ment without additional royalties. The agreement was

to expire with the expiry of the latest patent specified or
permitted to be used under paragraph 7.

It was also provided in the agreement that Elektro-
kemisk should prepare and deliver to Alcan working draw-
ings of the Soderberg Electrode System for itg first installa-
tion and send a competent expert to supervise its erection
and starting and that Alean should install it and put it into
operation within 12 months after the execution of the
agreement. These provisions were complied with and
installations of the system were put in at Alcan’s plants
in accordance with the plans supplied by Elektrokemigk.
A plan of these installations was filed as Exhibit A. It
embodies the five inventions in question in these pro-
ceedings. Dr. Sem who supervised the plans for the
installations said that Elektrokemisk, knowing that Alean
was one of the biggest producers of aluminum in the
world, included everything it could to make the installa-
tions as efficient and economical as possible. He said that
only the five inventions in question were used but on cross-
examination agreed that in so far as a continuous self-
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baking electrode was used the invention thereof described

Secrerarvor D the basic Soderberg patents was to that extent also
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embodied in the Alean installations.

With the outbreak of the war Alcan’s production of
aluminum greatly increased. In 1939 it produced 68,000,
000 pounds by the use of the Soderberg Electrode System
with royalties amounting to $68,000 and in 1940 this pro-
duction went up to 92,000,000 pounds with a royalty of
$92,000. In 1940 it decided to expand its Soderberg Electrode
System plants and a new license agreement with Elektro-
kemisk was negotiated. It may be called the first amend-
ing agreement. Its terms are contained in a letter from
Mr. Hagerup-Larssen, Elektrokemisk’s representative in
the United States, to Alecan, dated January 27, 1941.
Alcan’s licence was changed from a non-exclusive to an
exclusive one for the Dominion of Canada and the new
installation was to be in its entirety an installation of the
Soderberg Electrode System. The royalty arrangement
fixed by the license agreement of July 14, 1937, was
modified as follows: the rate set forth in that agreement
was to remain in effect for each annual production of
aluminum up to 40,000 metric tons; for any additional
amount up to a further 30,000 metric tons the rate was to
be 66% per cent of the original one; and for any amount
produced over 70,000 metric tons it was to be 50 per cent.
Alean’s exclusive licence was limited to the electrolytic
production of aluminum. It was also noted in the letter
that the three patents, which the Commissioner in his
decision referred to as basic patents, had expired and that
others whose use was permitted under paragraph 7 of the
original agreement had issued.

After the new installations Alcan’s production of alumi-
num under the Soderberg Electrode System increased
enormously. In 1941 it amounted to 135,000,000 pounds,
which under the new rates would 'mean a royalty of
$119,000; in 1942 it grew to 350,000,000 pounds with a
royalty of $231,000; in 1943 it reached a maximum of
666,000,000 pounds with a royalty of $388,000; and in
1943 the amount was only slightly less, namely, 663,000,000
pounds with a royalty of $386,000. In the spring of 1943
Elektrokemisk and Alcan agreed upon a ceiling of $215,000
in U.8. currency as the maximum amount of royalty pay-
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able in any one calendar year, with effect as from January E’f
1, 1941, and during each year of active hostilities. The Sgcrerary or
terms of this agreement, which may be called the second Sfﬁ“
amending one, are contained in a memorandum enclosed T=EKive
with a letter from Mr. Hagerup-Larssen to Mr. N. E. i
Russell of Alcan, dated May 7, 1943. Prior to this date ThorsonP.
the Deputy Minister of Munitions and Supply had inter-
vened with his letter of March 23, 1943, with the result
that the agreement was never signed. But there is no
doubt that as between Elektrokemisk and Alean the ceiling
of $215,000 in U.S. currency was agreed upon. Alcan
was quite willing to pay royalties based on the first amend-
ing agreement subject to the ceiling set by the second one.

It was under these circumstances that the appellant
applied to the Commissioner of Patents for the determina-~
tion of the reasonable compensation to be paid by His
Majesty for the use by Alean of the five inventions in
question in its production of aluminum for war purposes.
It should be noted that there is another petition before
the 'Commissioner relating to production of aluminum
for civilian purposes the hearing of which was deferred
and with which we are not here concerned.

The Commissioner rendered his decision after a lengthy
hearing before him. I briefly summarize his main findings.
After setting out particulars of the number, date, name of
inventor and subject matter of invention of the thirty
patents specified in the licence agreement and the five
patents and three patent applications subsequent to the
date of the agreement the use of which was permitted to the
licensee by paragraph 7 of it, the Commissioner examined
the five patents, for whose use he was to find reasonable
compensation, by reference to their claims and concluded
that the inventions covered by them were merely improve-
ments in the art. The basic patents, in his opinion, were,
first, No. 216,092, Electrodes for Electric Furnaces and
Process for Manufacturing the Same, which he held to be
the foundation of the Soderberg System, second, No.
215,697, Process of Baking Carbon Electrodes, which he
said was operative for the production of aluminum, and,
third, No. 212,181, Electrode Holders, which he regarded
as a valuable contribution to the development of the
Soderberg System. Those three basic patents, as well as
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Secrerary op inventions covered by them had fallen into the public
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domain. The Commissioner then proceeded to determine
the compensation payable for the use of the five inventions
by two methods. The first was based on the assumption
that each patent specified or referred to in the licence
agreement must have some value. That being so, it
followed, in the Commissioner’s opinion, that since Alcan
used only the inventions covered by five patents the
compensation payable for such use should be less than
one-tenth of a cent per pound paid by Alcan under the
license agreement for the use of all of them. He con-
sidered that the three basic patents, all of which had
expired, had a great value and thought, for the reasons
enumerated in his decision, that the five patents used by
Alcan had less value than the three expired basic ones.
The remaining patents specified or referred to in the licence
agreement, other than the three expired basic ones and
the five used by Alcan, also had some value. Finally, it
was his opinion that the basic patents and the remaining
ones, other than the five under consideration, had 75 per
cent of the value of the total royalty and that only 25
per cent of it should be attributed to the five. By this
line of reasoning he reached a compensation of one-fortieth
of a cent per pound of aluminum produced by the use of
the five inventions. Then, taking the average production
of aluminum between 1939 and 1944 at 329,771.68 pounds
per year and applying 25 per cent of the existing royalty
thereto, he reached a maximum compensation in any one
year of approximately $82,500. The second method used
by the Commissioner was to base the compensation on a
percentage of the savings effected by Alean through the
use of the Soderberg Electrode System as compared with
the wuse of pre-baked electrodes. The Commissioner
accepted the evidence of Mr. Russell, based on the
experience of Alean at Arvida in 1944 where both systems
were used, that this came to .11 of a cent per pound, taking
into account the factors of consumption of power, con-
sumption of electrodes, cost of labour and the cost of
repairs and maintenance of equipment. Then he applied
25 per cent of this to the average annual production already
referred to and reached a maximum compensation in any
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one year of approximately $90,500, which worked out at 1949
one-thirty-ninth of a cent per pound. Then, after con- Secreraryor
sidering the two methods he came to the conclusion that ST;‘)_TE
a compensation of one-fortieth of a cent per pound of T=rKing
aluminum produced by the use of the five patents was oA
fair and reasonable and that when it should reach the ThomonP.
sum of $100,000 for any one year no further compensation
should be paid for that year. The compensation was to
be paid in ‘Canadian currency. Finally, the Commissioner
made his award retroactive to October 1, 1941, all royalties
having been paid by Alean up to that date either to Elektro-
kemisk or to the appellant.

The compensation which Order in Council P.C. 11081,
dated December 8, 1942, directed the Commissioner to
determine was reasonable compensation for the use of the
five inventions by Alcan in the production of aluminum
for war purposes for Hig Majesty. There is no dispute as
to the validity of the patents covering the inventions or
their use by Alecan. It is also clear that if the compensa-
tion is to be reasonable it must be based on the value of the
use of the inventions in the production of aluminum and
that the value to be considered is commercial value.

There was, I think, a basic error on the part of the
Commissioner in assuming that each patent specified or
referred to in the original license agreement had a separate
commercial value in the production of aluminum and
that the royalty payable thereunder represented the total
of such separate values, and that since only five of the
inventions were used by Alecan the reasonable compensa-
tion payable for their use must of necessity be only a
fraction of the total royalty. The evidence is indisputably
against the Commissioner’s assumption. Many of the
patents specified in the license agreement covered inven-
tions that did not-relate to the production of aluminum
at all and had no value for use therein. The most that
could be said of some of them ig that they related to the
Soderberg electrode and had some value in smelting
furnaces. There were several other patents that covered
inventions that had been superseded by later ones, as, for
example, those made by Mr. Westly before he hit upon
his important invention of using removable iron contact
studs instead of the iron ribs referred to in Patent No.
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216,092. Still other inventions had not been put to any

Secemrary or commercial or practical use at all. Then there were some
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inventions such as those made by Dr. Sem with regard
to which he stated that although they had some value in the
production of aluminum their use could not improve the
economy of Alean’s use of the five inventions.

Moreover, in such a case as this where the inventions
are used together in such a way as to form a process or
system I think it would be wholly impractical to assess the
value of the inventions separately even to the extent that
the Commissioner attempted.

Finally, the Commissioner’s assumption is not in accord
with the manner in which the parties to the license agree-
ment arrived at the royalty. Certainly they did not agree
upon a royalty of one tenth of a cent per pound by
attributing a value to each of the patents specified or
referred to in the agreement and adding such values
together. It is clear that what Elektrokemisk did was to
give a licence to Alcan for a certain purpose; it listed all
the patents it owned that could have any bearing on the
Soderberg electrode for use for any purpose and regardless
of whether the inventions covered by them were operable
or had any value for use in the aluminum industry or not
and then confined Alcan’s right to use the inventions to
the production of aluminum. The evidence shows that
it was a common practice to make license agreements of
this sort. That the parties did not contemplate a separate
value for each patent is shown by the fact that there was
no provision in the agreement for any abatement or
reduction of the royalty as the patents expired and the
inventions covered by them fell into the public domain.
The royalty was a collective one and continued to be the
same during the life of the agreement whether there were
thirty patents covered by it or only one. It was, therefore,
in my judgment, unsound to take one tenth of a cent per
pound as representing the total of the separate values of
each of the patents covered by the original license agree-
ment and then work down from such total to one fortieth
of a cent per pound as the total of the values of the five
inventions. The Commissioner could not arrive at a
reasonable compensation for the use of the five inventions
by this or any similar mathematical method.
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I am also of the view that the Commissioner erred in 1949

attempting to assess the value of the inventions by Secreraryor
examining the claims in the patents and thereby determin- ST;j_TE
ing whether they were basic or merely improvements and TreKiNg
then holding that the inventions which he found to be ma
basic had greater value than those which he found to be ThomonP
merely improvements. It is quite in order and, indeed,
necessary to examine the claims to ascertain exactly what
the invention for which the patent was granted consists
of and what advance in the art was accomplished by it.
But the value of an invention for the purpose of determin-
ing what compensation is reasonable for its use cannot be
estimated by what is claimed for it in the patent. Its
commercial value is a matter not of construction of the
claims but of evidence. So that we are here concerned
not o much with the place of the five inventions in the
art or whether they are basic or merely improvements as
with the commercial value of their use in the aluminum
industry. There is no magic in the word “basic” so far
as the commercial value of a patent is concerned. If in the
present case an invention had no commercial value for
use in the production of aluminum it does not matter
whether it was basic in the metallurgical art or not.

An illustration of the error into which the Commissioner
fell through not distinguishing between the claims made
in a patent and the proved commercial value of the inven-
tion covered by it, or lack of such value, is to be found
in his inclusion of Patent No. 215,697 in his list of basic
patents and his statement that it was operable for the
production of aluminum. The claims in this patent were
not restricted to the use of the self-baking electrode in a
smelting furnace and the disclosures state that the invention
relates to the manufacture of electrodes for use in eleetric
furnaces and as anodes or cathodes in various electrolytic
furnaces without excluding aluminum furnaces therefrom.
This no doubt led Mr. Mann to the expression of opinion
that the invention was operable for the production of
aluminum and the Commissioner’s acceptance of it as a
fact. On this appeal the Court had a great advantage
over the Commissioner on this point in having the evidence
of Dr. Sem who was a pioneer in the development of the
Soderberg electrode and worked with Mr. Soderberg as
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his assistant on thig very invention. I was very favourably

Secrerary o impressed with him. His evidence establishes conclusively
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that not only was the invention described in this patent
never tried in the production of aluminum but also that it
was never operable for the production of a self-baking
electrode even in a smelting furnace and that no self-
baking electrode was ever made by its use. The invention
might be regarded as basic only in the sense that it ex-
pressed the idea of baking an electrode by the use of the
heat generated in it by its resistance to the electric current
passing through it but it never became an operable device
at all and Mr. Soderberg was so discouraged with his failure
to make it work that he almost gave up all further attempts
to embody his idea in an operable device. In view of this
evidence, which I accept, it does not matter what the
language of the eclaims or disclosures in the patent may
show and any argument as to the value of the invention
based thereon must fall; the conclusion is inescapable that
Patent No. 215,697, far from being one of the more valuable
basic patents, had no commercial value at all. No one
would have paid any royalty for its use, because nobody
could make it work.

The evidence is also against the Commissioner’s finding
that the two other so-called basic patents had greater
value than the five patents covering the inventions used
by Alcan. There would be support for such a finding if
he had been considering the value of the use of such
inventions in electric smelting furnaces, but the same is
not true of their use in aluminum furnaces. The tests at
Baden in 1924 as well as those in Norway and France
showed that the original Soderberg electrode could not be
used with commercial advantage over the pre-baked
electrodes in the production of aluminum. Moreover, if
there was any merit in distinguishing between basic and
improvement patents so far as the production of aluminum
is concerned the Commissioner should have regarded Patent
No. 264,997, relating to the electrode paste, as basic rather
than Patent No. 216,092, relating to the casing and the
iron ribs. It was the electrode paste invention rather than
the casing one that was basic in the production of alumi-
num for it was found later that it was possible to do
without the casing, ag the electrode was let down into the
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furnace, by the suspension device improvement invented — 1949
, Py JY p

by Mr. Legeron with its container wall continuously built Smonmmany o
up above the portion of the electrode that went into the STATE
bath. And the evidence also shows that the Commissioner Tan Krxo
did not attach sufficient importance to the five inventions i
used by Alean from the point of view of the value of their ThorsonP.
use in the production of aluminum. He dismissed the

Westly studs patent much too curtly when he described it

as reading on United States Patent No. 824,153, dated

June 26, 1906, issued to G. O. Seward relating to Carbon

Holder for Electric Furnaces and merely an improvement

on it. Mr. Seward was not occupied with aluminum pro-

duction and the problem which faced Mr. Westly was quite

a different one from that with which he had dealt. And

the Commissioner wholly failed to appreciate the import-

ance of the Torchet inventions and the value of their use

in the aluminum industry.

In ascertaining the commerecial value of the five patents
certain facts must be kept in mind. One is that the
inventions cooperate with one another and form a process
or system that can be used with commercial advantage
in the production of aluminum. Another fact is that the
five inventions or, to speak more precisely, the Westly and
Torchet inventions completely dominate and control the
production of aluminum by the use of the so-called Soder-
berg electrode. Without their use it could not be used in
such production with commercial advantage over the pre-
baked electrodes. It was not until after it had been adapted
to the production of aluminum by the use of the dominat-
ing inventions that it had any commercial value in the
aluminum industry over that of the pre-baked electrodes.

While there were undoubted advantages in the use of a
single large continuous self-baking electrode over that of
many small pre-baked electrodes the advantages did not
make up for two serious disadvantages, namely, too high
a consumption of electric power and impurities in the
aluminum. These disadvantages showed up in the tests of
the installations at Baden which embodied the so-called
basie Soderberg inventions. Undoubtedly, aluminum could
be produced by their use but not in such a way as to give
such use any commercial advantage over that of the pre-
baked electrodes. Indeed, the Soderberg electrode could
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1949 not compete with them. Under the circumstances, it had
Srceerary or N0 value for which anyone in the aluminum industry would
ST;‘,_TE be willing to pay. Certainly, the Aluminum Company of
TeeKive America was not interested in it. And the experience of
=4 Dr. Luzatto in Europe was similar to that of Dr. Sem
Thorson P. gt Baden. Then came the efforts to adapt the Soderberg
electrode to advantageous use in the aluminum industry.

The Westly invention removed the complaint about the
impurities in the aluminum by providing for the extraction

of the iron contact studs from the baked portion of the
electrode before they could enter the electrolyte. It also
lessened the loss of electric power by reason of the improved
contact means provided by the studs over that of the
clamp, casing and iron ribs of the previous device. But

even with these improvements the heavy disadvantage of

undue power consumption still showed up in the tests at

Alcoa between 1928 and 1932. The improved Soderberg
Electrode was now able, by reason of the Westly invention, °

to compete with the pre-baked electrodes in a Hall type

of aluminum furnace but could not compete with them

in the improved European type. It is true that for four

years the Aluminum Company of America paid a royalty

of $20,000 per year for its use but then the Company
notified Dr. Sem that it could not compete. The electric

power consumption in the pots was too high and so were

the labour costs. Part of the high power consumption

was due to the difficulty of controlling the slipping of the
electrode into the bath as its lower end was consumed.

And later Mr. Torchet put his finger on another source of
electric power loss and a way to lessen it. He found that

the power consumption could be lessened without loss of

the advantages of the big electrode if he restricted its

width and thus shortened the distance for the gases to
escape, reduced the size of the bubbles and lessened the

risk of turbulence. This enabled the electrode to get
nearer to the aluminum and also reduced the heat loss at

the centre. Mr. Torchet also found that he could use the
Westly studs for suspension purposes as well as for contact

means and so provide a more efficient suspension which

would eliminate the power loss resulting from uneven
slipping of the electrode. I have already referred to the

fact that the first Torchet invention was revolutionary.
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That was so, not because of the change in the shape of the 1949
electrode from round to rectangular, for square electrodes Srcerrary or
were known, but because Torchet found that he could lessen STfE
the power consumption incidental to a big electrode, T=EKiNa
whether round or square, and yet maintain the undoubted o
advantages of the big continuous self-baking electrode, ThomsonP.
provided he restricted its width. This was a discovery of

great practical and commercial value. To any one merely
reading the claims in the patent and determining the

value of the Torchet invention accordingly it would seem

that it was merely an improvement on the previous art,

but in the aluminum industry its effect was remarkable.

It attracted attention all over the world. The reason was

plain, for it was only after the Soderberg electrode had been

finally adapted for commercially successful use in the pro-
duction of aluminum by the use of the Torchet inventions

that the so-called Soderberg Electrode System really won

its way in the aluminum industry and acquired commercial

value in it. It was really a misnomer, as Mr. Mann put

it, to continue to describe the improved electrode as a
Soderberg electrode for it had become quite a different

thing from what Mr. Soderberg had invented. Certainly,

any one who was familiar with the original Soderberg
electrode would hardly recognize it in its improved form.

It matters not, therefore, whether the Torchet invention

is described as merely an improvement or not. As a
matter of fact in the aluminum industry it was a basic
invention in the sense that it turned the tide in favour of

the so-called Soderberg electrode and the great expansion

of its use in that industry started with it. Some indication

of the value of the Torchet inventions is to be found in

the fact that Elektrokemisk paid several million kroner for

their use and continued to pay according to the extent of

their adoption. Moreover, 90 to 95 per cent of the
expansion in the aluminum industry has been effected by

the use of the improved Soderberg electrode. Without

the improvements of the Westly and Torchet inventions

the original Soderberg electrode would have had none

of this value. It would have remained in the same position

as it was at Baden. The fact is that such commercial

value as the improved Soderberg electrode now has in the
production of aluminum was wholly the result of the so-
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called improvement inventions. Under the circumstances,

Secrerary oF and even if it were conceded, which it is not, that the

StaTE
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Tar King
ET AL
‘Thorson P.

royalty agreed upon in the original license agreement was
the proper foundation for the Commissioner’s assumption
and calculations of value of the patents covered by it, I
am quite unable to agree with his finding that the five
inventions used by Alcan had less value than the original
Soderberg inventions which he considered basic.

Nor did the Commissioner, in my opinion, sufficiently
consider the benefits and advantages resulting to Alcan
from the use of the five inventions. Even if no exception
is taken to his acceptance of the evidence of Mr. Russell
that the savings in operating costs through the use of the
Soderberg Electrode System asg compared with that of the
pre-baked electrode system, based on Alean’s experience
at Arvida in 1944, came to .11 cents per pound, taking
into account the factors of consumption of power, con-
sumption of electrodes, cost of labour and cost of repairs
and maintenance of equipment, these savings of operating
costy did not exhaust the list of benefits and advantages.
There were others which the Commissioner failed to take
into proper account. Some of them were referred to by
Dr. Sem in the course of his evidence. There was the
greater convenience in having only one large electrode
that continued to operate through the whole lifetime of
the furnace instead of many small electrodes that con-
tinually required changing. This meant that the system
did not require the use of skilled labour, as was proved
in places like Hungary and Yugoslavia. Secondly, the
system 'was safer in its operation in that the furnaces using
it could stand a longer period of shutdown without freezing
the aluminum pots than those using pre-baked electrodes.
The latter could stand a shutdown of only two hours,
whereas the former could stand six. The reason for this
is that the massive electrode has a higher heat capacity
and can conserve it longer. This advantage was of par-
ticular importance in war time in view of the fact that
if the pots did freeze they had to be chipped out by hand
and it would take weeks to put them back into operation.
A third advantage referred to by Dr. Sem was that alumi-
num of greater purity could be produced by the use of
the Soderberg Electrode System, namely, from 99-75 to
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99-80 per cent. This was '2 per cent higher than that 1949
produced by the use of the pre-baked electrodes. There Secrerary or
was no evidence before the Commissioner that Alean 5™
received any higher price for the aluminum produced by TrE Kme
it because of its purity, but there was evidence in this AL
Court that the United States paid a higher price for the ThorsonP.
purer aluminum. This was a matter of importance to the
Canadian Government in its sales of aluminum to the
United States. In addition there were better working
conditions in that the pre-baked electrode furnaces were
open and exposed the workmen to the heat and escaping
gas, whereas the Soderberg electrode furnaces could be
closed and the fumes led off to the outside. There was
a further advantage in that in the case of the pre-baked
electrode system it was necessary to have a plant for making
the electrode paste, rams for pressing the electrodes and
ovens for baking them, whereas all that was necessary in
the case of the Soderberg Electrode System was to have
facilities for making the paste. It was also stated that it
was possible to produce more aluminum with the same
power than was possible by use of the pre-baked electrodes.
This was important where the supply of power was limited.
Dr. Sem said that these advantages in addition to the
direct savings in operating costs were of importance and
that in many cases the aluminum industry found them
so important that Elektrokemisk was able to sell a licence
against a royalty that was three to four times higher than
that which was charged to Alcan. Moreover, Mr. Russell
mentioned other benefits and advantages. With the use
of the Soderberg Electrode System Alcan was able to
produce the maximum amount of aluminum in the shortest
possible time and to provide the required expansion in the
industry more rapidly than would otherwise have been
possible. Thus the evidence shows that in so far as the
Commissioner based his finding on the benefits and
advantages to Alcan from the use of the five inventions he
was wrong in confining himself to the savings of direct
operating costs.

Under the circumstances I have come to the conclusion
that the reasons given by the Commissioner for arriving
at his compensation were not sound and that his decision
must be set aside.

51962—5a
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Some assistance in determining what principles ought

Smomemany or to have been applied by the Commissioner may be found

STATE
.
Tae Kina
ET AL

Thorson P.

in some of the compulsory license cases, for in a sense
His Majesty is in the position of a statutory licensee.
A leading decision on the subject is that in Applications
by Brownie Wireless Co., Ld. (1). There applications
were made for the grant of compulsory licences on the
ground that the patentees had refused to grant them on
reasonable grounds. One of the questions in the case
being whether the royalty of 12s. 6d. on a certain article
insisted upon by the patentee was reasonable, Luxmoore J.
at page 475, laid down the following test:

The best test of whether a royalty is reasonable in amount or the
reverse is: How much are manufacturers who are anxious to make and
deal with the patented article on commercial lines ready and willing
to pay? Here the evidence is that numbers of licensees have taken
licences to manufacture and deal with the patented article on the footing
that the royalty to be paid is 12s. 6d. per valve holder, and notwithstanding
the amount of such royalty have continued to work under such licence and
to pay the royalties, although under the terms of such licences there is
power to terminate them on notice. In my opinion it is impossible, in
the face of the evidence, to say that the amount of the royalty is
unreasonable.

The established royalty rule has been applied for a long
time by the Court of Claims of the United States in dealing
with claims for just and reasonable compensation for the
use of inventions by the United States. Thus in Carley
Life Float Company v. United States (2) that Court held
that where a patentee gave an exclusive licence and received
from his licensee 10-86 per cent of the selling price of an
article the patentee should be awarded 10-86 per cent of
the cost of the purchases of the article by the United
States from an unlicensed manufacturer. Likewise in
Barlow v. United States (3) the Court held that a 10yalty
of 10 per cent established by a license contract was reason-
able compensation. And in Marconi Wireless Telegraph
Co. of America v. United States (4) Chief Justice Waley
said:

If the plaintiff has already established a royalty by a heence or
licences, he has himself fixed the average of his compensation, and if

this has been established prior to the infringement, the task of the court
then becomes easy.

(1) (1929) 46 R.P.C. 457. (3) (1937) 34 US. P.Q 127.
(2) (1932) 13 US. PQ. 112 (4) (1942) 53 US. P.Q. 246 at 251.
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A similar principle has been followed in the United 1949
Kingdom by the Royal Commission on Awards to Inventors Secrerary or
set up by Royal Warrant in 1919 to deal with disputes or Sfj‘m
differences between patentees and the Crown as to the T=EKmve
amount of compensation payable by the Crown for the AL
use of inventions under section 29 of the Patents and
Design Act, 1907, as amended. The principles upon which
the Royal Commission acted in the various classes of cases
referred to it are set out in a series of reports, the first of
which was made in 1921: vide Graham on Awards to
Inventors, page 111. The principle to be applied when
there is no dispute as to the validity of the patent or its
user by the Crown and the reasons for its adoption are
set out in paragraphs 8, 9 and 10 of this report. These
deal with the subject so lucidly as to warrant their being

get out in full:

8. It is clear in the first place that, however vital the invention may
be to the service of the Crown, or however imperative the necessity of
acquiring it for that service, the patentee cannot exploit the needs of
the nation by imsisting on an extortionate price for its use. The proviso
to the section is obviously framed so as to prevent any such claim. On
the other hand it would be unfair that the Crown should be enabled to
use the invention at an inadequate price on the ground that it was useful
only for naval and military operations and the like, and that Government
departments were therefore the only possible customers. The section
places the Crown, by its Departments and contractors, in the position
of a statulory licensee with these two great advantages, namely, first that
the licence may be exercised at the option of the Crown for such periods,
continuous or discontinuous, and to such extent as the exigencies of the
public service may demand, and secondly, that the Crown may have the
terms of user settled either prospectively or retrospectively at their option,
But, when and so far as the Crown has admittedly decided to avail itself
of this statutory licence, and the only remaining question is as to the
terms of user, the proper interpretation of the section would seem to be
that such a fair and reasonable price or consideration should be fixed for
the user as would be arrived at between a willing licensor and willing
licensee bargaining on equal terms. It has indeed been suggested that
statutory selection of the Treasury as the adjudicating authority shows
an intention to minimize the consideration that should be paid for user
by the Government. But this view appears to be inconsistent with the
general character of the section, and would place the Treasury (and the
Commission as their substitute) in a most invidious position, as an
adjudicating authority with a statutory bias against all claimants under
the section. And the recent substibution by the Act of 1919 of an
obviously independent tribunal for the Treasury appears to be a statutory
recognition of the fact that, whatever the tribunal, the basis of the award
has throughout been intended to be a fair and impartial adjudication.

9. Taking then as the standard such a price or consideration as
would be arrived at on a private bargain between a willing licemsor and

Thorson P.
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a willng hcensee, 1t 18 to be observed that in private bargains this con-
sideration 15 usually fixed on the basis of a royalty, that is of a definite
sum or percentage on each patented article, or in the case of small
and cheap articles on each unit consisting of a definite number or bulk
of such articles. And there seems to be no valid reason for departing
from this method in assessing the consideration under section 29. It has
been urged that, where there has been an enormous user by and on
behalf of the Crown, this method may result in an exaggerated or extra-
vagant remuneration to a patentee whose patent may perhaps show little
mmventive merit But to this argument there are several answers. In
the first place, as a matter of ordinary business arrangement the rate
or percentage of royalty is often much diminished when the quantity
taken by the licensee is very large, and this principle is equally applicable
where the Crown is a statutory licensee. Further, in common experience,
the profits obtained by patentees for the use by the public of their
inventions bear little relation to the technical merit of their inventions,
and sometimes are or seem disproportionately large; while there 1s no
express provision m the section to put the Crown in any better economic
position in this respect than the general mass of 1ts subjects. And
lastly, if practical utility is the main test of the commercial value of an
invention, as appears generally to be the case, then obviously great
importance must be attached to the fact that exceptional use has been
made of an invention.

10. Normally, then, this basis of a fair royalty as between a willing
licensor and a willing licensee has been accepted by the Commission as
the proper basis of award or remuneration in the case of inventions
protected by valid patents and unquestionably used by the Crown. But
1t has also been necessary to determine separately in each case what is,
or would be, as between a willing licensor and a willing licensee, the
proper rate of royalty. This rate is usually ascertained or expressed as
a percentage of the cost or selling price of the patented article, but there
are a great number of factors that must affect the amount of this
percentage. Much must depend, for instance, on the advantage or saving
n use given by the patented invention over other competing devices;
and much on the cost of the patented article, and the relation borne by
that part of 1t which is essentially the subject of the patent to that part
which is of ordinary construction. The problem is very similar to that
which arises when a compulsory licence is applied for by a subject under
the relevant sections of the Patents and Designs Act, 1907. It is perhaps
mmpossible, and is certainly inexpedient, to lay down any general rule
i the matter other than that all the circumstances of each particular
case have to be considered.

The principle followed by the Royal Commission on
Awards to Inventors, namely, that “such a fair and reason-
able price or consideration should be fixed for the user as
would be arrived at between a willing licensor and willing
licensee bargaining on equal terms” was expressly adopted
by the Supreme Court of Canada as applicable in determin-
ing the reasonable compensation payable by His Majesty
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for the use of an invention under Order in Council 6982, 1949

dated December 4, 1940: vide The King v. Irving Air Chute SeCRETARY OF

Co. Inc. (1). STATE
The same principle is applicable in the present case Trn Kove

but the Commissioner did not apply it. He did not attempt ey

to ascertain the compensation from the standpoint of the Thorson P.

price or consideration that would be arrived at between

a willing licensor and a willing licensee bargaining on equal

terms but sought to determine it otherwise. In so doing

he took a mistaken view of the true nature of the original

license agreement. Alean was not buying nor was Elektro-

kemisk selling the unrestricted right to use all the inven-

tions covered by the patents specified or referred to in it

for all purposes. If that had been so there might have

been some substance in the Commissioner’s assumption

that each patent had a separate commercial value and his

estimate that the so-called basic Soderberg patents had

greater value than the so-called improvement ones. But

that was not the situation. What Alcan wag interested in

was not the right to use all the inventions for all purposes

but only the right to use those that had commercial value

in the production of aluminum in such production. And

Elektrokemisk expressly confined Alcan’s rights to such use.

Consequently, whatever value the inventions covered by

the agreement might have had for uses other than the

production of aluminum did not enter into the calculation

of the royalty fixed by the agreement. What the license

agreement really covered was the right to use the inventions

that made it possible to use the so-called Soderberg Elec-

trode ‘System to commercial advantage in the production

of aluminum and such improvements in it as might be

made for a collective royalty that was to remain the same

during the lifetime of the agreement regardless of whether

some of the patents expired or not. The Commissioner

did not correctly appreciate this important fact. In this

view of the agreement all of the royalty was properly

attributable to the Soderberg Electrode System as it had

been adapted to the production of aluminum and that

meant the five inventions used by Alecan. Whatever there

was of commercial value in the use of the Soderberg Elec-

trode System in the production of aluminum was comprised

(1) (1949) 10 CPR. 1; (1949) 9 Fox Pat C. 10.
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in them and really in the Westly and Torchet inventions.

Secremaryor The parties did not attach any value to the use of the
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so-called basic Soderberg inventions. Through the use
of the five inventions Alean received all the benefits and
advantages that were possible from the use of the Soderberg
Electrode System in the production of aluminum. Without
them Alecan would have received nothing of commercial
value and would have paid nothing. Moreover, Elektro-
kemisk would have received as great a royalty for a licence
to use only the five inventions ag it did under the license
agreement. This may, I think, properly be inferred from
the evidence of Dr. Sem that when the new installations
were made for Alecan everything that was of commercial
value in the production of aluminum was embodied in
them. That meant the use of the five inventions; there
was nothing of commercial value in any of the other
inventions that could have been added thereto.

But the Commissioner was even more seriously at fault
in his complete disregard of the revised royalty arrived at
in the first amending agreement of January 27, 1941. If
he had used this as a bage for determining the compensa-
tion he could not possibly have arrived at his fractional
compensation of one fortieth of a cent per pound for
he could not have found that the so-called basic Soderberg
patents had greater value than those covering the inven-
tions used by Alcan, for at the date of the first amending
agreement all the said patents had expired and the inven-
tions covered by them had fallen into the public domain.
The fact of such expiry was expressly stated in the said
agreement, so that it is clear that no part of the revised
royalty could possibly have been attributed to any of them.
This means that only the five inventions used by Alean
were left.

This I think disposes of the main contention of counsel
for His Majesty in support of the Commissioner’s finding.
His submission was that even if it were conceded that it
was the five inventions used by Alcan that made it com-
mercially advantageous to use the Soderberg Electrode
System in the production of aluminum, they were all
valueless without the basic Soderberg invention. I have
already indicated my disagreement with this view, even if
the royalty fixed by the original license agreement be
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taken as the total of the values of the inventions covered 1949
by it, but I think it has no force at all when viewed in the Secawrasy or
light of the fact that the so-called basic Soderberg patents Sffm
had expired when the first amending agreement was made Tae Kixe
and the revised royalty was arrived at with full knowledge AL

and appreciation of that fact. Thorson P.

Counsel for the appellant contended that the revised
royalty under the first amending agreement should be
adopted as the measure of the reasonable compensation
to be paid for the use of the five inventions subject to the
ceiling agreed upon in the second amending agreement.
In my judgment, there are several reasons for accepting
this submission. While it is true that by reason of the
Order in Council Alcan could not be sued under either
the first or second amending agreements, and they cannot
bind the Crown, it does not follow that the royalties agreed
upon in them are automatically to be rejected as unreason-
able. The right to receive reasonable compensation was
substituted for the right to sue under the agreements and
it should not be assumed, in the absence of good reason
for it, that the quantum of the compensation must be less
than that which would have enured under the agreements.
Indeed, if the revised royalty and ceiling meet the con-
ditions of the principle followed by the Royal Commission
on Awards to Inventors in the United Kingdom and
adopted by the Supreme Court of Canada in the Irving
Air Chute Company case (supra) they afford the best
possible test of the value of the use of the five inventions
for no one could know such value better than Elektrokemisk
and Alean did. Primarily, the use of the inventions was
worth what the parties were willing to pay and receive
for it. There can be no doubt that the revised royalty and
ceiling were arrived at between a willing licensor and a
willing licensee bargaining on equal terms with full knowl-
edge of the value of the inventions that were being used.
These were only the five that are in question. The so-
called basic patents had all expired and no other inventions
than the five have been shown to have had any additional
commercial value in the production of aluminum. When
the so-called basic patents expired nothing of commercial
value for which the aluminum industry would have paid
anything passed to the public. Certainly, they had no
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value in the minds of the parties. The whole of the revised

Secremary or royalty was attributable to the right to use the five inven-
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tions and it was to remain the same during the lifetime
of the agreement. Thus the expiry of the Electrode paste
patent in 1944 would not affect the amount of the royalty.
The same amount would continue to be payable for the
use of the remaining inventions.

The revised royalty being thus attributable to the use
of the five inventions or such of them as remained covered
by surviving patents during the lifetime of the agreement,
the matter really resolves itself into the question whether
it was fair and reasonable. I find no ground for thinking
that it was not. The evidence is that in most countries the
rate of royalty charged by Elektrokemisk was double that
of the original license agreement and that it gave a favour-
able rate to Alecan because of the large production that
was contemplated. There ig also the statement of Dr.
Sem that in many cases the aluminum industry found the
savings other than the direct savings in operating costs
so important that Elektrokemisk was able to sell a licence
for a royalty that was three to four timeg higher than that
charged to Alean. Moreover, both parties willingly revised
the royalty in 1941 because of the proposed expansion of
Alcan’s facilities to meet the demands of the war. This
revision was based on full knowledge by each of the parties
as to what use was being made of the inventions and
what benefits and advantages Alecan received therefrom.
The fact that it was made in contemplation of increased
production due to the war is an important factor as para-
graph 9 of the first report of the United Kingdom Royal
Commission on Awards to Inventors shows. Moreover,
the revision was made notwithstanding the fact that the
aluminum industry all over the world showed its knowledge
of the value of the use of so-called Soderberg Electrode
System as it had been adapted to the production of alumi-
num by the Westly and Torchet inventions by using it in
90 to 95 per cent of the expansion of the industry that took
place. The evidence also shows that even on the basis
of only the direct saving in operating costs of -11 cents
per pound there was a substantial gain by Alcan after
payment of the revised royalty. And in addition it had
all the other very important benefits and advantages that
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Dr. Sem and Mr. Russell mentioned. Under the circum- 1949
stances it seems to me that the revised royalty under the Szcgerary or
first amending agreement meets the test of the principle sf,‘f“
referred to and ought to have been adopted by the Com- T=zKive
missioner as the measure of the reasonable compensation -
payable by His Majesty for the use by Alean of the five ThorsonP.
inventions in question, subject to the ceiling agreed upon
in the second amending agreement.

I find no grounds for thinking that the ceiling of $215,000
for any one year agreed upon between Elektrokemisk and
Alcan was not a reasonable one. On the other hand, I am
of the opinion that the ceiling of $100,000 set by the Com-
missioner was arrived at on wrong principles. He was not
justified in taking the average yearly production in the
years 1939 to 1944 as the basis for his ceiling and applying
his 25 per cent to the low average thus produced. There
was no need of a ceiling in a year of normal production
and the revised royalty was reasonable for the increased
production envisaged by the first amending agreement. It
was only in the years of production beyond that, such as
1943 and 1944 particularly, that a ceiling became desirable.
This was recognized by the parties. Moreover, the Com-
missioner ought not to have disregarded as he did the
ceiling agreed upon by the parties. What I have said
on this subject with regard to the revised royalty is applic-
able in large measure to the ceiling. Since it was arrived
at freely by a willing licensor and a willing licensee bargain-
ing on equal terms it should have been adopted unless there
were grounds for finding that it was unreasonable. I have
already stated that I find no such grounds. I am strength-
ened in this view by the decision of the Royalty Adjust-
ment Board in the United States in proceedings before it
in 1944 and 1945. These were similar in prineiple to those
before the Commissioner and involved similar patents
owned by Elektrokemisk and used by or for the United
States in the production of aluminum. There the Royalty
Adjustment Board fixed a ceiling of $200,000 in United
States currency for any one year. It is interesting to note
that this was fixed in contemplation of an annual pro-
duction that was less than half of that of Alcan in the
years 1943 and 1944. Moreover, the United States ceiling
was made effective only as of January 1, 1944, whereas

54260—1a
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1849 ynder the second amending agreement the ceiling of $215,-
Secrerary or 000 wag made retroactive to the same date as that of the
STfE revised royalty, namely, January 1, 1941. Furthermore, it
TaeKme js to be noted that the original royalty in the United
ET AL . .
——  States remained at one mill per pound, and was not reduced
Thomson P. oy 5 gliding scale as was done in ‘Canada under the first
amending agreement. Under the circumstances, while the
decision of the United States Royalty Adjustment Board
has no binding effect it is persuasive to the conclusion that
the ceiling of $215,000 was a reasonable one. I so find.

Moreover, 1 see no reason for thinking that it was un-
reasonable to fix the revised royalty and the ceiling in
United States currency.

On the hearing before me counsel for the appellant
claimed interest as part of the compensation. No such
claim was made before the Commissioner, but, quite apart
from that fact, no allowance for interest may be made
against the Crown in a case such as this. In The King v.
Carroll (1) Taschereau J. of the Supreme Court of Canada,
speaking for the Chief Justice and Estey J. as well as for
himself, laid it down that “it is settled jurisprudence that
interest may not be allowed against the Crown, unless there
is a statute or a contract providing for it”: vide The King
v. Roger Miller & Sons Ltd. (2); Hochelaga Shipping &
Towing Co. Ltd. v. The King (3); and The King et al v.
Racette (4). Here there is no statute or contract pro-
viding for interest.

Whether this Court, having concluded that the com-
pensation found by the Commissioner was based on wrong
principles, should confine itself to such finding and send
the matter back to the Commissioner or determine the
compensation itself has been a matter of concern to me in
view of the opinion expressed by Rinfret C.J. in the Irving
Air Chute Company case (supra), namely, that by section
19 of the Patent Act the Commissioner is persona desig-
nata to report to the Government of Canada the reason-
able compensation for the use of any patented invention
used by the Government, that such section ascribes the
power and duty to fix a reasonable compensation to the
Commissioner alone, and that the right of appeal to this
Court is limited to the question whether the Commissioner

(1) (1948) S.C.R. 126 at 132. (3) (1944) S.CR. 138.
(2) (1930) S.C.R. 293. (4) (1948) SCR. 28.
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proceeded on a wrong principle. But, as I read the various 1949
reasons for judgment in that case, the majority of the Smcaerarvor
judges did not adopt this opinion. Their view was that S":,’fm
while I had been right in allowing the appeal from the TaeKixe
Commissioner’s decision, I ought not to have proceeded ik
to determine the compensation myself in view of the fact ThorsonP.
that there was not sufficient evidence of the value of the
inventions either before the commissioner or this Court

to warrant any finding of compensation and that the
matter should, therefore, be remitted to the Commissioner

for further enquiry by him as to the value of the inven-

tions. In the present case there is plenty of evidence of

the value of the inventions in question and I see no reason

for remitting the matter to the Commissioner for any
further enquiry by him. And, with great respect for the
opinion expressed by Rinfret C.J., I am not able to take

as restricted a view of this Court’s appellate jurisdiction

under Order in Council P.C. 11081, dated December 8, 1942,

as he indicated. It seems to me that in dealing with an

appeal under the Order in Counecil this Court ought to

follow a similar practice to that followed by the Supreme

Court of Canada in dealing with appeals from judgments

of this Court in expropriation cases. In such cases, it was

sald in The King v. Elgin Realty Company Limited (1) by
Taschereau J., delivering the judgment of the Supreme

Court of Canada, that when a Court of first instance, in
determining the amount of compensation to be awarded,

has acted upon proper principles, has not misdirected itself

on any matter of law, and the amount arrived at is sup-

ported by the evidence, a Court of Appeal ought not to
disturb its finding. But, when the Supreme Court of
Canada has found that this Court has applied a wrong
principle it has not hesitated, when there was evidence

from which it could do so, to determine itself the compen-

sation that it considered proper rather than send the matter

back to this Court: vide Canadian National Railway Co. v.
Harricana Gold Mine Inc. (2); The King v. Halin (3);

Irving Oil Company Ltd. v. The King (4); and Diggon-
Hibben Limited v. The King (not yet reported). I see no

reason why this Court should do otherwise in an appeal

under the Order in Council. It provides that any decision

(1) (1943) Ex. C.R. 49. (3) (1944) S.C.R. 119,
(2) (1943) S.C.R. 382. (4) (1946) S8.C.R. 551.

54260—13a :
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of the Commissioner under it shall be subject to appeal

Becrerary or t0 the Exchequer Court and there is no limitation of the

State
v,
Tae Kina
ET AL

Thorson P.

appeal to questions of law. Under the circumstances, it is
the duty of the Court, in my opinion, when it finds that
the Commissioner’s decision was based on wrong principles,
to determine itself the compensation that is reasonable,
when there is evidence from which it can properly do so,
as I think there is in this case, rather than put the parties
to the expense and delay of sending the matter back to
the Commissioner. The fact that the proceedings before
the Commissioner do not constitute litigation between
parties in the ordinary sense and that he has powers under
the Inquiries Act, R.S.C. 1927, chap. 99, does not alter my
views in the matter.

Counsel for the appellant contended that whatever
compensation is awarded should be effective only as from
March 23, 1943, the date of the letter of indemnity to Alean,
and that up to that time the rights of Elektrokemisk as
vested in the appellant as against Alean should be governed
by the agreements between Elektrokemisk and Alean. The
defect in this argument is that under Order in Council
P.C. 11081, dated December 8, 1942, once the indemnity
was given Alcan was protected from any claim, action, or
proceeding for the non-payment of “any royalties”. This
must, I think, mean that Alean could not be sued for any
royalties, even although they had accrued prior to the
date of the indemnity. The patentee whose invention was
used was given a right to reasonable compensation in sub-
stitution for his previous right to sue under his contract.
Under the circumstances, I am of the view that the argu-
ment of counsel for His Majesty both before the Com-
missioner and before this Court, namely, that under the
Order in Council the compensation should be effective as
from October 1, 1941, should be accepted. This was the
view taken by the Commissioner and I agree with his
decision on this point. In view of the decision to which
I have come the question is not of practical importance
to the appellant, and the Crown cannot now be heard to
object if the award is made effective as from that date.

There remains for consideration, the fact that the
ceiling of $215,000 for any one year agreed upon between
Elektrokemisk and Alean covered the production of alumi-
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num both for war and civilian purposes and that the Order 1940
in Council requires His Majesty to pay reasonable com- Sgcaerary or
pensation only for the use of the inventions in the pro- sf,‘“
duction of aluminum for His Majesty for war purposes. THE Kixe
The total production by Alean by the use of the so-called -
Soderberg Electrode System in each of the years 1939 to Th"r'i“ P.
1944 is shown on Exhibit Z4. All royalties have been paid

by Alcan up to September 30, 1941, so that we are concerned

only with compensation in respect of production since that

date. It is established that all the production for the years

1941, 1942 and 1943 was for war purposes and that for

1944 only approximately 1 per cent of it was for civilian

purposes. There is no evidence as to the amount of pro-

duction in the years subsequent to 1944 or as to the pro-

portions that were for civilian purposes. It was suggested

by counsel for the respondent that whatever ceiling was

adopted ought to be reduced by the sarme proportion as the

amount of production for civilian purposes bore to the total
production. I adopt this suggestion as sound.

For the reasons given, the appeal from the Commis-
sioner’s decision must be allowed and his award of compen-
sation set aside. There should be substituted for it the
finding of this Court that reasonable compensation for the
use by Alcan of the five inventions in question should be
an amount equal to that of the revised royalties that would
have been payable by Alecan under the first amending
agreement, subject to the ceiling of $215,000 in United
States currency for any one year as agreed under the
second amending agreement, less the reduction in respect
of production for civilian purposes that I have referred
to, and without interest. For the years 1941 to 1944 the
computation of the royalties at the 1941 rate appears on
Exhibit Z4. From these figures the compensation payable
up to the end of 1944 is as follows, namely; for 1941, the
sum of $119,646.50 less the amount already paid by Alcan
up to September 30, 1941; for each of the years 1942 and
1943, the sum of $215,000; and for the year 1944, the sum
of $215,000 less 1 per cent for the production for civilian
purposes. All the said sums are in United States currency
for which the Canadian equivalent is payable. If the
parties are unable to agree as to the amount of production
in any year subsequent to 1944, for which compensation
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199 may be payable, and the percentage thereof that was for
Srcerrapy or civilian purposes, a further application to the Court may

I be made. The appellant is also entitled to costs against
TaeKwve Hig Majesty, but there will be no costs for or against the
Thorson P. respondent Alcan.

Judgment accordingly.

199  BrrweEN:

——
PeeS  HELEN COOPER ..................... AppELLANT;
1950
Jan.7 AND
THE MINISTER OF NATIONAL |
REVENUE ...........ccoeveunnnnn. | TmSPONDENT.

Revenue—Income—Income taz—Income War Tax Act, RS8.C. 1927, ¢c. 97—
Appellant life beneficiary of estate—Depreciation claimed by executors
patd to appellant is income of appellant—Payment out of corpus
may properly be assessable income in hands of recipient—Tazpayer
not to be assessed for amount of depreciation claimed by executors
and withheld by them.

Executors in filing the Income Tax Return for 1938 of an estate claimed
depreciation on various assets of the estate in the sum of $11,468.37.
Appellant, the life tenant of the estate, in her Income Tax Return
included as revenue from the estate the sum of $7,189.69. The
respondent amended this return by adding thereto the sum of
$11,468.37, claimed as depreciation and assessed appellant accordingly.
From this assessment an appeal was taken to this Court. It was
shown at the hearing of the appeal that the executors had received
in the taxation year the sum of $18,658.06 and had paid to appellant
a total sum of $14,850 which was $7,660.31 in excess of the net amount
payable to her after deducting depreciation.

Held: That depreciation claimed by executors in filing an income tax
return for an estate but in reality paid to the life beneficiary of that
estate is taxable income in the hands of the recipient.

2. That the life beneficiary is not liable for income tax on the amount
claimed by executors as depreciation but not paid to the beneficiary.

APPEAL under the Income War Tax Act.

The appeal was heard before the Honourable Mr. Justice
Cameron at Windsor.

N. C. MacPhee, K.C. for appellant.
G. L. Fraser, K.C. and J. D. C. Boland for respondent.
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The facts and questions of law raised are stated in the
reagons for judgment.

CameroN J. now (January 7, 1950) delivered the
following judgment:

This is an appeal from an assessment to income tax
dated February 2, 1940, for the taxation year 1938. The
appellant is the widow of James Cooper who died in 1931.
By his will he appointed Maurice Pougnet and E. F. Ladore
to be his executors, and after providing for payment of his
debts, funeral and testamentary expenses, he made pro-

vision for his widow, the appellant herein, as follows:

3. To my dear wife, Helen Cooper, for the term of her natural life,
I will, devise and bequeath all my real and personal estate, wherever
situate, of which I died possessed or to which I may die entitled.

Subject to the life interest of his wife, he devised and
bequeathed all his estate in equal shares to his three
daughters. The concluding paragraph of his will was as

follows:

I authorize the trustees of this my Will to invest the moneys of my
estate in any investments which they shall deem reasonably secure, and
likely to return a fair income, not being limited to investments expressly
authorized by law, and with power to retain investments made by me
in my lifetime as long as they shall think proper and to re-invest the
proceeds of the same or any part thereof in similar securities. And in
order to carry out my intention I exonerate the trustees hereof from
any responsibility for loss or damage which may be occasioned by
retaining investments in the form in which the same shall be at the
time of my death or by reason of investments made by them in good
faith in securities other than those authorized by law.

The evidence indicates that the executors managed the
entire estate, which in 1938, consisted of certain original
assets and a number of businesses, some of which were
also original assets and others which, by foreclosure or
other means, had been taken over by the executors to
protect the interest of the estate therein. Mr. Pougnet,
one of the executors stated that the gross income for the
year 1938, after payment of expenses, was $18,6568.06. He
said that in filing the estate T.3 Income Tax Return the
executors had claimed depreciation on the various assets
in the sum of $11,468.37 and had shown a net amount of
$7,189.69 as income payable to the appellant for the year
1938. The appellant in her T.1 Income Tax Return
included as revenue from her husband’s estate the sum
of $7,189.69 only. The respondent, however, acting
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apparently on the ground that the depreciation so claimed
by the executors was merely a book entry and had not
actually been retained by the executors as a depreciation
reserve, and believing that the full sum of $18,658.06 had,
in fact, been paid to the appellant, amended her return by
adding thereto the sum of $11,468.37, and assessed her
accordingly. It is from that assessment that the appeal has
been taken.

The evidence on the appeal shows that out of the gross
income of $18,658.06, the executors in 1938 actually paid
the appellant $14,850, expended the sum of $2,398.01 in
replacement of machinery and equipment; and, following
an audit of the estate accounts in 1939, may have paid
the appellant the balance of $1,410.05 in some later year.

The disagreement between the parties is solely as to the
right of the appellant to any allowance for depreciation
on the income received by her from the estate. It is
admitted that had she been paid the gross income of
$18,658.06, and had she been entitled to claim depreciation
in respeet thereof, the total claim for depreciation of
$11,468.37 would have been allowed, that sum being made
up in accordance with the depreciation allowances normally
granted in 1938 for the various assets under administration
by the executors. It appears, also, from the evidence that
for many years prior to 1938 the executors, in filing the T.3
Estate Income Tax Returns, had deducted depreciation
from the gross income of the estate and had shown as
income payable to the appellant only the net amount after
deducting such depreciation; and, also, that the appellant
in her own income tax returns had shown only such net
income as received from the Cooper Estate.

In the case of Davidson v. The King (1), the President
of this Court came to the conclusion that the beneficiary
of an estate, insofar as he is entitled to income from it, is
not entitled to deduet any amount for depreciation in
respect of such income, inasmuch as it is not his assets but
those of the estate that are used in the production of such
income. He found that any amount that might be allowed
for depreciation—being an item of capital-—enured to the
benefit of the estate and those entitled to its corpus.

Counsel for the appellant endeavoured, however, to draw
a distinetion between the Davidson case and the case at

(1) (1945) Ex. CR 160.



Ex.C.R.] EXCHEQUER COURT OF CANADA 81
bar. He says that while in the Davidson case the appellant 1950

was entitled merely to the income for life in one-half of Coorar
the estate, Mrs. Cooper, by the terms of her husband’s wymrms or
will, is entitled specifically to the use and enjoyment in %;TVI];)II:&{-
specie of the assets of her husband’s estate without inter-

ference by the executors; and that such being the case Camemn"
she i1s bound to maintain the corpus of the estate intact

for the remaindermen and cannot do so unless she is

allowed depreciation at the proper rates. He suggests that

in the absence of any evidence to prove the contrary, the
executors throughout may have been acting merely as her

agents in the management of the estate and not qua
executors of her husband’s estate.

I do not consider that it is necessary for me to determine
whether under her husband’s will the appellant had or
had not the right to the use and enjoyment of the assets
of his estate in specie. I am not concerned in this case
with any possible dispute between the life tenants and
the remaindermen. The only question is whether that
which the appellant received from the executors in 1938
was taxable income in her hand.

The appellant is not one of the remaindermen in the
estate. Her only interest in the estate is that of a life
beneficiary and as such she would be entitled to receive the
income arising from the assets of the estate whether as
profits resulting from the operation of the businesses which
formed part of the estate, or as revenue from investments,
and equally so whether operated by herselfi—as she asserts
she was entitled to do—or as managed and operated by the
executors as para. 7 of the Statement of Claim states was
the fact. Under no circumstances would she be entitled
to any of the corpus for her own personal use and benefit.
The executors would have no right to pay her any moneys
whatever except such moneys as constituted income from
the estate.

As I have said above, the executors in 1938 received and
reported a gross income of $18,658.06. Apart from the
provisions of the Act relating to depreciation, the whole
of that amount would have been income accruing to the
appellant and under the provisions of section 11(1) would
have formed part of her income whether received by her
or not in 1938. It is not disputed, however, that the
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executors were entitled to deduct therefrom depreciation
in the amount now claimed by the appellant. Had they
retained the amount of such depreciation and not paid it
or a large portion thereof to the appellant, no difficulty
would have arisen. They did, however, pay over to her
in that year a total of $14,850 which was $7,660.31 in excess
of the net amount payable to her after deducting
depreciation.

What then is the nature of that payment of $7,660.317
It was paid out of income received by the executors, it was
applied by them in the direction that income should be
applied—namely, to the appellant who was the life
beneficiary—and received by her as such and applied by
her to her own use and benefit. None of it has been
repaid by her to the executors and there is no evidence
that she was ever asked to repay it.

In my opinion, therefore, that amount constituted taxable
income in the hands of the appellant.

A further argument advanced by the appellant was that
if she wag not entitled to receive this sum of $7,660.31 as
income, it must have been paid to her—possibly in error—
as a payment out of capital; and that as it was paid out of
depreciation which is an item of capital, it should not be
considered as income in her hands. In view of the decision
in H. K. Brodie v. The Commissioners of Inland Revenue
(1), that contention cannot be supported. In that case
Findlay, J. said at p. 439:

If the capital belonged to the person receiving the sums—if he or
she was beneficially entitled not only to the income but to the capital—
then I should think that, when the payments were made, they ought
to be regarded, and would be regarded, as payments out of capital, but
where there is a right to the income, but the capital belongs to somebody
else, then, if payments out of capital are made and made in such a form
that they come into the hands of the beneficiaries as income, it seems
to me that they are income and not the less income, because the source
from which they came was—in the hands, not of the person receiving them,
but in the hands of somebody else—capital.

Reference may also be made to Williamson v. Ough
(Inspector of Taxes) (2), where at p. 392 Lord Russell of

Killowen said,
It is well settled that a payment out of corpus may properly be
assessable income In the hands of the recipient.

For the reasons which I have given, I am of the opinion
that the respondent was entitled to amend the 1938 return

(1) 17 Tax Cases 432 (2) (1936) AC 384
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of the appellant by including as an item thereof the amount
which she actually received in that year from the Cooper
Estate. He had assumed in error that she had received
$18,658.06, whereas, in fact, she received only the sum of
$14850. I do not think that to that sum there should
be added the further sum of $1,410.05 which the executor,
at the trial, thought she might have received in a subse-
quent year. That amount in 1938 was, in my opinion, not
accruing to her and it was not received by her. Until paid
over to her, the executors were entitled to treat it as part
of a depreciation reserve and she could not have successfully
made claim thereto.

I therefore refer the matter back to the respondent to
amend the assessment by substituting the sum of $14,850
as income from the James Cooper Estate for the sum of
$18,584.37 as found by the respondent, and to adjust the
agsessment accordingly.

Success being divided, under all the circumstances I will
make no order as to costs.

Judgment accordingly.

BETWEEN:
HIS MAJESTY THE KING,.............. PLAINTIFF;
AND
HERB CUTHBERTSON,............... DEFENDANT.

Crown—Information—Foreign Exchange Control Act, Statutes of Canada
1948, c. 63, s. 22(1)—“Forthwith declare to an authorized dealer”—
“Forthwith” in s. 22 of the Foreign Exzchange Control Act means
within a reasonable time—No declaration of forfeiture.

Held: That “forthwith” in s. 22(1) of the Foreign Exchange Control
Act, Statutes of Canada, 1946, ¢. 53, means within a reasonable time
in view of the circumstances of the case and of the subject matter.

INFORMATION exhibited by the Attorney General of
Canada seeking a declaration that United States currency
surrendered by the defendant be forfeited to the Crown.

The action was tried before the Honourable Mr. Justice
O’Connor at Ottawa.

J. Douglas Watt, K.C. for plaintiff.
H. A. O’Donnell, K.C. for defendant.

83
1950
S
Coorer
.
MINISTER OF

NATIONAL
ReveNue

Cameron J.

1949

March 17
July 12



84
1949

——
TrE King

v.
CUTHBERT-~
SON

0’Connor J.

EXCHEQUER COURT OF CANADA [1950-

The facts and questions of law raised are stated in the
reasons for judgment.

O’Coxxor J. now (July 12, 1949) delivered the following
judgment:

The plaintiff seeks a declaration that the sum of $154-
in United States currency, surrendered by the defendant
on the 26th day of August 1947, be forfeited to the
plaintiff on the ground that the defendant failed to forth-
with declare and offer for sale such sum in accordance
with the provisions of The Foreign Exchange Control Act,
chapter 53 of the Statutes of Canada, 1946.

Section 60(1) of the Act provides inter alia that any
property of any kind, the possession of which any person
fails to declare as required by the Act, may be seized
and shall be liable to forfeiture at the instance of the
Attorney General of Canada upon proceedings in the
Exchequer Court of Canada.

Section 22(1) and (2) provides:—

22(1). Every resident, other than an authorized dealer, who has or
acquires the ownership or possession of foreign currency or is or becomes
entitled to a right to payment of foreign currency under a negotiable
instrument payable either on demand or otherwise immediately payable,
or by reason of a deposit, shall forthwith declare to an authorized dealer
that he owns or possesses the said currency or is entitled to the said
right, provided that this subsection shall not apply in respect of

(a) foreign currency having a value not exceeding one hundred dollars
in the ownership or possession of a resident, unless otherwise
required by regulation; or

(b) foreign currency or any right to payment thereof acquired or
held by a resident under a regulation or permit while it is
required by the resident for the purpose, and held within the
time, specified by the regulation or permit.

'(2) Subject to subsection four of this section, where a resident
makes a declaration to an authorized dealer under this section relating
to foreign currency or to a right to payment thereof for which a rate
of exchange with Canadian currency is prescribed under this Act,
he shall at the time of making the declaration, sell the said currency
or agree to sell the currency payable under the said right to the
authorized dealer and for such purpose shall at that time assign or
transfer the said right, or direct that payment thereunder be made
to the authorized dealer.

Section 22(1) (a) of the Act was amended by P.C. 2045
to provide that every resident who has or acquired posses-
sion of foreign banknotes exceeding $10 shall declare to
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an authorized dealer that he possesses such banknotes and 1949

offer the same for sale to an authorized dealer pursuant Txm Kive
to Section 22 of the Act. v

CuTHBERT-
The facts are not in dispute. The defendant farms near  soN

Perth, Ontario, and in addition carries on business as & 0'ConnorJ.
commigsion agent purchasing cattle for export to the
United States, and during the year 1947, the defendant
in the course of his business as such agent, purchased cattle
for export amounting in value to approximately $100,000,
which sums were paid in American currency and accounted
for by the defendant, according to the regulations under
The Foreign Exchange Control Act.

It was the defendant’s practice to take the cattle in
trucks to the port of entry and to pass them through
the Canadian Customs and then to accompany them to
the cattle yards over the United States boundary, for
the purpose of passing the cattle through the United
States Customs.

On the date in question, when he was passing the cattle
through the Canadian ‘Customs Port of Lansdowne, he
was asked by the port authorities to declare the United
States currency in his possession. He stated that he threw
everything he had in his pocket out on the counter and
this amounted to $164 in United States currency and $15
in Canadian currency. Thereupon the port authorities
seized $154 of the American currency and returned $10
in American currency to him.

It is clear from the nature of the defendant’s business
that he had to carry United States currency in sums much
larger than $10. He had to make change in United
States funds when the cattle were sold and he had to
pay United States custom duties on certain cattle in United
States funds. That this was necessary to his business was
recognized by the Foreign Exchange Control Board which
granted him a permit in 1948 and again in 1949 to carry
up to $1,000 a month—$200 at one time in United States
currency.

On the 22nd September 1947, the defendant was inter-
viewed by a constable of the Royal Canadian Mounted
Police and gave him a statement in writing, in which
he stated inter alia, that at the time in question he had
in his possession $154 in American currency which was
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taken from him by the Customs officer and he was informed
that he would hear from the Foreign Exchange Board. The
statement then continued:

I obtained this money from the sale of cattle. $50 of it was
obtained from the Bank of Montreal, Perth, some time previous which
was kept in my pocket and I could not say how much of this $50
I had at the time of crossing the border.

In his evidence the defendant stated that he was just
going over to transfer the cattle and then he intended
to return to Perth.

He said that he had obtained part of the money on
Form H from the Bank a short time before, but that he
had disposed of most of it. He said, “there probably was
a little bit left, no large amount, and the other I had
received through making change in cattle deals.” And
that he had received “the other” just a “matter of a few
days” before the 26th August 1947.

And under cross-examination he said:—

Q. Just a minute—Mr. Cuthbertson I have a record here—you visited
the Port of Lansdowne on the 26th August 1947 but on the 21st of August
you sold to the bank $3,100 in U.S. currency—can you tell me if that
is right?

A. I cannot say. I have no recollection.

Q. But you did from time to time sell US. currency to the bank?
A. Oh, yes.

Under Sections 60(2) and 56(1), if it is established
that the defendant did any act or omission for which a
permit is required, then the burden of proof is on the
defendant that he possessed the necessary permit or had
been exempted from the applicable provisions of the Act.

That does not affect the position here, however, because
the defendant does not contend that he had a permit
which would permit him to have possession of foreign
banknotes without having to forthwith declare the same
to an authorized dealer. What the defendant contends is
that having received the foreign currency only “a few
days” before the 26th August 1947, he did not fail to
“forthwith declare” and “sell” the same to an authorized
dealer, within the meaning of Section 22(1) as amended.

The plaintiff does not contend that the defendant was
about to export this currency from ‘Canada to the United
States or had any intention of so doing. On the contrary,
counsel for the Crown agreed that the sole ground on
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which the declaration is sought is that the defendant
failed to “forthwith declare and offer for sale” the said
currency to an authorized dealer.

The sole questlon is, therefore, did the defendant in
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days,” fail to “forthwith declare” the same to an authorized
dealer.

That in turn depends on the construction to be placed on
the word “forthwith” in Section 22(1).

Wharton’s Law Lexicon XIV edition defines “forthwith”

as:i— v s

When a defendant is ordered to plead “forthwith”, he must plead
within twenty-four hours. When a statute or rule of Court requires an
act to be done “forthwith”, it means that the act is to be done within
a reasonable time having regard to the object of the provision and the
circumstances of the case (Ex parte Lamb (1881) 19 Ch. D. 169; 2 Chit.
Arch. Prac. 14th ed., 1436).

Mozley and Whiteley’s Law Dictionary V edition makes
the same statement that in a statute the word means
“within a reasonable time.”

Webster’'s New International Dictionary defines “forth-
with’

Immediately; without delay; directly; Hence, within a reasonable
time under the circumstances of the case; Prompt and with reasonable
dispatch ;—the meaning of the term in a particular case is relative to
the circumstances.

Where the word “forthwith” occurs in a statute it has
usually been construed as meaning “within a reasonable
time in view of the circumstances of the case and of the
subject matter” as will be seen from the following:—

I agree that the word “forthwith” is not to receive a strict construction
like the word “immediately”, so that whatever follows, must be done
immediately after that which has been done before. By referring to
section 50 (of a private Act) it seems that whatever is to be done under
it, ought to be done without any unreasonable delay. T think the word
“forthwith” there used, must be considered as having that meaning.
R. v. Worcestershire JJ. (1839), 7 Dowl. 789, per Coleridge J., at p. 790.

. The Act of Parliament (Bastardy Act, 1845, s. 3 (repealed)) says,
that the party entering into the recognizance shall “forthwith” give notice
of his having done so to the mother of the child. Now, without putting
any critical construction on the word “forthwith”; it means I think,
with as little delay as the circumstances will reasonably admit of.
Exz p. Lowe (1846). 3 Dowl. & L. 737, per Coleridge J. at p. 789.

To act “forthwith”, . . . seems to mean “reasonably soon in the
circumstances”. Brown v. Bonnyrig Magistrates, (1936) 8.C. 258, per
Lord Carmont (Lord Ordinary), at p. 262.
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“Forthwith after the threshing” (in s. 5 of the Threshers’ Lien Aect,
which deals with the right to exercise a right of lien on grain) I think
means as soon after the work is completed as it is reasonably practicable
for the giving of the notice. Partridge v. Aylwin, (1924) 2 W.W.R. 671,
(C.A.) per cur., at p. 674.

“Forthwith” in The Controverted Elections Act, CS.N.B. 1903, c. 4,
8. 6, means that the petition must be published within a reasonable time,
in view of the subject matter and the attendant circumstances .
(C.A)) Owens v. Upham (1909), 89 N.B.R. 198.

“Forthwith” means within a reasonable time, having regard to all
the circumstances of the case, as used in the Immigration Act, R.S.C. 1927,
c.93,s.19(2) . . . In re Immagration Act, In re Poll. (1937) 3 W.W.R. 136.

The defendant appears to have acted in good faith in
the matter. When he was asked to declare the currency
he had with him, he at once made the declaration and
handed the currency to the Customs official. Nor do the
Board appear to have questioned his good faith, because
they subsequently issued a permit to him in each of the
years 1948 and 1949, which permitted him to carry sub-
stantial sums in foreign currency.

Giving “forthwith” the meaning of “within a reasonable
time” in view of the circumstances of the case and of the
subject matter, there remains only an examination of the
circumstances and of the subject matter.

The evidence shows that in the year 1947 the defendant
had handled $100,000 worth of American currency and
that this during the year had been turned into an authorized
dealer. Apparently he had turned $3,100 in United States
currency five days before the date in question, and he
had $164 in American currency on the day in question.
He stated that he had acquired part of this sum on a
form H from the bank a short time before and that “there
probably was a little bit left of the $50 but I think no
large amount and the other I had received through making
change in cattle deals;” and his evidence was he had
received this last amount “just a matter of a few days”
before the 26th August 1947. According to his evidence
on the time in question there was American money “every-
where—in the stores and everywhere.”

The section cannot have intended that even a retail
merchant should go to the bank every time he received
a United States bill. He would probably declare and sell
the United States currency every time he went to the
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bank in the ordinary course of business, which in the case
of a retail merchant, would probably be every few days.

Here the defendant is a farmer and a cattle buyer
travelling about the country. Having regard to the circum-
stances and the subject matter, it cannot be said, in my
opinion, that the defendant failed to “forthwith declare”
and “sell” the currency because he had it in his possession
for “a few days.”

The plaintiff is not, therefore, in my opinion, entitled
to the declaration sought in the information. The
defendant is entitled to the costs of the proceedings.

Judgment accordingly.

BerweEN:
HIS MAJESTY THE KING ............ PLAINTIFF;
AND
STEVE GOMORI ..................... DEFENDANT.

Crown—Information—Seizure under provisions of Foreign Exchange
Control Act—Forfeiture—When offence proved Court must declare
forfetture of whole property seized.

Defendant admittedly attempted to export from Canada a sum of money
contrary to the Foreign Exchange Control Act, Statutes of Canada
1946, c. 53. The money was seized and detained by the representa-
tives of the Foreign Exchange Control Board and the plaintiff in this
action asks for an order declaring forfeiture to the plaintiff of the
sum of money so seized.

Held: That when the Attorney General has claimed forfeiture and it is
established that the defendant has, in fact, done or omitted to do
any of those things enumerated in s. 60(1) of the Act the Court has
no power to declare there shall be nq forfeiture.

2. That s. 60(1) of the Act, unlike 5. 59(1) of the Act, confers no dis-
cretion on the Court and the Court cannot declare anything
forfeited less than the whole of the property seized and detained.

INFORMATION exhibited by the Attorney General of
Canada to have declared forfeited to the Crown money
seized and detained by virtue of the provisions of the
Foreign Exchange Control Act.
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The action was tried before the Honourable Mr. Justice
Cameron at Calgary.

E. C. Collier and A. J. MacLeod for plaintiff.
W. J. C. Kirby for defendant.

The facts and questions of law raised are stated in
the reasons for judgment.

CameroN J. now (November 17, 1949) delivered the
following judgment:

This is an information exhibited by the Attorney General
of Canada in which it is alleged that the defendant, until
December 23, 1947, of Newecastle, Alberta, did on that
date attempt to export from Canada at the port of Halifax
the sum of $4,170 Canadian currency, contrary to the
provisions of the Foreign Exchange Control Act, ch. 53,
Statutes of Canada, 1946. That sum of money was seized
and detained by the representatives of ithe Foreign
Exchange Control Board. The plaintiff asks for an order
declaring forfeiture of the said sum to the plaintiff, and
for costs. The defendant did not appear in person at the
trial but was represented by counsel. The only evidence
adduced was that of Leonard F. Hayes, Customs Superin-
tendent of the Port of Halifax, and Arthur J. Vaughan,
Customs and Excise Officer at Halifax (whose evidence was
taken on commission), and that of R. W. Thompson, a
member of the staff of the Bank of Montreal at Drumbeller,
Alberta. No evidence was given on behalf of the defendant
but at the conclusion of the plaintiff’s case the defendant’s
counsel admitted that the defendant on December 23,
1947, at the port of Halifax, Nova Scotia, had attempted
to export $4,170 in Canadian currency contrary to the
Foreign Exchange Control Act and its regulations, and
that he had no permit to export such funds.

Notwithstanding this admission I think it necessary to
set out briefly the facts of the case as they are of importance
in considering the question of forfeiture which will be
dealt with later.

The defendant was born in Hungary in 1894, but for
many years had resided in Canada where he was employed
as a miner near Drumbheller. He had a bank account at
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the Bank of Montreal in that town and the evidence of
Mr. R. W. Thompson, an employee of that branch of the
bank, is the only evidence before me except that of the
Customs Officials who made the seizure at the port of
Halifax. Mr. Thompson knew the defendant as a cus-
tomer of the bank. About September 5, 1947, the
defendant attended at the bank and had an interview
with Mr. Thompson. He informed him that he intended
to leave Canada to reside permanently in Hungary and
asked for information as to the steps he would have to take
to secure permission to export his funds to that country.
He was supplied with Form 107 of the Foreign Exchange
Control Board, entitled “Application for Change of Status
from Resident to Non-resident for Foreign Exchange
Control Purposes.” This form he completed and the bank,
at his request, forwarded it to the Board for approval.
Exhibit 2 is an original copy of that form as completed
by the defendant and on the reverse side it shows his
agsets at a total of $4,877.04.

The bank was advised by letter of the Board, dated
September 17, 1947 (Ex. 3), that his application for
change of status had been approved on the basis of the
information supplied and that upon his departure from
Canada the bank could issue Form H and provide up to
$500 United States funds for in-transit expenses. Within
a few days thereafter he was advised by the bank officials
that Exhibit 3 had been received and that he could take
out $500 in United States funds and the balance in the form
of a Canadian dollar draft. On the evidence of Thompson
I must find that he clearly understood these instructions.

Gomori stated to Mr. Thompson that as he was not
leaving Canada for a few months he would let the matter
stand.

His ledger account with the bank (Ex. 5) shows that he
withdrew cash from the bank as follows:

November 1, 1947 .. ... ...ciiieiiiiirinrnnnnn.. $500 00
November 7, 1947 .......coiiiiiiiiiiinnn.. 600 06
November 14, 1947 .......... It e e aeneaan 500 06
December §, 1947 ........oiiviiiiiiiiiiiie 500 06

About December 11 he returned to the bankl and
intimated to Mr. Thompson that he was about to leave
for Hungary and wished to complete the arrangements
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which he had discussed. At that time his bank balance
was $1,817.72. Form H of the Foreign Exchange Control
Board, called “Application for Travel Permit,” was pre-
pared by Thompson and signed by Gomori (Ex. 4). As
so completed it was an application and authority to take
with him out of Canada $500 in United States funds only
and this amount was issued to him in travellers’ cheques
in United States funds. He was informed by Thompson
that the balance of his account could only be taken out
of Canada in the form of a Canadian dollar draft and
that he could not take out Canadian currency. However,
he requested that the balance be given to him in Canadian
currency and that was done. He stated to Thompson that
none of it would be taken out of Canada and that he
intended to give a substantial part of it to a relative in
Canada and that he would be spending the balance before
‘he left Canada.

On December 23, 1947, when about to leave Canada at
the port of Halifax, the defendant was asked by the
witness Hayes (who was accompanied by the witness
Vaughan) for his passport and Form H (Ex. 4), which he
produced. He was asked to produce any funds that he
was carrying and did produce $500 in United States
currency which he was authorized to export. He was
asked if he had any other funds in his possession to which
he replied, “No.” He was then taken to quarters provided
for personal search and when his outer clothing had been
removed it was found that he had a belt around his waist.
Upon request this belt was removed and $4,170 in
Canadian currency was found sewn into the belt. The
belt was of flannel and it was apparently specially made
so as to conceal the contents of its eight pockets. Most
of the money in this belt was in bills of large denominations.

He was asked if he did not know it was illegal to take
Canadian funds from Canada without a permit, but
made no reply. He was then informed that his Canadian
currency would be turned over to the Foreign Exchange
Control Board and that any steps he wished to take to

.recover it should be addressed to that Board. He was

then escorted to the ship, taking with him $500 in United
States currency, and he proceeded to Hungary where he
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apparently now resides. The witness Hayes states that
while ‘Gomori spoke English but poorly he seemed - to
understand all questions put to him.

The claim for forfeiture of the currency so seized is
founded on the provisions of section 60 of the Foreign
Exchange Control Aect, the relevant part of which is as

follows:

60(1). Any property of any kind which any person exports or attempts
to export from Canada . . . contrary to this Act or the regulations . . .
may, in addition to any other penalty which may have been imposed
on any such person, or to which any person may be subject with relation
to such unlawful act or omission, and whether any prosecution in relation
thereto has been commenced or not, be seized and detained by any
In3pector or Officer and shall be liable to forfeiture at the instance of
the Attorney General of Canada upon proceedings in the Exzchequer
Court of Canads or in any Superior Court, subject, however, to a right
of eompensation on the part of any innocent person interested in such
property . . .

In the Statement of Defence, in addition to asking that
the claim be dismissed, the defendant asked in the alter-
native for an order of this Court that the moneys be
returned to the defendant or such proportion thereof as
to the Court might seem just. ‘Counsel for the defendant
in his argument urged upon me that notwithstanding the
admission of a breach of the Act and regulations that the
Court had power and a discretion to either (1) deny the
claim for forfeiture in toto, or (2) alternatively, to declare
a forfeiture of only a portion of the currency so seized
and under the circumstances above disclosed should
exercise its discretion in favour of the defendant in one
or either of these ways. For the plaintiff it is contended
that when the Attorney General of Canada has exercised
the discretion conferred on him by section 60(1) to initiate
proceedings for forfeiture and it has been established to
the satisfaction of the Court that the defendant has
committed any of the acts enumerated in section 60(1)
that the whole of the property so seized and detained must
be declared forfeited—subject only to the right of com-
pensation to any innocent person interested in the
property, as provided in the section; and, alternatively,
that if there is any discretion in the Court to declare a
forfeiture of a part only of such property, that such
discretion should not here be exercised in favour of the
defendant. -
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No question arises as to the right of seizure and detention,
authority for such being clearly conferred in section 60(1).
The important words to be considered are “shall be liable
to forfeiture at the instance of the Attorney General of
Canada.”

I have not been referred to any case in which there has
been a judicial determination of the question as to whether
the Court has or has not the discretion attributed to it
by defendant’s counsel. In Rex v. Mahaffey (1), a some-
what similar question was raised, but in reaching a con-
clusion therein I did not find it necessary to determine
the point. I assumed—but without deciding—that if the
Court had a diseretion, the facts in that case did not
warrant the exercise of such a discretion in favour of the
defendant.

It is submitted that the words “shall be liable to
forfeiture” confer upon the Court a discretion to say
whether or not forfeiture should be declared. Counsel
cites Rex v. Fraser (2), in which Campbell, C.J. was con-
sidering the provisions of s. 39 of The Fisheries Act,
Statutes of Canada, 1932, ch. 42. He came to the con-
clusion that the phrase “liable . . . on summary conviction
to a term not exceeding six months . . . or to a fine of
$100” gave the Magistrate a discretion to impose a fine
of less than $100.

Defendant’s counsel cited James v. Young (3) which was
also referred to in the Fraser case (supra). In that case it
was found that a clause, “shall be liable to be forfeited”,
did not result in an immediate forfeiture upon breach
of one of the conditions, but only upon the Crown
claiming the forfeiture. That case, in my opinion, is not
helpful to the defendant here as the plaintiff does not
suggest that forfeiture took place upon the seizure of
the currency and the Attorney General has, in fact, by
proceedings in this Court, claimed the forfeiture.

The case of re Loftus-Otway (4) was also cited. The
Court there was considering the interpretation of an
expression in a will “whereby either directly or by

(1) (1948) 92 C.C.C. 269. (3) (1884) 27 Ch. D. 652.
(2) (1944) 2 D.L.R. 461. {4) (1895) 2 Ch. 235.
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operation of law he would be deprived or be liable to be
deprived of the beneficial enjoyment.” In that case
Stirling, J. said at p. 240:

There is a contrast between being deprived and being liable to be
deprived . . . I think that those earher words, “whereby or in consequence
whereof, either directly or by operation of law, he would be deprived,”
apply to acts . . . the necessary consequence of which is a deprivation
of the beneficial enjoyment. It seems to me that the latter words must
be read as including acts which . . . would leave it with a Court of
justice to say whether or not he is to be deprived. In this sense the act
of bankruptcy . . . was an act which rendered him liable (no doubt
in the discretion of the Court) to be deprived of the beneficial enjoyment
of the income. The hability existed, although the Court did not see fit
to enforce 1f.

I have considered most carefully the submissions made
by defendant’s counsel and all the cases cited by him in
support thereof. I have scrutinized the provisions of
section 60(1) to ascertain whether its language would
permit of the interpretation put forward. But somewhat
to my regret I have reached the conclusion that his argu-
ment must be rejected.

Dealing with the first submission I think it is manifest
that when the Attorney General has claimed forfeiture
and it is established by evidence (or by admissions made
by or on behalf of the defendant), that the defendant has,
in fact, done or omitted to do any of those things
enumerated in the section, that the Court has no power
to declare that there shall be no forfeiture. In my opinion
it is the duty of the Court when satisfied of a breach of the
statute or regulation, and where the Aect confers no
authority to do otherwise, to apply the penalty, punish-
ment or sanction provided for in the statute and in this
case the only sanction provided under this section is that
of forfeiture of the property seized and detained. There is,
however, a discretion vested in the Attorney General of
Canada inasmuch as the property seized and detained
under this section does not become liable to forfeiture
unless and until condemnation proceedings are taken
by him in one of the Courts enumerated. In the instant
case, therefore, the offence having been proven—and later
admitted—I must apply the sanction provided for, namely,
forfeiture.

But, as I have intimated, it is further contended that
the Court has power to declare but a partial forfeiture
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1949 and should do so in this case. It is submitted that under
TasKwa the circumstances disclosed the whole of the property
Gonorz  Seized should not be condemned as forfeited, but only
oo 7 such part thereof as the Court might determine to be in
— " the nature of a fair penalty considering the nature and
circumstances of the offence. I may say at once that
were I able to reach the conclusion that the Court had
such a power I would not hesitate to use it for reasons

which will appear later.

It is pointed out that under section 59(1) of the Act,
which provides for prosecutions for offences relating to
property, and provides for the penalties to be applied, that
a wide discretion is given to the Court hearing those
charges. Under that section, on summary conviction the
Court may levy a fine not exceeding double the value of
the property, or may impose imprisonment for a term not
exceeding twelve months, or both fine and imprison-
ment. Where proceedings are taken by indictment the
penalty may be a fine not exceeding double the value of
the property, or imprisonment not exceeding five years,
or both fine and imprisonment. Undoubtedly, under that
section the Court has a wide discretion as to the fine or
imprisonment to be imposed, the limits being carefully
defined.

Section 60(1), on which this claim for forfeiture is
based, contains no provision comparable to that in section
59(1). It provides merely that the property seized and
detained shall be liable to forfeiture. I think it is proper
to infer that when Parliament in passing this Act provided
in very clear language in one section for a discretionary
power as to the amount of the fine and the term of
imprisonment to be imposed, and in the section immedi-
ately following used no words which even suggest a similar
discretion as to what part of the property seized should
be forfeited, that it did not intend to confer any diseretion
on the Court to declare anything forfeited less than the
whole of the property so seized and detained.

Section 61 deals specifically with the offences involving
currency and negotiable instruments of a value not over
$100 and provides a summary procedure for seizure and
forfeiture. Under that section the Board decides “whether
the seized currency or negotiable instrument is forfeited”
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(s. 60(4)), and under section 62(4), if the matter is
referred by the Board to the Court, the Court is to “acquit
or condemn the currency or negotiable instrument.” I am
unable to find anything in these two sections which gives
either the Board or Court power to acquit or condemn
part only of what has been seized and detained.

It must be kept in mind that section 60 has to do with
“any property of any kind” and is not confined to currency.
For example, the thing seized might be a large and valuable
piece of machinery. In such a case it is obvious that the
Court would have no power to declare a partial forfeiture
of such property. In the absence of language which
clearly confers upon the Court a power to declare a partial
forfeiture, it must be found that no such power is given
to the Court. '

In enacting the Foreign Exchange Control Act, Parlia-
ment has provided for punishment of offences in two ways.
The first is by prosecution where wide latitude is given
to the Court in fixing the penalties. The second is directed
specifically against the property involved in the offence
rather than the person committing the offence. Proceedings
may be taken under one or other of these two ways, or
under both, but in my view “forfeiture” as used here means
forfeiture of the whole of the property seized and detained.
I have not been referred to any case in which it was
found that the word “forfeiture” meant anything else
than the forfeiture of the whole nor have T been able to
find any such case.

I have therefore reached the conclusion that under the
existing legislation I must find that the whole of the
currency so seized and detained is forfeited to the plaintiff
and I so declare. The plaintiff is also entitled to judgment
against the defendant for his costs after taxation.

I cannot leave the matter, however, without indicating
my opinion that this appears to be a case in which the
Board might favourably consider an application for remis-
sion of a substantial portion of the amount so forfeited. As
I have pointed out the defendant could have taken out all
his declared assets by using a Canadian draft. No explana-
tion is given as to why he deliberately chose to evade the
Act and its regulations. He may have been badly advised
by someone as to the value of the Canadian draft in
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Hungary and quite apparently he thought that the
Canadian currency would be of greater value to him there
than would a Canadian draft. If his declaration of assets
iy true, then by a single breach of the Act his entire
Canadian savings may have been lost to him. That
constitutes a very heavy penalty and in my view con-
sideration might well be given to the matter of relieving
him from a substantial part of such a drastic penalty.

Judgment accordingly.

BRITISH COLUMBIA ADMIRALTY DISTRICT

BETWEEN:
SHERMAN ET AL..................... PLAINTIFFS;
AND '
THE SHIP GOOD HOPE II............. DEFENDANT.

Shapping—Collision—Both vessels to blame—Damages.

In an action for damages brought by the plamntiffs for the sinking and
total loss of their ship as a result of a collision with defendant vessel
the Court found both ships negligent.

Held: That defendant vessel being three-quarters to blame and plain-
tiffs’ ship one-quarter to blame judgment would go accordingly.

ACTION for damages for loss of plaintiffs’ vessel.

The action was tried before the Honourable Mr. Justice
Sidney Smith, District Judge in Admiralty, at Vancouver.

W. 8. Owen, K.C. and J. I. Bird for plaintiffs.
Roy W. Ginn for defendant ship.

The facts and questions of law raised are stated in the
reasons for judgment.

SipNEY SMmriTH, D.J.A. now (January 12, 1950) delivered
the following judgment:

This is a suit for damages brought by the plaintiffs
for the sinking and total loss of their ship Paul D following
upon collision with the defendant vessel Good Hope I1I.
The area of controversy is not large due in great measure
to the commendable frankness with which the master and
owner of the Good Hope II gave his evidence.
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The Paul D is a fishing vessel, 20 gross tonnage, 40 feet
in length, of a speed of 9 knots, and at the material time
was trolling for salmon, at a speed of 13 to 2 knots, with a

crew of two, viz., the plaintiff Paul Sherman (Master and |

joint owner) and a deckhand named Robinson.

The Good Hope II is also a fishing vessel of 21 tons gross,
44 feet long, having a speed of 10 knots, and at the time of
the collision was proceeding from one fishing ground to
another, with all her nets on board. I find her speed
then was 6 knots through the water. Due to a favourable
tide her over-the-ground speed may have been somewhat
more, but not to any significant extent.

The collision occurred at about 10 a.m. (summer time)
on the 11th July, 1949, at the entrance to Juan de Fuca
Strait, about 5 miles E.S.E. of Pachena Point. The wind
was negligible, there was some westerly swell, and the
weather was foggy. The vessels were on crossing courses,
that of the Good Hope IT being west, magnetic, and that
of the Paul D being N.E. magnetic.

There was a conflict on the visibility. The master of
the Paul D gave it as 1200 feet. The master of the Good
Hope II at 150 feet. These figures were necessarily merely
estimates, but on the evidence I find that that of the
master of the Good Hope II (very much the more ex-
perienced mariner) was the more correct of the two. On
a careful re-consideration of the evidence as a whole, I
think the visibility was not more than 500 or 600 feet. An
independent witness, master of another fishing vessel, the
Cape Norman lying at a distance of six miles to the east-
ward, and who had discontinued fishing operations on
account of the fog, stated the visibility in his position
as being 150 feet. At the material times the lighthouse
keeper at Pachena Point, five miles to the westward,
reported “dense fog” and the lighthouse keeper of Car-
manah Point, ten miles to the eastward, reported “fog”.
In this finding I have not overlooked the photographs
taken later while the Paul D was under tow, but these
have to be considered with caution, and do not over-weigh
the other evidence.

I have no doubt that the fog was such as to call for striet
observance of the Articles requiring sound signals to be
given in fog. But these requirements were ignored by
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both. In like manner the elementary seamanlike pre-
caution of keeping a lookout received scant attention from
either vessel. The master of the Paul D was engaged in
his cockpit attending to his fishing lines; his deckhand
was engaged in the galley wheelhouse cleaning fishing
spoons, having no order to keep a lookout and keeping
none. The master of the Good Hope II was indeed in
his wheelhouse, but at the critical time was looking up
data on his charts: his two deckhands were busy mending
nets in the cockpit. Fishing vessels have no special dis-
pensation to disregard the rules. They must obey them
like all other vessels or take the consequences.

Both vessels were being steered by automatic steering
devices. These serve a useful purpose but they may impart
a false feeling of confidence and may lessen the vigilance
of the look-out. This is all the more true in small vessels
and I am satisfied that they did so in the present case.

From first to last the Good Hope II was neglectful of her
navigation. She was proceeding in fog at too great a
speed: she failed to sound any fog signals; she failed to
keep a proper look-out: the first thing she knew of the
Paul D was when her stem was on the point of colliding
with the Poul D’s starboard quarter. The Good Hope IT
cannot escape liability.

But neither can the Paul D. The case for her was that
her master, engaged with his fishing operations in the
cock-pit, saw plainly the Good Hope II proceeding to-
wards him on a bearing of 4 points on his starboard bow
and at a speed of 8 knots or better; that had she con-
tinued her course she would have passed ahead of him,
but that she swerved first to starboard, then to port; that
this made him apprehengive and that he dashed into the
wheelhouse, sounded his whistle (not heard by the Good
Hope II) then shouted, but that collision was then inevit-
able; that he then put his engines at full speed and star-
boarded in an effort to make the impact less direct and more
of a glancing blow and that the angle of collision was about
45°,

The two masters were agreed on there being a practice
in this fishing fleet, fishing there, for the unencumbered
vessel to give way to another vessel actually fishing. For
the present case I accept this without comment, and with-.
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out passing on its validity, since the master of Good Hope
IT gaid that had he seen the Paul D sooner he would have
known at once that she was engaged in fishing and would

have avoided her. But here fog conditions prevailed and

Article 16 was the controlling Article.

I have already dealt with the questions of speed and
vigibility. I do not accept the plaintiff master’s version of
the ‘“verging” of the Good Hope’s course. I think what
he saw was no more than usual minor alteration due to
the scend of the swell. He said 2 minutes elapsed between
his sighting the Good Hope II and the collision, of which
he spent 1 minute in the cock-pit and the other in the
wheelhouse. I think these periods should be much
shortened, probably by one half, if not more.

I am not prepared to hold that the whistle he gave
was such as could have been heard by the Good Hope II.
Only a few seconds elapsed between the alleged whistle and
the shout. The Good Hope IT heard the latter, but not the
former. It is incredible that she should not have heard
it had it been of proper volume; and her master gave
such candid evidence that I accept his denial in this respect.
It is moreover not without significance that in his pre-
liminary act the master of the Paul D stated that at a
distance of 150 yards the Paul D blew her whistle con-
tinuously. In the light of his evidence at the trial this
was simply untrue. I think he failed in his duty by not
sounding fog signals and thus intimating his presence to
other vessels in the vicinity; and by not keeping a proper
look-out. Had this look-out been kept, he would have
been in a better position to appreciate the danger and take
evasive action to avert the collision; for, even relying on
the practice, he should still have taken proper care that
the Good Hope II saw him and was keeping clear; as it
was he took no action and only whistled and shouted when
all was too late. However, he was going very slowly which
reduced the hazard to other vessels.

In my judgment the Good Hope II must be held § to
blame and the Paul D % to blame. There will be judgment
accordingly with corresponding costs. There will be a
reference to the Registrar to assess the damages.

Tudgment accordingly.
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1948

—
July 6,7
Sept.27 BETWEEN:

M.R. CLIFF TUGBOAT CO. LIMITED. . PLAINTIFF;
AND
THE M.S. ISLAND MAIL. ............. DEFENDANT.

BRITISH COLUMBIA ADMIRALTY DISTRICT

Shipping—Collision in dense fog—Both ships equally to blame—Reasonable
steps taken to lessen the loss—Plawmtiff entitled to an accounting.

In an action arising out of a collision between the motor ship Island Mail
and a boom of logs 1n tow of the tug Brunette the Court found both
vessels equally to blame.

Held: That the steps taken by the tug after the collision to retrieve the
logs being reasonable in the circumstances the plaintiff is entitled
to an accounting for the loss sustained by it.

ACTION by plaintiff to recover damages alleged to have
been suffered by it as the result of a collision at the
entrance to Vancouver Harbour between defendant vessel
and a tug owned by plaintiff.

The action was tried before the Honourable Mr. Justice
Sidney Smith, District Judge in Admiralty for the British
Columbia Admiralty District, at Vancouver.

Walter Owen, K.C. and Evans Wasson for plaintiff,

D. 8. Montgomery and Vernon R. Hill for defendant
ship.

The facts are stated in the reasons for judgment.

Sioney SMmrtH, D.J.A., now (September 27, 1948)
delivered the following judgment:

At the trial 'Counsel asked leave to submit argument in
writing. This wag granted. Such argument has now been
filed.

The case involves a collision in dense fog at the entrance
to Vancouver Harbour, Northward and somewhat to the
Eastward of Brockton Point, between the Motor-Ship
Island Mail (of some 15,000 tons displacement) inward
bound and a boom of logs in tow of the Tug Brunette,
also inward bound and being overtaken by the Island
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Mail. T accept the evidence of Captain A. J. Gilbert (the 1943
local Pilot of the Island Mail) and Captain Frank Calhoun M R. Curr
(the Master of the Brunette) with respect to the events TUGB;"‘T Co.
that happened as observed by them from their respective Tar M.S.
ships. Islmjd_Mazl
I think the Island Mail must be held at fault for not  Qoney
immediately going astern on sighting the boom. She DJA.
had lost steerage way and was proceeding at slow, making
very little headway at the time. She stopped her engines
but failed to go astern until three minutes later. Had
she done so at once I think the damage would have been
negligible.

In my view the Brunette was also at fault, in that she
unjustifiably, in the prevailing conditions, altered her course
in fog. The fog bank lay heavily in Vancouver Harbour,
but the greater part of the First Narrows to the Westward
was clear. The Brunette entering the fog bank but looking
astern into clear weather, saw the Island Mail about Pros-
pect Point, later heard her fog signals and knew she was
coming up astern and overtaking the Brunette. The Island
Mail, looking ahead into the fogbank, did not see the
Brunette, or her tow, although she later heard her towing
whistles. When past Brockton Point the Brunette altered
her course 28° to port, and made for her destination at
Moodyville on the North shore. This was an alteration
which brought the boom across the bow of the Island Mail
and thus increased the danger to the Island Mail, and in
the circumstances was wrongful. But for this action there
would, in my opinion, have been no collision. I therefore
find both vessels equally to blame.

I am not disposed to be critical of the manceuvres taken
by the Brunmette, after the collision, to retrieve the logs.
I think the steps she took to that end were reasonable in
the circumstances and at that time of anxiety. She is
entitled to an accounting under the headings set out in
para. 8 of her statement of claim. Unless the parties can
agree on the amount, there will be a reference to the
Registrar to assess damages.

Costs of each party to be taxed, the total amount to be

borne equally.
Judgment accordingly.
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19499  BETweEN:
——

Sept. 1314 CHARLES McCARROLL SMITH

a— and PHYLLIS G. RUDD, two of the
suceessors under and by virtue of the APPELLANTS;

will of MARY C. CATHERINE

FISHER, deceased.................

AND

THE MINISTER OF NATIONAL

REVENUE ............cconnnn.. } RuspoNpENT.

Revenue—Succession Duty—Dominion Succession Duty Act, Statutes of
Canada 1940-41, ss. 8, 4 and 68, Regulation 19—Valuation of interest
in estate—"“Life estate”—“Income or other estate”—Method of valuing
an “annuity, term of years, life estate, income or other estate” in
respect of which duty is payable—Appeal dismissed.

The appeal is brought by the beneficiaries of the estate of Mary Catherine
Fisher, a daughter of the late Charles Woodward. By the terms of
Charles Woodward’s will, Mary Catherine Fisher became entitled
absolutely to a share of the income arising from certain real estate
belonging to him. The appeal is concerned with the valuation placed
by the respondent on the interest of the deceased Mary Catherine
Fisher in that real estate. Appellants contend that this interest
should be assessed at its fair market value.

Held: That Mary Catherine Fisher had acquired a “life estate” or an
“income or other estate” which was within the terms of s. 34 of the
Dominion Succession Duty Act, Statutes of Canada 1940-41, c. 34,
and must be valued accordingly.

APPEAL under the Dominion Succession Duty Act.

The appeal was heard before the Honourable Mr. Justice
Cameron at Vancouver.

John Robinson, K.C. and H. R. Barclay for appellants.

F. A. Sheppard, K.C., A.J. MacLeod and D. K. Petapiece
for respondent.

The facts and questions of law raised are stated in the
reasons for judgment.

CameroN J. now (December 30, 1949) delivered the
following judgment:

This appeal is from an assessment made by the respond-
ent under the provisions of The Dominion Succession Duty
Act, 1941, as amended. The appellants are respectively the
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nephew and niece of the late Mary Catherine Fisher who 1949
died at Vancouver on October 23, 1943, and probate of Surrm sra.
whose last will and testament and a codicil thereto was y; © =
duly granted to Cora Lillie Smith, the executrix therein Nartowar
named, who is also the mother of the appellants. The REVENUE
appeal is taken in regard to one matter only, namely, the Ca“ﬂn J.
valuation placed by the respondent on the interest of the
deceagsed in one-third of the income arising from the Van-
couver real estate of Charles Woodward, deceased, father
of the said Mary Catherine Figher.

Charles Woodward, a merchant of Vancouver, under date
of December 21, 1922, leased to Woodward’s Limited, Lot
16 in Block 4, Old Granville Townsite, being the northwest
corner of Hastings and Abbott streets in the city of Van-
couver, on which is situated a five-storey building forming
a portion of a very large departmental store (known as
Woodward’s Stores) for the term of sixty-five years, at an
annual rental of $30,000, plus taxes. In order to further
secure the payment of the said rentals, he obtained from
Woodward’s Limited a mortgage dated April 17, 1924, in
his favour, covering an adjoining Lot 15 and the easterly
20 feet of Lot 14 (on which the main part of the depart-
mental store is constructed) in the sum of $150,000. Under
date of June 17, 1930, he obtained a further mortgage over
the same property for an additional sum of $150,000,
making added security in all of $300,000.

Charles Woodward died on June 2, 1937, Exhibit 2 is a
copy of his last will and testament and a second codicil
thereto duly admitted to probate. He directed his trustees
to hold the income from the above-mentioned Vancouver
real estate for his two daughters and the daughter of a
deceased daughter, in equal shares, and (except for special
directions applicable to the income arising therefrom during
the first three years after his death) provided that his
trustees should distribute the whole of such income annu-
ally during the lifetime of the last survivor of five persons,
namely, his two daughters, (Mrs. Smith and Mrs. Fisher),
his granddaughter (Mrs. MacLaren, a daughter of a
deceased daughter) and the appellants herein, in equal
shares between his two daughters and the said Mrs.

MacLaren. Provision was also made that if either of his
54260—3a
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1949 daughters or Mrs, MacLaren ghould predecease him leaving
Sarrr Er au children, the children of such deceased person should take
Mo op 1€ Share of the mother and if more than one equally

NA?:&{UA; between them. Mrs. Fisher survived her father and

—  became entitled to one-third of the income from his Van-

Cameron J. soyver real estate. On application made, it has been held
by Mr. Justice Coady that the gift to Mrs. Fisher of the
share of the income from the Vancouver real estate vested
in her on the death of her father and did not become
divested upon her death. The executrix of the will of
Mzrs. Fisher is therefore entitled to receive Mrs. Fisher’s
share in that income until the death of the last of the
present four survivors of the group named in the will of
Charles Woodward.

The appellants under the will of the said Mary
Catherine Fisher are each entitled to the income for life
from one-half the residue of Mrs. Fisher’s estate, of which
residue her interest in the Charles Woodward Estate forms
a part.

In assessing the estate of the late Mrs. Fisher in regard
to this asset, the respondent proceeded under the provisions
of section 34 of the Dominion Succession Duty Aect and the
applicable regulation made under section 58(2) (¢) of the
Act, all of which are as follows:

34, The value of every annuity, term of years, life estate, income, or
other estate, and of every interest in expectancy in respect of the
succession to which duty is payable under this Act shall for the purposes
of this Act be determined by such rule, method and standard of mortality
and of value, and at such rate of interest as from time to time the
Minister may decide.

58. (2) The Minister may make any regulations deemed necessary
for carrying this Act into effect, and in particular may make regulations:—

(¢) prescribing what rule, method and standard of mortality and of

value, and what rate of interest shall be used in determining the
value of annuities, terms of years, life estates, income, and
interests in expectancy.

Regulation 19—as amended, and as published in the
Canada Gazette November 8, 1941, and as in effect at the
death of Mrs. Fisher:

19(1) The value of every annuity, term of years, life estate, income,
or other estate, and of every interest in expectancy, shall be determined,—
(i) if the succession does not depend on life contingencies on the
basis of compound interest at the rate of four per centum per

annum with annual rests, and
(i) if the succession depends on life contingencies, on the basis of
interest as aforesaid, together with the standard of mortality

as defined in Table II below,
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and Tables I, III and IV, below, which are derived from the bases afore- 1949
said, shall be used so far as they may be applicable in the valuation of "

. SMrrH ET AL
any succession. v

(2) The amount of the duty payable in respect of any succession MINISTER OF
coming within the terms of section 7(3) (@) (ii) shall be determined in %ATIONAL
. EVENUE

accordance with Table V below.

Cameron J.

As indicated in para. 8 of the Statement of Defence, the —
respondent determined that under the will of Charles
Woodward the estate of Mrs. Fisher was entitled to receive
annually the sum of $10,000 until the death of the last
survivor of ‘Charles McCarroll Smith, Phyllis G. Rudd,
Mrs. Cora Lillie Smith and Mrs. Eleanor MacLaren who,
at the time of Mrs. Fisher's death were, respectively, 30,
33, 57 and 36 years of age, and that the value of that
interest on the date of Mrs. Fisher’s death, in accordance
with the Tables referred to in Regulation 19 and at a rate
of 4 per cent, was $213,667.

The appellants do not dispute the accuracy of the com-
putation so made by the respondent but they say that the
respondent has proceeded on entirely wrong principles.
They allege that it was the duty of the respondent to assess
the value of this interest at its fair market value and that
the interest here in question does not come within the
provisions of section 34 (supra). The appellants take the
position that the Fisher Estate is entitled to receive a one-
third share in the net income from the Vancouver realty
and not an income or annuity of $10,000 per year. They
submit that the proper valuation to be placed on that asset
is what it would realize at a sale; that by para. 4 of the
will of Mrs. Fisher this asset was given to her trustee upon
trust to sell the same (para. 8 of the will, however, gives
the trustee power and discretion to postpone the sale of
any part of her estate and to retain the same as an invest-
ment thereof without responsibility for any loss occasioned
thereby,) and that, therefore, it would be the duty of her
trustee to sell the asset within a reasonable period after
the death of Mrs. Fisher; and that an intending purchaser
(after giving consideration to all the factors involved, such
as the uncertainty of the period during which the income
would be paid, the possibility of depreciation in value of the
leasehold property, the possible failure of the lessee thereof,
or of the lease being surrendered and the consequent
necessity of having to convert the realty into a self-con-

54260—33a
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tained store, and the incidence of income tax) would not

Smrre B an pay more than $55,000 for the asset as a whole, and that

.
MINISTER OF

‘that sum—alleged to be the fair market value of the

Narovar  ggsets—should be the valuation established by the

REVENUER

Cameron J.

respondent.

The respondent, however, considered that under all the
circumstances of the case the asset to be valued was not
an interest in realty, but, in fact, a bequest of the sum
of $10,000 annually, terminable only upon the death of
the last survivor of the four-named persons.

I am of the opinion that his conclusion was right. An
examination of the will and codicil of Charles Woodward
indicates that apart from other minor bequests which are
not here of importance, he desired to provide a fixed
income of that amount for his three daughters (later sub-
stituting a granddaughter, Mrs. MacLaren, for her mother
who had died after the execution of the will). As the will
points out, earlier provision had been made for the tes-
tator’s sons who received no further benefits under the will
and codicil. His daughters and their children were therefore
his main concern. At the time he executed his will he was
the owner of valuable realty which had been leased for a
term of sixty-five years at an annual rental of $30,000, and
taxes. The lessee was a very wealthy corporation whose
covenants could be relied on as an adequate guarantee of
the payment of the rental and the due performance of the
other covenants contained in the lease throughout its full
term. In addition, the lease required the lessee to ensure
the property in the name of the lessor in the sum of $100,000,
to keep the building in repair (except for ordinary wear and
tear and damage by fire, lightning and tempest), and, at
the end of the term, to return the property to the lessor
with a building thereon worth not less than $125,000, in a
state of good repair. There was no provigion that the rent
would cease or abate in the event of damage by fire. Steps
had been taken to collaterally secure the payment of the
annual rentals by the two mortgages I have above referred
to, totalling $300,000, and being first charges on property
worth many times that sum. The value of the land and
buildings so leased was approximately $500,000.

While during his lifetime he had agreed with the lessees
that the rental during his lifetime should be reduced to
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$15,000 per annum (the reason for which is not apparent), g
he was careful to provide that upon his death the full Smrra erac
annual rental of $30,000 would be paid thereafter, and by yp - - o
his will directed his trustees to hold his real estate in trust Naronan
and to sell it only upon the death of the survivor of the — —or
five-named individuals—his daughters and their issue—and CameronJ.
that in the meantime the whole of the income arising there-
from should be divided equally between his two daughters
and the daughter of a deceased daughter. At the time of
Mrs. Fisher’s death this well-secured lease would continue
to run for approximately forty-four years, and upon the
expiry thereof if the lessee’s covenants had been duly
carried out, and even if the same lease were not renewed,
the property would be of very considerable value and
return a substantial income. Insofar as it was possible for
him to do so, Mr. Woodward would seem to have taken
every possible precaution to provide for the full annual
payment of $10,000 to his daughter Mrs. Fisher (and to
her executrix following her death) so long as one of the
five-named individuals survived. I am of the opinion,
therefore, that when the annual income was so fixed and
determined and so well secured by the lease and additional
securities, that it should be considered as a gift of that sum
of money, payable annually and terminable only upon
the death of the last survivor of the five-named persons.
The same conclusion was reached by MecFarlane, J. in
considering the same question under the provisions of the
Succession Duty Act of the Provinee of British Columbia:
in re Succession Duty Act and in re Fisher Estate (1).

It is submitted, also, by the appellants that the asset
to be valid is not one of those referred to in section 34 of
the Act (supra), and specifically that it is not an annuity.
In my opinion, it is sufficient to say that that which the
Fisher Estate is entitled to under the will and codicil of
the late 'Charles Woodward is the right to receive one-
third of the total annual income from the Vancouver
realty until the death of the last survivor of the five-
named parties. That being so, that right may be properly
described as a “life estate”, or “an income or other estate”,
and so come within the ambit of section 34. It is un-
necessary, therefore, to determine whether it is, in fact,
an annuity.

(1) (1948) 2 W.W.R. 896.



110
1949

EXCHEQUER COURT OF CANADA [1950

Pursuant to the powers contained in section 58 to make

sern erau regulations in regard to such valuations, Regula.tmn 19
Mz op (SUPra) was made by the respondent and was in effect at
Namowan  the time of Mrs. Fisher’s death. The valuation made by

VENUE

the respondent under the Tables referred to in Regulation

Camerond. 19 wag, therefore, made with statutory authority and it

is not suggested that there was any error in such compu-
tation.

Counsel for the appellants also pointed out that by
establishing a valuation of $213,667 on the one-third
interest in the income arising from the Vancouver realty,
it would follow that the total value of such income would
substantially exceed the highest value placed by any of
the witnesses on the land and buildings as of the date of
Mrs. Fisher’'s death—namely, about $500,000. That is
80, but the apparent absurdity disappears completely when
it is kept in mind that it is not the value of the realty
which is the subject of such assessment, but the income
therefrom over a long period of years (estimated, I think,
at a total of forty-nine years), adequately guaranteed and
secured by the collateral mortgages of $300,000 and the
value of the covenant of the lessee to pay the rent and of
the other special terms of the lease to which I have
referred.

For the reasons which I have stated, the assessment
is affirmed and the appeal will be dismissed. The appel-
lants will pay the costs of the respondent after taxation.

Judgment accordingly.

BrTwWEEN:
WILLIAM KEPPIE MURRAY,.......... APPELLANT;
AND
THE MINISTER OF NATIONAL
REVENUE, ...oeoeeeneeennnn.. } RuspoNENT.

Revenue—Income War Tax Act, R.S.C. 1927, c. 97, ss. 6(1) (a), 47, 92(3)—
Deductions—Onus on appellant to prove expenses clatmed as deduct-
ible—Failure of appellant to show that deductions claimed had been
“wholly, exclusively and necessarily laid out or expended to earn
the income”—Appeal dismissed.
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Appellant, a securities salesman, was paid by his employer on a com- 1949
mission basis solely, no allowance being made to him for expenses M"‘“‘ <

incurred in the course of his employment. In his income tax return .

for the taxation year 1945 appellant deducted certain items of expense MINIsTER OF
incurred by him. Respondent, in the absence of vouchers or receipts NarroxnaL
to establish that the amounts had been expended, disallowed part of E‘m
the deduction so claimed on the ground that they had not been shown (ymeron J.
to have been wholly, exclusively and necessarily laid out or expended —_
for the purpose of earning the income within the meaning of 8. 6(1) (a)

of the Income War Tax Act, and assessed appellant accordingly.

Appellant appealed to this Court.

Held: That the onus is on the appellant to show by acceptable evidence
that he did expend the sums he claims as deductions and since
appellant has not satisfied that onus the appeal is dismissed.

APPEATL under the Income War Tax Act.

The appeal was heard before the Honourable Mr. Justice
Cameron at Toronto.

E. H. Dewart for appellant.

R. I. Ferguson, K.C. and R. S. W. Fordham, K.C. for
respondent.

The facts and questions of law raised are stated in the
reasons for judgment.

CamEeroN J. now (January 14, 1950) delivered the follow-
ing judgment:

This is an appeal from an assessment to Income Tax
dated March 19, 1948 for the taxation year 1945. The
appellant in that year was a salesman of securities on the
staff of C. C. Fields and Co. (stockbrokers of Toronto) and
was paid entirely by commission on sales, no allowance
being made to him for his expenses. In his return he
claimed as deductions the following items of expenses:—

Railway Fares ...occovviiinninrinrieansseonans $ 29476
Telephones, Telegrams ......c.cocevcveeieinnnss 345.76
Hotels and meals .....covivvieiiniiiiinernnanns 141525
Automobile ... ittt 442.04
B T P 275.00

Total ovviiiinniinanirerenacssnnaees $2,772.81

In the absence of any vouchers or receipts which would
establish that such amounts had actually been expended
by the appellant, the respondent reduced such expenses to
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$1,500 and assessed the appellant accordingly. Pursuant
to the provisions of section 92(3) of the Income War Tax

M o Act, the respondent had requested the appellant’s employer

NATIONAL
Revenur

Cameron J.

to furnish information as to the conditions of his employ-
ment, and, in compliance therewith, the employer had
supplied the information now contained in Exhibit A,
which énter alia indicated that in the year 1945 the appel-
lant had been working in his home territory at Toronto for
38 weeks and away from his home territory 14 weeks. An
appeal was taken and the respondent by his decision
affirmed the assessment on the ground that the deductions
claimed had not been shown to have been wholly, exclu-
sively and necessarily laid out or expended for the purpose
of earning the income, within the meaning of section 6(1)
(a) of the Act. Notice of dissatisfaction followed and by his
Reply, the respondent affirmed the assessment. By order
of this Court pleadings were delivered.

All of the items claimed were of such a nature that, if
proven to have been disbursed, they would have been
allowed as proper deductions from the appellant’s income.
His income was earned by commissions on sales made by
him to his own clients, some of whom resided in Toronto,
but the majority of them resided elsewhere in Ontario. To
contact them and effect sales it was necessary for him to
leave Toronto, to expend moneys for railway fares, taxis,
hotels and meals, telephones and telegrams and for the
operation of his motor car.

In this appeal, the onus is on the appellant to show by
acceptable evidence that he did so expend the sums which
he claims as deductions. He kept no books of account,
vouchers, records or receipts of any sort, and, admittedly,
his evidence is based solely on his recollection of trips
taken and expenses incurred. He frankly admits that in
every case the amount is an estimate only.

The evidence submitted I think may be divided into two
portions. The only evidence as to the amounts disbursed
by the appellant is that supplied by the appellant himself,
and as I have said, it is in each case an estimate only. As
to the railway fares, he states that he made several trips
to Windsor, North Bay and Montreal and to one or two
other places and that the cost of these trips amounted
to $327. He stated that he actually expended on this item
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at least the sum of $294.76 as claimed. His claim for
telegrams and telephones is based on an estimated weekly
average of $7. Again he says that he did expend the amount
claimed—$345.76—and may have spent more. As to hotels
and meals, he states that he was away from home approxi-
mately 240 days in 1945, and the average cost per day
for accommodation and food was $6. His claim is for
$1,415.25. He states that he used his own motor car for
business purposes, a total of ten thousand miles and that
a charge of 44c per mile is reasonable. His claim for that
item is $442.04. He gave no details as to the times when
any of such trips were made or the distances travelled. He
estimated his expenses for taxis at $275, stating that when
he did not have his own motor car he employed taxis to
take him to interview his clients.

However, there is other evidence as to the number of
days he was absent from his Toronto office on business.
Alexander Davidson, who was in charge of the stock position
book at C. C. Fields in 1945, left that firm in February,
1946, and has since been in the employ of the appellant.
His duties were in the main office of that firm, which office
was located some distance from that occupied by the
appellant, although on the same floor. It was no part of
his duty to know where the appellant was at any given
time and the books in his charge contained no record of
the appellant’s movements. He says that the appellant
told him where he had been or where he was going and
that he would estimate that throughout the year the
appellant averaged 4 days per week out of Toronto. This
witness admitted that it was the duty of Lugsden—the
office manager of C. C. Fields & Co.—to know where the
appellant was engaged at all times.

Miss Jessie E. Vawter was employed as a stenographer by
C. C. Fields & Co. from March, 1945, to the end of that year.
She occupied a part of the appellant’s office and did such
office work as he required her to do. No records were kept
as to the appellant’s movements but she also estimated
that he was out of his office on an average of 4 days each
week. The appellant informed her from time to time
where he was to be so that she should contact him if
necessary.

113
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Mr. R. W. Lugsden—office manager of C. C. Fields &
Co.—gave evidence on behalf of the respondent. He was
employed by that firm throughout the whole year 1945
and stated that he had a duty to know where the appellant
was from time to time. He had charge of recording the
sales made by the salesmen of the firm, including those
made by the appellant. He stated that from his personal
observations and from statements made to him by the
appellant, the appellant in 1945 spent 38 weeks in the
office in Toronto and was absent on business out of Toronto
14 weeks only. He pointed out that under normal circum-
stances salesmen did not work on Saturday or Sunday in
any week unless possibly on occasions when they were
away on a long trip. It was part of the duty of the appel-
lant to know the position of the market from day to day
80 as to be able to advise his clients as to sales and purchases,
and for that reason he would have to spend a considerable
part of hig time in Toronto, but no office record was kept
of the days when the appellant was out of town. This
witness stated that the appellant would advise him when
he intended to leave Toronto in order that he, the witness,
might be able to look after any business that arose on
behalf of the appellant during his absence. In cross-
examination he admitted that he had no control over the
movements of the salesmen, that they could come and go
as they pleased, and that it was possible for the appellant
to have left Toronto from time to time for a few hours or
even a day without his knowledge. As I have said, this
witness depended entirely upon his recollection as to the
movements of the appellant, but is quite positive that it
was impossible for the appellant to have been away from
the office a total of 240 days in that year. He was con-
vinced that his own estimate of 14 weeks was as accurate
as possible.

In assessing the appellant the respondent acted under
the provisions of section 47 of the Act and notwithstanding
the return filed by the appellant, determined the amount of
the tax to be paid by him.

In Dezura v. Minister of National Revenue (1), the
President of this Court considered the nature of an assess-

(1) (1948) Ex. C.R. 10.
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ment made under section 47 and the onus resting on an 1949

appellant therefrom. At p. 15 he said:— MURRAY
The result is that when the Minister, acting under see. 47, has v.
MINISTER OF

determined the amount of the tax to be paid by any person, the amount "N yrronar
so determined is subject to review by the Court under its appellate Revenum
jurisdiction. If on the hearing of the appeal the Court finds that the —_—
amount determined by the Minister is incorreet in fact the appeal must Cmﬂ)n J.
be allowed to the extent of the error. But if the Court is not satisfied

on the evidence that there has been error in the amount then the appeal

must be dismissed, in which case the assessments stand as the fixation

of the amount of the taxpayer’s liability. The onus of proof of error

in the amount of the determination rests on the appellant.

* * *

Ordinarily, the taxpayer knows better than any one else the amount
of his taxable income and should be able to prove it to the satisfaction of
the Court. If he does so and it is less than the amount determined by
the Minister, then such amount must be reduced in accordance with the
finding of the Court. If, on the other hand, he fails to show that the
amount determined by the Minister is erroneous, he cannot justly complain
if the amount stands. If his failure to satisfy the Court is due to his
own fault or neglect such as his failure to keep proper accounts or records
with which to support his own statements, he has no one to blame but
himself.

In Johnston v. Minister of National Revenue (1), the
question of the onus resting on an appellant from an
assessment under the Income War Tax Act was under
consideration. At p. 489, Rand J., said:—

Notwithstanding that it is spoken of in section 63(2) as an action
ready for trial or hearing, the proceeding is an appeal from the taxation;
and since the taxation is on the basis of certain facts and certain pro-
visions of law either those facts or the application of the law is challenged.
Every such fact found or assumed by the assessor or the Minister must
then be accepted as it was dealt with by these persons unless questioned
by the appellant. If the taxpayer here intended to contest the fact
that he supported his wife within the meaning of the Rules mentioned
he should have raised that issue in his pleading, and the burden would
have rested on him as on any appellant to show that the conclusion below
was not warranted. For that purpose he might bring evidence before
the Court notwithstanding that it had not been placed before the assessor
or the Minister, but the onus was his to demolish the basic fact on which
the taxation rested.

After giving full consideration to the evidence, I have
reached the conclusion that the appellant herein has not
satisfied the onus resting on him “to demolish the basic
fact on which the taxation rested” namely, that the
deductible expenses incurred in connection with his business
operations, did not exceed $1,500.

(1) (1948) S.C.R. 486.
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The evidence of Mr. Davidson and Miss Vawter is not
of sufficient probative effect to assist the appellant’s own
statement. Their evidence in the main was based on the
fact that he himself had told them he was leaving Toronto
on business, and of course neither would have had any
personal or accurate knowledge as to where he had gone,
or for what length of time he had been out of town on
business. Miss Vawter’s statement was that she estimated
that he was out of the office an average of 4 days each week,
but she did not say that he was engaged on business out of
Toronto for that length of time.

On the other hand I see no reason for rejecting the
evidence of Mr. Lugsden whose duty it was—as office
manager—to know when the appellant was out of town
and to see that matters arising in his absence were taken
care of. His evidence was precise—perhaps somewhat too
precise—based as it was on his recollection and personal
observations only, but it was sufficient in my opinion, to
establish beyond doubt that the appellant had greatly
exaggerated the facts in stating that he was absent on
business from Toronto for 240 days. Excluding Saturdays,
Sundays and holidays it would have meant that he was
away from Toronto practically the entire time. I cannot
overlook the fact that.in making his claim for deductions
he stated the amounts in each case (but one) at an exact
number of dollars and cents, as though his computations
were based on accurate records. I think he must have done
so in the belief that they would thereby be more readily
acceptable ag completely accurate.

While it may not have been necessary to produce
vouchers and records for the disbursements so claimed, the
appellant must have known that he would be required to
establish his claim by evidence reasonably acceptable to
the assessor. (Considering the relatively large amounts
involved, he should and could have kept vouchers, receipts
or records to prove his case. Having failed to do so and
having failed to establish affirmatively before me that such
disbursements were in fact made, he has no one to blame
but himself.

For the reasons which I have stated the appeal will be
dismissed.
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The respondent is entitled to be paid his costs after
taxation. I direct, however, that in such taxation the
respondent will be entitled to tax counsel fees at the trial
for one day only. One or two days after the conclusion
of the hearing a motion was made by the respondent for
leave to introduce mew evidence and the motion was
granted. On a later day the additional evidence was heard.
The appellant ig also entitled to set off against the respond-
ent’s taxed costs, the costs of the motion made by the
respondent, which costs I fix at $20.

It should be stated also that the appellant appealed from
the disallowance of an item of $142.50 said to have been
disbursed as charitable gifts. At the trial his counsel
stated that this item of the appeal had been abandoned.

Judgment accordingly.

BETWEEN:
THE GOVERNORS OF THE |
UNIVERSITY OF TORONTO, .. .. } AppELLANT;
AND
THE MINISTER OF NATIONAL
REVENUE, «......oovvnennnnnnn.. } RaspoNpENT.

Revenue—Succession duty—Dominion Succession Duty Act, S. of C.
1940-41, ¢. 14, ss. 8(m), 7(1) (d) (e)—“Succession”—“Successor’—
Ezemption from duty “where the successor is the Dominion of Canada
or any province or polilical subdivision thereof”—-Devise to the
governors of the University of Toronto is mot one within 8. 7(1) (e)
of Dominion Succession Duty Act—Appeal dismissed.

Held: That a bequest to the governors of the University of Toronto is
not one to the Province of Ontario or a political subdivision thereof
and consequently does not come within the exemption from succession
duty provided for in s. 7(1) «(e) of the Dominion Succession Duty Act,
Statutes of Canada 1940-41, c. 14; the governors are not agents or
servants of the Crown.

APPEAL under the Dominion Succession Duty Act.

The appeal was heard before the Honourable Mr. Justice
Cameron at Toronto.,

Hamilton Cassels, K.C. and Donald Guthrie, K.C. for
appellant.

Joseph Singer, K.C. and I. G. Ross for respondent.
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The facts and questions of law raised are stated in the
reasony for judgment.

CaMmErON J. now (February 1, 1950) delivered the
following judgment:

This is an appeal from assessment to succesion duties
under the Dominion Sucession Duty Act, Statutes of
Canada, 1940-41, c. 14, and dated March 4, 1947. The
appellant is a beneficiary under the last will and testament
of John 8. Chisholm, late of Prince Albert, Saskatchewan,
retired physician, who died on September 2, 1945. By the
terms of his will, the trustees thereof after providing for
payment of his debts, funeral and testamentary expenses,
were directed to invest the whole of the net estate, to
pay one-half the net income arising therefrom to his sister,
Mrs. Collison, during her lifetime, and subject thereto the

will then provided as follows:

I WILL, DEVISE AND BEQUEATH the rest and residue of my
estate, both real and personal, wheresoever situate, of which I may die
possessed or entitled to, or over which I may have power of appointment,
unto the Governors of the University of Toronto, of the said City of
Toronto for the use of the Faculty of Medicine of the said University.
One-half of the said net income of my estate shall be paid by my
trustees to the said Governors of the University of Toronto for the said
purpose during the lifetime of my said sister; and upon the death of my
said sister the surviving trustees shall pay over to the said Governors
for the said purpose the rest and residue of my estate, including any
undistributed income thereof.

The aggregate net value of the estate, as shown by the
assessment, was $495,568.06. Of this amount $90,181.43
was attributed to the life interest of the deceased’s sister
and the balance of $405,286.63 was determined as the value
of the gifts to the appellant.

As of September 2, 1945—the date of Dr. Chisholm’s
death—the Dominion Succession Duty Act contained the

following provisions:

7.(1) From the dutiable value of any property included in a
succession the following exemptions shall be deducted and no duty shall
be leviable in respect thereof:—

(d) where the successor is a charitable organization in Canada
operated exclusively as such and not for the benefit, gain or
profit of any person, member or shareholder thereof, provided
this exemption shall apply only to an amount not exceeding
fifty per centum of the value of all the property included in
the aggregate net value; and provided further that where more
than one charitable organization is entitled to exemption here-.
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under each such organization shall be entitled to that proportion
of the fotal exemption applicable in the case of the total number
of charitable organizations entitled as the value of the property
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property divisible amongst the organizations,
(e) where the successor is the Dominion of Canada or any province
or political subdivision thereof.

The respondent, in assessing the estate to duty, con-
sidered that the gifts to the appellant came within the
provisions of section 7(1) (d) and therefore deducted
$247,734.03 (being fifty per centum of the value of all
property included in the aggregate net wvalue) from
$405,286.63 (the dutiable value of the property included
in the succession to the appellant), and assessed the balance
of $157,552.60 to tax, such tax amounting to $29,068.46.

Pending the issue of the formal assessment, the trustees
of the estate, without the knowledge or approval of the
appellant, paid almost the entire amount as now claimed
in the assessment; and following the notice of assessment
they paid the balance, apparently under protest, and
without prejudice to the rights of the appellant. No
difficulty now arises in that connection, it being agreed
by the respondent that if the appeal herein should be
allowed, the payments so made in reference to the benefits
of the appellant would be refunded to the trustees.

The appellant, considering that the benefits to it came
within the provisions of section 7(1) (e) (supra), and were
therefore totally exempt, launched an appeal from the
assessment. The respondent affirmed the assessment;
notice of dissatisfaction was given by the appellant and
by his reply the respondent affirmed the assessment as
levied. By order of the Court, pleadings were delivered.

The sole matter for consideration, therefore, is the claim
of the appellant that the gifts to it fell within the ambit
of section 7(1) (e) and that, therefore, they are totally
exempt from duty.

To be successful in its appeal, the appellant must estab-
lish that the “successor’” is the Dominion of Canada or
any province or political subdivision thereof. “Sueccessor”
is defined by section 2(n) as “the person entitled under
a succession.” “Succession” is defined by section 2(m) as

follows:
“Succession” means every past or future disposition of property by
reason whereof any person has or shall become beneficially entitled to
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1949 any property or the income thereof upon the death of any deceased
v person, either immediately or after any interval, either certainly or

GS;“’ ;‘g“ contingently, and either originally or by way of substitutive limitation,

Universrry and every devolution by law of any beneficial interest in property, or
or ToroNTO the income thereof, upon the death of any such deceased person, to any
v other person in possession or expectancy, and also includes any disposition

MII‘;I:TEB of property deemed by this Act to be included in a succession.

%ﬁﬁ;’ﬁé.’: Bearing in mind the definition of “successor”, it seems
Cameron J, 20undantly clear that the successor to these benefits under .
——  Dr. Chisholm’s will is “the Governors of the University
of Toronto” (hereafter to be referred to as the Board).
The Board alone is entitled thereto. It alone could enforce
payment of its benefits by the trustees of the will and it
alone is beneficially entitled thereto. Now, that being so,
if the appellant is to succeed it must establish that it, i.e.,
the Governors of the University of Toronto, is the Province
of Ontario, or a political subdivision thereof. To put the
problem in that way is to supply the answer thereto. What-
ever the relationship between the Board and the Province
of Ontario may be—and that will be considered later—the
Board is not the Province of Ontario and the Province of
Ontario is not the Board.

Nor in the view that I have taken as to the meaning of
the words “political subdivision” can it be said that the
appellant, 1.e., the Governors of the University of Toronto
—is “a political subdivision thereof.” I do not think it is
necessary for the purposes of this case to determine whether
the “political subdivision” must be a political subdivision
of the Dominion or 'of a province thereof.

In the Shorter Oxford English Dictionary, 2nd Ed.,
“political” is defined as “of, belonging or pertaining to,
the state, its government and policy” and “concerned or
dealing with politics or the science of government.”

In the same volume, “subdivision” is defined as “one of
the parts into which a whole is subdivided; part of a part;
a gection resulting from a further division.”

In vol. 49, Corpus Juris, at pp. 1074 and 1077, the
expressions “political division” and “political subdivisions”
are defined as follows:

Political Division of a State—A division formed for the more effectual
or convenient exercise of political power within the political localities.
Political Subdivision:

1. In General. A term implying a division of a parent entity for
some governmental purpose.
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2. Of a County. A subdivision of a county exercising some function 1049

of government. "

3. Of a State. A subdivision of a state to which has been delegated Gg;m :g;ns

certain functions of local government. UNTIVERSITY

or ToroNTO

It is further stated therein that the distinetive marks of v.

a division or subdivision of a state are that such divisions MHZIFSTER
embrace each a certain territory and its inhabitants, organ- 1‘{&?};’;}%
ized for the public advantage and not in the interests of —
particular individuals or classes, that their chief design is C2meronJ.
the exercise of governmental functions, and that to the

electors residing within each is to some extent committed

the powers of local government, to be wielded either
mediately or immediately, for the benefit of the people there

residing.

In my opinion, the term “political subdivision” as used
in section 7(1) (e) refers to a geographical part of the
larger entities—the Dominion or any of its provinces—set
aside for the purposes of local government by the inhabi-
tants thereof. The Board—set up by provincial statute to
manage the affairs of a provincial university—and which
univergity was established to carry out part of the educa-
tional programme of the Province of Ontario—does not
fall within that description of a political subdivision.

The word “is” in ss. 7(1) (e) would seem clearly to
indicate that the successor must be identical with one or
other of the specified entities. That identity does not
exist in the case at bar.

My conclusion, therefore, is that the Board is not the
Dominion of Canada or any province or political sub-
division thereof.

That finding, in my opinion, is sufficient in itself to dis-
pose of the appeal. However, as I have intimated above,
counsel for the appellant relied strongly on the relation-
ship existing between the Board and the Province of
Ontario which he submitted was of such a nature that the
Board was, in fact, the agent of the Crown. His sub-
mission, I think, can best be put in his own words. He
said:

The question involved is a comparatively narrow one. It is as to
whether or not we fall within the provisions of Section 7(1) {e). In other
words the Governors of the University of Toronto, in my submission, are
the “province” or a “political subdivision thereof.” Qur submission is

that their status is that of the Crown in the right of the Province of
Ontario—the Governors, who, by the Act, are incorporated, being the

54260—4a
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agents of the Crown to administer the affairs of the Provincial University
and I think, my lord, perhaps I should say that in my opinion, from a
consideration of the University Act, it is made abundantly clear that the
control of the University is a function of the government—the work of
the University being an integral part of the public educational system of
the province—the University being actually an extension of the Depart-
ment of Education of the province and/or a political subdivision of
the province within the meaning of section 7, subsection 1i(e) of the
Succession Duty Act.

Briefly, the submission of the appellant is that the control
exercised by the Province of Ontario over the Board and
the affairs of the University is such that the Board is, in
fact, the agent of the Crown and that the status of the
appellant is that of the Crown in right of the Province of
Ontario. Reliance is placed on the provisions of The
University Act, R.S.0., 1937, ¢. 372, Exhibit I (originally
enacted as c¢. 55 of the Statutes of '1906), hereinafter to
be referred to as The University Act.

It is of interest to note that by the Act of 1906—which
for the first time set up the Board as the governing body
of the University—very substantial changes were brought
about. Reference to c. 298, R.S.0. 1897, indicates that a
large measure of control over the affairs of the University
was then in the Crown. The Lieutenant-Governor was
the Visitor with commission powers to be exercised under
the Great Seal. The President, professors, lecturers,
teachers, officers and servants were appointed by the
Lieutenant-Governor and held office during his pleasure.
The Lieutenant-Governor in Council appointed nine
members to the Senate and all statutes enacted by that
body and all regulations passed by the Council were invalid
until approved by the Visitor. The Lieutenant-Governor
in Council determined the fees to be paid by students in
attendance. All endowments were vested in the Crown.
The Lieutenant-Governor in Council was empowered to
make regulations respecting the retirement of the teaching
staff and the officers and servants of the University, subject
to the approval of the Legislative Assembly.

Following a report of the Royal Commission in 1906,
which recommended the propriety of divorcing the affairs
of the University from the direet superintendence of
political powers and which suggested a proposal “to delegate
the powers of the Crown to a Board of Governors dictated
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by the desire to impart strength, continuity and freedom
of action to the supreme governing body”, The University
Act was enacted in 1906. By that Act there was con-
stituted a Board of Governors of the University and
University College, declared to be a body corporate with
all the rights, privileges and powers mentioned in sub-
section (25) of section 8 of The Interpretation Act, and
with the power to hold real property for the purposes of
the University without licence-in-mortmain, and the Board
was declared to be the successor of the former “Trustees
of the University of Toronto,” with the enlarged rights,
powers and privileges conferred by the Act. It is not
necessary to state all the powers thus conferred on the
Board, many of which were similar to the powers con-
tained in The University Act, R.S.0. 1937, ¢. 372, which
will be considered later. It is sufficient to say that in
addition to a great many specified powers it contained
(s. 37) the section which now appears as s. 29 of the 1937
Act, which is as follows:

29. The government, conduct, management and control of the
University and of University College, and of the property, revenues,
business and affairs thereof, shall be vested in the Board.

Exhibit T is The University Act, R.S.0. 1937, c. 372.
By that Act the Board is made the supreme governing
body of the University. By s. 10, all property of the
University and University College, and all property con-
veyed, devised or bequeathed to them or any faculty or
department thereof, is vested in the Board, subject always
to any trust affecting the same. In addition to the general
management and control provided for in s. 29 (supra), the
following powers are conferred on the Board. In the field
of management it has power to appoint the president,
officers, employees and servants of the University, and
upon the recommendation of the president to appoint the
deans and all members of the teaching staff, to remove
all members of the teaching staff, employees and servants,
to establish faculties and departments, to provide for
federation and affiliation of the University with any other
college in Ontario, to fix the student fees, to regulate and
manage the residence and dining halls, to enter into
arrangements with secondary and primary schools.

54260—43a
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}343 In the field of property it is given power to invest all
Governors INOneys coming into its hands, subject to the limitations of
Univasenry 80y trust, to acquire and hold real and personal property,
or Toronto however acquired, to purchase and acquire all such

Mixisme  Property as it deems necessary for the University, to sell
Namonar, 211 Teal property of the Board, and to lease the same for
Revenve g period not exceeding twenty-one years.

CameronJ. In the field of finance it has power to expend such sums

— ag it considers necessary for the support and maintenance

of the buildings and for their betterment, and for the
erection of new buildings and for the equipping of all
such buildings; to erect and equip and maintain residences
and dining-halls; and to borrow from banks up to
$250,000.

All of the powers of the Board which I have above
enumerated are absolute and not subject to any control
by any outside authority.

By sections 41 to 50, provision is made for the com-
position of the Senate and substantial powers are allocated
to it, including power to provide for the granting of degrees
(except in Theology), the establishment of faculties, chairs,
departments and courses of instruction, scholarships and
prizes, and the consideration and determination of the
courses of study. Many of the enactments of the Senate
are made subject to the approval of the Board.

In addition to the above, certain other privileges and
exemptions are conferred on the Board. It has power to
expropriate such real property as the Board deems neces-
sary; to acquire and hold land without license-in-mortmain,
Its real property, so far as the application of any Statute
of Limitations is concerned, is deemed to be real property
of the Crown. Ifs property is not subject to expropriation
and is exempt from taxation except in certain special cases.
The consent of the Attorney-General is required before any
action can be brought against the Board.

The Act refers to the University as “the Provincial
University.” The Board consists of the Chancellor
(elected by the graduates), the President (appointed by the
Board), and twenty-two persons all appointed by the
Lieutenant-Governor in Council. Eight of the twenty-two
members so appointed are first nominated by the Alumni
Federation of the University. Any of the twenty-two
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appointed members may be removed by the Lieutenant-
Governor in Council, apparently without cause assigned.
The Lieutenant-Governor in ‘Council appoints one of the
members of the Board to be its Chairman. The Board may
not incur any expenditure which would impair the endow-
ments, nor may it expend moneys for the purchase of lands
or erection of buildings, the cost of which cannot be met out
of the year’s income, without the approval of the Lieu-
tenant-Governor in Council. The Board is given power to
borrow up to the sum of $4,000,000 for the purchase of land
and the erection of buildings, but only with the approval of
the Lieutenant-Governor in Council, who may prescribe the
terms and conditions thereof and the nature of the securities
to be given therefor, and may provide for the guarantee of
such securities by the Province. For general purposes
the Board may not borrow 2 sum in excess of $250,000
without the approval of the Lieutenant-Governor in
Council. The accounts of the Board must be audited
annually by the provincial auditor or by some person
appointed by the Lieutenant-Governor in Council. The
Board is required to make an annual report of its trans-
actions to the Lieutenant-Governor in Council with details
of its receipts and expenditures and of its investments and
such other particulars as may be required, and such report
is laid before the Assembly. Provision is made for an
annual grant to the Board of 50 per centum of the average
yearly gross receipts in the Provinee from succession
duties, up to a maximum of $500,000 in any one year.

One of the affiliated colleges of the University is the
Ontario College of Education. It ig a training college for
all high school teachers in the province. Appointments
to its staff are made by the Board on the recommendation
of the Minister of Education. The College recommends
the granting of teaching certificates which are actually
granted by the Minister. The College is administered by
the Board and its courses are prescribed by the Senate,
subject to the approval of the Minister of Education. It
has a separate budget which is subject to the approval of
the Minister and of the Board of Governors before it is
submitted to the Legislature.

In addition to the statutory grant by the Province to
the Board, special and supplementary grants are made from
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time to time as needed. These amount to very substantial
sums as shown by a number of the Board’s annual reports
filed as Exhibit 4. In 1945-46 the grants totalled $1,817,000
and in 1948-49 glightly over $3,000,000. The Board’s
report for the year ending June 30, 1946, indicated that it
had assets under its control as follows: General Funds,
including properties—in excess of seventeen million dollars;
and Trust Funds—in excess of fourteen million dollars.

The status of boards, commissions and corporations
which have been established by the Crown has been fre-
quently considered in the Courts, many of such cases
having to do with liability to taxation and to actions in
tort or in contract. It seems to me—after a study of all
the cases cited—that each case must necessarily depend
upon the wording of the relevant statute and the legislative
intention to be inferred therefrom.

In City of Halifax v. Halifax Harbour Commissioners
(1), the question for determination was the liability of
the Commissioners—who occupied Crown property—to
agsessment for business tax, as an “occupier.” In the
Court en banc, three of the Judges came to the conclusion
that the Commissioners “are to be considered agents of the
Government,” and the other member of the Court held
that the Commissioners were “exempt from business tax
as agents and servants of the Crown occupying the property
on behalf of the Crown.”

In dismissing the appeal Duff, C.J., summarized the

powers and duties of the Commissioners as follows:

Their occupation is for the purpose of managing and administering
the public harbour of Halifax and the properties belonging thereto
which are the property of the Crown; their powers are derived from a
statute of the Parliament of 'Canada; but they are subject at every turn
in executing those powers to the control of the Governor representing
His Majesty and acting on the advice of His Majesty’s Privy Council
for Canada, or of the Minister of Marine and Fisheries; they cannot take
possession of any property belonging to the harbour property without the
consent of, and only upon such terms as may be imposed by, the Govern-
ment; they cannot acquire property or dispose of property without the
same consent; they can only acquire capital funds by measures taken
under the control of the Government; they can only apply capital funds
in constructing works and facilities under a supervision and control, the
character of which has been explained; the tolls and charges which are
the sources of their revenue they can only impose under the authority
of the Government; the expenditure of revenues in the maintenance of
services is under the control and supervision of a Government Depart-

(1) (1935) S.C.R. 215.
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ment; the salaries and compensation payable to officers and servants are
determined under the authority of the Government; the regulations neces-
sary for the control of the harbour, the harbour works, officers and
servants, the proceedings of the Corporation, can only take effect under
the same authority; the surplus of revenue after providing for costs of
services and the interest on the debenture debt goes into a sinking fund
under the direction of the Minister; finally, they are appointed by the
Crown and hold office during pleasure.

At p. 227 he added:

I cannot doubti that the services contemplated by this legislation are,
not only public services in the broad sense, but also, in the strictest sense,
Government services; or that the occupation of the Government property
with which we are concerned is, in the meaning with which Lord Cairns
used the words in the passage cited (and 1n the sense in which those words
were 1nlerpreted by Lord Blackburn and Lord Watson), an occupation
by persons “using” that property “exclusively in and for the service of the

Crown.”

In that case Duff C.J. found from an examination of
the statute that the occupation by the respondents of the
property and facilities under their jurisdiction was an
occupation for the Dominion of Canada; that the property
of the respondents was part of the public property of
Canada and that the statute treated all of the revenues
of the respondents as moneys at the disposal of Parliament
and, subject to the specific directions of the statute, gave
the control of them to the Government.

In the Halifax case, the Court considered and dis-
tinguished two judgments of the Judicial Committee of
the Privy Council to which I shall now refer. In Foz v.
Government of Newfoundland (1), the question was
whether moneys owing to certain Boards of Education in
Newfoundland took priority over ordinary debts in the
liquidation of a bank, as falling within the description,
“debts and claimg due to the Crown or to the Government
or revenues of the Colony.” The Judicial Committee held
that these Boards were not the agents of the Government.
In that case the moneys in question had been paid by the
Government out of public moneys to the banks on behalf
of the several Boards of Education. After pointing out
that the Government thereafter had no control over the

moneys, Sir Richard Couch proceeded:

It was contended by Mr. Asquith, who appeared for the Government
before their Lordships, that the Boards of Education were merely dis-
tributing agents of the Government, only distributing branches. This
appears to be the view of the majority of the learned judges, as expressed
in the reasons they have given for their judgment, and indeed is the only

(1) (1898) A.C. 667.
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way in which the judgment can be supported. But this view is not
consistent with the provisions in the Act. In ss. 1 and 2 a distinction is
made between money to be expended by a board of education and money
to be expended as the Governor in Council may determine. By s. 34 the
boards have power to make by-laws and rules to be approved by the
Governor in Council, but are not bound to do so. By s. 37 their accounts
are to be audited, and returns of all schools with detailed accounts duly
audited are to be transmitted to the superintendent, and these are by
8. 72 to be laid before the Legislature. This seems to be for the informa-
tion of the Government and Legislature, and not in order that any item
of expenditure may be disallowed if the Government does not approve of
it. The appointment of Boards for each of the three religious denomina-
tions, and the constitution of the board, indicate that it is not to be a
mere agent of the Government for the distribution of the money, but is
to have within the limit of general educational purposes a discretionary
power in expending it—a power which is independent of the Government.

In Metropolitan Meat Industry Board v. Sheedy (1),
Lord Haldane, who delivered the judgment of the Com-
mittee, explained the ratio decidendi of Fox v. Government

of Newfoundland, as follows:

The reason was that the various boards of education were not mere
agents of the Government for the distribution of money entrusted to
them, but were to have, wrthin the limits of general educational purposes,
uncontrolled discretionary power in expending it. The service, in other
words, was not treated as being the service of the Sovereign exclusively
within the meaning of the principle, but their own service.

In the Metropolitan Meat Industry Board case, the
question was whether a debt due to the Board of New
South Wales was a debt due to the Crown. In considering
the powers of that Board, Lord Haldane said:

They are a body with discretionary powers of their own. Even if a
Minister of the Crown has power to interfere with them, there is nothing
in the statute which makes the acts of administration his as distinguished
from theirs. That they were incorporated does not matter. It is also
true that the Governor appoints their members and can veto certain of
their actions. But these provisions, even when taken together, do not
outweigh the fact that the Act of 1915 confers on the appellant Board
wide powers which are given to it to be exercised at its own discretion
and without consulting the direct representatives of the Crown. Such
are the powers of acquiring land, constructing abattoirs and works, selling
cattle and meat, either on its own behalf or on behalf of other persons,
and leasing its property. Nor does the Board pay its receipts into the
general revenue of the State, and the charges it levies go into its own
fund. Under these circumstances therr Lordships think that it ought not
to be held that the appellant Board are acting mainly, if at all, as servants
of the Crown acting in its service.

It was held that the debt due to the Board was not a
debt due to the Crown.
(1) (1927) A.C. 899.
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In Tamlin v. Hannaford (2), the Court of Appeal held 1949
that the British Transport Commission was not a servant Governors

or agent of the Crown. There the plaintiff, who was the 2% ™

lessee from a railway company of a house to which the Rent or Toronto
Restriction Acts applied, sublet two rooms to the defendant. Muviser
By the Transport Act, 1947, the house became vested in , o

the British Transport Commission. The plaintiff having Revixvs

brought proceedings for possession of the rooms, the camerony.

defendant relied on the Rent Restriction Aects. —
In that case the Court considered the various powers

delegated to the 'Commission and the control retained

by the Minister of Transport. At p. 422-3 Denning, L.J,,

said in part:

The Transport Act, 1947, brings into being the British Transport
Commission, which is a statutory corporation of a kind comparatively new
to English law. It has many of the qualities which belong to corporations
of other kinds to which we have been accustomed. It has, for instance,
defined powers which it cannot exceed; and it is directed by a group
of men whose duty it is to see that those powers are properly used. It
may own property, carry on business, borrow and lend money, just as any
other corporation may do, so long as it keeps within the bounds which
Parliament has set. But the significant difference in this corporation is
that there are no shareholders to subseribe to capital or to have any
voice in its affairs. The money which the corporation needs is not raised
by the issue of shares but by borrowing; and its borrowing is not secured
by debentures but it is guaranteed by the Treasury. If 1t cannot repay,
the loss falls on the Consolidated Fund of the United Kingdom; that
is to say, on the taxpayer. There are no sharcholders to elect the directors
or to fix their remuneration, there are no profits to be made or dis-
tributed. The duty of the corporation is to make revenue and expenditure
balance one another, taking, of course, one year with another, but not to

make profits . . . Undeed, the taxpayer is the universal guarantor
of the corporation. But for him it could not have acquired its business
at all, nor could it now continue it for a single day . . . The pro-

tection of the interests of all these—taxpayer, user and beneficiary—is
entrusted by Parhament to the Minister of Transport, He is given powers
over this corporation which are as great as those possessed by a man
who holds all the shares in a private company, subject, however, as such
man is not, to a duty to account to Parliament for his stewardship. It
is the Minister who appoints the directors—the members of the com-
mission—and fixes their remuneration. They must give him any informa-
tion he wants; and lest they should not prove amenable to his suggestions
as to the policy which they should adopt, he is given power to give them
directions of a general nature in matters which appear to him to affect
the national interest-—as to which he is the sole judge—and they are then
bound to obey.

These are great powers, but still we cannot regard the corporation
as being his agent any more than a company is the agent of the share-
holders, or even of a sole shareholder. In the eyes of the law the corpora-~
tion is its own master and is answerable as fully as any other person or

(2) (1949) T.L.R. 422.
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corporation. It is not the Crown and has none of the immunities or
privileges of the Crown. Its servants are not Civil servants and its
property is not Crown property. It is as much bound by Acts of Parlia-
ment as any other subject of the King. It is, of course, a public authority
and its purposes, no doubt, are public purposes. But it is not a Govern-
ment department, nor do its powers fall within the province of Govern-
ment.,

The only fact in this case which can be said to make the British
Transport Commission & servant or agent of the Crown is the control
over it which the Minister of Transport exercises. But there is ample
authority both in this Court and the House of Lords for saying that
such control as he exercises is insufficient for the purpose: see Ceniral
Control Board (Liquor Trafic) v. Cannon Brewery Company, Limited
(1919) A C. 744, at 757, When Parliament intends that a new corporation
should act on behalf of the Crown, it as a rule says so expressly, as it
did in the case of the Central Land Board by the Town and Country
Planning Act, 1947, which was passed on the very same day as the Trans-
port Act, 1947. In the absence of any such express provision, the proper
inference, in the case at any rate of a commercial corporation, is that
it acts on its own behalf, even though it is controlled by a Government
department.

In our opinion, therefore, the British Transport Commission is not a
servant or agent of the Crown, and its property is as much subject to the
Rent Restriction Acts as the property of any other person.

In Scott v. Governors of University of Toronto (1), the
appellant here was the defendant. The action was for
damages sustained by the plaintiff while at work for the
defendant. It was held that the appointment under the
authority of a statute by the Lieutenant-Governor in
Council of members of the Board of Governors of the
University of Toronto does not constitute them Crown
officers, nor does it confer on them immunity from ecivil
actions.

After considering the provisions of The University Act,

1906, Meredith, C.J.C.P., said at p. 155:

The contention that the rule that the King can do no wrong applies
to the wrongs of “The Governors of the University of Toronto” was ruled
against upon the argument. The mere fact that the Lieutenant-Governor
in Council of the Province appoints most—not all—of the Governors does
not confer upon them the character of Crown officers. Such an appoint-
ment, in itself, has no such extraordinary effect; and indeed is not even
extremely unusual. I mentioned, during the argument, two other instances:
one being the appointment of a member of a municipal hospital board;
and the King in counecil, T believe, appoints the members of a University
board in England. There is no reason why the Lieutenant-Governor in
Council might not appoint members of a board of directors, or of manage-
ment, of any concern; I mean there is no legal reason; and, if that were
done, the effect in law would be none other than the effect of a like
appointment made in any other valid manner.

(1) (1913) 10 D.L.R., 154.
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Nor do the other powers, respecting the university, which the Lieuten-
ant-Governor in Council has, under the enactments mentioned, bring to the
Governors the character of Crown officers governing Crown property for
the use or benefit of the Crown. They are but officers of the University,
having power to deal with the property under their control for the uses and
benefit of the University only. The case of the Niagara Falls Parks Com-
mission is quite different; there the Commissioners are Crown officers,
dealing with Crown lands in the right of the Crown, and in the public
interests only. The University of Toronto is a body having its own
separate and independent rights and interests, upon which the Crown
cannot infringe; and the University press, in the carrying on of the work
in which the accident which is the subject-matter of this litigation hap-
pened, is one of those things.

In Powlett et al v. University of Alberta et al (1), the
Court of Appeal had under consideration the liability of
the Board of Governors of the University for damages
sustained by a student during initiation proceedings. Three
of the five judges agreed with the trial judge that the
Board was liable for such damages but reduced the amount
awarded by him. The other two judges found no liability
and would have allowed the appeal. The powers and
duties of the Board of Governors under The University
Act, R.S.A. 1922, ¢. 56, were considered. By that Act the
Board of Governors was established as a body corporate.
It was composed of the Chancellor (elected by the gradu-
ates); the President (appointed by the Lieutenant-
Governor in Council)—both of whom were members ex
officio—and a Chairman and six other persons appointed
by the Lieutenant-Governor in Council, and all such
appointed members were subject to removal by the
Lieutenant-Governor in ‘Council. Many of the powers
and duties of that Board were similar to those of the
appellant herein as will be seen from a summary contained
in the judgment of McGillivray, J.A., at p. 264-5.

It is to be observed that all University property is vested in the Board
of Governors, that the government, conduct, management and control
of the University and its affairs are vested in the Board subject only to
the reservations in the Act contained. Interference by the Lieutenant-
Governor in Counecil is in some instances contemplated but not so as to
make the “acts of administration”, resulting from any such interference,
acts of the Crown and not those of the Board.

It will also be seen that the Board appoints all deans and professors
with the approval of the president and all officers, clerks and servants;
that the Board has wide discretionary powers with respect to the investment
of money and the acquiring and holding of real estate and the expropriation
of lands; that the Board has power to spend money for the maintenance

(1) (1934) 2 W.W.R. 209.
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and improvement of the buildings already in existence and the erection of
such new buildings as the Board may think necessary and in the furnishing
and equipping of the same.

There is also the power before quoted with respect to erecting, furnish-
ing and maintaining residences and dining halls. The Board also has the
power of fixing and determining the fees to be paid by students in the
University. In addition the Board is given generous borrowing powers
and may with the approval of the Lieutenant-Governor in Council issue
bonds, debenture stock or securities of a like nature.

It is quite true that the Government of the province, which puts
up a goodly share of the moncys necessary to carry on the activities of
the ‘University, has seen to it that it has a goodly measure of control in
the expenditure of those moneys but I cannot think, having regard to the
wide general powers given to the Board and having regard to the fact
that it is at liberty to accept endowments and subscriptions from anyone
willing to contribute and having regard to the fact that the Board according
to the bursar receives large sums of money from sources other than the
Government, and having regard to the fact that neither the fees collected
by the Board nor any other moneys received by it go into the general
revenue fund of the province, that it can be said that the Board is, to use
the words of Viscount Haldane, “acting mainly if at all as servants of the
Crown acting in its service.”

I may add that I am of the further opinion that there is nothing in
the Act contained which would justify the inference that the Legislature
intended to make the Board immune from actions based upon tortious
negligence.

In the result I have come to the conclusion that the Board cannot
escape liability.

The case of re Tazxation of University of Manitoba Lands
(1), was a reference to determine whether the provincial
Legislature of Manitoba had power to enact legislation
rendering lands of the University of Manitoba, not used
for educational purposes, subject to taxation by certain
municipalities. ‘One of the questions submitted for the

opinion of the Court was:

(1) Is the University of Manitoba an emanation or arm or branch
of the Government of Manitoba so that any property standing in its name
is therefore exempt from taxation?

In answering “no” to that question, Robson, J.A., speak-
ing also for Prendergast, C.J.M., Dennistoun and Richards,

JJ.A., said at p. 595:

The other argument advanced on behalf of the University is that
it is an emanation from the Crown or an arm of government. I think a
perusal of the University Act (1936) (Man.), c. 47, repels this argument.
In one sense I suppose it is true that every corporation is an emanation
from the Crown but that is a different thing from being an arm of the
Executive government. It may be quite true that the Crown exercises a
prerogative of naming a majority of the board of governors; that it appoints
the Chancellor after nomination by the committee on nominations;

(1) (1940) 1 D.L.R. 579.



Ex.CR.] EXCHEQUER COURT OF CANADA

that it annually makes large financial augmentations and that the main
buldings are on Crown property; but nevertheless neither the appointment
of authorities nor the grants of funds in aid of education are necessarily
meconsistent with the independence of the Umiversity as an institution of
higher learning. Tt is not to be imputed to the Crown that any of its
acts or subsidies would be actuated by any motive of direclion, let alone
control, of the University’s free scope in 1ts normal sphere of action.

I think the words of Hon. R. M. Meredith in Scott v. Toronto Univer-
sity, (1913) 10 D.L.R. 154, are applicable here. That was a case wherein
the Board set up immunity from hability for injury to an employee. The
Board of Governors there were themselves a corporation but the point is
the same. The learned Chief Justice said (p. 156): “Nor do the other
powers, respecting the university, which the Ineutenant~-Governor in council
has, under the enactments mentioned, bring to the Governors the character
of Crown officers governing Crown property for the use or benefit of the
Crown. They are but officers of the University, having power to deal with
the property under their control for the uses and benefit of the University
only.”

Now the test applied in all the cases to which I have
referred above, was the degree of control exercised or
retained by the Crown, and counsel for the Board, in sub-
mitting that it was but the servant or agent of the
Province of Ontario, have stressed all those matters in
which the complete independence of the Board may be
thought to be curtailed in any way. The main submission
is, of course, that as the Lieutenant-Governor in Council
appoints twenty-two members of a Board of twenty-four—
only eight of whom are appointed following recommenda-
tion by the Alumni Federation, and as ten members are
required to constitute a quorum—the actions of the Board
could at all times be controlled by the Lieutenant-Governor
in Council removing members who are not carrying out
the will of the Government, and by replacing them by
others of a more compliant disposition. Theoretically, it
might be possible for the Lieutenant-Governor in ‘Council
to appoint only members of the Board who were committed
to carry out the instructions and wishes of the Government.
It could hardly be suggested, however, that anyone posses-
sed of the knowledge, experience and independence essential
to the proper carrying out of the important and difficult
duties of a Board such as this would acecept the appointment
under any such conditions. The Board is a body with wide
discretionary powers and there is nothing in the statute
which makes the Board’s administrative acts the acts of
the Crown rather than its own acts. Nothing that the
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Board is empowered to do is subject in any way to the
control or veto of the Minister of Education or of the
Lieutenant-Governor in Council; and in the carrying out
of its duties it acts for itself and not as agent to bind
the Crown—its alleged principal.

The only other manner in which any degree of control
can be said to be reserved to the Lieutenant-Governor in
Council is in the field of finance. In considering this aspect
of the matter, it is essential to keep in mind that the
University of Toronto is a provineial university, established
by the province. The province, therefore, has always
assumed a degree of financial responsibility for its opera-
tions as evidenced by the very substantial grants made
each year. The statutory payment of 50 percentum of the
annual succession duties collected by the province—up to a
maximum of $500,000 in any year—is made without any
restrictions as to its expenditure, the Board having complete
control thereover. The Board’s accounts are audited by
the provincial auditor or by some person appointed for
that purpose, and the Board each year renders a report of
its receipts and expenditures for the preceding year. This,
however, appears to be for information purposes only, no
doubt being a matter for consideration when additional
funds are asked for by the Board from the province. Such
receipts and expenditures of the Board cannot be ques-
tioned in any way. The Board is master in its own financial
house save that it may not without the consent of the
Lieutenant-Governor in Council: (a) impair its endow-
ments: (b) in the purchase of land or erection of buildings
expend moneys other than from its income of the year;
(¢) borrow from banks or lenders more than $250,000; and
(d) borrow on the security of its assets for the purchase
of land, the erection of buildings, and the equipping thereof.
Any moneys so borrowed become the property of the Board
free of any control on the part of the province.

Without attempting to recapitulate all the powers of the
Board, the following matters in my opinion are essentially
significant. It administers its own property, all the assets
both real and personal being vested in it for its own use.
It administers its own endowments, receives its income
and makes its expenditures entirely on its own behalf and
limited only in the manner which I have indicated. Its
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members are not civil servants. It appoints and removes
all the members of the teaching staff and the officers and
servants of the University, none of whom are civil servants.
The Province of Ontario has nothing to say as to the depart-
ments of the University or the courses of instruction or
the fees to be charged. The Board may buy, expropriate,
sell and lease lands, erect buildings and borrow money.
The statute itself says that the management and control
of the revenues, business and affairs of the University are
not in the Crown but in the Board. Its very wide powers,
in my opinion, indicate that the Act conferred on the Board
these powers to be exercised at its own discretion and
without consulting in any way the representatives of the
Crown. The Board is not a mere agent of the Government
for the purposes of distributing such money as may be
given annually by way of subsidy or otherwise, but is to
have, within the limits of the purposes for which the
University was established, a very wide discretionary power
in the management and control of the University—a power
which I think is quite independent of the Government.
In doing what it does it acts on its own behalf and not
on behalf of the Government and is not controlled by a
department of the Government.

My conclusion is, therefore, that the Board cannot be
said to be the agent or servant of the Crown and the con-
tention of the appellant fails on that point.

A consideration of subsection 7(d) and (e) (supra)
guggests very strongly that Parliament wished to draw
a distinction between two different categories of bequests
and to treat them in a different way. In subsection (e),
gifts to the Dominion or any province or political sub-
division thereof, where the benefits would accrue to all
the inhabitants of a geographical area, the exemption from
tax was complete. But in regard to charitable organiza-
tions, such exemption was limited to 50 per centum of all
the property included in the aggregate net value. “Charit-
able organization” is a term well known to the law as
including not only institutions directly devoted to charitable
purposes, but also to religious and educational purposes.
It would seem reasonable to assume that because the bene-
ficiaries of such charitable bequests would be more limited
than the inhabitants of a geographical subdivision such as
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1949 are specifically named, Parliament intended to confer a
Governors larger degree of exemption on the latter than on the former.
Usiymagtry 1t May be. of interest to note that by the amendment of
or To:omo 1948, the limitations on exemptions to charitable organiza-

Minmsee  tlOns were removed.
NAT%NAL For the reasons which I have given, the appeal fails and
Revenve  wil] be dismissed with costs—if demanded. I have been

Cameron J. informed that this is a test case.

Judgment accordingly.

1950 BETWEEN:

——
g:g: 21§ GAR WOOD INDUSTRIES INC.,........ PLAINTIFF;
T AND

SICARD LIMITEE,.................... DEFENDANT.

Practice—Costs—Discontinuance of action by plaintiff—Rules 107 and 263
—Costs to be tared on the basis of tariff in force at time of dis-
continuance of action—Disbursement properly incurred in preparation
for trial allowed.

Held: That where an action has been discontinued the defendant’s right
to tax its costs arose upon the filing of the notice of discontinuance
and that right was to tax such costs upon the basis of the tariff then
in force, and it is not open to the taxing officer to take into con-
sideration an amendment to the Rules made on a later date, unless
such amendment is clearly retroactive in its terms.

2. That a disbursement of a reasonable amount incurred for services
rendered in preparation for trial and not done prematurely or from
an excess of caution is a proper item for taxation on discontinuance
as well as after trial.

APPEAL from the decision of the Registrar upon taxa-
tion of defendant’s bill of costs.

The appeal was heard before the Honourable Mr. Justice
Cameron at Ottawa.

C. A. Geoffrion for plaintiff.
H. Gérin-Lajoie, K.C. for defendant.
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CamMEeRON J. now (January 25, 1950) delivered the follow-
ing judgment:

In this matter I am asked to review the taxation of the
defendant’s costs pursuant to Rule 263. Proceedings were
instituted by the plaintiff on March 5, 1946, claiming
infringement of two patents, an injunction, damages and
costs. By order dated November 16, 1948, the matter was
set down for trial at Montreal on March 1, 1949. However,
on February 23, 1949, the plaintif gave notice of its
application for an order granting leave to wholly discon-
tinue the action; and on February 24 such an order was
made by consent, “subject to the payment by the plaintiff
of defendant’s costs to be taxed herein, and without any
other condition being attached to such discontinuance.”

On March 4 the plaintiff’s solicitors gave notice, pursuant
to the order of February 24, that the plaintiff wholly dis-
continued the said action subject to the payment of the
defendant’s costs.

The taxation was commenced before the Registrar on
September 16, 1949. The bill of costs as submitted con-
tained twenty-two items in all and the main contest on the
taxation appears to have been in reference to an item of

disbursements—Item 21-—which was as follows:

21. Paid by defendant to MM. Marion & Marion, Patent Attorneys,
for research work carried on at the Patent Office at Washington in con-
nection with Canadian patents Nos, 388, 439, 418 and 773, and also for
work related to the defence of the action: $1,869.12.

The taxing officer on that date reserved his finding and
on December 19 completed the taxation, the total amount
allowed being $2,513.62, included in which was the whole
of Item 21. It is from the allowance of Item 21 that the
plaintiff now appeals.

Rule 107 lays down the procedure to be followed upon
discontinuance of an action. The first and fourth para-
graphs of the Rule, as amended, are not here applicable.
Paragraphs 2 and 3 thereof are relevant, the latter being
an amendment of October 31, 1949. These two paragraphs

are as follows:
Rule 107
Para. 2. Save as in this Rule otherwise provided, it shall not be
competent for the Attorney-General, petitioner or plaintiff to dizscontinue
the action without leave of the Court or a Judge, but the Court or a Judge
may, before or after the hearing or trial, upon such terms as to costs,
56837—1a
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and as to any other action, and otherwise as may seem fit, order the action
to be discontinued, or any part of the alleged cause of complaint struck
out.

Para. 3. Costs of all work reasonably, and not prematurely done
in preparing pleadings, evidence, briefs, etc., down to Notice of Discon-
tinuance shall be allowed on taxation, subject to review by a Judge in
Chambers.

Mr. Geoffrion for the appellant submits that the amend-
ment to the Rule was not retrospective and could not be
taken into consideration on the taxation; and that prior
to such amendment the tariff of costs contained no provision
for payment of such costs upon discontinuance. Mr.
Lajoie opposes both these contentions.

I shall consider first the question as to whether the
amendment to Rule 107 could be taken into consideration
by the taxing officer. It is the general rule of law that
statutes are not to operate retrospectively. There is noth-
ing in the amendment which by express enactment or
necessary implication from the language used requires a
departure from that general rule. The basis of that general
rule is that statutes should be interpreted, if possible, so
as to respect vested rights.

The general principle, however, seems to be that altera-
tions in procedure are retrospective unless there be some
good reason against it (Maxwell on Interpretation of
Statutes, 9th ed., p. 233).

In Craies on Statute Law, 4th ed., p. 337, it is stated,
“But there is no vested right in procedure or costs. Enact-
ments dealing with these subjects apply to pending actions
unless a contrary intention is expressed or clearly implied.”

In Earle et al. v. Burland et al. (1), it was held by Street,
J., that the quantum of costs, as well as the right to them,
is ascertained at the time of judgment and the quantum
cannot, without the clearest words, be altered by a sub-
sequent change in the tariff, or by the creation of a tariff
which had no existence until after the judgment.

Reference may also be made to Delap et al. v. Charlebois
et al. (2). In that case judgment was given by the Court
of Appeal in 1895, dismissing the appeal and ordering the
defendants to pay the costs of the appeal. The defendants
appealed to the Supreme Court and obtained a decision
in their favour, against which the plaintiff successfully

(1) 8 OL.R. 174, (2) 18 Ontario Practice Reports, 417.
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appealed to the Privy Council. In the Privy Council in
1898 the judgment of the Court of Appeal was sustained
and restored, so far as the costs were concerned. In 1896
Item 155 of the Tariff of Costs had been repealed and
another item substituted therefor.

In that case, Street, J., said at p. 419:

The plaintiffs have appealed from this ruling, and 1 am of opinion
that the appeal should be dismissed, for the following reasons. The
remunersation of a solicitor for the professional services rendered by him
is fixed by tariff, and each particular service as it is performed entitled
him to charge to his client the particular sum authorized by the tariff
then in force for the particular service performed. Before I could hold
that a solicitor who performs, in 1894, a service for which he is entitled
under the tariff then in force to charge his client $1, becomes entitled
to increase his charge for that service performed in 1894 to $2, because
before he taxes his costs a new tariff has come into force, I should require
to have my authority for so holding very clear indeed. It is argued
that the authority for so holding is very clear indeed, because, all the
tariffs previously existing having been abolished, the taxing officer must
be governed by the one in force, to which he is referred to the exclusion of
all others.

But the provisions of the Interpretation Aect are, by Rule 5, made
applicable to the Rules, and sec. 50 of that Aet, which is indeed only
declaratory of an accepted rule of construction, declares that the repeal
of an Act shall not affect any rights existing or established under the
repealed Act before the date of the repeal: see Butcher v. Henderson,
(1868) L.R. 3 QB. 335. A solicitor, therefore, who performed services
for his client before the Rules of September, 1897, came into force, retains,
notwithstanding the repeal of the tariff under which they were performed,
his right to be paid at the existing tariff rate, but at mo higher rate, for
what he did for his client; and the client’s lability is not increased by
the subsequent tanff for the work done for him under the earlier one.
This seems to me to be the only reasonable and proper rule to be applied,
and I am not surprised to learn from the taxing officer that it is the
principle which has been applied at Osgode Hall during the many years
over which his experience extends. The same principle must be applied
to the portion of the tariff which relates to counsel fees, as to the portion
of it which relates to the allowance to solicitors.

In re Solicitors (1), Meredith, ‘C.J.C.P., considered the
question of retrospectivity of an amended tariff of costs.
He distinguished the case of Delap v. Charlebois because
he thought that the note to the amended tariff, which
he was considering, indicated that the latter had a retro-
gpective effect and was applicable to all services rendered
before as well as after such rules came into force.

At p. 626 he said:

Whether a statute, or Rule, is or is not retrospective, is, of course, a
question of intention; it must be given effiect according to its true
meaning; and the character of the enactment or Rule, as well as other

(1) 6 O.W.N. 625.
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circumstances, may be very helpful in reaching a true interpretation.
Generally statutes and Rules respecting procedure are considered retro-
spective, in criminal as well as, civil proceedings: see Rezx v. Chandra
Dharma, (1905) 2 K.B. 335.

My impression has always been that “costs are practice”; and I have
some memory of an ancient decision in those words, The first work on
the subject at hand, I now find, deals with it in these words: “Statutes
governing costs are Rules of practice, and the power to award them,
and the amount and items to be awarded, depend upon the statute in
force, not at the commencement, but at the termination, of the con-
troversy, or when the right to costs accrues. In the absence of any
provision to the contrary, statutes regulating costs are usually held to
apply to pending suits.”

In my opinion, the defendant’s right to tax its costs
arose upon the filing of the Notice of Discontinuance and
that right was to tax such costs upon the basis of the tariff
then in force. The services that were rendered and the
disbursements that were made were concluded before the
tariff was amended. When the discontinuance was filed
the proceedings were at an end and only an incidental
matter—the taxation of costs—remained to be completed.
But even if I am wrong in that conclusion, I think that
at the very latest the bill of costs fell to be taxed in accord-
ance with the tariff in existence at the time the taxing
officer commenced the taxation on September 16, 1949. The
bill as rendered and submitted for taxation was prepared
under the then tariff and while the taxing officer reserved
his findings, his consideration of the bill as a whole could
not take into consideration any changes in the tariff made
after he reserved his finding. The delay in finally determ-
ining the matter ought not, in my view, to affect the con-
clusions to be reached.

In Mazxwell, 9th ed., pp. 234-5, it is stated:

But a new procedure would be presumably mapplicable, where its
application would prejudice rights established under the old, or would
involve a breach of faith between the parties. For this reason, those
provisions of the repealed s. 32, Common Law Procedure Act, 1854, which
permitted error to be brought on a judgment upon a special case and
gave an appeal upon a point reserved at the trial, were held not to apply
where the special case was agreed to, and the point was reserved, before
the Act came into operation.

Where a special demurrer stood for argument before the passing
of the Common Law Procedure Act, 1852 (c. 76), it was held that the
judgment was not to be affected by that Act, which abolished special
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demurrers, but must be governed by the earlier law. The judgment was,
in strictness, due before the Act, and the delay of the Court ought not
to affect it.

In my view, therefore, it was not open to the taxing
officer to take into consideration the amendment to Rule
107 made on October 31, 1949.

I think, however, that the tariff in effect prior to amend-
ment permitted the taxing officer to include Item 21 as a
proper disbursement to be allowed the defendant. It is
admitted that the services rendered by Marion & Marion
—a firm of Patent Attorneys—were necessarily incurred
by the defendant and its solicitors in preparing its defence
and in preparation for trial, that it was not done prema-
turely or from an excess of caution, and that the amount
of the item is reasonable considering the nature of the
cage and the services rendered.

The proper principle upon which party and party costs
should be taxed is that the successful party should have
an indemnity against costs reasonably incurred in prose-
cuting or defending the action (Halsbury 2nd ed., vol. 31,
p. 214). That principle, however, is subject to the pro-
visions of the applicable tariff. In this Court party and
party costs are taxed pursuant to Tariff A, contained in
the appendix to the Rules (Rule 263).

In Tariff A, under the heading “To Solicitors,” it is
provided:

Except where expressly provided for, disbursements are not included
herein, but are left to be allowed by the taxzing officer.

Disbursements which are not specifically mentioned are
therefore left to the consideration and discretion of the
taxing officer and are to be allowed or disallowed on the
basis of the principles which I have mentioned. While
the amount of Item 21 is substantial and forms about two-
thirds of the total bill as taxed, it was a disbursement
necessarily and properly incurred by the defendant and I
am unable to find that in allowing it to the defendant the
taxing officer proceeded upon any wrong principle. That
being so, his discretion should not be interfered with on
appeal (Halsbury, 2nd ed., vol. 31, p. 215).

I am advised by the taxing officer that it has long been
the practice in this Court in taxing bills of costs in patent
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1950  matters, and following a trial, to allow disbursements of
Gar Woop the same kind as Item 21—expenses necessarily incurred

Im’f{fg_“m in investigating relevant patents in Canada and elsewhere.
S I see no reason why upon a discontinuance the practice

Lovarrts should be otherwise.

CameronJ. Lhe appeal will therefore be dismissed with costs to be
—  taxed.
Appeal dismissed.

1947 BETWEEN:
——
O%%>* HIS MAJESTY THE KING, on the )

— Information of the Attorney General PLAINTIFF;
1949

—— of Canada,...............cccvvun.

Dec. 23

— AND

UHLEMANN OPTICAL COMPANY,....DEFENDANT.

Patents—Action by Crown for declaration that patent invalid—The Patent
Act, 1935, 8. of C. 1935, c. 82, s. 60(1)—Eye-glasses—Two-point Nu~
moni mounting—Anticipation of invention by prior publication—
Prior publication to be read in the lLight of common knowledge—
Presumption of validity in favor of patent—Ease of putting item into
practice not evidence of lack of invention—Evidence of com-
mercial success coupled with evidence of a problem and its solution
strong evidence of tnvention.

The Crown brought action under section 60(1) of The Patent Act, 1935,
for a declaration that the defendant’s patent covering an invention
relating to a mounting means for the temples of spectacles was
invalid for lack of novelty and lack of subject matter.

Held: That lack of novelty and lack of subject matter as gropnds for
holding a patent invalid are closely related, but are not the same.

2. That in order that an invention should be held to have been anticipated
by a prior publication, the information as to the alleged invention
given by the prior publication must, for the purposes of practical
utility, be equal to that given by the subsequent patent. Whatever
is essential to the invention or necessary or material for its practical
working and real utility must be found substantially in the prior
publication. It is not enough to prove that an apparatus described
in it could have been used to produce a particular result. There must
be clear directions so to use it. Nor is it sufficient to show that it
contained suggestions which, taken with other suggestions, might be
shown to foreshadow the invention or important steps in it. There
must be more than the nucleus of an idea which, in the light of subse-
quent experience, could be looked on as being the beginning of a new
development. The whole invention must be shown to have been
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published with all the directions necessary to instruct the public how 1949
to put it into practice. It must be so presented to the public that T "‘EI
no subsequent person could claim it as his own. The test is whether the HE . Na
man attacking the problem finds what he wants as a solution in the Urremanw

prior go-called anticipations. OPTICAL
ComPpANY

3. That in considering whether an invention was anticipated by a prior —_—
patent, the prior patent must be read in the light of the common Thorsen, P.
knowledge which a person skilled in the art would have had immedi- -
ately prior to the alleged invention.

4, That there is a presumption of validity in favor of the patent by
reason of its issue and the onus of proving that it is invalid for lack
of invention is on the person attacking it.

5. That invention may be present notwithstanding the fact that there was
no difficulty in putting the idea into effect once it had been conceived.
Hickton’s Patent Syndicate v. Patents and Machine Improvements
Company Ld. (1909) 26 R.P.C. 339 at 347 followed.

6. That evidence of the practical utility and commercial success of an
invention coupled with evidence of the existence of a problem and
its solution is strong evidence of invention. Non-Drip Measure Coy.,
Ld. v. Stranger’s Ld., et al (1943) 60 R.P.C. 135 at 142 followed.

7. That if there were any doubt as to the validity of the patent by reason
of lack of invention the commercial success of the defendant’s mount-
ings and its substantial displacement of mountings previously in use
would be sufficient to turn the scale in its favor.

ACTION under section 60(1) of The Patent Act, 1935,
for a declaration that defendant’s patent is invalid.

The action was tried before the Honourable Mr. Justice
Thorson, President of the Court, at Ottawa.

E. G. Gowling K.C. and G. F. Henderson for plaintiff.
Christopher Robinson, K.C. for defendant.

The facts and questions of law raised are stated in the
reasons for judgment.

TaE PrESIDENT now (December 23, 1949) delivered
the following judgment:

This action was taken at the instance of the Attorney
General of Canada under section 60(1) of The Patent Act,
1935, Statutes of Canada, 1935, chap. 32, for a declaration
that ‘Canadian letters patent 381,380 and 392,499 and
industrial design registration 58/12138, owned by the
defendant, a corporation association under the laws of
Delaware having its principal place of business in Chicago,
Illinois, are invalid. The defendant withdrew its defence
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as it related to Canadian letters patent 392,499 and in-
dustrial design registration 58/12138 and judgment was
given for the plaintiff in respect thereof, so that it is only
as to Canadian letters patent 381,380 that a declaration
of invalidity is now sought.

The patent in suit relates to an alleged new and useful
improvement in eye glasses, and more specifically to a
mounting means for the temples of spectacles. The appli-
cation for the United States patent was made on April 22,
1937, and this is relied upon as the date of the invention.
The application for the Canadian patent was filed on
March 5, 1938, and it was issued on May 16, 1939. The
defendant’s mounting is commonly known as the 2-point
Numont mounting.

The specification states, inter alia:

My invention relates to eyeglasses, and more specifically it relates to
a mounting means for the temple.
and sets out the objects of the invention as follows:

One of the objects of my invention is to provide an improved temple
mounting which prevents strain from being transmitted to the lenses.

A further object of my invention is to provide a temple mounting that
requires & minimum amount of labour in attaching the mounting.

A further object of my invention is to provide an improved temple
mounting which will be inconspicuous in appearance.

A further object of my invention is to provide an improved temple
mounting which will result in a saving of material.

Further objects and advantages of the invention will be apparent
from the description and claims.

The inventor then describes generally the figures in the
drawings, in which he says that several embodiments of
hig invention are shown. Then there is a description of
the various constructions shown in the figures, of which

only the following need be set out:

The construction shown comprises a pair of channel-like straps 1 each
having a lens-edge engaging portion with ears extending therefrom for
embracing the edges and adjacent surface portions of the lenses 2, a bridge
3 secured to these straps, a pair of temple-supporting wires 4 having an
anchorage portion thereof also secured to the straps 1, in general extending
along, adjacent, and in the rear of the edges of the lenses 2, and a pair
of temples 5 pivotally connected with the ends of the wires 4, the axes
of said hinge connections being substantially verlical, whereby the temples
will fold compactly. It will be noted that the supporting wires 4 which
support the temples are supported solely or mainly by the bridge 3 and
that any strain put on the wires by the temples will not be transmitted
to the lenses but will be transmitted to and carried solely by the bridge 3.

In the construction shown in Figs. 1 to 3, incl, the supporting wire 4
is secured to the lens-edge engaging portion of the lens-supporting strap.
For this purpose, the supporting wire is bent or offset, as shown at 6,
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so as to extend from front to rear along the upper lens-edge engaging
portion of the strap, as shown in Fig. 3, thence angularly or outwardly a
short distance, thence upwardly and outwardly following the contour of
the edge of the lens so as to be inconspicuous and so as not to mnterfere
with vision.

In Fig. 6 is shown another method of securing the supporting wire to
the strap. In this form, the end of the wire 4 extends along and is
secured: to the rear edge of the strap 1, in the plane of the lens-edge
engaging portion thereof as by welding, soldering, or the like.

In Figs. 7 and 8 is shown a mounting in which the temple-supporting
wires 4 are formed integral with the bridge 3. In this form the straps 1
which support the lenses 2 are secured in any suitable manner as by
soldering or the like to the wire adjacent the junction of the bridge and
temple-supporting wire. The temple-supporting wires extend from the
portions secured to the lens-engaging portions rearwardly and angularly to
follow the contour of the lens adjacent to and along the rear surface
thereof. The wire may be oval or slightly flattened and may be bent
at the bridge portion so that the flattened surface of the wire will Le
substantially parallel with the nose of the wearer.

Further modifications will be apparent to those skilled in the art
and it is desired, therefore, that the invention be limited only by the
prior art and the scope of the appended claims.

It will be seen that in all of the forms disclosed, the temple supporting
wire follows the contour of the edge of the lens so as not to interfere with
the vision and so as to be inconspicuous. It will also be noted that in all
of the forms the temple-supporting wire is supported by the nose-engaging
means.

The specification ends with 6 claims, which read as

follows:

1. A spectacle construction comprising a pair of lenses, a pair of
channel-hke straps embracing the edges of said lenses, respectively, at the
nasal edge of the lenses, each of said straps including a lens-edge engaging
portion, 2 bridge member for connectling said straps, and a pair of temple-
supporting wire members each having an anchorage portion extending there-
from and bemng secured directly to the lens-edge engaging portions of the
strap and extending rearwardly and angularly therefrom and following
the contour of the lens adjacent to and along the rear surface thereof
for connection with the temple of the spectacle.

2. A spectacle construction comprising a pair of lenses, a pair of
channel-like straps embracing the edges of said lenses, respectively, at
the nasal edge of the lenses, each of said straps including a lens-edge
engaging portion, a bridge member for connecting said straps, and a
pair of temple-supporting wire members each having an anchorage por-
tion extending therefrom and being secured directly to the lens-edge
engaging portions of the strap intermediate the ends thereof and extending
rearwardly and angularly therefrom and following the contour of the lens
adjacent to and along the rear surface thereof for connection with the
temple of the spectacle.

3. A spectacle construction comprising a pair of lenses, a pair of
channel-hke straps embracing the edges of said lenses, respectively, at the
nasal edge of the lenses, each of said straps including a lens-edge engaging
portion, a wire bridge member connecting said straps, and a pair of
temple-supporting wire members each being formed integrally with said
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wire bridge member and being secured to the lens-edge engaging portions
of the strap and extending rearwardly and angularly therefrom to follow
the contour of the lens adjacent to and along the rear surface thereof for
connection with the temple of the spectacle.

4. A spectacle construction comprising a pair of lenses, a pair of
channel-like straps embracing the edges of said lenses, respectively, at the
nasal edge of the lenses, each of said straps having a lens-edge engaging
portion, a bridge member for connecting said straps, and a pair of temple-
supporting wire members each having an anchorage portion extending
therefrom parallel to the lens-edge engaging portion of said channel-like
straps and being secured directly to said straps, there being offsets extend-
ing from said portions in the direction of the lenses, said temple-supporting
wire members extending from said offset portions and following the con-~
tour of the lens adjacent to and along the rear surface thereof for connec-
tion with the temple of the spectacle.

5. A spectacle construction comprising a pair of lenses, a pair of
channel-like straps embracing the edges of said lenses, respectively, at the
nasal edge of the lenses, each of said straps including a lens-edge engaging
portion, a bridge member for connecting said straps, and a pair of temple-
supporting wire members each being secured to the lens-edge engaging
portions of the strap and extending rearwardly and angularly therefrom
and following the contour of the lens adjacent to and along the rear
surface thereof for a substantial distance, the free end portions of said
temple supporting wire having a rearwardly extending portion terminating
in a hinge for pivotally receiving the temple of the spectacle.

6. A spectacle construction comprising a pair of lenses, a pair of
channel-like straps embracing the edges of said lenses, respectively, at
the nasal edges of the lenses, each of said straps including a lens-edge
engaging portion, a bridge member for connecting said straps, and a pair
of temple-supporting wire members each having an anchorage portion
extending therefrom and being secured to said straps in the plane of the
lens-edge engaging portions thereof, said temple suporting wire member
extending therefrom to follow the contour of the lens adjacent to and
along the rear surface thereof for connection with the temples of the
spectacles.

Two attacks are made on the patent, namely, lack of
novelty, sometimes called anticipation, and lack of inven-
tion, usually referred to in the English cases as lack of
subject matter.

Before either of these is considered it is, I think, desirable
to describe the state of the prior art. This may be out-
lined briefly. Optical lenses as assembled with their
mountings are mainly of two kinds, namely, eye glasses
and spectacles. Eye glasses are rimless and held in position
on the nose by a spring. Spectacles are rimless or framed,
the frames being of metal or plastic. They ride on the
nose by a bridge and differ from eye glasses in being held
in position by temples extending over the ears. In addition
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to eye glasses and spectacles there are also spectaclettes, a 1949
combination of both, being fastened on the nose by a spring Tnn King
and held in position by temples over the ears. UHLEMANN

The principal objects sought to be achieved by the use Oemcan
of the various types of mountings were to hold the lenses ~ e~
in the proper position before the eyes, enable as wide a Thorson,P.
range of vision as possible, and make them comfortable
to wear and inconspicuous in appearance. It was also
desired to have a minimum of breakage or loosening of the
lenses.

Eye glasses gave a wider range of vision and were less
conspicuous than spectacles but there were serious dis-
advantages in their use. It was difficult to keep them in
the proper position, the pressure on the nose made them
uncomfortable and the lenses were subject to:breakage.
The result was that while they were in vogue prior to about
1916 very few of them are now sold. Plastic frame spec-
tacles are comfortable to wear and less subject to breakage
than any other kind. But they are not always easy to
fit and it is difficult to keep them in the proper position,
their tendency being to slide down on the nose. The rims
are obstructive of vision and they are more conspicuous
than other types of glasses. Metal frame spectacles have
the great advantage of being easily adjustable to the proper
position by means of the guard arms and easily kept in
position by the temples. They are less restrictive of
vision and less conspicuous than the plastic frame ones,
almost as comfortable, being only slightly heavier, and
almost as free from breakage. The rimless spectacles
are as easy to adjust and keep in the proper position as
the metal frame ones and are lighter and less conspicuous.
They give a wider range of vision than either plastic or
metal frame spectacles but less than eye glasses because
of the straps at the outer edges of the lenses by which the
temples are connected. Their greatest disadvantage is
the heavy rate of breakage of the lenses and the loosening
of them both at the nasal and at the temple ends.

Eye glasses, spectacles and spectaclettes were all well
known long before the 2-point Numont mounting came
on the market. The greatest development up to that time
was the Ful-Vue type of spectacles with the temples
attached above the centre of the line of vision or what is
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called the 180 line. These came into prominent use about
or shortly after 1930. By that time eye glasses had almost
become obsolete and spectaclettes were seldom seen. But
there were many different makes of spectacles, rimless and
framed, having the advantages and disadvantages described.
They are represented generally by Exhibits B (metal frame
spectacles), C (rimless spectacles) and D (plastic frame
spectacles). These constituted the practical art in spec-
tacles at or about 1930 and the situation remained sub-
stantially unchanged until the appearance of the Numont
mounting in 1938.

Counsel for the plaintiff filed a number of patents as
part of the evidence of the prior art. I enumerate them as
follows, giving in each case the name of the inventor and
the number and date of the patent; namely, Exhibit 6,
J. E. Briggs, U.S. patent 443,160, dated December 23, 1890;
Exhibit 7, J. Savoie, U.S. patent 915,487, dated March 16.
1909; Exhibit &, F. A. Stevens, U.S. patent 953,304, dated
March 29, 1909; Exhibit 9, J. Savoie, U.S. patent 988,666,
dated April 4, 1911; Exhibit 10, F. W. Haviland, U.S.
patent 1,380,957, dated June 7, 1921; Exhibit 11, O. B.
Carson, U.S. patent 1,904,852, dated April 18, 1933;
Exhibit 12, W. W. Ferris, U.S. patent 1,972479, dated
September 4, 1934; Exhibit 13, G. E. Nerney, U.S. patent
1,084,541, dated December 18, 1934; Exhibit 14, G. E.
Nerney, U.S. patent 1,987,701, dated January 15, 1935;
Exhibit 15, R. G. Stayman, U.S. patent 2,057,855, dated
October 20, 1936; Exhibit 16, F. R. Bishop, U.S. patent
2,063,657, dated December 8, 1936; Exhibit 17, A. F.
Williams, U.S. patent 2,069,347, dated February 2, 1937;
Exhibit 18, A. F. Williams, U.S. patent 2,091,296, dated
August 31, 1937; Exhibit 19, J. Savoie, Canadian patent
118,602, dated May 25, 1909, the Canadian equivalent of
Exhibit 7; Exhibit 20, E. Reach, United Kingdom patent
15,461 of 1907; and Exhibit 21, B. Merth, United Kingdom
patent 29,840 of 1912. In addition counsel filed two other
patents, namely, Exhibit 4, E. E. Emons, Canadian patent
274841, dated October 25, 1927; and Exhibit 5, C. E.
MecLeod, Canadian patent 331,430, dated April 4, 1933.

The evidence adduced on behalf of the plaintiff, includ-
ing the patents referred to, shows that at an early date
efforts were made to improve rimless spectacles. The
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problem was to overcome their defects, namely, the high }343
rate of breakage of the lenses and their tendency t0 TmsKimne
loosening, and at the same time retain their advantageous g, > .
features, namely, their lightness, wide range of vision and Oericas
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comparative inconspicuousness. The problem was primarily ~—__
that of breakage and next that of loosening. It was also Thorson, P.
desired to reduce the inconspicuousness of rimless spectacles
still further. There was certainly a clear recognition
of the problem to be solved in the specifications of several
of the patents such as, for example, the Stayman, Ferris
and Nerney patents.

The evidence establishes that there was no practical
contribution to the solution of the problem prior to the
2-point Numont mounting. The inventions covered by
the patents, Exhibits 6 to 21, were in the main paper
proposals or, where that was not so, had no commercial
success. For example, Mr. Kemp for the plaintiffi said
that he had seen a pair of glasses embodying the structure
shown in the Savoie patents, Exhibits 7 and 19, about
twenty to thirty years ago. He was struck by the loose
temples and remembered the mounting because “it was
such an odd-looking thing”. Otherwise his memory of
it was vague, but he agreed that it was not a practical
mounting—it would never stay on. Mr. Kemp also said
that he had seen a mounting something like that disclosed
in one of the structures in the Stevens patent, Exhibit 8,
about twenty years ago, but his recollection of this was
also vague. There was also the statement of Mr. Elliott
for the plaintiff that he had used some German glasses
between 1905 and 1908 which he thought were similar to
those described in Exhibit 7 and Exhibit 8. His recollection
of them was not clear but they were not at all like the
2-point Numont mounting and he agreed that they were
not satisfactory. Of the patents issued after 1930 only
two reached the market, namely, the Nerney patent,
Exhibit 14, and the Bishop patent, Exhibit 16, but neither
was a commercial success. The other Nerney patent,
Exhibit 13, did not come into practical use until after it
had been substantially modified as shown by Exhibit G
described as a Shuron Shurset Rimway. This wag in 1940.
There was also only a slight use of Exhibit 18. The other
patents, Exhibits 4 and 5, were concerned with other
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matters. Without discussing the patents in detail, I think
that it may fairly be said that up to the time when the
defendant’s 2-point Numont mounting came on the market
no satisfactory solution of the problem had been found.
When the defendant’s mounting came into production in
1938 there was an immediate and wide demand for it and
it almost swept other types of rimless spectacle mountings
off the market. This was admitted by Mr. Elliott for
the plaintiff who said that when it first came it was about
90 per cent of the optician’s business. Mr. Goodwin for
the defendant also stated that it was the greatest revolu-
tion in the optieal frame business. The evidence indicates
that since then there has been a great trend towards plastic
frame spectacles and a great reduction in the use of metal
frame spectacles. Several estimates of the extent of this
trend and change in use were given by the witnesses but
I think that the best evidence was that of Mr. Steg taken
from the records of the American Optical Company from
1936 to 1946 and set out in Exhibit XK. This shows that
in 1936 out of the total frame and mounting shipments
of the American Optical Company plastic frames made
up 14 per cent, metal frames 45 per cent and rimless
mountings 41 per cent. By 1946 plastic frames had
increased to 40 per cent and rimless mountings including
the 2-point Numont mounting to 47 per cent, while metal
frames had decreased to 13 per cent. Mr. Uhlemann’s
evidence shows an even greater tendency towards plastic
or shell frames.. He took the records of the defendant’s
sales of various types of frames and mountings in July
1941 as compared with those in July 1947. In July 1941
rimless mountings made up 57 per cent of the sales, shell
frames 25 per cent and metal frames 18 per cent; in July
1947 the rimless mountings had gone down to 33 per cent
and the metal frames to 6 per cent, but the shell frames
had gone up to 61 per cent. He thought that the shell
frames had reached their peak. Mr. Trebilcock for the
defendant said that in 1936 his sales were 20 per cent
plastic frames, 30 per cent metal frames and 50 per cent
rimless mountings and that in 1947 they were 35 per cent
plastic frames, 5 per cent metal frames and 60 per cent
rimless. In his opinion, the Numont construction had
increased the sale of rimless glasses considerably. Although
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there is some evidence to the contrary it is established by
the weight of evidence that the defendant’s 2-point Numont
mounting has maintained its leadership in the field of
rimless spectacle mountings even after the introduction
of various Rimway mountings. In these the temple sup-
porting wire is connected with the upper outer edge of
the lens by a lug extending from the wire with a hole
drilled through it and the lens and a screw holding the lug
and the lens together. There is also @ strap connection
with the lens at the nasal end. Thus there are two points
of connection for each lens making a 4-point mounting,
instead of only one connection with each lens as in the case
of the 2-point Numont mounting. The only evidence
against Numont’s leadership in the field was that of Mr.
Kemp and Mr. Elliott for the plaintiffii Mr. Kemp said
that the 2-point Numont mounting made up only about
2 per cent of R. N. Taylor’s sales of rimless mountings but
admitted that his estimate was pretty much of a guess.
Mr. Elliott, a strong supporter of the superiority of the
4-point Rimway mounting, said that the 2-point mounting,
although originally 90 per cent of the opticiang’ business,
was now not 2 per cent of it, the four-point being 60 per
cent and the rest shell. On cross-examination he said that
he didn’t sell 2-point mountings and didn’t even keep any
in stock. The evidence for the defendant is all the other
way. Mr. Trebileock said that he did mot believe in the
4-point mounting and that his sales of it would be less
than half of 1 per cent of his total sales; 95 per cent
of his rimless mounting sales were Numonts. Three
Ottawa optometrists and opticians gave evidence to the
like effect. Mr. Ryde said that he sold or prescribed ten
Numonts to one Rimway; Mr. Goodwin said that the
4-point compared with the Numont would be less than
half of 1 per cent; and Mr. Bastien that his sales were
98 per cent Numont and 2 per cent Rimway. But the
most comprehensive evidence was that which Mr. Steg
set out in Exhibit L. This shows all the American Optical
Company’s Numont shipments expressed as a percentage
of all its rimless mountings shipments. In 1938 Numont
was 7 per cent of the total, in 1939 50 per cent, in 1942
and 1944 a high of 84 per cent and in 1946 76 per cent.
There is also the evidence of Mr. Uhlemann as to the
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defendant’s sales. It has sold 4-point Rimways ever
since 1940. In July 1941 its sales of Numont mountings
was 75 per cent of its total rimless sales and its sales of
Rimways about § per cent. In July 1947 its sales of these
mountings were respectively 88 per cent and 9 per cent
of its total. There can, I think, be no doubt that the
Numont mounting is the leader in the rimless mounting
field. Moreover, its total production since its introduction
has been tremendous. The mounting is made by licensees
under the patent who pay a royalty to the defendant of
2 cents per mounting. Mr. Uhlemann gave particulars of
the number of mountings on which such royalties had been
paid in each year up to the end of 1946. The first com-
mercial production was in 1938 when 239,081 mountings
were made. This rose in 1939 to 1,212,562 and reached a
peak of 3,301,510 in 1944. In 1946 the figure was 2,865,871
and by the end of that year the total number of mountings
had come to 20,599,894. There is thus no doubt that the
defendant’s 2-point Numont mounting was a great com-
mercial success.

The evidence also establishes that the 2-point Numont
mounting went a considerable distance towards solving
the problem to which the inventor had addressed himself.
There was really no substantial dispute of this fact.
Counsel for the plaintiff sought to establish that certain
4-point mountings, such as Exhibits E, F and G, which
I refer to generally as Rimway mountings, that came on
the market after the defendant’s 2-point mounting did,
were superior {o it. In my view, this evidence was, strictly
speaking, irrelevant to the issue before the Court. We
are not here concerned with comparison between the
2-point Numont mounting and mountings covered by
patents subsequent to the patent in suit but with the ques-
tion whether the Numont mounting was an advance over
the previous art for which a patent could validly issue.

The evidence is conclusive that the defendant’s mounting
made a substantial contribution to the solution of the
problem of breakage. Mr. Trebilecock said that as com-
pared with rimless spectacles of the existing type (Exhibit
C) it cut the breakage more than 50 per cent and Mr.
Uhlemann’s evidence was to the same effect. There was
no contradiction of this evidence by either of the plaintiff’s
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witnesses and I accept it as true. Mr. Elliott did express
the opinion that there was more breakage of lenses with
the 2-point Numont mounting than with the 4-point
Rimway one. But even on this point the weight of
evidence and opinion was against him, Mr. Trebilcock
thought that the Numont construction would not break
as easily as the 4-point. And Mr. Uhlemann, Mr. Ryde
and Mr. Goodwin all gave it as their experience that there
was less breakage with the Numont mounting than with
the Rimway one.

It is also clear that there was much less loosening of
the lenses with the 2-point Numont mounting than with
the former rimless spectacles. There was no contradiction
of thig evidence. And it would appear from the evidence
of Mr. Trebilcock, Mr. Ryde, Mr. Goodwin and Mr.
Bastien that there was also less loosening of the lenses
with the 2-point Numont mounting than with the 4-point
Rimway one. On the other hand, there was evidence of a
greater tendency towards lens sag in the case of the Numont
mounting. Mr. Kemp found this a great disadvantage
and said that it was necessary to correct it by drilling
a hole in the lens at the upper outer corner and fastening
it by means of a clip over the temple arm and embracing
the lens secured with a screw through the clip and the lens.
He could not tell how many clips he put on in a year.
The witnesses for the defendant found little difficulty
with lens sag and said that clips were seldom used. Mr.
Trebilcock had used only half a dozen, Mr. Uhlemann only
one in five hundred cases and Mr. Bastien some, while
Mr. Goodwin had not seen them in use at all. Mr.
Uhlemann gave the best evidence on the subject of lens
sag. It was caused by the shoe or bottom or lens edge
engaging portion of the strap becoming bent away from
the edge of the lens and the ears of the strap becoming
bent away from the sides. He agreed that there had been
a great deal of work in the industry to overcome this such
ag by the use of special kinds of straps with springs in
them. He did not consider that the use of clips would
help, but rather that it would be harmful in that it would
obstruct vision, weaken the lens and tend to revert back
to the type of 4-point mountings with their liability to
breakage from which the Numont mounting had sub-
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stantially escaped. In the meantime, the correction of the
sag was a simple matter of adjustment which all opticians
made freely. As I see it, the advance made by the
defendant’s mounting in solving the various problems of
loosening, including lens sag, was substantial but not as
great as that made in solving the problem of breakage.

Nor is there any doubt that the defendant’s mounting by
taking off the strap connection of the temple at the upper
outer edge of the lens rendered the spectacles less con-
spicuous than either the old 4-point rimless ones or those
with the 4-point Rimway mounting.

I now come to the question of what change there was
in the 2-point Numont mounting from the prior art that
made these results possible and whether such change was
a patentable invention. But before this is dealt with it is
desirable to refer to some of the parts of the mounting.
They are basically nine in number, namely, two guard arms
with pads, two straps, a bridge, two temple supporting
wires or temple arms and two temples or end pieces. These
are soldered or otherwise joined together to make one
mounting before they are delivered to the optical trade.
We are not in this case concerned with the guard arms
with the pads that rest on the nose or the temples, being
the end pieces which extend over the ears, but only with
the straps, the bridge and the temple supporting wires
or temple arms. A brief description of each may be helpful.
The specification speaks first of the straps as “a pair of
channel-like straps each having a lens-edge engaging portion
with ears extending therefrom for embracing the edges
and adjacent portions of the lenses”. KEach channel-like
strap consists of two ears or wings for holding the sides
of the lens joined by a bar or strip forming the bottom of
the channel for engaging the edge of the lens and conform-
ing to its curved shape. A cross section of this strap looks
like a U, the uprights or legs embracing the sides of the
lens between them and the bottom engaging its edge.
The bar or strip forming the bottom of the channel is
called the lens edge engaging portion of the strap. The
back of this is soldered to the end of the bridge. The
portions of the strap holding the sides of the lens were
in various forms, such as the diamond-shaped ears in
Exhibit 30, which Mr. Elliott described as lugs, or the longer
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wings in Exhibit H which Mr. Uhlemann described. There 1o
were several ways in which the lens could be held in the TgrEme
strap. One was by drilling a hole in the lens and holding . > =
it by a screw through the diamond-shaped ears and the Oemean
lens as in Exhibit 30. There was also the method deseribed oA~
by Mr. Uhlemann and embodied in Exhibit H, namely, that Thorson,P.
slots were cut diagonally in the edge of the lens and lugs
in the bottom of the strap were angled to fit into these
slots making a dovetailed construction held tight with a
thermoplastic cement. In this method no hole was drilled
through the lens. This was called the Everloct strap.
There was also a combination of the screw and cement
strap. Moreover, there were variations in the lens edge
engaging portion of the strap. In some cases it was equip-
ped with springs, either diaflex or triflex, whereas in others
the portion was rigid, Originally there were several widths
of straps, but now there are only two in general commercial
use. Moreover, straps were used not only for the con-
nection of the lens at its nasal edge but also for its
connection with the temple at the outer edge as in the case
of the rimless spectacles, Exhibit C. The other parts
may be referred to briefly. The bridge is a saddle bridge
that rests on the nose, with its ends secured to the back
of the straps. The temple supporting wires or temple arms
are also anchored to the straps at their nasal end, as here-
inafter amplified, and then follow along and behind the
edge of the lens until they are joined to the temples or end
pieces with a hinge that enables the mounting to be folded
flat to fit into a case.

There was no novelty in any of the parts, all of which
were well known in the art prior to 1930. No invention is
claimed in respect of the straps or any part thereof or in
any springs or method of engaging either the sides or edge
of the lens or the bridge or the temple arms. So that
whatever invention there may be in the defendant’s
mounting lies, not in any part or parts, but in the manner
of attachment of some of them.

Counsel for the defendant referred to two of the objects
set out in the specification, namely, to provide an improved
temple mounting which prevents strain from being trans-
mitted to the lenses and one which will be inconspicuous
in appearance, these being the principal objectives that

56837—23a
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199 were being sought in the industry, and submitted that
TeeKine the Uhlemann invention consisted in the elimination of
Unany Uhe connection of the temples at the outer edge of the

Orricat  Jens and the connection of the temple supporting wires
ComMPANY . .
— _ or temple arms to the lens edge engaging portion of the
Thomson, P. otraps at the nasal edge. The desirability of having a
single point connection with the lens, as, for example, in
the Stayman patent, was not new. Nor was it a new idea
to have the temple arms connected somewhere near the
nasal side of the lens, as in the Savoie patents, Exhibits 7
and 19, or the Stevens and Savoie patents, Exhibits 8 and
9. The invention did not, therefore, consist in having a
2-point mounting instead of a 4-point one, or in having the
temple arms connected somewhere near the nasal end of
the lens. The inventive idea lay in having a mounting in
which there is a single point connection with the lens and
the temple arms are connected at a specific place near the
nasal edge of the lens, namely, to the lens edge engaging
portion of the strap. It was the essence of the invention
to have the temple arms so connected. No one had thought
of having a single point connection with the lens with
the temple arms connected at this point until Uhlemann
brought out his 2-point Numont mounting. It succeeded
in preventing strain from being transmitted to the lenses
with the result that there was a reduction of at least 50
per cent in breakage and a substantial reduction in loosen-
ing, while at the same time the spectacles were made less
conspicuous and none of the advantageous features of
the rimless spectacles were lost. The 2-point Numont
mounting thus brought success where other attempts to
reach the desired objectives had failed. The embodiment
of the inventive idea is clearly shown in the drawings of
the specification. In every case, except in figures 10 and
12, they show the connection of the temple arm as being
to the lens edge engaging portion of the strap. And it is
to the securing of the temple arm at the lens edge engaging
portion of the strap that all the claims are directed. The
structures shown in figures 10 and 12 are excluded from
the claims. The thread which runs through all the claims
is the connection of the temple arm to the lens edge engag-
ing portion of the strap at the nasal edge of the lens. In
my opinion, counsel for the defendant has correctly set
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that any person skilled in the art who read the specification Trar Kine
would have had any doubt about it or how to carry it into y > =

effect.

I now come to the attacks on the patent. Lack of novelty
and lack of subject matter as grounds for holding a patent
invalid are closely related, but are not the same. Lindley
L.J. pointed out the difference in Gadd and Mason v. The
Mayor of Manchester (1):

In considering subject-matter, novelty is assumed; the question is
whether, assuming the invention to be new, it is one for which a patent
can be granted. In considering novelty, the invention is assumed to be
one for which a patent can be granted if new, and the question is whether
on that assumption it is new. Has it been disclosed before? If there is an
earlier specification for the very same thing, the second invention is not
new; but if the two things are different, the nature and extent of the
difference have to be considered. The question then becomes one of
degree, But unless it can be said that the differences are practically
immaterial; that there is no ingenuity in the second invention, no
experiment necessary to show whether it can be usefully carried out or not,
the second cannot be said to have been anticipated by the first.

The attack on the patent for lack of novelty was on the
ground that the alleged invention had been anticipated by
prior patents. The requirements that must be met before
an invention should be held to have been anticipated by a
prior publication have been discussed in many cases and
may be stated briefly. The information as to the alleged
invention given by the prior publication must, for the
purposes of practical utility, be equal to that given by the
subsequent patent. Whatever is essential to the invention
or necessary or material for its practical working and real
utility must be found substantially in the prior publication.
It is not enough to prove that an apparatus described in it
could have been used to produce a particular result. There
must be clear directions so to use it. Nor is it sufficient to
show that it contained suggestions which, taken with other
suggestions, might be shown to foreshadow the invention
or important steps in it. There must be more than the
nucleus of an idea which, in the light of subsequent experi-
ence, could be looked on as being the beginning of a new
development. The whole invention must be shown to have
been published with all the directions necessary to instruct
the public how to put it into practice. It must be so pre-

(1) (1892) 9 R.P.C. 516 at 525.
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sented to the public that no subsequent person could claim
it as his own. This statement is merely a summary of the
views expressed by Lord Westbury L.C. in Hil v. Evans
(1); Parker J. in Flour Ozxidizing Company Ld. v. Carr &
Co. Ld. (2); Fletcher Moulton L.J. in British Ore Concen-
tration Syndicate Ld. v. Minerals Separation Ld. (3); and
Lord Dunedin in Armstrong, Whitworth & Co. Ld. v. Hard-
castle (4) ; British Thomson-Houston Co. Ld. v. Metropoli-
tan-Vickers Electric Co. Ld. (5); and Pope Appliance Cor-
poration v. Spanish River Pulp and Paper Mills Ld. (6). In
the last mentioned case Viscount Dunedin, who delivered
the judgment of the Judicial Committee of the Privy

Council, put the test in these words:

Would a man who was grappling with the problem solved by the
Patent attacked, and having no knowledge of that patent, if he had had
the alleged anticipation in his hand have said, “That gives me what I wish”?

and later, at page 56:

Does the man attacking the problem find what he wants as a solution
in the prior so-called anticipations.
Vide also the judgment of the Judicial Committee in Cana-
dian General Electric Co. Ld., v. Fada Radio Ld. (7) where
the resume of the decisions made by Maclean J. in this
Court was said to be an accurate statement of the law on
the subject.

It must be kept in mind, of course, that in considering
whether an invention was anticipated by a prior patent, the
prior patent must be read in the light of the common knowl-
edge which a person skilled in the art would have had
immediately prior to the alleged invention: Vide King,
Brown, and Co. v. The Anglo-American Brush Corporation
(8); Savage v. Harris & Sons (9); and Van Berkel et al v.
R. D. Simpson Ld. (10). If the prior publication would give
such a person the same information, for practical purposes,
as the patent under attack then it is an anticipation of the
invention covered by it.

In support of his contention that the Uhlemann inven-
tion had been anticipated by prior patents counsel for the

(1) (1862) 4 De G, F & J 288 (6) (1929) 46 RP.C. 23 at 52.
at 301, (7) (1930) 47 RP.C. 69 at 90.
(2) (1908) 25 R.P.C. 428 at 457. (8) (1892) 9 R.P.C. 313 at 321.
(3) (1909) 26 RP.C. 124 at 147.  (9) (18%6) 13 R.P.C. 364 at 368.

(4) (1925) 42 R.P.C. 543 at 555. (10) (1906) 23 R.P.C. 237 at 258.
(5) (1928) 45 RP.C. 1 at 23.
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plaintiff relied primarily upon the Savoie patents, Exhibits R
7 and 19. His submission was that Figure 2 of Exhibit 19 T Ki Kum
showed that the temple arm was connected to the shank ;> @«
of the bridge; that the bridge was integral with what he Oercas
called the lens edge engaging means; that the only difference Coapary
between Figure 2 of Exhibit 19 and claim 1 of the patent Thorson, P.
in suit was that in the former the connection of the temple
arm was removed from the lens by the length of the shank
of the bridge whereas in the latter it was closer to the lens;
and that Mr. Kemp had said that there would be no techni-
cal difficulty in attaching the arm to the lens edge engaging
means or to the strap. From this he argued that the said
Savoie patents anticipated the invention covered by the
patent in suit; that their disclosure of the connection of
the temple arm at the bridge would give a workman skilled
in the art the solution of the problem; and that putting the
connection at the lens edge engaging portion of the strap
would be obvious to him as merely a workshop improvement
that did not involve the exercise of any inventive ingenuity.
I am unable to accept this submission. Savoie was not
concerned with the problem of breakage or loosening of
lenses and his invention was not even remotely related to
its solution. The specifications in Exhibits 7 and 19 show
that the object of his invention was to devise a temple arm
connection that would keep the lens at the proper distance
from the eyes of the wearer. That being so it was clear
that the temple arms had to be back from the lens. Any
attachment nearer to it would, therefore, defeat its very
purpose. In my judgment, no one reading the specifications
could possibly be directed towards the idea of having the
connection of the temple arm at the lens edge engaging
portion of the strap or anywhere near the lens. On the
contrary, he would be definitely led away from it. The
information given by the Savoie patents, Exhibits 7 and
19, was materially and substantially different from that of
the patent in suit and I find no support for the submission
that the Uhlemann invention was anticipated by them.

It was also submitted that the Uhlemann invention was
anticipated by the Stevens patent, Exhibit 8, and the Savoie
patent, Exhibit 9. In both of these there was a temple arm
secured near the nasal edge of the lens. In Figure 3 of
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1949 Exhibit 8 there was really no strap and the end of the
sz Kiwve bridge, the lens and the head of the temple arm were all
Ummanx Deld together by one screw. In Figure 6 there was a strap
C%P;;ﬁ;hy and the head of the temple arm was held between one ear
—  of the strap and the lens by a screw. In Figure 4 of Exhibit
Thorson, P. 9 the head of the temple arm was outside one of the ears
of the strap and held with the strap and the lens by a screw.
Counsel did not press his submission as to Exhibit 8
seriously, but did urge that Exhibit 9 was an anticipation of
claims 4 and 6 of the patent in suit in that it showed the
connecton of the temple arm at the strap as the said claims
did; that any difference in construction was purely a work-
shop improvement; that there was no patentable distinction
in the other claims, there being no invention involved in
having the temple arm connected to the lens edge engaging
portion of the strap, and that such a connection would be
obvious from the Savoie invention. I do not agree. I
accept Mr. Uhlemann’s evidence that the construction
shown in these two patents was quite impractical, but that
is not necessarily the test of whether they were anticipations
of the Uhlemann invention, The objection to the submis-
sion is more serious. In both of the patents the temple arm
is 50 held at the nasal edge of the lens that any pressure on
it would make it act like a lever and transmit strain to the
screw and through it to the lens. This would inevitably
result in loosening and breakage of the lenses, the very
thing that Uhlemann was seeking to avoid. Certainly, if he
had not made his own discovery and had had the Savoie
and Stevens patents in his hand he would not have said,
“That gives me what I wish.” No one seeking to reduce the
breakage and loosening of lenses could have found a solu-
tion of his problem in anything he saw in Exhibits 8 and 9.
There was nothing anticipatory of the Uhlemann invention
in either of them.

It was also urged that the Nerney patent, Exhibit 13,
was an anticipation. But this was based on the contention
that the claims of the patent in suit were broad enough to
include a 4-point connection and that there was nothing to
show that they were confined to a 2-point one. There is a
simple answer to this. It is true that there is no claim
which says expressly that the temple arm is connected to
the lens edge engaging portion of the strap and is not con-



Ex.CR.] EXCHEQUER COURT OF CANADA 161

nected anywhere else. It is not necessary that an inventor 1949
should set out what is not included in his invention for what TgeKie
is not claimed is disclaimed. There is nothing in the speci~ v e
fication to suggest that Uhlemann was thinking of a 4-point OpricaL
. . CoMPANY

connection and no claim could reasonably be construed as ~— ——_
extending to it. That, of course, disposes of the Nerney Thorson, P.
patent, Exhibit 13, as an anticipation of the Uhlemann in-
vention. It showed a 4-point mountng and there was no
strap. There was no information in it that would have led
anyone to the Uhlemann invention. It was not an anticipa~
tion of it.

Nor, in my judgment, was there anything anticipatory of
it in any of the other prior patents.

This leaves only the issue of subject matter. There is a
presumption of validity in favor of the patent by reason of
its issue and the onus of proving that it is invalid for lack
of invention is on the person attacking it, in this case, the
plaintiff. The onus is not an easy one to discharge. No one
has really succeeded in defining, apart from the statutory
definition, the difference between an advance that is obvious
as a workshop improvement and one that involves inventive
ingenuity. One of the difficulties is that there is no objec-
tive standard of invention. What one person might regard
as inventive another would consider as obvious.

In the present case, counsel for the plaintiff submitted
that Mr. Kemp had said that there would be no difficulty in-
volved in attaching the end of the temple holding means
in the Savoie patent to the strap instead of having it
attached at the end of the shank of the bridge and contended
that the connection of the temple arm to the lens edge
engaging portion of the strap as claimed in the patent would
be obvious as a workshop improvement to a person skilled
in the art and did not involve any inventive step.

I have come to the conclusion, for several reasons, that
this contention ought not to be accepted. This ex post facto
analysis of the invention is not sound. I am supported in
this view by the statement of Fletcher Moulton L.J. in
British Westinghouse Electric and Manufacturing Company

Ld. v. Braulik (1):

I confess that I view with suspicion arguments to the effect that a
new combination, bringing with it new and important consequences in

(1) (1910) 27 R.P.C. 209 at 230.
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1949 the shape of practical machines, is not an invention, because, when it has

T "‘E once been established, it is easy to show how it might be arrived at by

an- ING starting from something known, and taking a series of apparently easy

Unremann Steps. This ez post facto analysis of invention is unfair to the inventors,
OpricAL  and in my opinion it is not countenanced by English Patent Law.

CoMmpaNY

Thomon. p. 80d the approval of it given in the House of Lords by Lord

—  Rusgell of Killowen in Non-Drip Measure Coy. Ld., v.
Stranger’s, Ld., et al (1) with his additional remarks:

Whether there has or has not been an inventive step in constructing
8 device for giving effect to an idea which when given effect to seems a
simple idea which ought to or might have occurred to anyone, is often
matter of dispute. More especially is this the case when many integers of
the new device are already known. Nothing is easier than to say, after
the event, that the thing was obvious and involved no invention.

And in the same case Lord Macmillan said, at page 143:

It might be said ex post facto of many useful and meritorious inven-
tions that they are obvious. So they are, after they have been invented.

The fact that it was easy to connect the temple arm at the
point where Uhlemann did once the idea of doing so had
been thought of is thus no evidence of lack of invention.
There is support of this in Hickton’s Patent Syndicate v.
Patents qnd Machine Improvements Company Ld. (2).
There the Court of Appeal reversed the judgment of
Swinfen-Eady J., who had held the patent invalid, and
Fletcher Moulton L.J., at page 347, made the following com-
ments with regard to the views expressed by the trial judge:

The learned Judge says: “An idea may be new and original and very
meritorious, but unless there is some invention necessary for putting the
idea into practice it is not patentable.” With the greatest respect for the
learned Judge, that, in my opinion, is quite contrary to the principles of
patent law, and would deprive of their reward a very large number of
meritorious inventions that have been made. I may say that this
dictum is to the best of my knowledge supported by no case, and no case
has been quoted to us which would justify it. But let me give an example.
Probably the most celebrated Patent in the history of our law is that of
Bolton and Watt, which had the unique distinction of being renewed for
the whole fourteen years. The particular invention there was the con-
densation. of the steam, not in the cylinder itself, but in a separate vessel.
That conception oceurred to Waitt and it was for that that his Patent
was granted, and out of that grew the steam engine, Now can it be
suggested that it required any invention whatever to carry out that idea
when once you had got it? It could be done in a thousand ways and by
any competent engineer, but the invention was in the idea, and when he
had once got that idea, the carrying out of it was perfectly easy. To say
that the conception may be meritorious and may involve invention and
may be new and original, and simply because when you have once got

(1) (1943) 60 R.P.C. 135 at 142. (2) (1909) 26 R.P.C. 339.



Fx.CR.] EXCHEQUER COURT OF CANADA

the idea it is easy to carry it out, that that deprives it of the title of
being a new invention according to our patent law, is, I think, an
extremely dangerous prineiple and justified neither by reason, nor authority.

Invention may, therefore, be present notwithstanding the
fact that there was no difficulty in putting the idea into
effect once it had been conceived.

Counsel for the defendant urged that there was evidence
of invention in the fact that the 2-point Numont mounting
solved a problem and supplied a want when other efforts
to do so had failed and that when it came on the market it
was a great commercial success. It is clearly established
that the practical utility and commercial success of an inven-
tion may be a material factor in determining whether the
new result produced by it was obvious or involved inventive
ingenuity. Commercial success by itself, without the solu-
tion of a problem, is not sufficient to establish subject
matter: wvide Longbottom v. Shaw (1); Heginbotham
Brothers, Ld., et al v. Burne (2). But where there is evi-
dence of a problem and a solution of it then commercial
success is strong evidence of invention. That was the effect
of the statement of Tomlin J. in Samuel Parkes & Co. Ld.

v. Cocker Brothers Ld. (3):

Nobody, however, has told me, and I do not suppose anybody ever will
tell me, what is the precise characteristic or quality the presence of which
distinguished invention from a workshop improvement....... The user of
this particular clip has been large. Over 13 millions were sold up to the
end of 1927. The Railway Companies have adopted it as standard and to
that extent it has beaten its competitors out of the field. The truth is that,
when once it had been found, as I find here, that the problem had waited
solution for many years, and that the device is in fact novel and superior
to what had gone before, and has been widely used, and used in preference
to alternative devices, it is, I think, practically impossible to say that
there is not present that scintilla of invention necessary to support the
Patent.

This statement was quoted with approval in the House of

Lords by Lord Russell of Killowen in Non-Drip Measure

Coy., Ld. v. Stranger’s Ld., et al (4) where he said:

it is always pertinent to ask, as to the article which is alleged to have
been a mere workshop improvement, and to have involved no inventive
step, has it been a commercial success? Has it supplied a want?

Then, at page 143, after citing the statement of Tomlin J.

as apposite, he went on:
As to the commercial success of the Plaintiff’s patent there can, in
my opinion, be no doubt. In 1935, 430 measures were sold; in 1936, 7,996;

(1) (1891) 8 R.P.C. 333 at 336. (3) (1929) 46 R.P.C. 241 at 248.
(2) (1939) 56 R.P.C. 399 at 413. (4) (1943) 60 R.P.C. 135 at 142.
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in 1937, 16,700, and in 1938, 18400. In the war years the sales naturally
fell off, but the success of the machine was immediate and great. That
there was a need for such a machine was clear from the defects in those
already on the market. Nor should it be forgotten that as far back as
the year 1908 Newland was trying to solve the problem of producing a
machine which would deliver measured quantities of liquid without requir-
ing one hand of the operator to be left free to operate the valve. He
failed to produce a practical or marketable machine. It was not until some
27 years have elapsed that the successful machine is forthcoming which
achieves the object at which Newland aimed. My Lords, if during that
long period it only required a workman to be told to adapt Newland to
upward pressure, for him to produce a machine as claimed in the Plaintiff’s
patent, it is hard to understand why the production was so long delayed.
There can, I think, be only one explanation, and it is that before such
a machine could be produced an inventive step had to be taken, and that
those who took out the Plaintiff’s patent were the first to take it.

Counsel for the plaintiff submitted that the present case
fell outside the ambit of the principles laid down in these
cases. His argument was that the commercial success of
the 2-point Numont mounting was due to factors extraneous
to the invention, such as extensive advertising and the in-
ducement of high profits held out to the dispensers of the
mountings; that there was no evidence of any problem or
long-felt want; and that if there was any such problem or
want there was no evidence that it had been solved or met
by the alleged invention.

I am not able to agree. There is no evidence of any
unusual or excessive advertising. The defendant’s mounting
was advertised by the American Optical Company and by
individual licensees and, no doubt, a large amount of money
was spent in promoting sales, but there is nothing to show
that there was any unusually extensive promotional cam-
paign. It is also true that the dispensers of spectacles were
given a larger profit than they had made on the rimless
spectacle mounting. It sold for $8.00 and the dispenser
paid $2.90 for it, whereas the 2-point Numont mounting cost
him $4.85 and he had to sell it for not less than $11.00. If
he bought more than twenty-five mountings at a time the
price was reduced to $3.15 each and if his business reached
a volume of $10,000 he was entitled to big dealer discounts.
Moreover, dispensers were freely and widely licensed. Un-
doubtedly, these were important factors in the commercial
success of the mounting. But the evidence also shows that
dealers made no larger profits by selling the 2-point Numont
mountings than by selling the various 4-point Rimway ones



Ex.C.R.] EXCHEQUER COURT OF CANADA 165

that came on the market later and in some cases the profit ~ 1949
was less than in the case of the newer introductions. But TagKmve
while advertising, the inducement of large profits to dis- >
pensers and the wide licensing of them account for some of Oericas
the commerecial success they cannot account for all of it, Conpany
nor the fact that the 2-point Numont mounting almost Thowson, P.
swept the former rimless spectacle, Exhibit C, mountings

off the market and has maintained its unquestioned leader-

ship in the rimless spectacle field even against the competi-

tion of the new 4-point Rimway mountings on which dealers

made just as great a profit. It is, I think, reasonable to say

that a substantial part of the commercial success of the
mounting was due to the fact that it had succeeded in
overcoming the disadvantages of the heavy rate of breakage

and the tendency to loosening of lenses to which rimless
spectacles were subject without sacrificing their advantages

and had thus given satisfaction to its users who by the

end of 1946 numbered over 20 million. Moreover, I am

unable to agree with the argument that there was no evi-

dence of a problem to be solved or a want to be supplied.

As in the Non-Drip Measure Company case (supra) Lord
Russell of Killowen held that the need for the patented
machine was shown by the defects in machines already on

the market so in this case the need for the 2-point Numont
mounting is clear from the defects of breakage and loosening

of lenses to which rimless spectacles were subject. And it is
incorrect to say that there was no evidence of the existence

of the problem. The specifications of the patents put in
evidence on behalf of the plaintiff, such as the Stayman,

Ferris and Nerney patents, show a clear recognition of it.

And I have already found that the 2-point Numont mount-

ing made a substantial contribution to the solution of the
problem. The evidence is conclusive that it reduced the
breakage that had occurred with rimless spectacles, Exhibit

C, by over 50 per cent. Indeed, there is no evidence that

denies that fact. And I also find on the weight of evidence

that there was less breakage with the 2-point Numont
mounting than with the various 4-point Rimway ones. The
evidence is similar, as I have already pointed out, with

regard to the loosening of lenses, subject to what has been

said as to lens sag. The reduction in the rate of breakage
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14  and in the tendency to loosening was, in my judgment,
TmeKing clearly attributable to the Uhlemann invention of connect-
v ing the temple arm to the lens edge engaging portion of the

UHLEMANN

é'oﬁi‘i";y strap. This, I think, achieved the object of preventing
— strain from being transmitted to the lenses. It might have
Thorson, P. heen desirable to have had evidence of a scientific test of
this, but I am satisfied from such tests as were made before
me by the witnesses and from the evidence that there was
less strain put on the lenses as the result of the invention
than would otherwise have been the case. There can be
no successful contradiction of this so far as the rimless
spectacles, Exhibit C, are concerned. And the weight of
evidence and opinion indicates that this was also true so
far as the 4-point Rimway was concerned. As I see it this
was really a re-inforced rimless. In the old rimless spec-
tacles, Exhibit C, the strain from normal use and from bend-
ing the temples was almost all transmitted to the lenses,
both at the temple and at the nasal ends, whereas in the
2-point Numont mounting it was taken from the lenses and
transmitted to the back of the strap and thereby to the
bridge, and in the case of the 4-point Rimway mountings
some of the strain continued to be transmitted to the lenses.
If the connection of the temple arm to the lens edge engag-
ing portion of the strap, which thus produced the desired
result of taking the strain off the lenses, was only a workshop
improvement and would be obvious to any person skilled
in the art it seems strange that no one should have thought

of it before Uhlemann.

In my judgment, the facts of this case bring it within
the ambit of the principles laid down by Tomlin J. in
Samuel Parkes & Co. Ld. v. Cocker Brothers Ld. (supra)
and Lord Russell of Killowen in the Non-Drip Measure
Company case (supra) and I apply them accordingly.
Under the circumstances, I am unable to find that there
was no invention in what Uhlemann did. It would, I think,
be more reasonable to say that the result accomplished by
him did involve the taking of an inventive step and that
he was the first to take it, and I so find.

I am also of the view that if there were any doubt as to
the validity of the patent by reason of lack of invention
the commercial success of the 2-point Numont mounting
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and its substantial displacement of the rimless spectacle
mountings previously in use would be sufficient to turn the
scale in its favor. That was the view of the Supreme Court
of the United States in Smith v. Goodyear Dental Vulcanite
Company et al (1). There Mr. Justice Strong, delivering
the opinion of the Court, said, at page 495:

‘We do not say the single fact that a device has gone into general use,
and has displaced other devices which had previously been employed for
analogous uses, establishes in all cases that the later device involves a
patentable invention. It may, however, always be considered; and, when
the other facts in the case leave the question in doubt, it is sufficient
to turn the scale.

In any event, the plaintiff has not discharged the onus of
proving that the patent was invalid and the presumption of
validity in its favor continues. The plaintiff’s action for a
declaration of invalidity is, therefore, dismissed with costs.

Judgment accordingly.

THE ONTARIO ADMIRALTY DISTRICT

BerwEEN:

THE COLUMBIA TRANSPORTA- PLAINTIFE:
TION COMPANY,................ ’
AND
THE F. P. WEAVER COAL | Derexpaxe
COMPANY LIMITED,............ J o

Shipping—Damages—Ship damaged while manoeuvring around corner of
dock—Duty of occupier of dock to owners of ships invited to use it—
Duty of reasonable care to ensure that dock is reasonably safe for
normal and proper use.

The plaintiff sued for damage to its steamer the J. R. Sensibar incurred
while manoeuvring around the north-east corner of the Hamilton
Harbour Commission terminal wharf in the course of delivering coal to
the defendant at that portion of the wharf of which it was the lessee
and occupant.

Held: That the occupant of a wharf owes a duty to the owners of
vessels which he invites to come to it to take reasonable care to
ensure that it is reasonably safe for such vessels for their normal and
proper use. There is no warranty that it is safe.

(1) (1876) 93 U S. 486.
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1950 2. That there is no difference in the duty of the occupant of the wharf or

S~ enlargement of its scope by reason of the fact that the occupant was
CO’IFI?[I\?BIA the consignee of the coal which the shipowner was delivering pur-
TRANSPORTA- suant to a contract to do so.
710N Co.

Limrrep 3- That there was no hidden or unusual obstruction or danger or defect
. in the condition of the dock prior to the arrival of the Sensibar that
Tue F.P. would make it unsafe for normal and proper use by ships invited to

stgg;‘a- i, but, on the contrary, that it was in a safe and proper condition for

PANY such use.

Thorson, P. 4. That the Sensibar came to her damage by her own manoeuvring.

ACTION against occupants of a wharf for damage
incurred by plaintiff’s steamer while manceuvring a,round
a corner of the wharf.

The action was heard before the Honourable Mr. Justice
Thorson, President of the Court, at Toronto.

W.E. McLean K.C. and E. Burson for plaintiff.
R. C. Holden K.C. for defendant.

The facts and questions of law raised are stated in the
reasons for judgment.

THE PrESIDENT now (January 24, 1950) delivered the
following judgment:

In this action the plaintiff sues for damage to its steamer,
named J. R. Sensibar, hereinafter called the Sensibar,
incurred while manceuvring around the north-east corner
of the Hamilton Harbour Commission terminal wharf
in the course of delivering coal to the defendant at that
portion of the wharf of which it was the lessee and occupant.

Certain facts are not in dispute. The Sensibar in charge
of Captain N. Larsen left Toledo, Ohio, at 8.20 p.m. on
May 17, 1944, with a cargo of coal consigned to the
defendant and arrived at the defendant’s dock at Hamilton
at 6.38 a.m. on May 19, 1944. She came in bow first
making a broadside landing with the port side next to
the north face of the dock. Three men were landed to
handle her mooring cables and secure them to the mooring
posts or spiles, properly called bollards, on the dock.
When she was tied up her stern was about 150 feet north
of the north-east corner of the dock. The north face
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of the dock, called north for convenience although really
west northwest, was 1128 feet long and the over-all length
of the Senstbar including its fantail 552 feet. Instructions
where the coal was to be placed were given by Mr. N.
Spauldin, the defendant’s dock superintendent. The coal
from one compartment was to be landed from the north
face of the dock and that from the remaining five com-
partments from the east face. This meant that Captain
Larsen, after unloading the one compartment, had to
manceuvre his ship into the slip beside the east face so
that he could unload the rest of his cargo from there.
He decided to do so by breaking or warping around the
north-east corner and then backing into the slip stern
first. His first step to this end was to shift the Sensibar
eastward alongside the north face so that her stern was
at the north-east corner. This operation was done exclu-
sively with the ship’s mooring cables, also called lines or
wires, and her mooring winches without the use of her
main engine. There were three lines out, the No. 2 wire
from the forward part of the ship towards the after end
secured to a bollard near the stern, the No. 3 wire from
forward of the stern towards the bow secured to a bollard
near the bow, and the No. 4 wire from the same location
as No. 3 towards the stern secured to a bollard at the north-
east corner. The next move was to shift the Sensibar
further east. Before this wag attempted the stern cable.
called the No. 5 or fantail wire, was let out through the
stern chock at the port side and secured to a bollard
on the east side of the dock about 100 feet south of the
north-east corner. When this was done the shift astern
was made with the mooring lines and winches, the lines
secured to the bollards on the north side of the dock being
shortened and secured to bollards further east. When
the Sensibar had been shifted as far east as Captain
Larsen considered safe the next move was to break around
the corner. In view of the fact that the wind, which was
from the north-east, was on the ship’s starboard side there
was no need of the No. 2 wire to hold her bow against
the side of the dock and its use was dispensed with. This
left the bow free to swing out from the dock in an are
while the No. 5 wire pulled the stern into the slip towards
the east face. The ship did not come around very fast
56837—3a
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or “as lively as it had done before at this dock,” which
Captain Larsen attributed to the force of the wind holding
her bow, and he decided to assist the breaking around
the corner by using the main engine. He first worked it
slow astern, which increased the tension on the No. 5 wire
and tended to swing the ship in more rapidly. After six
to eight revolutions the engine was stopped and the wheel
put in a hard right position to bring the bow to star-
board and the stern to port. The main engine was then
worked slow ahead for six to eight revolutions. This use
of the engine was to aid the winches in bringing the ship
around. Captain Larsen then alternated the slow astern
on a midship rudder and the slow ahead on a hard right
rudder for about six to eight revolutions each time, the
No. 3 and No. 4 wires holding the ship on the corner and
the No. 5 wire pulling the stern nearer the dock. These
alternations continued until the hull was parallel with the
east face. This completed the breaking around the corner.
The Senstbar was then shifted back into the slip exclusively
with the mooring lines and winches. The use of the No. 5
wire was dispensed with and the No. 3 and No. 4 wires
were used to pull the ship as far back into the slip as was
necessary to unload the coal where Mr. Spauldin had
directed. The Sensibar was then tied to the east face in a
manner similar to that in which she had been tied to the
north face. Her bow was then about 300 to 400 feet south
of the north-east corner. The unloading of the rest of the
coal then began.

As the Senstbar was being shifted back into the slip and
while her bow was still about 100 feet north of the north-
east corner Captain Larsen who was on the bridge had
his attention called to the corner by his third mate and
saw what appeared like a sharp corner or projection about
six or nine inches above the water level. After the ship
was tied up and following a conversation with his third
mate and his first mate he went down and looked at the
port side of his ship. He noticed a heavy scoring in her
plates from near the stern and extending forward about the
length of seven plates, about 200 feet, all in the same hori-
zontal plane about six or eight inches from the water. The
scoring was about two inches wide with a maximum depth
of half an inch. Where it had passed over rivets it had cut
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the heads right off. The scoring was a partial cut through ~1—9,53

the steel and deeper at the frames than in between, but Tus

otherwise it was about the same in all the plates. ﬁﬁ;‘gﬁ&_

Between the frames the plates were bent as well ag scored. o Co.

It was later shown that some of the ship’s frames were Tug b.P.

also buckled. L ' _ CVENVER
A description of the dock may be given briefly. It was _ rany

built by the Department of Public Works of Canada in Laurrep

1940 and turned over to the Department of Transport Thorson,P.

and came under the administration of the Hamilton

Harbour Commission. The defendant became a lessee

of the north-east part in 1942. The dock consisted of

concrete walls around an area filled with gravel and

crushed rock. The north-east corner—as also the north-

west corner—was chamfered or bevelled off with a face of

three feet across the bevel making an angle of about 135

degrees with the north and east faces. On top of the walls

there were cast iron bollards about 50 feet apart set in

the concrete for use as mooring posts. The walls were

28 inches wide at the top with a bevel of about an inch

at the outside edge to save mooring cables from being cut

by a sharp edge. The faces of the dock including the

bevel at the corners were vertical. In all of them 80

pound steel rails had been embedded into the concréte

30 inches from the top and flush with the face except

that the rounded part protruded approximately a quarter

of an inch. The rails in the long faces were fastened

together with standard plates and bolts and so held rigidly

in line. There were no connecting plates where the rail

in the bevelled face at the north-east corner met the rails

in the north and east faces, the ends being mitred to bring

them close together. The rails were anchored every two

feet by steel U-shaped tie rods seven feet long passed

through holes burned through the web of the rail and then

twisted and spread and embedded in the concrete. There

were two such tie rods in the three-foot rail in the bevelled

face each about six inches from the end. There was thus

a continuous line of rails around the whole dock a little

above the water level which served as a fender to proteet

the concrete faces against damage.
The scoring of the plates on the Sensibar was on the

same horizontal level as the line of rails along the faces
56837—33a ;
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1950  of the dock and it is in respect thereof that the plaintiff

Tme  claims damages in the sum of $13,982.58. No evidence of
SOLOMBIA quantum other than that already referred to was given,
mion Co. it being understood that a reference to the registrar for an
V. . . .
Tar F.P. enquiry as to damages would be ordered if judgment

WEAVER  went in favour of the plaintiff.

CoaL Com-
il The plaintiff’s allegations of the cause of the damage to
IMITED . N . . .
Th p its ship and its cause of action against the defendant appear
orson, P.

in the amended statement of claim as follows:

8 Around the entire face of the Defendani’s wharf, embedded in the
concrete near the water line, there existed a fender consisting of a hori-
zontal “I” shaped metal raill. At and near the corner where the East
face of the said wharf meets the North face, the conciete had broken
away, exposing the said fender from 1 to 14 mches 1In the alternative, if
the concrete had not broken away exposing the said fender or rail as
aforesaid at the commencement of the shifting of the Sensibar referred to
in Paragraph 7, the concrete about the said fender or rail had become
8o cracked and/or deteriorated that it broke away during the said shifting
exposing said fender or rail as aforesaid. Such cracking and/or deteriora-
tion of the concrete was caused by the ordmary and usual user of said
corner by ships coming to and using said wharf by reason of the character
of the construction of said corner and by the action of the elements and
otherwise and such exposure was something which was hkely to occur in
the ordinary and usual user of said corner by ships.

9 In the process of shifting the Sensibar, as stated m paragraph 7
hereof, the port side was brought into contact with the exposed fender or
with said fender or rail exposed by reason of the breaking away of the
concrete as referred to in Paragraph 8, seriously scoring the port side from
a point abreast the engine room forward a distance of approximately 100
feet, thereby causing grievous damage thereto.

10. By mmwviting or allowing the Sensibar to occupy and use the said
wharf, the Defendant impliedly warranted that the same was in safe and
proper condition for all ordmary purposes, mcluding the manner of shifting
the Sensibar resorted to by the Master thereof The Defendant caused a
breach of the said warranty by failing to keep and maintain the face of
the wharf m a safe and proper condition, in consequence whereof the
Sensibar sustained damage as aforesaid.

11 Allernatively, the Defendant failed to take reasonable care to
ensure that the wharf was in a safe and proper condition for the use that
was made of 1t by the Plamtiff, and failed to prevent the unusual danger
created by the exposed fender or the exposure of the said fender or rail,
referred to in Paragraph 8 hereof.

12 The Defendant failed to warn those in charge of the Sensibar
that the said wharf was not in a safe and proper condition for the use
which the Defendant should have expected would be made of 1t.

While there are no decisions directly on the question of
liability for damage to a ship by reason of contact with
the face of a wharf I see no reason why the principles
applied in the so-called “foul” berth cases should not be
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applicable. The law is, I think, correctly stated in Roscoe’s
Admiralty Practice, 5th edition, at page 85, as follows:

Harbour and dock authorities owe a duty to the owners of the vessels
which they invite to enter and make use of the harbours, docks and berths
under their control, to use reasonable care to ensure that such harbours
and berths are reasonably safe for the vessels which they invite to them,
or to give warning of any defect not known to the shipowner, or that they
have not taken the steps necessary to satisfy themselves that the berth is
safe, 80 as to negative the representation implied in the invitation to
the vessel to make use of the berth * * *

A like duty 1s owed by a wharfinger to the vessels which he invites
to make use of his wharf, although the berth at which vessels lie whilst
alongside the wharf 18 not subject to his control. The duty extends to
the occupier of a wharf, and to a wharfinger who receives no direct
benefit fiom the use of his wharf; 1 the latter case 1t is sufficient that he
should enjoy some indirect advantage, such as the receipt of freight for
the land carriage of goods discharged at his wharf * * *

‘The duty is not an absolute duty in the nature of a warranty, but is
Limited to the taking of reasonable care to ensure the safety of the vessel.

The duty has been recognized in a great many cases,
from as early as The Lancaster Canal Company v. Parnaby
(1); and The Mersey Docks Trustees v. Gibbs (2); and
including such cases as The Moorcock (3); Tredegar Iron
and Coal Company v. Owners of Steamship “Calliope”
(4); The Bearn (5); The Devon (6); The Grit (7); The
Lisa (8); and The Andelle (9). Vide also Steamer Living-
stonta Co., Ltd., v. Dominion Coal Co., Ltd. (10); and
Owners of ss. Panagiotis Th. Coumantaros v. National
Harbours Board (11). Nor is there any reason for finding
that there is any difference in the duty of the occupant
of the wharf or enlargement of its scope by reason of the
fact that the occupant was the consignee of the coal which
the shipowner was delivering pursuant to a contract to
do so.

The issue in this case is thus one of fact, namely,
whether there was any breach by the defendant of its duty
to use reasonable care to ensure that its dock was reason-
ably safe for use by the Senstbar in the course of delivering
her cargo of coal. The onus of proof of breach of duty
rests on the plaintiff.

(1) (1839) 11 Ad. & E. 223. (7) (1924) P. 246.

(2) (1866) 1 H.L. 93. (8) (1933) 46 LLL. Rep. 320
(3) (1889) 14 PD. 64. (9) (1938) 62 L1L. Rep. 26).
(4) (1891) A.C. 11. (10) (1925) ExC.R. 151.

(5) (1906) P.D. 48 (11) (1942) SC.R. 450.

(6) (1923) 16 Asp. (N.8.) 268.
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The first thing to ascertain is whether there was any-
thing wrong with the condition of the wharf prior to the
arrival of the Sensibar that would make it unsafe for
normal and proper use by her. If there was not the
plaintiff’s case falls.

There is no suggestion of any under-water or hidden
obstruction. The plaintiff’s sole complaint is against the
condition of the dock at its north-east corner, that is to say,
the condition of the concrete around the rail in the bevelled
face of the corner. This is what is complained of in para-
graph 8 of the statement of claim. There was no evidence
that any concrete had broken away or that the rail or fender
was exposed prior to the Sensibar breaking around the
corner. Nor wag there any evidence of any cracking or
deterioration of the concrete about the rail or fender prior
to her manoeuvre. In fact no evidence as to the condition
of the dock prior to the arrival of the Sensibar was adduced
on behalf of the plaintiff. The existence of the conditions
alternatively alleged was left to be inferred from the nature
of the damage to the ship and the condition of the corner
after the accident.

There is a sharp divergence in the evidence on this
point. Captain Larsen said that after he had examined the
ship and noticed the scoring of her plates he went up to
look at the corner. He looked down and noticed a projec-
tion or obstruction and that the concrete immediately
around the rail in the bevelled face of the corner had been
broken away at both ends for about six or eight inches away
from it both above and below but no concrete was broken
away at the centre. There was no loose broken conerete or
pieces, and no flakes or indication that the dock had been
recently broken. It had a darkened appearance of having
been weathered. The rail was exposed at the north-west
end but was otherwise intact. Except for the breaking away
of the concrete at the mitre joints it was not pulled out or
disturbed. The evidence of Captain V. Koski, the first mate,
was to the same effect. The concrete was broken on both
sides of the rail exposing it but was otherwise not disturbed
from its normal condition. 8. P. King, the third mate, said
that after-the ship had passed the corner he noticed that
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the concrete had broken loose near each corner of the 1950
bevelled face exposing the point and had called it to Captain Tm

CorLuMmBIA
Larsen’s attention. TRANSPORPA-

The evidence of the defendant’s witnesses was quite dif- TN Co.
ferent. Mr. N. Spauldin, its dock superintendent, said that Tum F.P.
after the Sensibar had got in the slip and he had spotted CXZ%‘%;_
her and they had started taking out the second part of the LD
coal the mate called him over and told him that they had ~——
trouble getting around the corner and had damaged the boat Thofﬂl P
and also the dock and had lost a cable. After he viewed
the damage on the boat he walked to the corner and saw
the damage that had been done. The corner piece of rail,
that is, the rail on the bevelled face of the corner, had been
struck and the north-west point of it was sticking out
approximately three inches beyond the rail along the north
face. There was damage to the concrete above and below it.

It had been broken away and above the rail was flaky and
loose and still hanging. The rail was not sticking out at the
end near the east face. The damage to the concrete was
definitely new damage. There was no'discoloration of the
broken parts. After looking at the corner Mr. Spauldin
went back and saw Captain Larsen. They looked at the
damage to the ship together and then went back to the
corner together. Later Mr. Spauldin phoned Captain R. A.
Bell, the harbour manager and port master, and the two of
them viewed the damage. A few days afterwards a small
part of the rail was cut off at the north-west end. The tie
rod near the corner, which had been pulled out, was
straightened and the rail was pushed back into position
flush with the face. Mr. Spauldin did not see this work
being done but saw what had been done half an hour after
the repairs were made. Mr. Spauldin was vigorously cross-
examined but his evidence remained unshaken. The rail was
not bent but pulled out straight so that at the north-west
end it was sticking out three inches from its former position.
The concrete wag disturbed both above and below the rail
for its whole length, broken away for at least an inch above
the rail and cracked above that right up to the top of the
face. There was no disturbance on the east face of the dock
but some of the rail along it was projecting out. Mr. Spaul-
din’s evidence was substantially confirmed by Captain R. A.
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1950  Bell. He said that the north-west end of the piece of rail

Tz in the bevelled face of the corner had been sprung out about

T%‘;’;;fg&_ three inches beyond its original position. The other end was

miox Co.  still embedded in the concrete. The projecting end was

Tus F.p. forced out. Captain Bell also gave evidence that there was

C(‘;Zf%"g;_ a large crack along the top of the wall of the bevelled

raxy  corner extending in a jagged curve near the east wall widen-

LIM_IT_ED ing to about 12 to 14 inches at the centre and then narrow-

Thorson, P. jng to between three and four inches at the corner near the

north face. There was breakage of concrete below and

above the rail. The damage looked new. The crack on top

of the wall was 2 new one. The evidence of Mr. W. G.

Burnside, the chief of the Hamilton Harbour patrol, was

to the same effect. After the accident he went to see the

corner. He could see that the rail was sticking out at the

north-west corner of the bevelled face. The concrete where

the rail had pulled out had broken away. It was a fresh

crack. There was also a erack on the top of the dock across

the bevelled corner. The rail was still in position at the
south-east end of it.

I have no hesitation in accepting the evidence of Mr.

Spauldin, Captain Bell and Mr. Burnside as to the condition

of the corner after the aceident rather than that of Captain

Larsen and the two mates.

Moreover, the defendant’s witnesses gave evidence of the
condition of the dock prior to the arrival of the Sensibar.
That of Mr. C. C. Jeffrey, the senior assistant engineer at
Toronto of the Department of Public Works, who designed
the dock and supervised its construction, was of a general
nature. He said that it was a very substantially built,
strong wharf, that it was the strongest dock in the Toronto
District and that he did not think there was a stronger one
on the Great Lakes. The outer corners were chamfered or
bevelled off to save the concrete from chipping off as the
result of alternate freezing and thawing. This was sound
construction. The steel rail was used to protect the dock
and was much better than the horizontal wooden fenders
that had previously been used. The berths provided for
ships at the faces of the dock were safe. In his opinion,
no better mooring could be provided. There was also strong
particular evidence that there was nothing wrong with the



Ex. CR.] EXCHEQUER COURT OF CANADA

north-east corner prior to the Sensibar breaking around it
but that it was in good condition. Mr. Spauldin said that
the dock was a good safe one to berth boats. He also stated
that the damage which he saw after the Sensibar was tied
up was definitely new damage, that the broken parts of the
concrete were not discolored, that the rail had not been
sticking out prior to May 19, that he went around the dock
at least once a day and walked along the top of the revet-
ment wall and that if there had been any damage or defect
in the face of the wall he would have noticed it if it had been
obvious. There was also the evidence of Captain A. R. Bell,
that he walked around the docks in the Hamilton Harbour
two or three times a week and as far as he was aware the
defendant’s dock was in perfect condition. He never
noticed anything wrong with it. The last time he looked
at it prior to the accident it was in good condition. If this
was the only evidence as to the condition of the north-east
corner it might not be wholly convineing, but it is sup-
ported by the clear cut and positive statement of Mr.
Burnside. He and his men patrolled the harbour in a boat
three times a day one of which patrols he made himself.
He went out himself on the evening of May 18. It was
one of the duties of the patrol to light the lamps on the
outer corners of the dock in question and on this evening he
did so himself. One of these lights was at the top of the
dock at the north-east corner. He climbed up the north
face near the corner by way of a recess in the wall where
the light had formerly been. He saw the condition of the

corner. I quote portions of his evidence:

Q. Well, d&id you see the bevelled corner that evening before, Mr.
Burnside?

A. Yes, T keep my eyes on the dock, all the way, on all our own docks
especially, all the way around.

Q. Well, can you say in what condition that north-east corner and
this bevelled part at the corner were that evening before?

A. Just as good as the day it was put in there.

He was also asked as to the position of the rail and whether
any concrete was broken away and gave this evidence:

Q. Can you say what the position of the rail was that evening before?

A. It was in perfect shape to my way of thinking. I could not see
anythmg the matter with it.

Q. Do you know if there was any concrete broken away above or
below that rail that evening before?

A. There was not.
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1950 The inspection made by Mr. Burnside was between 8.00 and
Tam  9.00 o’clock. The night was calm and the visibility good.
T%;‘;’fg;&_ It was fairly light, just before dusk. I was favourably im-
mon Co.  pressed with Mr. Burnside and have no hesitation in accept-
Tus F.p, ing his evidence. In my opinion, it is conclusive that there
CXV EAVER  wggs nothing wrong with the north-east corner the evening
AL Com- .
eany  before the accident, that no concrete was broken away from
Lo 4he rail in the bevelled face of the corner and that the rail
Thorson, P. was not exposed. In my view, Mr. Burnside’s evidence
" completely disposes of the plaintiff’s complaint as to the
condition of the corner, as mainly alleged, and there is no
evidence at all to warrant the alternative allegation of

cracking or deterioration of the concrete.

There is further evidence of the safe condition of the
dock in the fact that many ships, including the Sensibar,
had previously broken around the corner without damage
to themselves or to the dock. Exhibit D is a list of the ships
that traded into the portion of the dock occupied by the
defendant since it became an occupant early in 1942 and
the evidence is that many of them broke around the corner.
The list includes three ships almost as large as the Sensibar
that came in April, 1944, loaded with more than one kind
of coal and probably broke around the corner. In any
event, it is relevant that prior to May 19, 1944, no report
of any damage to a ship or to the dock had ever been
made to Mr. Jeffery, Mr. Spauldin, Captain Bell or Mr.
Burnside.

There was some suggestion that the defendant had been
negligent in failing to put a cluster of piles at the north-
east corner to protect ships from damage while breaking
around it. Captain Larsen said that in most places this
was done and that if there had been such protective piling
his ship would not have been damaged. Captain Patterson
also suggested that there should have been such protec-
tion. There was, in my opinion, no duty on the part of
the defendant to provide any such piling. The corner was
safe without it for any normal or proper use. Moreover,
the evidence is against Captain Larsen’s statement that
most docks had clusters of piles at the corners. Mr.
Jeffery said that of the hundreds of docks under his juris-
diction he did not know of one that had such clusters,
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except that such clusters were driven at the corners of the
dock in question after the accident. Captain W. E. Pringle
said that most docks do not have such clusters and Captain
J. Stephens said that it was the exception rather than the
rule to have them. The only spring piling that he knew of
except that put in at the defendant’s dock after the acci-
dent was at the ferry dock in Toronto. He could not recall
clusters of piles at the corner of concrete docks elsewhere.
Captain Bell explained that clusters of piles were put in at
the corners after the accident at his request to protect the
dock against a similar accident. Mr. Jeffery gave the same
explanation. I accept their statements.

There was no need to warn the plaintiff of the presence
of the railing in the faces of the dock. Captain Larsen had
frequently come to the dock with the Sensibar prior to the
accident and was familiar with it. The railing was visible
and Captain Larsen knew that it was there. He had fre-
quently broken around the corner without damage to his
ship or the dock. There was nothing unusual about the use
of such railing in a concrete dock. While its purpose was
to protect the face of the dock from damage and not
designed for the breaking of ships around the corner it
was perfectly safe for such use if the weather conditions
were suitable and the ship was properly handled.

Nor is there any merit in the criticism that the corner
was defective in that the rail in the bevelled face was not
fastened to the rails in the north and east faces with plates
and bolts but that the ends were merely mitred to bring
them close together. I find no defect in the manner of
securing the short piece of rail. It was embedded in the
concrete and strongly held by the two tie rods near the ends
as already described.

On the evidence, I find that there was no hidden or
unusual obstruction or danger or defect in the condition of
the dock prior to the arrival of the Sensibar that would
make it unsafe for normal and proper use by ships invited
to it but, on the contrary, that it was in a safe and proper
condition for such use. There was no breach of duty on the
part of the defendant and no basis for the plaintiff’s claim
against it.
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1950 This finding is sufficient for the dismissal of its action,
Tam  but there is a further reason why it should not succeed. In
ng;‘;g’gi‘&_ my view, the evidence supports the conclusion that the
TION Co. Senstbar came to her damage not through any fault of the
Tgs F.P. defendant but by her own manoeuvre. Counsel for the
CXZ}‘?“C"('?;_ defendant submitted that the rail in the bevelled face of
pany  the corner was flush with the concrete and in perfect con-

L gition until the Sensibar got into difficulty while struggling

Thorson, Pt break around the corner in unfavourable weather, that

she cracked and broke some of the concrete on the face

right up to the top, that she was on the corner with such

weight and pressure that she forced the short piece of rail

out at one end and that it then acted as a blunt instrument

that did the scoring and in so doing assisted in pulling it

out further. There is plenty of evidence to warrant this
explanation of how the damage happened.

There is no doubt that the weather conditions made
Captain Larsen’s manoeuvre a difficult one. His evidence
was that they had a north-easterly wind, moderate to fresh,
about 20 miles per hour, blowing directly against the star-
board side of the ship. Later, he said that it was strong
onto the dock. And Captain Xoski, when asked whether
there was anything unusual about the manoeuvre that
morning, said that it took them quite a while longer than
at other times. They had wind but while they had had wind
on other occasions he would not say it was as strong as they
had on this one.

The evidence is conclusive that the Sensibar had difficulty
in breaking around the corner. Normally, the whole
manoeuvre of shifting from one face to another took about
half an hour, but this time it took about an hour. When
the Sensibar started to break around the corner she did not
come around very fast. Her bow had swung out into the
bay only 10 or 20 degrees. She had gone a lot slower than
ordinarily which Captain Larsen attributed to the wind
holding her bow. He and Captain Koski determined that
the use of the main engine was necessary. I have already
described the alternate use of the main engine, first slow
astern and then slow ahead. When it had been used pre-
viously in breaking around the corner ordinarily six altera-
tions were sufficient but this morning more alterations were
required. This was because of the wind.



ExCR.] EXCHEQUER COURT OF CANADA

And there is the further fact that the Sensibar lost one
of her cables while she was breaking around the corner. I
find this fact notwithstanding the denials by Captain Larsen
and Captain Koski. I accept the evidence of Mr. Spauldin
and Captain Bell on this point. I have already referred
to Mr. Spauldin’s statement that the mate called him over
and told him that they had trouble getting around the
corner and had damaged the boat and also the dock and had
lost a cable. The mate in question must have been the third
mate in view of Captain Koski’s and Captain Larsen’s
denials that they had had any such conversation. Mr. Spaul-
din said that the mate had a couple of men trying to get the
cable that was in the slip. One end of it, the eye, was on a
bollard on the east side of the dock and the rest of it was
in the water in the slip. Mr. Spauldin got a truck that was
nearby to pull the cable out of the water, which it did after
unhooking the eye from the bollard. Later, he saw it
taken aboard the Sensibar. Captain Bell also said that as he
was walking down to the north-east corner of the dock he
saw a motor truck with the eye of a cable attached to the
back pulling it out of the water, and was told by one of the
ship’s men that it came off the ship, came off the winch and
fell into the water. The cable was in the east slip. He did
not see what subsequently happened to it. I have no hesi-
tation in believing Mr. Spauldin’s and Captain Bell’s
statements, and it is not unreasonable to think that the loss
of the cable contributed to the difficulty of the manoeuvre.

The evidence as to the state of the concrete on the
bevelled face of the corner supports counsel’s submission.
I am unable to accept the view that the Sensibar was always
held tight on the corner. The breaking of the concrete, which
was of the strength of 3000 pounds to the square inch, and
the cracking of the wall right up to the top could not have
happened if the ship had been kept steadily on it. There
must have been great pressure against it to cause the damage
that was done. Itis, I think, a reasonable inference that the
Sensibar rocked against the corner and hit it with such force
as to crack and break the concrete and force the rail out.

Moreover, the nature of the injury to the ship is against
the theory that it was the exposure of the rail as the result
of breaking of concrete away from it that caused the dam-
age. That would not explain how the rail with the long tie
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rod by which it was secured came to be forced straight out
of the strong concrete at one end. The scoring of the plates
by a rail that was exposed as the plaintiff’s witnesses said
it was could not have done that. It was sharp and strong
pressure by the ship against the wall that forced the rail
out. That there was such pressure is strongly indicated by
the damage done to the ship other than the scoring of her
plates. In addition to such scoring the plates were buckled.
And some 45 frames, that is to say, ribs, which are strength
members, were also more or less buckled. This could not
have happened except as the result of great pressure. I am
satisfied that the Sensibar in the course of her difficulty in
breaking around the corner because of the wind surged and
rocked against it. It seems to me that only some such
inference can explain both the manner in which she pul-
verized the concrete on the face of the corner and cracked
the wall right up to the top and also the buckling of her
plates and frames. In my judgment, the evidence points
to the conclusion that the Sensibar was herself the author
of the damage she sustained.

That being so, the defendant should not be held liable for
it. This raises the question whether Captain Larsen’s
manoeuvre was a proper one under the weather conditions
that existed. This was not the only manoeuvre that was
open to him. It did not matter to the defendant whether
the Sensibar came to the north face first or to the east face,
or whether she landed port side to or starboard side to, or
how she was moved from one face to the other, or whether
she backed into the slip or came in bow first. These were
matters of navigation for which Captain Larsen was solely
responsible. The choice of manoeuvres was exclusively his.
There is no doubt that he decided upon the one he made
because it would give him the advantage of having his ship
headed out after he had finished unloading. He had fre-
quently made a similar manoeuvre previously and there is
general agreement that it would have been in accordance
with good marine practice under suitable weather condi-
tions. But the north-east wind made it difficult and it cer-
tainly proved to be dangerous.

There was a sharp difference of expert opinion as to
whether under the circumstances the manoeuvre was a
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proper one in view of the fact that several other less diffi-
cult and safer courses were open. Captain H. A. Patterson
said that it was accepted practice to break around the
corner as Captain Larsen had done and thought that he had
done an exceptionally good job. He was against the sugges-
tion that he should have brought the Sensibar into the slip
bow first. She had a 56-foot beam and the slip was only 110
feet wide. With the north-east wind at twenty miles per
hour and in such a narrow channel a high boat like the
Sensibar would, in his opinion, “set” over against the shoal
on the other side of the slip and down on the corner and
do more damage to the wall than would be done otherwise.
It would be a chance he would not take. In his opinion, it
was safer to go in stern first as Captain Larsen did than it
would have been to go in bow first. The value of Captain
Patterson’s opinion is greatly reduced by the fact that the
slip was not 110 feet wide, as Captain Larsen estimated,
but 150 feet. This was the evidence of Mr. Jeffery and
Captain Bell, confirmed in effect by Captain Koski. He said
that when the Sensitbar had been shifted east of the north-
east corner preparatory to breaking around it the corner was
abreast or just forward of the after cabin. According to
the ship’s measurements this was 140 feet from her stern.
It was then, as Captain Koski said, 15 feet west of the black
stake that marked the eastern boundary of the dredged
channel that formed the slip. This would bring the width
of the slip to 155 feet. Nor was I favourably impressed with
Captain Patterson’s statement that Captain Larsen had
done an exceptionally good job. What would the extent of
the damage have been if it had been badly done?

I prefer the expert opinion of Captain W. E. Pringle. In
his view, the Sensibar would not have been subjected to any
danger or had any difficulty in going into the slip bow first.
It would have been better if she had done soand then backed
out and broken around the corner and shifted back along
the north face with the starboard side next to it. By so
doing she could have taken full advantage of the 150 foot
width of the slip for the outward swing of the bow without
risk of damage to it, whereas such full advantage was not
open to Captain Larsen in his manoeuvre by reason of the
necessity of keeping a margin of safety between the ship’s
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stern and the submerged bank that formed the eastern
limit of the slip to prevent the propeller from hitting it.
Moreover, the north-east wind would have assisted such a
manoeuvre for it would have been against the longer part
of the ship on the port side and helped to bring her stern
close to the north face so that she could be shifted along it
to the desired position with the mooring lines and winches.
There would thus have been much less pressure against the
north-east corner. There can, in my judgment, be no doubt
that the course suggested by Captain Pringle would have
been safer than that which Captain Larsen took. There
was a second course that was open to him. If he had decided
to go to the north face first it would have been better if he
had landed there with the starboard side next to the face and
then broken around the corner bow first for this would have
enabled him to put the bow right up close to the bank,
leaving less of the ship exposed to the wind. Moreover, it
would be possible to dispose the mooring lines so as to have
better control of both ends of the ship and swing her in the
necessary arc more easily than Captain Larsen had been
able to do. This would have put less pressure on the
pivotal point at the corner. Finally, it was Captain
Pringle’s opinion that in view of the wind it would have
been better if Captain Larsen after unloading part of his
cargo from the north face had gone out into the bay and
come into the slip bow first. He should have done so even
after he began breaking around the corner when he dis-
covered that he could not make the bow swing out any
further than 10 or 20 degrees. But instead of doing so he
chose to struggle around the corner with the use of the main
engine. If he had taken any of the courses suggested by
Captain Pringle he would have saved his ship and the dock
from damage. It seems plain to me that the plaintiff’s
loss resulted from his failure to do so.

For the reasons given the plaintiff’s action is dismissed

with costs.
Judgment accordingly.
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BeTWEEN: 1943
ST. ANN’S ISLAND SHOOTING AND | (., . N2
FISHING CLUB LIMITED......... f ’ 10

AND Jan. 26
HIS MAJESTY THE KING.............. RESPONDENT.

Crown—Indian Act R8.C. 1906, c. 81, ss. 651 and 64—Non-compliance with,
requirements of Act—Authorizing Order in Council as required by Act
not passed—Lease invalid without authorizing Order in Councl—
Superintendent General of Indian Affairs not authorized to enter into
a lease—No estoppel against the Crown herein.

Claimant asks for a declaration that it is entitled to a renewal of a lease

of Tndian Jands made between the Superintendent General of Indian
Affairs and certain trustees pursusnt to a renewal clause therein,

Held: That s. 64 of the Indian Act R.S.C. 1906, c. 81, did not confer on
the Superintendent General of Indian Affairs original authority to
enter into a lease of surrendered Indian lands as he was only the
official named to complete those matiers, such as execution of a
lease, for which a valid authority existed; that s. 51 of the Act
requires an Order in Council as the necessary preliminary to the
validity of the lease entered into and no such Order in Council refec-
able to that lease was passed at any time.

2. That the Crown is not estopped by anything that has been said or done
by its officers or servants from alleging non-compliance with the
Statute.

REFERENCE by the Minister of Mines and Resources
of a question of law for the opinion of the Court.

The action was tried before the Honourable Mr. Justice
Cameron at Ottawa.

A. 8. Pattillo and J. A. MacIntosh for claimant.
Lee A. Kelley, K.C. and W. R. Jackett for respondent.

The facts and questions of law raised are stated in the
reasons for judgment.

CamEeroN J. now (January 26, 1949) delivered the fol-
lowing judgment:

In these proceedings the claimant asks for a declaration
that it is entitled to a renewal of a lease dated May 19,
1925, made between the Superintendent General of Indian
Affairs, of the First Part, and G. T. Clarkson and Walter

56837—4a
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Gow, in trust for St. Ann’s Island Shooting and Fishing
Club, of the Second Part, pursuant to a renewal clause
therein and which I will later refer to more particularly.

axp Fisrmva By letters dated the 12th day of April, 1944, and the 1st day

Crus L.
v.

of September, 1944, the lessees gave to the Superintendent

TrE KNG (Jeneral notice of their intention to renew the lease of the

Cameron J.

lands described in the said lease pursuant to the provisions
thereof, but he refused to grant such renewal or to admit
that the lessees therem were legally entitled to demand
the same.

On November 1, 1945, the Minister, under section 37 of
the Exchequer Court Act, referred the matter to this Court
for adjudication. Pleadings were delivered. At the trial
there was filed a statement of facts agreed to by counsel
for the purpose only of having the following question of
law submitted for the opinion of the Court, namely,

Is the claimant entitled to a renewal for a further period of ten years
from October 1, 1944, of the lease dated 19th May, 1925, on and subject
to the like terms, stipulations and provisions as are contained in the said
lease subject to the provisions of the supplemental indenture dated 14th
April, 1931, save as to rental.

It is to be noted that by indenture dated September 4,
1945, the said trustees mentioned in the lease dated May 19,
1925, duly assigned to the claimant all their right title and
interest in the said lease, including the right to renewal
thereof, and in a certain further supplemental indenture
dated April 14, 1941, between the same parties, in which
supplemental indenture the boundaries of the property
were settled and agreed upon. It is admitted for the
purposes of this reference that all the rights of the lessees
in the lease of 1925 are vested in the claimant. The sole
question for determination, therefore, is whether the
claimant is entitled to a renewal for a further period of
ten years from October 1, 1944, when the former lease
expired, such renewal to be on the same terms as the lease
of May 19, 1925, save as to rental. The respondent alleges
that the documents on which the claimant bases its claim
are wholly invalid. It is admitted that if the leases from
time to time entered into between the parties hereto were
or are valid, they have not been forfeited by breach of any
of the terms thereof, or otherwise.

The lands in question are Indian lands (that is, portions
of Indian reserves which have been surrendered to the
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Crown) in the County of Kent, Ontario. No question arises
as to the validity of the surrender or the acceptance thereof
by the Crown. Under the terms of the various leases
executed by or under the authority of the Superintendent
General of Indian Affairs, the Club has been in possession
of the lands in question since 1881. At various times it
has expended very substantial amounts for the permanent
improvement of its facilities as a hunting and fishing club,
including the erection of a club house and other buildings
and the opening up of ditches and channels. Inasmuch as
I have reached the conclusion that the surrender was
absolute, I do not consider it necessary to refer in detail
to the rights and privileges granted to the Club or the
limitations placed thereon, some of which varied materially

from time to time. The surrender being absolute and no.

rights having been reserved to the surrendering Indian
Bands, the Crown, in my view, had full power in granting
a leage to vary the terms and conditions from those pre-
viously in effect, as was thought necessary.

Exhibits A to M are certified copies of all the documents
(other than letters) which affect the matter in issue.
Ex. A is a resolution of a council of the Chippewa and
Pottawatomie Indians of Walpole Island, dated March 18,
1880, accepting the offer of the Club to lease St. Ann’s

Island and included these words:
The terms of the lease at ten years and privileged to renewal if every-
thing satisfactory for another term.

The claimant does not rely in any way on this resolution,
and in any event it would be of no force or effect because
of the provisions of the Indian Act, 1880, ch. 28, s. 36,
prohibiting the sale, alienation or leasing of any reserve or
portion thereof until it had been released or surrendered
to the Crown.

The first lease from the Superintendent General (Ex. B)
is dated May 30, 1881. It is for a term of five years, renew-
able for a like term. Following the execution of that lease
the officers of the Club raised certain questions as to the
validity thereof and more particularly as to the validity
of the surrender, the authority of the Superintendent
General to execute the lease, and enquired as to whether
an Order in Council had been passed accepting the sur-
render and authorizing the lease. In ‘the result, a further

56837—44a,
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149 meeting of the Indians was held on February 6, 1882, and
gr. Ann’s & formal surrender executed in due form (Ex. C). On Feb-
sgm ruary 24, 1882, the Indian Superintendent at Sarnia wrote

axp Fisamve the Club Secretary (Ex. P) as follows:
Crue Lo, The defect in the preliminary proceedings regarding the lease to ithe
THEUKING Club has been remedied by taking from the Indians a formal surreader
— of St. Ann’s Island for the purposes of said lease.
Cameron J.

—_ That was followed by an Order in Council P.C. 529 of
April 3, 1882. Both of these documents are hereinafter set
out in full.

On April 18, 1882, the Department wrote the Club
Secretary as follows (Ex. Q):

I have to inform you that the surrender made by the Walpole Island
Indians of the shooting grounds covered by the lease to the St. Ann’s
Island Shooting and Fishing Club has been accepted by an Order of
H. E. the Governor General in Council, dated the Srd instant, and that
the lease has been confirmed by said Order.

Both parties apparently considered that all necessary
steps had been taken to validate the lease of 1882. Subse-
quently, new leases were entered into in 1884, 1892, 1894,
1906, 1915 (these being respectively Ex. E, F, I, J and K),
and finally, in 1925, the lease containing the renewal clause
on which the claimants now rely. The leases of 1884 and
1892 contained no provisions for renewal, but those of
1894, 1906 and 1915 each contained provisions for one
renewal of ten years.

It may be noted that while the annual rental was origin-
ally $250, it had been increased to $750 in 1904 for the
same property. The rental has remained at the latter figure
since 1906, but by mutual consent the lease of 1915 excluded
very substantial parts of the property originally leased,
and that of 1925 excluded an additional -area. By the
supplemental indenture of April 14, 1931 (Ex. M), the
parties mutually agreed that the property intended to be
included in the lease of May 19, 1925, was as set out in the
plan attached thereto; and in all other respects confirmed
that lease.

Inasmuch as counsel for the claimant relies on the terms
of the surrender and of P.C. 529, I think it advisable to
set these out in full,

The surrender was in the following terms:

Know all men by these presents, that we the Chiefs and principal men
and Warriors of the Chippewa & Pottawatomie Indians of Walpole Island,
being this day assembled in our Council House in presence of our visiting
Superintendent—and referring to a meeting of Council held at this place
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on the 18th day of March AD. 1880—at which meeting it was duly 1949

resolved by a majority of those present at said meeting—that the assent hadi
of these Bands should be given to the issue of a lease by the Indian S?ms
Department in favour of certain gentlemen who had applied therefor— 8goomng

of certain lands .and marshes hereinafter described—And considering that ANéDLF ISHING

consent thereto was then and there duly given: USLTD-
We now do surrender & yield up to our Sovereign Lady the Queen gy kING
and her Successors—All that certain parcel or tract of land and marsh, ——

situated in the Province of Ontario and County of Kent, bounded by the Cameron J.
Chenail E-carté, Johnston’s Channel, and the navigable waters of Lake -
St. Clair; and which may be described and known as St. Ann’s Island,
and the marshes adjacent thereto.

To the end that said described territory may be leased to the
Applicants for the purpose of shooting & fishing for such term and on
such conditions as the Superintendent General of Indian Affairs may
consider best for our advantage—

AND having heard read and explained a lease executed by the Deputy
Superintendent of Indian Affairs in favor of Christopher Robinson, Esquire,
of the City of Toronto, and certain other gentlemen in such lease named
—And believing that such lease was executed in good faith and in
accordance with our consent duly given in Council as aforesaid—

‘We hereby accept of said lease and confirm and establish the same.

In testimony whereof we have hereto set our hands and Seals this
sixth day of February A.D. 1882.

Done in the name and on behalf of the Chippewas and Pottawatomies
of Walpole Island.

P.C. 529 was as follows:

Certified to be a true copy of a Minute of 2 Meeting of. the Com-
mittee of the Privy Council, approved by His Excellency the Governor
General on the 3rd April, 1882.

On a Memorandum, dated 7th March 1882, from the Superintendent
General of Indian Affairs, submitting for acceptance by Your Excellency
in accordance with the provisions of the Indian Act 1880, Section 37,
Subsection 2, a Surrender, dated 9th February 1882, made to the Crown
by the Chippewa and Pottawatomie Indians of Walpole Island, of that
portion of their Reserve known as “St. Ann’s Island” and the marshes
adjacent thereto, for the purpose of the same being leased for the benefit
of said Indians to the “St. Ann’s Island Shooting and Fishing Club” for
shooting and fishing purposes, and in confirmation of a lease covering
said premises issued by this Department on the 30th of May 1881, to the
aforesaid “St. Ann’s Island Shooting and Fishing Club.”

The Committee advise that the surrender be accepted and submit the
same for Your Excellency’s approval.

(Signed) A. M. Hill,
Asst. Clerk of the Privy Counecil.

In answering the questions submitted to the Court, T
think that consideration must first be given to the law
in effect when the lease of 1925 was entered into with the
Superintendent General, that lease containing the following

provisions for renewal:
And it is further hereby agreed between the parties hereto that the
said parties of the second part, their successors in trust or assigns, shall
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on the expiratiox} of the term hereby granted be entitled to renewal
leases of the demised premises for further successive periods of ten years
each at rentals to be fixed for each renewal (in case the parties cannot
agree) by three arbitrators or a majority of them, one to be chosen by

anp Fisaing each of the parties and the third to be appointed by such two nominees—

Crus Lirp.

.
Tre King

Cameron J.

and in arriving at the rental to be paid the value of any buildings thereto-
fore erected or paid for or improvements made or paid for by the parties
of the second part, their successors in trust or assigns, shall not be taken
into account, it being intended that such rental shall be the fair rental
value of the demised premises had such buildings not been erected or
improvements made, And the said party of the first part for himself
and his successors in office covenants and agrees that should said parties
of the second part, their successors i trust or assigns, desire such renewal
leases or any of them, the same will be granted on and subject to the
like terms, stipulations and provisions as are herein contained save as

to rental which is to be agreed upon or fixed as aforesaid.

By section 51, ch. 81, R.8.C., 1906 (The Indian Act), it
was provided that:

A\l Indian lands which are reserves or portions of reserves surrendered,
or to be surrendered, to His Majesty, shall be deemed to be held for the
same purpose as heretofore; and shall be managed, leased and sold as
the Governor in Council directs, subject to the conditions of surrender
and the provisions of this Part.

I am of the opinion that the validity of the 1925 lease
and of its provisions for renewal must depend upon com-
pliance with the provisions of that section. Counsel for
the claimant referred me to the provisions of ch. 48,
Statutes of Canada, 1924, being an Act for the settlement of
certain questions between the Governments of Canada and
Ontario respecting Indian reserve lands, and the corres-
ponding Ontario Act of the same year. He pointed out
that by the provisions of those Acts and of certain decisions
in the Privy Council, the beneficial interest in surrendered
Indian lands in Ontario was in the Province rather than
in the Dominion, that by the provisions of those Acts the
administration of such lands was in the Dominion and
that upon their surrender such lands might be sold, leased
or otherwise disposed of by Letters Patent under the Great
Seal of Canada, or otherwise under the direction of the
Government of Canada, the proceeds to be disposed of as
therein provided. I shall not stop to consider whether the
lands here in question do or do not fall within the provisions
of those Acts. It is sufficient to indicate that whether
they do or do not, section 51 (supra) was still in effect
in 1925, and laid down the procedure to be followed.
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It is submitted by counsel for the claimant that the
provision which required a direction by the Governor in
Council for the management, lease and sale of surrendered
Indian lands is not absolute, and, that if, in the conditions
of surrender or in the provisions of Part I of the Act,
authority is given to the Superintendent General as to the
leasing of such lands, then no Order in Council is required.
He then refers to the document of surrender of 1882 (supra)
which he says confers authority on the Superintendent
General to determine the term and conditions of any lease
as he thinks best, and submits that by reason of that pro-
vision no Order in Council was necessary. He also argues
that by section 64, ch. 81, R.S.C., 1906 (The Indian Act),
the Superintendent General had a power, without an
Order in Council, to execute leases binding on the Crown
and that, therefore, no Order in Council was necessary to
validate such lease, as the provisions of section 64 come
within the words “subject to the conditions of surrender
and the provisions of this Part.” That section 64 is as

follows:

When by law or by any deed, lease or agreement relating to Indian
lands, any notice is required to be given, or any act to be done'by or on
behalf of the Crown, such notice may be given and act done by or by
the authority of the Superintendent General.

I am unable, however, to agree with that interpretation
of section 51. I am of the opinion that that section is
imperative in its requirements that only by a direction of the
Governor in Council ean surrendered Indian lands be validly
managed, leased or sold, and that the disposition of
surrendered Indian lands is thereby placed directly under
the control of the Government. The words “subject to the
conditions of surrender” are not to be interpreted as doing
away with the necessity of a direction from the Governor
in Council in any case, but, in my view, they require the
Governor in Council when so dealing with the lands to take
into consideration any conditions of the surrender, so that
any directions given would be subject to such conditions.
The reservation by the Indians of a right of way, or of use
of water power in a stream, might be examples of such
conditions; and the surrender, when accepted by the
Governor in Council with such conditions, would to that
extent limit the manner in which the lands could be
managed, leased or sold.
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But in the surrender itself, I can find no such or any

Sr.Anw’s conditions which would be binding on the Crown. Claim-

TsLanD
SuooTING

ant’s counsel himself agrees that the surrender was absolute,

anp Fisming the Indian Bands giving up to the Crown all their usu-
CLU]:,.I‘TD' fructuary interest in the lands, and that was the only
TmeKwve jpterest they had therein (see St. Catherines Milling &
CameronJ. Lumber Co. v. The Queen (1). A careful examination of

the surrender shows that no such conditions were attached
and that it was intended to be, and was in fact, an absolute
surrender. It is true that the purpose of the surrender
was indicated, namely, that the property should be leased
to the Club for fishing and shooting; that the Superin-
tendent General was named as the one who should deter-
mine the term of the lease and its conditions; and that
approval was given to the lease of 1881. But in the view
that I have taken of the meaning of section 51 (then s. 40,
ch. 28, of the Indian Act of 1880), the surrendering Indian
Bands had no power to do any of these things and their
efforts to do so were wholly abortive. The statutory
authority of the Governor in Council to manage, lease and
sell could not be fettered in any such way, nor its authority
and duty diverted to anyone named by the surrendering
Indians.

The provisions of section 64 (supre) in my opinion do
not confer on the Superintendent General the power to
make leases of surrendered lands without the authority of
an Order in Council as a necessary preliminary. To inter-
pret them in that way would be to altogether negative the
provisions of section 51. They must be read together and
when so read the import of section 64 is clear. It means
that when by law, or by any deed, lease or agreement
relating to surrendered lands any notice or act is required
to be done, such notice may be given or act done by, or by
the authority of, the Superintendent General. If, for
example, the lease of 1925 and all its terms, including the
provisions for renewal, had been authorized by the Governor
in Couneil, then the Superintendent General would be the
party designated to execute the original lease and, without
a further Order in Council, the renewal of such lease.

(1) (1889) 14 AC. 46.
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The section does not confer on him any original authority
but names him as the person to carry out those things for
which a valid authority exists.

It is admitted that there was no Order in Council which
specifically authorized the Superintendent General to
execute the lease of 1925. But it is submitted by the
claimant, in the alternative, that if an Order in Council
were necessary, P.C. 529 of 1882 was sufficient authorization
for all subsequent leases entered into between it and the
Superintendent General. With that contention I cannot
agree. It might well be argued that the closing words of
P.C. 529, “The Committee advises that the surrender be
accepted, and submit the same for Your Excellency’s
approval,” did nothing more than accept surrender. But
I do not find it necessary to determine that point. Giving
the Order in Council the widest possible meaning that could
be attributed to it, and taking into consideration that the
memorandum submitted for the consideration of the
Governor in Council included the words, “in confirmation
of a lease covering said premises issued by this Department
on the 30th of May, 1881, to the aforesaid St. Ann’s Island
Shooting and Fishing Club,” it is quite clear that if any-
thing was authorized, the Order in Council retroactively
authorized the lease of 1881 only, and that lease was for a
term of five years with the right of renewal for a further
period of five years only. P.C. 529 could not possibly be
construed as validating a lease entered into forty-five years
later. It may here be noted that in the memorandum
submitted to Council, nothing is said as to that part of the
surrender which purported to give to the Superintendent
General power to determine the term and conditions of
any lease. That matter was never before the Governor in
Council.

My opinion, therefore, is that section 51 requires an
Order in Council as the necessary preliminary to the validity
of the lease of 1925, and that no such Order in Counecil
referable to that lease was passed at any time.

Counsel for the claimant, however, submits that by
reason of what has occurred, the respondent is estopped
from denying the validity of the tenancy of the claimant.
He points out that the Superintendent General, a Minister
of the Crown, by executing the various leases, including
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that of 1925, and by correspondence between the parties,
held himself out as having authority to represent the
Crown and to enter into the various leases; that as a result
the claimant paid rent which was accepted by the respond-
ent, and expended large sums of money on improving the
lands for its purposes in the belief that such representations
were well founded. He also refers to certain correspond-
ence after the first lease was executed in 1881, when the
trustees raised questions as to the validity of the surrender
and the acceptance thereof, and the necessity of having an
Order in Counecil authorizing its lease, at which time they
were advised that the necessary steps to validate the lease
had been taken. I have considered the cases on which he
relies in respect of his argument that estoppel in pais may
apply as against the Crown.

I have reached the conclusion on this point, that, in view
of the statutory requirement of a direction by the Governor
in Council, that the respondent is not estopped by the
foregoing. Reference may be made to Phipson on Evidence,
8th ed., 667, where it is stated that:

Estoppels of all kinds, however, are subject to one general rule: they
cannot override the law of the land. Thus, where a particular formahty
is required by statute, no estoppel will cure the defect.

The problem was considered in the case of Maritime
Electric Co. Ltd. v. General Dairies Ld. (1), in which it was

Held, that the appellants were not estopped from recovering the sum
claimed. The duty imposed by the Public Utilities Act on the appellantis
to charge, and on the respondents to pay, at scheduled rates, for all the
electric current supplied by the one and used by the other could not be
defeated or avoided by a mere mistake in the computation of accounts.
The relevant sections of the Act were enacted for the benefit of a section
of the public, and in such a case where the statute imposed a duty of a
positive kind it was not open to the respondents to set up an estoppel
to prevent it.

An estoppel is only a rule of evidence, and could not avail to release
the appellants from an obligation to obey the statute, nor could it enable
the respondents to escape from the stalutory obligation to pay at the
scheduled rates. The duty of each party was to obey the law.

The judgment in that case was delivered by Lord

Maugham. At p. 620 he said:

the Court should first of all determine the nature of the obligation
imposed by the statute, and then consider whether the admission of an
estoppel would nullify the statutory provision.

(1) (1937) A.C. 610.
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And at p. 621:

If we now turn to the authorities it must be admitted that reported
cases m which the precise pomnt now under consideration has been raised
are rare. It is, however, to be observed that there is not a single case
in which an estoppel has been allowed in such a case to defeat a statutory
obligation of an unconditional character. The text-books have regarded
the case as one closely analogous to the cases of high authority where it
has been decided that a corporation could not be estopped from con-
tending that a particular act was ultra vires.

He referred also to In re a Bankruptcy Notice (1), in
which Atkin, L.J., stated:

Whatever the principle may be (referring to a contention as regards
approbation and reprobation) it appears to me that it does not apply
to this case, for it seems to me well established that it is impossible in
law for a person to allege any kind of prmeciple which precludes him
from alleging the mvalidity of that which the statute has, on grounds
of general public policy, enacted shall be invalid.

Reference may also be made to Ontario Mining Company
v. Seybold (2), in which at p. 83 Lord Davey, in delivering
the judgment in the House of Lords, said:

But 1t was contended in the Courts below, and at their Lordships’ bar
was suggested rather than seriously argued, that the Ontario Government.
by the acts and conduct of their officers, had in fact assented to and
concurred in the selection of, at any rate, Reserve 38 B, notwithstanding
the recital to the contrary in the agreement. The evidence of the circura-
stances relied on for this purpose was read to their Lordships; but on this
point they adopt the opinion expressed by the learned Chancellor Boyd
that the province cannot be bound by alleged acts of acquiescence on
the part of various officers of the departments which are not brought
home to or authorized by the proper executive or administrative organs
of the Provincial Government, and are not manifested by any Order in
Council or other authentic testimony. They, therefore, agree with the
concurrent finding in the Courts below that no such assent as alleged had
been proved.

In my view the respondent cannot be estopped by any-
thing that has been done from alleging that there has
not been a compliance with the statutory requirements of
section 54.

Having found that the requirements of the statute have
not been complied with and that the respondent is not
estopped by anything that has been done or said by its
officers or servants from alleging non-compliance with the

statute, it becomes necessary only to consider the result
of such non-compliance.

(1) (1924) 2 Ch. 78. (2) (1903) A.C. 73.
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Reference may be made to the judgment of the Judicial

Sr.Ann’s Committee of the Privy Council in The King v. Vancouver

IsLanD
S=ooTING

Lumber Company (1). In that case a lease was entered

anp Fisming into between the Crown, acting through the Minister of

US.LTD' Militia and Defence, and the Company, the demise being
TeeKmva for twenty-five years “renewable.” The grant of the lease
CameronJ. Was made under a statutory authority which provided that

the Governor in ‘Council might authorize the sale or lease
of any lands vested in Her Majesty not required for public
purposes, and for the sale or lease of which there was no
other provision in the law. An Order in Council was
passed giving authority to lease for twenty-five years.
Subsequently, the solicitor for the Company opened
negotiations with the Minister in regard to variations in
the lease. As a result endorsements were made on the
former lease and signed by the Minister, varying its terms
and giving rights of renewal for successive periods of
twenty-five years. No Order in Council was passed approv-
ing of these changes, although there was some evidence
that the agent of the Company had been assured by the
Minister that an Order in Council had been passed authoriz-
ing the new terms. In fact, no such Order in Council was
passed at any time. It was held that the signature of the
Minister was an insufficient compliance with the terms
of the statute and that, in the absence of an Order in
Council, the new terms were void.

In the case of British American Fish Company v. The
King (2) (affirmed 52 D.L.R. 689), Cassels, J., in this
Court held that a lease for fishing privileges, and executed
by the Minister of Marine and Fisheries for a term of
twenty-one years with an option of renewing for a further
period of twenty-one years, was totally invalid as to the
option, the same not having been authorized by the Order
in Council which had recommended the granting of the
lease for twenty-one years only.

In Gooderham & Worts Ltd. v. Canadian Broadcasting
Corporation (3), it was held that a clause in the lease
which was unauthorized by the Order in Council was void
ab initio. In that case Lord MacMillan also pointed out
that the alleged estoppel was against pleading of a
statute.

(1) 50 D.L.R. 6. (3) (1947) A.C. 66.
(2) 44 DLR. 750.
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Reference may also be made to The Queen v. Woodburn
{1), The King v. McMaster (2), Easterbrook v. The King
(3), and Booth v. The King (4).

Following these decisions, I have reached the conclusion
‘that as the lease of 1925 was never authorized by an Order
in Council, there has been non-compliance with the im-
perative provisions of section 51 and that the lease and
the provisions for renewal therein are wholly void.

Counsel for the respondent also alleged invalidity of the
lease of 1925 on the ground that the property therein
-demised (as amended by the agreement of 1931) included
property not contained in the surrender of 1882. The
burden of proof thereof is on the respondent, and on the
-somewhat meagre evidence before me I am quite unable
to find as a fact that such is the case. In fact, the only
-affirmative evidence is to the contrary. I would further
‘point out that even if it were so established, there hag
‘been no evidence to indicate that the respondent had
not the right to include the additional parts in the lease:
-such additional parts may have been acquired by the Crown
-otherwise than by the surrender referred to. On this matter
I must find that the respondent fails.

I therefore answer the question submitted in the negative.
Under all the circumstances I think each party should bear
its own costs.

Having reached the above conclusion on the question
.submitted for determination, I think I should make a
further comment. The respondent has succeeded in
securing a declaration of invalidity solely because of the
failure to pass the requisite Order in Council, and not
‘because the claimant had failed to do anything which was
within its powers to do. The evidence indicates that the
buildings erected by the claimant, or the former trustees
«of the Club, exceeded $25,000 in value and that, in
addition, very substantial amounts have been laid out in
digging ditches and channels. Some disposition of the
‘property will have to be made by the respondent. Inas-
much as the claim to a perpetual lease has now been
-disposed of adversely to the claimant, and as the question
-of fixing a fair rental for the future is now open, it would

(1) (1898) 29 S.C.R. 112. (3) (1931) SCR. 210.
(2) (1926) Ex.C.R. 68. (4) 51 SC.R. 20.
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1949 seem but fair and reasonable that the claimant be given
Sr.Anw’s an opportunity to protect its investment by a new and
IstaNp  ya)id lease for a limited term.

SHooTING
AND FISHING
CLU!:’LTD- Judgment accordingly.
Tre King
—_ The Supreme Court of Canada on February 21, 1950,

CameronJ. 0t vet reported, dismissed an appeal herein.

1950 BerweeN:

Feb-810  ALFRED MOREAU .............. PLAINTIFF;

Feb. 15
—_— AND

ROLAND ST. VINCENT, carrying on |
business under the firm name of DEFENDANT.
Loisir Favori Enregistré...........

Copyright—Infringement—Copyright Act, R.8.C. 1927, c. 32—No copyright
in ideas—Copyright in a literary work not dependent on registration—
No copyright in arrangement, system, scheme or method—Plaintiff in
infringement of copyright action must show copying of his literary
work.

The plaintiff, a partner and manager of a firm carrying on business in
Montreal under the firm name of I'Information Sportive, its business.
being the publication and sale of a weekly sports paper called
“L’Informative Sportive”, conducted a weekly competition called
“Concours: Recrutement d’Abonnés”, the details of which were pub-
lished in the paper, and claimed to be the owner of copyright therein.
The defendant, a former distributor of “L’Information Sportive”, began
to carry on business under the firm name of Loisir Favori, his business
being the publication of a leaflet called “Mots Croisés”, and conducted
a weekly competition called “Quizz général de la publication Loisir
Favori Enrg.”, the details of which were published in the leaflet. The
plaintiff claimed that the defendant’s “Quizz général de la publication
Loisir Favori Enrg.” was a plagiarism of his “Concours: Recrutement
d’Abonnés” and an infringement of his copyright and sought an in-
junction and damages.

Held: That an author has no copyright in ideas but only in his expression
of them. The law of copyright does not give him any monopoly in
the use of the ideas with which he deals or any property in them,.
even if they are original. His copyright is confined to the literary
work in which he has expressed them. The ideas are public property,
the literary work is his own. Every one may freely adopt and use the-
ideas but no one may copy his literary work without his consent.
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2. That under the Copyright Aect copyright in a literary work does mnot
depend on registration but arises automatically from authorship. The
registration of a copyright does not confer upon the author of a
literary work any right that did not already belong to him by virtue
of his authorship.

3. That no person has any copyright in any arrangement or system or
scheme or method for doing a particular thing even if he devised
it himself. It is only in his description or expression of it that his
copyright subsists. Hollinrake v. Truswell (1894) 3 Ch. D. 420 at 427
followed.

4. That to succeed in an action for infringement of copyright the plaintiff
must show that his literary work has been copied. It will not be
enough to prove that his ideas have been adopted or that an arrange-
ment or system devised by him has been used. The copying need
not be word for word if there is colorable imitation.

ACTION for alleged infringement of copyright.

The action was tried before the Honourable Mr. Justice
Thorson, President of the Court, at Montreal.

J. Perrault and A. Vincent for plaintiff.
H. Gérin-Lajoie, K.C., and E. Angers for defendant.

The facts and questions of law raised are stated in the
reasons for judgment.

The President now (February 15, 1950) delivered the
following judgment:

This is an action for infringement of copyright. The
facts are not in dispute. The plaintiff is a partner and
manager of a firm carrying on business in Montreal under
the firm name of L’Information Sportive, its business being
the publication and sale of a weekly sports paper called
“L’Information Sportive”. On October 2, 1947, the plaintiff
and his associates, who were then Louis Daniel, J. L. Le-
tourneux and Ch.-Roger Poitras, applied to the Com-
missioner of Patents for the registration of a copyright
under the Copyright Act, R.S.C. 1927, Chapter 32, in what
they called “Concours: Recrutement d’Abonnés”, declaring
that for the purpose of promoting subseriptions to the
paper “L’Information Sportive” they had devised a system
of distribution of prizes to subscribers for which they
requested the grant of copyright, and on October 6, 1947,
the Commissioner issued a certificate that copyright in
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1950  a literary unpublished work called ‘“L’Information Spor-
Moreau  tive” by the plaintiff and his associates had been registered
S oacent in their names, the name of Ch.-Roger Poitras being mis-
" spelt. Subsequently, on June 25, 1948, the plaintiff and
Thorsen P. Mr, Poitras wrote to the Commissioner pointing out that
" the registration of October 6, 1947, was erroneous and
requesting its correction with the result that the certi-
ficate was annulled and a new one issued in its place,
dated back to October 6, 1947, certifying that copyright
in a literary unpublished work called “Concours: Recrute-
ment d’Abonnés” by the plaintiff and his associates had

been registered in the name of L’Information Sportive.

Subsequently, on November 3, 1947, Mr. Daniel and
Mr. Letourneux renounced their rights in the firm in favor
of the plaintiff and Mr. Poitras, and on November 5, 1948,
Mr. Poitras transferred his rights in the copyright to the
plaintiff. The plaintiff now claims to be the sole owner
of the copyright. After the registration of the copyright
the firm commenced to publish its paper “L’Information
Sportive” and to conduct a weekly competition for prizes
to its subscribers which it called “Concours: Recrutement
d’Abonnés” the details of which were published in each
issue. The paper was sold for 25 cents per copy and a
numbered receipt was issued to the purchaser of each
copy.

The plaintiff stated that he had devised the competition
in order to promote the sale of the paper, and had used
three elements in an original arrangement of them. The
elements said to have been thus brought together were
described in the letter from L’Information Sportive to the
Commissioner of Patents, dated October 2, 1947, to which
I have referred, and also in the paper. The elements
forming the system on which the competitions were based
were three, namely, a numbered subscription receipt, a
copy 'of the paper with two lists of sports clubs, one giving
the results of contests already had and compilations of
numbers from such results and another giving the scheduled
contests for the following week the results of which were
to serve as the basis of the compilation of numbers for the
competition of that week, and a questionnaire or quiz
relating to sports topics to be answered by the holders of
subscription receipts earrying numbers corresponding to
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those compiled from the results of the sports contests
given in the first list in the paper. The details and con-
ditions for each competition appeared in substantially the
same form on page 9 of each issue of “L’Information Spor-
tive”, except, of course, for necessary differences, such as
the names of the sports clubs selected, the results of the
contests and the questions in the quiz. Likewise, the
receipts continued to be issued in the same form, the only
difference being in their numbers.

The defendant was in the employ of L’Information
Sportive as a distributor of its paper under a contract with
it for one year, dated December 30, 1947, subject to can-
cellation on thirty days notice. On May 12, 1948, he sent
it a telegram of resignation effective on June 27, 1948. On
the same day he filed a declaration of carrying on business
under the firm name of Loisir Favori. And on the same
day his solicitors forwarded his request for the registration
of a copyright in an original literary unpublished work
called “Loisir Favori”, and copyright in the said work
was registered on May 13, 1948, and a certificate to that
effect sent to him. On July 3, 1948, the defendant com-
menced the publication of a weekly leaflet called “Mots
Croisés”, which he sold at 25 cents a copy, the purchaser
receiving a numbered receipt. The leaflet contained a
number of cross-word puzzles. With each issue the defen-
dant conducted a competition called “Quizz général de la
publication Loisir Favori Enrg.”, the details of which were
published in the leaflet. The defendant did not hesitate
to solicit distributors and vendors of the paper “L’Infor-
mation Sportive” to handle his leaflet and several of them
did so. Some of them said that their customers preferred
it. Moreover, the defendant sold his leaflet in the same
area as “L’Information Sportive” had previously found its
market. The result was that the sales of “L’Information
Sportive,” which had been approximately 50,000 copies per
week, had by September 12, 1948, been reduced by over
14,000 copies per week.

No attempt was made by the plaintiff to prove the
quantum of his damages, it being understood that if judg-
ment went in his favor there would be a reference to the
registrar for an enquiry as to damages.

56837—b5a
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The plaintiff alleges, inter alia, that the defendant’s
“Quizz général de la publication Loisir Favori Enrg.” is a
plagiarism of his “Concours: Recrutement d’Abonnés” and
an infringement of his copyright and that its publication
has caused him damage and should be restrained, and
claims, inter alia, a declaration recognizing his copyright
in the original arrangement constituting “Concours: Re-
crutement d’Abonnés” and the defendant’s infringement of
it, an injunction restraining the defendant from further
publication of “Quizz général de la publication de Loisir
Favori Enrg.” or other infringement of his copyright,
damages in the sum of $44,131.25 and costs.

Counsel for the defendant took a number of objections to
the plaintiff’s action before putting forward his main
defence. In view of the conclusion which I have
reached on the main issue it will be sufficient to refer to
the objections briefly. It was submitted that the plaintiff’s
title to the copyright claimed by him was not established
but that, on the contrary, the evidence showed that he was
not its sole owner and that its owners were not all before
the Court. I make no finding on this objection beyond
saying that if the only flaw in the action was that the
plaintiff was not the sole owner of the copyright I would
consgider an application for the addition of the necessary
parties so that the action would not fail for misjoinder of
parties.

Counsel’s next objection was that there was no originality
in the plaintiff’s system or arrangement of elements. There
was a good deal of evidence on this subject. The plaintiff
stated that he devised the arrangement of elements on
which the competitions were based. He admitted that the
elements themselves were public property but asserted that
his arrahgement of them was original. Mr. H. Robert, who
was one of the plaintiff’s associates in I'Information Spor-
tive but expressly disclaimed any interest in his copyright,
said that the plaintiff’s arrangement was original in its
selection of two lists of clubs, one giving the results of
games already played and the other the schedules of the
games to be played by the clubs selected for the following
week, and that the plaintiff’s system was the first one he
had seen embodying such a feature until he saw the same
feature in the defendant’s publication, and Mr. J. L. Le-
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tourneux, who had been one of the plaintiff’s earlier asso-
ciates, also gave evidence of a general nature that there
was no other publication like “L’Information Sportive”.
On the other hand, it was shown for the defendant that
there was nothing original in putting on a competition or
draw with the winning of prizes dependent on the results
of sports contests. There was, for example, the system
which Mr. P. Gauthier claimed as his and there were many
others on the market under various names, such as Union
Four Way, Royal Five Way, Reliable Fair Way, Dominion
Card. In each of these the purchase price of an entry
card or ticket was 25 cents. Some of these did not involve
any competition at all in that there was no questionnaire
but were merely schemes or systems in which the parti-
cipants bought a chance and the winners were determined
by the results of sports contests. I need not decide whether
there was anything original in the plaintiff’s arrangement
of elements or not. That question is, in my opinion
immaterial and all the evidence bearing on it was, strictly
speaking, irrelevant and inadmissible. It is, I think, an
elementary principle of copyright law that an author has
no copyright in ideas but only in his expression of them.
The law of copyright does not give him any monopoly in
the use of the ideas with which he deals or any property
in them, even if they are original. His copyright is con-
fined to the literary work in which he has expressed them.
The ideas are public property, the literary work is his own.
Every one may freely adopt and use the ideas but no one
may copy his literary work without his consent. Riddell
J. A, of the Ontario Court of Appeal in Deeks v. Wells (1)
adopted the following statement of principle:

There can be no copyright in ideas or information, and it is no
infringement of copyright to adopt the ideas of another or to publish
information derived from another, provided there is no copying of the
language in which those ideas have, or that informsation has, been pre-
viously embodied.

Thus, even if it were conceded that the plaintiff had devised
a novel arrangement of elements this cannot help him for
the novelty of an idea cannot be the subject of copyright
protection.

A third objection submitted by counsel was that the
Commissioner of Patents had no statutory power to annul

(1) (1931) O.R. 818 at 834.
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the first certificate of registration and issue a second one in
its place for a different work and in the name of a different
person and that the second certificate was of no effect.
I express no opinion on this objection, but even if it were
sound it would not affect the plaintiff’s cause of action, if
he has one. Under the Copyright Act copyright in a
literary work does not depend on registration but arises
automatically from authorship. If, therefore, the plaintiff
had any copyright he could bring an action for its infringe-
ment even if he had never obtained any certificate of regis-
tration. The registration of a copyright does not confer
upon the author of a literary work any right that did not
already belong to him by virtue of his authorship.

It is plain from the statement of claim and the evidence
that the plaintiff has misconceived the nature of his copy-
right and the extent of the protection that it affords. While
it was stated that the object of the competitions, both that
of the defendant as well as that of the plaintiff, was to
promote the sale of their respective publications, I could
not help feeling that the parties were primarily concerned
with the success of their competitions rather than the sale
of their publications. I find it difficult, to say the least, to
believe that any one would pay 25 cents for a copy of
either “L'Information Sportive” or “Mots Croisés” if that
was all he was getting. What the so-called purchaser of
the paper or leaflet was really doing was buying a chance
to win a prize in the so-called competition. It seems clear
to me that what the plaintiff was really seeking was pro-
tection of his competition against the encroaching com-
petition run by the defendant. Undoubtedly, it was this
competition that ate into the profits he had made from his
own competition when he was exclusively in the field.
Thus, what the plaintiff was attempting to protect was
the arrangement or system for conducting a competition
that he said he had devised. Unfortunately for him, the
law of copyright does not give him any such protection.
Just as an author has no copyright in the ideas he has
expressed even although they are original, but only in his
expression of them, so also no person has any copyright in
any arrangement or system or scheme or method for doing
a particular thing even if he devised it himself. It is only
in his description or expression of it that his copyright
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subsists. This principle was tersely put by Lindley L.J. in

the leading case of Hollinrake v. Truswell (1) as follows:

Copyright, however, does not extend to ideas, or schemes, or systems,
or methods; it is confined to their expression; and if their expression is
not copied the copyright is not infringed.

and there has never been any departure from this principle.
I am, therefore, of the view that in seeking to protect his
system for condueting a competition from encroachment
by the defendant the plaintiff was attempting to use the
law of copyright for a purpose to which it is not applicable.
He claimed more than the law permits.

If the plaintiff has any copyright it must be in some
original literary work. He was hard pressed on his cross-
examination to identify the literary work to the protection
of which his copyright is restricted and appeared to be
torn between the description of his arrangement given in
the letter of October 2, 1947, to the Commissioner of
Patents in which the request for registration of a copy-
right was first made and the text giving the details and
conditions of his “Concours: Recrutement d’Abonnés” that
appeared on page 9 of each issue of “L’Information Spor-
tive”, but counsel for the plaintiff in an able argument
contended that the literary work in which the plaintiff had
his copyright consisted of the article or writing on page 9
of each issue of “L’Information Sportive” together with
the subscription receipt that went with it. It was in these
two documents that the plaintiff expressed and described
hig arrangement and system for conducting his competition.
I see no reason why this identification of the literary work
in which the plaintiff has his copyright should not be
accepted. It is only for this work, and not for any ideas
or any arrangement or system for conducting a competition
expressed or described in it, that the plaintiff has any pro-
tection. If he is to succeed in an action for infringement
of copyright he must show that his literary work has been
copied. It will not be enough to prove that his ideas have
been adopted or that his arrangement or system has been
used.

It is plain from this statement of the nature of the
plaintiff’s right that substantial amendments of the state-
ment of claim are required to make it accord with the proven
facts. If it had been necessary to do so I would have

(1) (1894) 3 Ch.D. 420 at 427.
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1950  given further consideration to the application of counsel
M:gau for the plaintiff for leave to make the necessary amend-
St Vf:icent ments, subject to proper terms, but in view of the con-

i clusion I have reached I need not deal with it.

Th‘T P There is, in my judgment, no doubt that the defendant’s
competition was similar in its essential principles to that
conducted by the plaintiff. He made use of similar elements,
namely, a numbered receipt, lists of clubs and the results
of sports contests and a questionnaire and his arrangement
of the elements and his system of conducting his com-
petition were likewise similar. And it may well be that he
acquired his knowledge of the arrangement and system he
used for his competition from the expression and descrip-
tion contained in the plaintiff’s literary work. If he did,
there is nothing in the law of copyright that prevents him
from so doing,.

To succeed in his claim the plaintiff must show that the
defendant copied, not his ideas or his arrangement or
system, but his literary work. This, in my opinion, he
cannot do. Counsel made much of certain facts and
actions of the defendant prior to embarking on his own
publication as indicative of his intentions. Undoubtedly.
he was thoroughly familiar with the details of the plaintiff’s
competition and very deliberate in his preparations to leave
the employ of L’Information Sportive and start a com-
petition of his own. It is clear that he was concerned with
the extent of the plaintiff’s rights under his copyright for
he made a special trip to the Copyright Office at Ottawa
to enquire about the matter. Then he began to solicit
distributors and vendors to see whether they would handle
his publication if he brought one out. Then on the same
day as he sent his telegram of resignation he registered his
declaration of firm name and applied for registration of
his own copyright. Then he had a discussion with Mr.
Robert in which he questioned the value of the plaintiff’s
copyright and asked him to go in with him. Then they
consulted two lawyers whose views as to the protection
given by the plaintiff’s copyright differed. Far from indi-
cating an intention to infringe the plaintiff’s copyright
these actions of the defendant suggest carefulness on his
part not to do so. Obviously, there must be similarities
between the defendant’s “Quizz général de la publication



Ex.C.R.] EXCHEQUER COURT OF CANADA

Loisir Favori Enrg.” and the plaintiff’s “Concours: Recru-
tement d’Abonnés” to the extent that both are based on
an arrangement of elements and a system for conducting
a competition that are essentially the same but a com-
parison of the two literary works show that the former is
not a copy of the latter. The lists of the clubs are different
and the results of the sports contests are set out differently;
the texts of the conditions and rules for the two com-
petitions are not the same; the questions in the plaintiff’s
questionnaire relate to sports, whereas those in the defen-
dant’s quizz are of a general nature. The receipts likewise,
although necessarily similar in that both are receipts, are
different in text, type and appearance. Nor can the fact
that in one issue of the plaintiff’s paper the word “engen-
cement” was used erroneously for “agencement” and a
similar error appears on the back of the defendant’s leaflet
in the form of “engensement” outweigh the other evidence
of difference. And while I have not overlooked the fact
that copying need not be word for word if there is colorable
imitation. I am also of the view that there should be no
anxiety to find copying in a case such as this and thereby
indirectly give protection to a system of competition such
as that conducted by the plaintiff when the law does not
give it directly.

Under the circumstances, I have no hesitation in finding
that the defendant has not copied the plaintiff’s literary
work or otherwise infringed his copyright and that the
plaintiff’s action must be dismissed with costs.

Judgment accordingly.
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1950 BrrwesN:
Feb.2,3,67 ROBERT JOHN GINN, by his |
next friend FLORENCE GINN, | SUPPLIANTS;
and FLORENCE GINN....... J
AND
HIS MAJESTY THE KING............ RESPONDENT.

Crown—Petition of Right—Damage for injury to infant suppliant from
picking up a No. 69 close action grenade—Exchequer Court Act, R.S.C.
1927, c. 84, s. 19(c), 60A—Crown not responsible unless statutory con-
ditions of Lability proved to have been present—Onus of proof on
suppliant—Liability of Crown not to be determined on basis of
conjecture—No duty on Crown to explain presence of bomb—Negh-
gence of officer or servant of Crown not to be presumed.

On March 30, 1945, the infant suppliant, a boy of 13, while walking along
part of the river bed of the Rideau River, the water being low and
leaving a considerable distance between the river bank and the water’s
edge, picked up a No. 69 close action grenade thinking it was a bottle.
While he wag holding it in his right hand and jumping from stone to
stone to keep out of the mud it exploded with the result that he was
seriously hurt and lost his right hand and right eye.

Held: That unless there is evidence of negligence of an officer or servant
of the Crown while acting within the s¢ope of his duties or employment
the Crown cannot be held responsible for the supphant’s injury under
section 19(c) of the Exchequer Court Act and there is no hability
apart from it. The Crown’s liability is a statutory one and cannot
arise until all the conditions of liability fixed by the statute have been
proved to have been present.

2. That there was no evidence of how or when the grenade came to be
where the suppliant found it or who had thrown 1t there. There was
no proof that it was thrown there by any officer or servant of the crown
while acting within the scope of his duties or employment. The opinion
of a witness that it was thrown as a demonstration to troops or in
the course of a tactical scheme is no more than speculation or surmise
and cannot take the place of the evidence of fact that must be given
to discharge the onus of proof that lies on the suppliant.

3. That it 18 not permissible to determine the hability of the Crown under
section 19(c) of the Exchequer Court Act on the basis of conjecture
that the conditions of liability fixed by it were present.

4. That there was no duty on the part of the Crown to explain how the
grenade came to be where the suppliant found it and that negligence
on the part of an officer or servant of the Crown should not be pre-
sumed from the absence of such explanation. In a claim under section
19(e) of the Exchequer Court Act the suppliant must prove not only
that his injury resulted from the negligence of an officer or servant
of the Crown but also that such officer or servant was negligent
while acting within the scope of his duties or employment. The
King v. Moreau (1950) S.C.R. 18 followed.
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5. That no No. 69 grenades were 1ssued to the Ottawa area depot prior
to May 21, 1943. Consequently, whoever threw the grenade must
have brought 1t into the area from outside. If he did so it could
not have been thrown in the course of duty.

6. That there was no evidence of lack of care in the issue or handhng
of the grenades on the part of the military authorities.

PETITION OF RIGHT by the suppliants seeking dam-
ages for injury to infant suppliant from picking up a No. 69
close action grenade.

The action was tried before the Honourable Mr.
Justice Thorson, President of the Court, at Ottawa.

A. Macdonald, K.C. and G. J. Gorman for suppliants.
E. G. Gowling, K.C. and A. H. Laidlow for respondent.

The facts and questions of law raised are stated in the
reasons for judgment.

TaEr PrESIDENT on the conclusion of the trial (February
7, 1950) delivered the following judgment:

In the afternoon of March 30, 1945, the suppliant Robert
John Ginn, then 13 years of age, and two companions, Jack
Calderwood and Junior Cameron, aged 12 and 11 years
respectively, were on the Bowesville Road south of Ottawa.
When they were near Mooney’s Bay on the Rideau River
they left the road and went down to the Bay. The water
was low and there was a considerable distance between the
river bank and the water’s edge. The boys walked along
this part of the river bed. One of them found a crab and
then they looked for something in which to put it. The
suppliant Robert John Ginn found what he thought was a
bottle lying in the mud and picked it up. He shook it and
heard a rattling noise inside. He tried to open the bottom,
which had a base plug in it. He held the object in his
left hand and tried to unscrew the plug with his right but
was unable to do so. He called the other boys over and
showed them what he had found. They looked at it and
then turned towards the water to continue their search for
a container. The suppliant then jumped from stone to stone
to keep out of the mud, holding the object in his right hand.
He had taken only a few steps when it exploded.
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The suppliant was very seriously hurt as the result of the
explosion. His right arm was badly mangled and his hand
and part of his forearm above the wrist had to be ampu-
tated. Fragments of the exploded object had penetrated his
right eye and it had to be removed. There were also
abrasions and lacerations about his face and forehead, which
have left some scars, and some abrasions on his left leg at
the knee and ankle. He suffered severe pain and nervous
shock. While he was not rendered unconscious by the
explosion, there was some concussion. Although the X-rays
did not show any skull fracture Dr. Pennock, who attended
him, thought that the outer table of his skull had been
fractured. The suppliant was in the Ottawa Civic Hospital
for about six weeks and then confined to his home for about
another month., Apart from being somewhat underweight
he is now, except for his permanent injuries, in fairly good
health but still has some pain in the head and leg and is
easily upset. He wears an artificial eye and an artificial arm
but neither of these is satisfactory and both will have to
be replaced. He is now a student in his third year at the
Ottawa Technical High School taking a course in Commer-
cial Art. He must adjust himself to his ‘disabilities. He
had intended to be a photographer but this is no longer
possible. He has also had to give up his music in which he
showed promise. He was right-handed and has had to learn
to draw with his left hand. He is under a very serious
handicap by reason of the loss of his eye and hand.

The suppliant Florence Ginn has incurred hospital and
medical expenses as follows:

Dr. Pennock ...ccvevevneecenasossosoncsrssisaersensosnsnes $200.00
Ottawa Civic Hospital ...ccoceverrerrnceecnreneroannacenens 219.60
Dr.C.C.8mart ..oooviveriiniiiiresntsotenseecesecennnnnns 37.00

making a total of $456.60.

It is for the injuries thus suffered that this petition of
right is brought by the suppliant Robert John Ginn by his
widowed mother Florence Ginn as his next friend and by
the suppliant Florence Ginn for the hospital and medical
expenses incurred by her.

If I were of the opinion that the suppliants are entitled
to any of the relief sought in the petition of right I would
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award the suppliant Robert John Ginn the sum of $12,000
as general damages and the suppliant Florence Ginn the
sum of $456.60 for hospital and medical expenses.

The suppliants’ claims are made under section 19(c) of
the Exchequer Court Aet, R.S.C. 1927, chapter 34, as

amended, which reads as follows:

19. The Exchequer Court shall also have exclusive original jurisdiction

to hear and determine the following matters:—

(¢) Every claim against the Crown arising out of any death or injury
to the person or to property resulting from the negligence of any
officer or servant of the Crown while acting within the scope of his
duties or employment.

To succeed in their claims the suppliants must prove not
only that the injuries suffered by the suppliant Robert
John Ginn resulted from the negligence of an officer or
servant of the Crown but also that such negligence occurred
while the officer or servant was acting within the scope of
his duties or employment. The onus of proof of these mat-
ters lies on the suppliants. The onus is not a light one.

The suppliant Robert John Ginn did not know what the
object he picked up was or what it was made of and no
pieces of it were produced. He had never seen a similar
object before and did not suspect that it was dangerous.
He was shown an object, filed as Exhibit 3, which counsel
for the respondent admitted was a No. 69 close action
grenade and said that it resembled the object he picked up.
It was black and shiny like Exhibit 3 but he could not say
whether there was a safety or protective tape on what he
picked up such as there was on Exhibit 3. It could have
been without a cap and tape. The evidence of Jack Calder-
wood was that there was no tape on what he saw when
the suppliant called him over. It looked exactly like
Exhibit 3 without the cap and tape. I am satisfied that
what the suppliant picked up, thinking it was a bottle, was
a No. 69 close action grenade without the safety cap and
protective tape.

The No. 69 close action grenade was originated and made
in Great Britain for use as an infantry close action combat
weapon. Towards the end of the war, as will appear later,
it was also made in Canada for the use of the Canadian
army. It contains several kinds of explosives. The main
charge is baratol, a high explosive consisting of 80 per cent
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1950 trinitrotoluene and 20 per cent barium nitrate inserted in
Ginverat. powder form into the body of the grenade by a vacuum
process. The baratol is an inert compound and cannot be
set off without a detonator. The detonator, a very sensitive
one, contains a base charge of tetrol and a primary charge
of a mixture of lead azide and lead styphnete. This is set
off by a flash from an ignition cap which contains a mixture
of mercury fulminate and potassium chlorate. The ignition
cap has to be struck by a striker, a steel firing pin. The
substances referred to are not affected by freezing and thaw-
ing and while the permeation of water in them may reduce
their explosive effect and cause a misfire it cannot wholly
destroy it. The casing of the grenade is made of black
bakelite, a plastic substance that retains its glossy
appearance.

The structure and mechanism of the No. 69 grenade,
illustrated by a chart, Exhibit 6, was explained by Captain
A. Piper, pensions officer of the Canadian Legion and a
war veteran, who was an experienced instructor in the use
of various small arms, including the No. 69 grenade, both
overseas and in Canada. The grenade has a safety cap on
top. When it is issued for immediate use there is a strip
of adhesive tape around this cap. It serews on and covers
the neck of the grenade. Around this a protective tape is
wound. This has a leaden weight at its outer end and a
metal pin at its inner one. This goes through a hole in the
neck of the grenade and a hole in the striker and holds it up.
The striker is also held in place by a creep spring. Above
the striker there is a round metal ball and below it the
ignition cap and below the cap the detonator. The deton-
ator is inserted into the centre of the grenade through a
hole in the bottom into which a base plug is screwed. The
bottom of the detonator rests on a rubber plug inserted into
the top of the base plug and the top is open towards the
ignition cap. The detonators are packed separately and are
inserted in the grenades out on the range before their issue
for use. When the grenade is to be thrown the adhesive
tape around the safety cap is removed and the safety cap
unscrewed. The grenade is then thrown with the index
finger curled around the protective tape so that it will not
unravel until it is in flight. When it is flight the lead weight
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causes the tape to unravel and pull out the pin that holds up
the striker. The grenade normally explodes on impact with
a hard surface. The striker with the added weight of the
metal ball overcomes the resistance of the creep spring and
hits the ignition cap. The flash from it is directed into the
detonatorand sets it off. The detonation waves travel down
through the detonator and set off the main charge and it
explodes. The casing breaks up into very small fragments
and the metal parts also break up but not into such small
pieces. The explosion made by the grenade is a loud one.
The grenade is dangerous only at close quarters, its danger
area being 30 yards. If the grenade does not explode through
landing on soft ground or for any other reason it is called
a blind, but this does not mean that it has ceased to be a
source of danger to some one who picks it up. The grenade
cannot explode so long as the protective tape is around its
neck with the pin holding up the striker. The fact that
the grenade exploded while the suppliant held it in his hand
while jumping from stone to stone indicates that the pro-
tective tape was not on it and that it had been thrown but
was a blind. That is also indicated by the fact that the
grenade rattled when the suppliant shook it for it cannot
rattle if the tape is on it and the safety pin holds up the
striker.

1t is important, to describe the place where the suppliant
found the grenade. It was west of the Bowesville Road and
a short distance north of the intersection of the Walkley
Road. A plan of the locality was filed as Exhibit 1. On
this the suppliant Robert John Ginn marked with an X
the spot where he found the object that caused his hurt.
The evidence is that immediately west of the Bowesville
Road highway there is a narrow level strip of land and then
a steep slope of from ten to fifteen feet down to the river
bank. Along part of this bank there was a low stone wall
about 200 feet long and from two and a half to three feet
high that had been built as a retaining wall or breakwater
to protect the bank. It served as part of the river bank.
The usual summer water level of the river was about six
feet higher than at the date of the accident. The river bed
comes right up to the stone wall. After heavy rains the
water comes almost up to the top of it. It was in the mud
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of the river bed west of this stone wall that the suppliant
found the grenade. He remembered the spot because it was
near the stone wall. It was lying on its side in the mud
about three-quarters of an inch deep. The spot was approxi-
mately 20 feet from the water’s edge. The mud of the river
bed was soft. Mr. Currie, to whose evidence further refer-
ence will be made, said that he saw a small hole where the
bomb had been dug up. He placed it on Exhibit 1 farther
away from the stone wall than the suppliant did. The
evidence also shows that a short distance south of the stone
wall there is a swimming beach to which many people
come in the summer.

There was no evidence of how or when the grenade came
to be where the suppliant found it or who had thrown it
there.

Counsel for the suppliants adduced evidence to show that
military manoeuvres had taken place not far from the scene
of the accident and that members of the armed forces of
Canada, deemed to be servants of the Crown by section 50A
of the Exchequer Court Act, had frequently been in the
district. Mr. George Otterson, a dairy farmer on land south
of the Walkley Road and west of the Concession Road,
shown on a plan of the district filed as Exhibit 2, said that
land in the area had been quite extensively used for mili-
tary manoeuvres and referred particularly to a manoeuvre
on the farm to the north of his land owned by Mr. Bebek.
This was in the spring of 1943 or 1944. He remembered a
number of trucks and that the soldiers carried rifles and that
he had heard rifle shots. On other occasions he had heard
loud explosions like those of dynamite. He could tell the
difference between the sound of dummy cartridges and live
ammunition but could not state and did not suggest that
live ammunition had been used at any time. He had often
seen troops marching on the Walkley Road and convoys on
the Bowesville Road. In the winter he had seen ski troops
on the river coming south from Hog’s Back. He also
remembered seeing tracks in the snow about 100 feet from
the stone wall which he thought were those of Bren gun
carriers but had never seen any such vehicles there. In
nice weather soldiers often sat on the stone wall while eating
their lunch. Mr. Alex Bebek, a farmer owning land immedi-
atelv north of Mr. Otterson’s, said that one spring, the
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year of which he did not remember, an officer had asked per-
mission to go on his land and that soldiers had come and
been there all day engaged in war games. They carried
rifles and he heard the sounds of rifle fire but didn’t pay any
attention. He had often seen troops on the Concession
Road carrying rifles but did not notice any other weapons.
He had also seen tanks there. The manoeuvre on his land
was a long time before the date of the accident. Mr.
William C. Graham, another dairy farmer, who lived right
at the intersection of the Bowesville Road and the Walkley
Road said that in 1943 and 1944 he had frequently seen
troops in the area, in trucks or on foot, and had seen ski
troops in the winter time. He saw the troops in the
manoeuvre on Mr. Bebek’s property but did not hear or see
anything unusual. He had heard shots in the locality but
did not know where they came from and did not hear any
explosion that did not sound like a rifle shot. And Mr.
G. F. Currie, a retired civil servant, who lived a short
distance south of the junction of the Bowesville Road and
the Wialkley Road and had heard the explosion and rushed
over to help the suppliant Robert John Ginn after he had
been hurt, had frequently seen troops in the area, marching
or in trucks, going up the Walkley Road or up the Bowes-
ville Road to the Airport. He had also seen Bren gun car-
riers and amphibious ducks practising in the water. In the
winter there were ski troops crossing the ice from the Pres-
cott Road side of the river. There had been practice
manoeuvres in the area east of the railway tracks. He had
heard rifle fire that sounded like blank ammunition and
other sounds like those of Mills bombs with a small charge.
The manoeuvres he had heard were about a year before the
accident. Mr. K. J. Matheson, formerly a general staff
officer in the Directorate of Staff Duties (Weapons), also
gave evidence that in the autumn of 1944 or in the spring of
1945 he had seen a demonstration at Mooney’s Bay of two
vehicles, one an amphibious truck, dukw, commonly known
as a duck, and the other an amphibious jeep, given for the
benefit of & number of staff officers who had not seen such
vehicles. This was right near the junction of the Bowesville
Road and the Walkley Road. There was no evidence that
any ammunition was used or carried in connection with this
demonstration.
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There is nothing in the evidence of any of these witnesses
that could fasten any negligence on any officer or servant of
the Crown while acting within the scope of his duties or
employment. But unless there is evidence of such negli-
gence the Crown cannot be held responsible in law under
section 19(c) of the Exchequer Court Act for the suppliant’s
regrettable misfortune and there is no liability apart from
it. The Crown’s liability is a statutory one and cannot arise
until all the conditions of liability fixed by the statute have
been proved to have been present.

Counsel for the suppliants relied strongly on the evidence
of Captain Piper. He gave evidence of the mechanism and
operation of the bomb, his experience with it and the prac-
tice and regulations relating to its use for training purposes,
and expressed the opinion that the grenade which the sup-
pliant picked up was thrown there as a demonstration to
troops or in the course of a tactical scheme. There is no
evidence at all that it was so thrown. And Captain Piper’s
opinion cannot take the place of the evidence of fact that
must be given to discharge the onus of proof that lies on the
suppliants. It is no more than speculation or surmise. It
is not permissible to determine the liability of the Crown
under section 19(c) of the Exchequer Court Act on the
basis of conjecture that the conditions of liability fixed by
it were present. This was decided recently by the Supreme
Court of Canada in The King v. Moreau (1). There a
young boy had picked up a fuse in a ditch beside a road
and was later hurt by it. While the facts of that case
are distinguishable from those of this one I refer to it
because of the remarks of Michaud C.J., then Deputy
Judge of this Court, who held the Crown liable for the
injury to the boy and awarded substantial damages, and
the reversal of his decision by the Supreme Court of
Canada. Michaud C.J. assumed that there was a duty of
explanation of how the fuse came to be in the ditch and
that in the absence of any such explanation negligence could
be presumed. He said:

In the absence of any excuse or explanation from the army officers
charged with the custody of such dangerous explosives, one is driven to
the conclusion that someone along the line from Ordnance Headquarters
down to some commissioned or non-commissioned officer in charge of
target or mortar firing practices did not keep a proper check of these

(1) (1950) S.CR. 18.
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bombs entrusted to his care. Such failure on the part of an officer or
servant of the Crown is negligence while acting within the scope of his
duties or employment.

The Supreme Court of Canada unanimously took a differ-
ent view. Rinfret C.J., delivering the judgment of the
Court, said, at page 23:

je ne puis m’accorder avec I'honorable juge & I'égard du principe qu'il
pose qu'il appartenait aux officiers du camp d'expliquer la présence de la
fusée dans le fossé du chemin conduisant de Rimouski au camp d’entraine-
ment et que, en I'absence de cette explication, la conséquence irrésistible
étart qu’il y avait eu négligence de la part des officiers en charge dans
Texercice de leurs fonctions. Je crois que par 13 la Cour est entrée plutds
dans le domaine des conjectures que dans celui des présomptions qu’un
tribunal est justifié de tirer des faits prouvés.

La doctrine et la jurisprudence sont bien arrétées sur ce point et ne
souffrent plus de discussion. Elles exigent que les présomptions sur les-
quelles peut valablement se fonder une conclusion de ce genre soient
graves, précises et concordantes.

And at page 24, the Chief Justice put the principles to be
followed in a claim under section 19(¢) of the Exchequer
Court Act as follows:

Or, le raisonnement du juge de premiére instance, en posant le principe
qu’ill incombait aux officiers militaires en charge de fournir une explica-
tion ou une excuse pour la présence de la fusée dans le fossé, péche done,
4 mon humble avis, par deux cOtés essentiels: premiérement, il suppose
que la Couronne avait le fardeau de la preuve et qu'elle devait se disculper,
alors que l'article 19(c) ne permet le maintien d’'une réclamation contre
la Couronne, & raison de la mort ou du dommage causé & la personne ou
& la propnété, que dans le cas ol elle résulte de la négligence de Pofficier
ou du serviteur de la Couronne. Il faut évidemment, dés lors, que le
pétitionnaire, ou le réclamant, prouve cette négligence. Cette preuve ne
peut résulter de conjectures ou de suppositions comme celles que nous
avons ici. Je ne trouve aucun fait qui puisse donner lieu 3 des présomp-
tions; et, en plus, il faudrait que telles présomptions fussent graves,
préeises et concordantes. Il n'y a rien de tel dans Pespéce actuelle.

Deuxiémement, toujours en vertu de P’article 19(e), !l ne suffisait pas
4 Yintimé de prouver la négligence d'un officier ou d'un serviteur de la
Couronne, mais il fallait, en plus, qu’il prouvit que cet officier, ou ce
serviteur négligent, agissait dans les limites de ses devoirs ou de ses
fonctions.

These remarks might well be applicable in this case. The
adoption of Captain Piper’s opinion of how the grenade
came to be in the bed of the river would thus be & venture
into the realm of conjecture which the law does not permit.

Moreover, I am of the view, even if his opinion were
admissible as proof, that there is no sound basis for it. I
am unable to believe that the grenade came to be where
it was in either of the ways suggested by Captain Piper.
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The evidence adduced for the respondent proves that the
first No. 69 grenades made in Canada came to the Ordnance
Depot at Petawawa on August 3, 1944, They had been in
common use in England before then but were not used in
Canada. Petawawa received their shipment from the first
month’s production of the grenades in Canada. Then on
August 12, 1944, the Chief of the General Staff of the
Canadian Army issued Canadian Army Routine Order 4769,
applicable to active formations, units and personnel of the
Canadian Army. This reads as follows:

4769—GRENADES No. 69—USE OF FOR TRAINING PURPOSES—4769

1. The following safety rules for use of the No. 69 grenades for training
purposes will be strictly adhered to:—

(a) All ranks concerned must be well acquainted with the details of

thig grenade as laid down in Small Arms Training, Vol. I, Pam.

No. 13 (1942) Lesson 5.

(b) The No. 69 grenade will only be used for training purposes
as follows:—

(i) During weapon training periods when men are actually being
trained in throwing live grenades,

(ii) During exercises when live ammunition is being used, eg.
battle practices and field firing.

(iii) During properly supervised assault courses.

(iv) During exercises with troops when live ammunition is not
being used, No. 69 grenades will not be thrown except by
instructors or umpires and then only if no thunder-flashes are
available.

(¢) When used in place of thunderflashes during exercises the grenades
will, whenever possible, be thrown behind banks and into ditches.
They will be thrown behind rather than in front of troops, to
minimize the risk of eye injuries from flying fragments.

(d) No. 69 grenades will never be thrown at advancing troops.

(e) The grenades will be regarded as having a danger area of 30 yards.

(f) They will never be used at night for training purposes.

(g) These grenades will be thrown only on such ground as will ensure
their being readily found if a blind occurs. All blinds are dangerous
and must invariably be destroyed where they lie in the same way
as other types of grenades. For this reason grenades must not
in any circumstances be thrown into water.

2. Serious accidents have recently occurred during training through
ignorance -of the capabilities of the No. 69 Bakelite grenade and from
non-adherence to safety rules.

8. Commanding Officers of units carrying out training with the No. 69
grenade will, therefore, ensure that the safety rulees as detailed above are
strictly adhered to, and that all ranks are informed that this grenade is a
lethal weapon and must not be moved once it has been thrown and is in
an armed condition,

4. Attention is drawn to R.O. 4768 covering removal of detonators

from No. 69 grenades.
(HQ. 54-27-35-301)
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This order was widely circulated and would reach the atten-
tion of all persons concerned with training in the use of
the grenade. Certainly, instructors in its use would be
made familiar with it. Under the circumstances, it would
be unreasonable to assume that any instructor would throw
a grenade into Mooney’s Bay as a demonstration to troops.
Certainly, Captain Piper would not have done so. It was
a most unlikely place for such a demonstration. The Bowes-
ville Road is a well travelled highway just a few feet from
the Bay and there are houses not far away. And Order
No. 4769 expressly says that the grenades must not in any
circumstances be thrown into water. Moreover, it would
not have been possible for an instructor to throw the grenade
in the course of duty, for the evidence for the respondent
shows that there were no No. 69 grenades issued to No. 26
Central Ordnance Depot, the Ottawa area depot, prior to
May 21, 1945, almost two months after the accident.
Consequently, no instructor in Ottawa could have obtained
any grenades in the Ottawa area prior to the date of the
accident. The suggestion that an instructor threw the
grenade into the river as a demonstration to troops is, in
my view, a preposterous one. It is equally preposterous to
suggest that he would throw it into the soft mud, if the
water was low, and leave it there without taking any steps
to destroy it.

The suggestion that the grenade landed in the spot where
the suppliant picked it up in the course of a tactical scheme
is equally untenable. There was no evidence of any tactical
scheme at Mooney’s Bay, let alone a scheme involving the
use of live ammunition. It is quite unreasonable to think
that any tactical scheme involving the use of live ammuni-
tion would be ordered at such a place, adjacent to a busy
highway and with houses nearby. Moreover, if any tactical
scheme had been ordered for that area no No. 69 grenades
could have been available for it from the Ottawa area prior
to the date of the accident for there were no grenades in
store in the area at that time. And no tactical scheme
involving the use of No. 69 grenades would be held at any
place other than an official range, such as for example,
the Connaught ranges at South March.
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There is no substance in the submission that the grenade

GINNE-“,, came to be where it was through having been thrown there
Tan ke 98 Captain Piper suggested.

Thorson P.

While no grenades were issued to No. 26 Central Ordnance
Depot until May 21, 1945, there were issues to the District
Ordnance Depot at ngston prior to the date of the acci-
dent and to other depots. It would, therefore, seem clear
that whoever threw the grenade must have brought it into
the Ottawa area from outside. If he did so it could not have
been thrown in the course of duty. But who that person is
and when and why he threw the grenade where he did
remain unanswered questions, and speculation as to possible
answers is idle.

In any event, there is no proof that the grenade was
thrown there by any officer or servant of the Crown while
acting within the scope of his duties or employment. This
distinguishes the present case from that of The King v.
Laperriere (1).

Nor is there any evidence of lack of care in the issue or
handling of the grenades on the part of the military authori-
ties. On the contrary, the evidence shows that great care
was taken to see that they were properly issued and
accounted for and that reasonable efforts were made to
ensure that grenades that did not explode when thrown
were destroyed. Unfortunately, notwithstanding such care
this accident happened.

Under the circumstances, since the suppliants have not
been able to satisfy the requirements of section 19(c) of the
Exchequer Court Act the Court has no alternative other
than to find that the Crown is not liable in law for the injury
suffered by the suppliant Robert John Ginn and judgment
must be given that neither of the suppliants is entitled to
any of the relief sought by them. The respondent is
entitled to costs.

Judgment accordingly.

(1) (1946) S.CR. 415.
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BeETwWEEN:

THE B. F. GOODRICH COMPANY........ ApPLICANT;
AND
J.A. &M. COTE LIMITEE. ............. RESPONDENT.

Trade Mark—The Unfair Competition Act, 1932, 22-23 Geo. V, c. 38,
8. 2(k), 2(1), 23, 26(1)(f)—“Shuglov’—“Footgluv’—Application to
expunge—Whether marks similar—Whether wares similar—Intention
to abandon trade mark “Shuglov” not established.

Alleging similarity of the two marks and of the wares on which they
were respectively registered, the B. F. Goodrich Company, an Ame-
rican corporation and the owner of the trade mark “Shuglov” as
applied to “footwear, particularly rubber boots and shoes and rubber
overshoes” registered in October, 1932, but very scarcely used or
advertised in Canada, sought to have expunged from the register
the trade mark “Footgluv” registered in May, 1942, by respondent as
applied to “footwear in the form of boots and shoes” and, since
July, 1945, by amendment to “leather boots and shoes”.

Held: That the respondent’s wares are not similar to those of applicant
and they are not likely to be associated with each other by dealers
in them or users thereof so as to cause such dealers or users to infer
that the same person assumed responsibility for their character or
quality, for the conditions under which or the class of persons by
whom they were produced, or for their place of origin.

2. That the parties’ trade marks are not so similar that the contempo-
raneous use of both would create confusion among dealers in their
wares or users thereof.

3. That the intention by the applicant to abandon its trade mark “Shuglov”
has not been established.

APPLICATION for an order expunging respondent’s
trade mark from register of Trade Marks.

The application was heard before the Honourable Mr.
Justice Angers, at Montreal.

Christopher Robinson, K.C. for applicant.

H. Gérin-Lajoie, K.C. and Gérald Fauteuz, K.C. for
respondent.

The facts and questions of law raised are stated in the
reasons for judgment.
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Ancers J. now (December 30, 1949) delivered the fol-
lowing judgment:

In its action the applicant prays that an order be made

in the terms of the originating notice of motion filed herein,

" striking out the entry in the register of trade marks relating

to the registration of the trade mark “Footgluv”’ No. N.S.
18206/69.

Written pleadings were ordered and duly filed.

In its statement of claim the applicant alleges in sub-
stance:

the applicant is a corporation of the State of New York,
one of the United States of America, having its principal
office in the City of New York, in the said State, and the
respondent is a corporation of the Dominion of Canada,
having its principal office at St. Hyacinthe, in the Province
of Quebec;

on October 8, 1932, the applicant obtained under the
Trade Mark and Design Act the registration of a trade
mark consisting of the word “shuglov” No. 258/55426 for
use on footwear, particularly rubber boots and shoes and
rubber overshoes, and the register under the said Act forms
part of the register maintained under the Unfair Com-
petition Act so that no person was entitled after the coming
into force of the last mentioned Act to adopt the same or a
similar trade mark for the same or similar goods;

since before the date of the said registration until pre-
vented by war regulations affecting rubber the applicant
continuously used the said mark on footwear of which
rubber was the principal material, but simulating in ap-
pearance footwear made of other materials and between
the years 1932 and 1940 inclusive expended an average
of about $22,000 annually in advertising the said footwear
in the magazines “Esquire”, “Good Housekeeping”, “Har-
per’s Bazaar”, “Vogue”, “Women’s Home Companion”,
“Ladies’ Home Journal” and “Life”, each of which publ-
cations has a substantial circulation in Canada, samples of
such advertisements being on file in this Court as exhibits
to the affidavit of A. C. Brett sworn on March 13, 1945;

the respondent on May 8, 1942, obtained registration at
Folio N.S. 18206 of Register 69 in the register of trade
marks maintained under the Unfair Competition Act, 1932,
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of the trade mark “Footgluv” in respect of wares deseribed
as “Footwear in the form of boots and shoes”, and on
July 11, 1945, the respondent amended the said regis-
tration by substituting the - word “Leather” for the word
“Footwear” in the statement of wares herein above-quoted;

the marks “Shuglov” and “Footgluv” are similar as are
also the wares for use on which they are respectively
registered.

In its statement of defence the respondent pleads in
substance:

it admits the designation of the parties contained in
paragraph 1 of the statement of claim:

it admits that on October 8, 1932, the applicant obtained
under the Trade Mark and Design Act the registration of
a trade mark consisting of the word “Shuglov” No. 258/
55426 as applied to “footwear, particularly rubber boots
and shoes and rubber overshoes”, and that the register
under the said Act forms part of the register maintained
under the Unfair Competition Act, 1932, but denies the
remainder of the paragraph as drawn;

it denies that since before the date of the said regis-
tration the applicant has continuously used the trade mark
“Shuglov” and it avers that the applicant has failed to
ever make use of the said mark “Shuglov” to any appre-
ciable extent, particularly in Canada, that, if the said mark
has ever been used by the applicant, it has since a number
of years become abandoned, particularly in Canada, that
at no time have war regulations affecting rubber, either in
Canada or the United States, prevented the applicant from
manufacturing and selling rubber overshoes or from other-
wise making use of the said mark, that whatever use may
have been made of the said mark by the applicant was
exclusively on rubber overshoes and that the applicant in
its advertisements stressed the point that such rubber over-
shoes are not shoes, but “smart rubbers”;

it admits that the respondent on May 8, 1942, obtained
registration in the register of trade marks maintained under
the Unfair Competition Act, 1932, of the trade mark
“Footgluv” in respect of wares described as “Footwear in
the form of boots and shoes”, except that the amendment
of its trade mark “Footgluv” made on July 11, 1945, con-
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sisted in substituting the word “Leather” for the words
“Footwear in the form of”, so that the respondent’s mark
now applies to leather boots and shoes;

it denies that the marks “Shuglov” and “Footgluv” and
the wares for use on which they are registered are similar;

the said marks “Shuglov” and “Footgluv” are not similar
within the meaning of the Unfair Competition Act, 1932,
and do not lead to confusion;

the applicant is a well-known manufacturer of and dealer
in rubber products exclusively, carrying on business as such
throughout the United States and Canada, and such use as
it may have made of its mark “Shuglov” has been exclu-
sively in connection with the sale of rubber overshoes;

the respondent is a boot and shoe manufacturer carrying
on business throughout Canada and has used its mark
“Footgluv” exclusively in eonnection with leather boots and
shoes;

the respective wares to which the applicant’s mark and
the respondent’s mark apply are not similar within the
meaning of the Unfair Competition Aet, 1932;

the applicant’s trade mark “Shuglov” has become aban-
doned and, subsidiarily, its registration as covering foot-
wear generally and not being restricted to rubber overshoes
and to rubber boots and shoes is too broad and covers more
than that to which the applicant might be entitled and
proceedings have been instituted and are pending before
this Court in which the present respondent is plaintiff and
the present applicant is defendant, praying that the mark
“Shuglov” be expunged and struck out from the register
or, in the alternative, that the said entry be amended by
restricting the wares in association with which the mark
is used to “rubber boots and shoes and rubber overshoes”,
which proceedings have been joined to the present case for
the purposes of proof and hearing;

since the registration of its mark “Footgluv” on April 15,
1942, the respondent, to the applicant’s knowledge and
without any opposition on his part, has made at great
expense an extensive and ever increasing use and adver-
tising, as applied to the sale of leather boots and shoes, of
its said mark, which has come to be widely known through-
out Canada as identifying the respondent’s goods, and the
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applicant’s present demand to have the respondent’s mark
expunged and struck out from the register is made too late
and the applicant is estopped from so proceeding;

the respondent therefore prays, under reserve of its said
proceedings againgt the applicant pending before this Court,
that the applicant’s present demand be dismissed.

A brief review of the evidence seems to me apposite.

[Here the learned judge reviews the evidence and pro-
ceeds] :

The facts are simple and may concisely be summed up
as follows.

On October 8, 1932, The B. F. Goodrich Company, a
corporation of the State of New York, one of the United
States of America, having its principal office in the City of
New York, obtained under the Trade Mark and Design
Act the registration of a trade mark consisting of the word
“Shuglov” for use on “footwear, particularly rubber boots
and shoes and rubber overshoes”. A duly certified copy
thereof was produced. The register under the said Act
forms part of the register kept under the Unfair Com-
petition Aect, in accordance with subsection (1) of section

23 of the latter Act, which provides:

The register now existing under the Trade Mark and Design Act
shall form part of the register maintained pursuant to this Act, and,
subject as hereinafter provided, all entries therein shall hereafter be
governed by the provisions of this Aet, but shall not, if properly made
under the law in force at the time they were made, be subject to be
expunged or amended only because they might not properly have been
made hereunder.

On May 8, 1942, J. A. & M. C6té Limitée, a corporation
organized and existing under the laws of the Dominion of
Canada, having its head office and principal place of
business in the city of St. Hyacinthe, in the Province of
Quebec, obtained under the Unfair Competition Act, 1932,
the registration of a trade mark consisting of the word
“Footgluv”, in respect of “footwear in the form of boots
and shoes”. A duly certified copy thereof was produced
and marked D.

From an entry on the back of the certificate it appears
that the record of registration was, on July 11, 1943,
amended, in accordance with section 42 of the Act, by
deleting therefrom the words “footwear in the form of”
and substituting therefor the word ‘leather”.
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1049 By his action the applicant, as already stated, seeks to
TheB.F. have an order striking out from the register No. 69, folio
Goodrich NS 18206, the entry relating to the registration of the

C
oY trade mark “Footgluv”.

v.
Jb‘giéall‘ig‘ Subsection (1) of section 26 of the Unfair Competition

——  Act enacts (inter alia) that:
Angers J. (1) Subject as otherwise provided in this Act, a word mark shall be
- registrable if it

(f) is not similar to, or to a possible translation into English or
French of, some other word mark already registered for use in
connection with similar wares.

The word “similar” is defined in paragraphs (k) and () of section 2

of the Act, which read as follows:

(k) “Similar”, in relation to trade marks, trade names or distinguishing
guises, describes marks, names or guises so resembling each other
or g0 clearly suggesting the idea conveyed by each other that the
contemporaneous use of both in the same area in association with
wares of the same kind would be likely to cause dealers in and/or
users of such wares to infer that the same person assumed respon-
sibility for their character or quality, for the conditions under
which or the class of persons by whom they were produced, or
for their place of origin;

(1) “Similar”, in relation to wares, describes categories of wares which,
by reason of their common characteristics or of the correspondence
of the classes of persons by whom they are ordinarily dealt in or
used, or of the manner or circumstances of their use, would, if
in the same ares they contemporaneously bore the trade mark or
presented the distinguishing guise in question, be likely to be so
associated with each other by dealers in and/or users of them as
to cause such dealers and/or users to infer that the same person
assumed responsibility for their character or quality, for the
conditions under which or the class of persons by whom they were
produced, or for their place of origin;

It was submitted on behalf of applicant that there is
"similarity of marks and of wares and that, at the time of
service of the originating notice of motion, the wares in
respect of which the two trade marks were registered were
identical.

I may note incidentally that the amendment by J. A. &
M. Co6té Limitée of its trade mark to limit it to leather
boots and shoes seems to me an indication of good faith.
Counsel for applicant willingly declared that he did not
question the good faith of respondent. After hearing the
evidence, I may say that respondent’s sincerity appears to
me beyond doubt.

The only difference between the applicant’s wares and
those of respondent is that the former are made of rubber
and the latter of leather. This was admitted by counsel
for applicant.
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To the observation by counsel for respondent that the
word “particularly” in the description of the wares in
applicant’s trade mark is restrictive counsel for applicant
retorted that it is not and that the reason for indicating
these specific wares is merely to afford a guide to the
registrar in determining whether a similar trade mark in
a field outside footwear should be registered or not. He
specified that, if the “Shuglov” registration only mentioned
footwear, the possibility of confusion between footwear
and rubber garments might not suggest itself to the regis-
trar, but that with the particularization of rubber boots and
shoes and rubber overshoes there might be a suggestion to
the registrar that there could be confusion between goods
which were not footwear but were rubber garments and,
on the other hand, rubber footwear, whereas if the mark
had been used on footwear made of some other material,
then there could not be as much risk of confusion between
that footwear and other garments made of rubber. Con-
trary to the spontaneous impression gathered at the hearing
I think that the word “particularly” is in this case restrict-
ive in that it limits the nature of the wares covered by the
trade mark to wares of the same category. The mark
“Shuglov” indicates an article of footwear designed to
protect the boot or shoe from snow, rain or moisture. It
applies to rubber footwear as rubbers, rubber boots, rubber
shoes and rubber overshoes. In fact those are the only
articles which the applicant has made before and after it
obtained the registration of the mark “Shuglov”’. On the
other hand, the word “Footgluv”’ designates an article of
footwear adaptable to the foot itself.

Regarding the question of similarity in relation to wares
counsel for applicant relied on Walpamur Co. Ltd. v.
Sanderson & Co. Ltd. (1); Vasenolwerke v. Commissioner
of Patents (2); Procter & Gamble Co. of Canada Ltd. v.
LeHave Creamery Co. Ltd. (3).

The facts in Walpamur v. Sanderson (supra) are some-
what similar to those in the present case, with this dif-
ference however that the trade marks therein involved both
applied to the manufacture and sale of paint in the general

(1) (1926) 43 R.P.C. 385, 393. (3) (1943) S.C.R. 433.
(2) (1935) Ex.C.R. 198, 201.
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sense of the term, viz. paints, enamels and varnishes. I
deem it proper to quote the headnote, which is fairly
accurate:

The proprietors of two Trade Marks consisting of the word “Mirabol”,
one in capital lettering and the other in seript lettering on a label, and
both registered in Class 1 in respect of enamels, paints and varnishes,
brought an action for infringement of the marks against the proprietors
of a Trade Mark consisting of the word “Muralol”’, and registered in
Class 1 in respect of colours, paints and varnishes. The Plaintiffs also
alleged in the Statement of Claim that the Defendants had passed off
goods by the use of the word “Muralol”, but early in the proceedings
the Plaintiffs informed the Defendants that they did not intend to rely
upon any specific acts of passing off. The Defendants admitted that they
had sold flat oil paints under the name “Muralol”, but alleged that the
Plaintiffs had sold under the name “Mirabol” only under-coating and
enamel, flat and glossy, not flat oil paint, and they denied that they had
infringed the Trade Marks or passed off goods. The Plaintiffs gave notice
of motion to remove the Defendants’ Mark from the Register, and the
Defendants gave notice of motion to limit the registration of the Plaintiffs’
Mark.

Held: that the Defendants had chosen the name “Muralol” honestly;
that the Defendants’ goods were sold only to the trade, and there had
not been any actual deception, but that the Defendants’ word “Muralol®
was calculated to deceive; that an injumction to restrain infringement
must be granted; ithat the Plaintiffs’ motion must succeed and the
Defendants’ motion must fail; and that the Plaintiffs ought not to have
alleged that the Defendants had passed off, but that, having regard to
the Plaintiffs’ admission, a special Order as to costs on that issue could
not be made. The defendants were ordered to pay the costs of the
action and Motions.

On page 393 Mr. Justice Astbury makes the following
observations:

What I have to decide is, whether, having regard to the fact that
both these firms carry on the business of making and selling paint in the
general sense of the term, paints, enamels and varnishes being the sort
of thing that manufacturers of paints would be expected to make and
sell, this word “Muralol”, especially when written in script form, is so
near the Plaintiffs’ word as to be calculated to deceive. On the whole, I
have come to the conclusion that it is; if the Defendants were now
seeking to register “Muralo]”, I feel satisfied that the registration would
be refused at the instance of the Plaintiffs on the ground of the nearness
between the two words; they look very much alike, and they sound
very much alike, and they are both used In respect 6f goods made and
sold in a paint-maker’s business, and, in my judgment, one is an infrin-
gement, or a colourable imitation, of the other.

Further on the learned judge expresses this opinion
(p. 394):
Then it is said, because the Plaintiffs have hitherto only used their

Trade Mark in connection with enamel goods, or enamels, either glossy
or flat, and, as the Defendants are only selling under “Murabol” oil paints
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for walls, which the Plaintiffs sell under a different Trade Mark, the case
still falls within the principle of Edwards v. Dennis, and the Plaintiffs’
registration ought to be confined to the goods that they have hitherto
sold. For that Hart’s case (L.R. (1902) 2 Ch. 621) is referred to; it is
also part of this contention of the Defendants, that the intention of the
Plaintiffs at the time of registraion was only to use their word for enamels;
that they have for five years only used it for that class of goods, and that,
therefore, under Section 37 of the Act, the registration ought to be limited
to the goods which they intended to sell, and which they have actually
sold. In my opinion, this contention us applied to this case is unsound. The
Plaintiffs have registered this Mark for the ordinary things which a
manufacturer of paints sells.

The marks “Mirabol” and “Muralol” applying to the
same class of goods, the latter, subsequently registered, was
found liable to deceive and an order restraining infringe-
ment was granted. This case differs appreciably from the
one now pending. I do not believe that we can place the
goods manufactured by the applicant in the same class as
those made by the respondent. The B. F. Goodrich Com-
pany has produced and still produces solely rubber foot-
wear, viz. rubbers, rubber boots, rubber shoes and rubber
overshoes, intended for the protection of boots, shoes or
other footwear of the same nature against snow, rain and
moisture generally. J. A. & M. C6té Limitée, on the other
hand, has since ifs inception made only and still makes
only leather boots and shoes. Its trade mark “Footgluv”
indicates clearly, in my opinion, that the company’s foot-
wear is meant to cover the foot itself and not an inner
article of footgear.

In the case of Vasenolwerke Dr. Arthur Kopp Aktienge-
sellschaft v. The Commissioner of Patents and Chesebrough
Mfg. Company (supra) it was held that the marks “Vase-
nol” and “Vaseline” are similar and the registration of the
word “Vasenol” would be calculated to deceive.

The late president, Maclean, J., made appropriate com-
ments, which I consider apposite to quote (p. 203):

There are two points to decide, first, are the words Vaseline and
Vasenol if applied to similar wares, so similar as to cause confusion, and
secondly, whether the wares mentioned by the applicant in its appli-
cation are similar to those made and sold by Chesebrough. If those wares
are not similar within the intendment of the statute, then the applicant
would, I apprehend, be entitled to registration. If they are similar then
the question for decision is whether the two marks in question are so
gimilar as to be in conflict and liable to cause confusion.
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The learned judge, after citing paragraph (d) and (f) of
subsection 1 of section 26, paragraph (d) of subsection 1
of section 28 and paragraphs (k) and (I) of section 2, adds
(p- 204):

Now, I think, the wares manufactured and sold by the applicant
and Chesebrough respectively, under their respective registered trade
marks, are smiilar; they have ecommon characteristics, the purposes for
which they are to be used are much alike, and they probably would be
dealt in and distributed to the consuming public through the same trade
channels. The applicant describes generally its manufactures and sales,
as I already observed, as “remedies, medical, pharmaceutical, hygienic and
cosmetical preparations and toilet articles,” much as Chesebrough describes
its products. For the purposes of the Unfair Competition Act I think it
can fairly be said that the wares for which Chesebrough is registered in
Canada, and the wares for which the applicant seeks registration 1n
Canada, are similar.

In this case the wares were similar and the marks suffi-
ciently so as to be liable to lead into confusion. The facts
however differ materially from those existing in the present
instance and I do not think that the decision can carry
much weight on the matter now at issue.

The facts in Procter & Gamble Co. of Canada Ltd. v.
LeHave Creamery Co. Ltd. (supra) may be summarized
ag follows:

On August 1, 1934, the appellant caused to be registered
in the register of trade marks the words “White Clover” as
applied to hydrogenated cottonseed and vegetable oils,
which are used for shortening in baking. On November 1,
1941, the respondent caused to be registered the same mark
as applied to butter. In May 1942 the appellant applied
to the Court, under subsection 1 of section 52 of the Unfair
Competition Aect, 1932, for an order expunging the trade
mark “White Clover” as applied to butter. The late
President of the Court, Mr. Justice Maclean, dismissed the
application. The appellant appealed to the Supreme Court
and the latter, by a majority of three against two, reversed
the judgment of Maclean, J. \

The majority judgment of Rinfret, Kerwin and Tasche-
reau, JJ. was delivered by Kerwin, J. In the latter’s notes
we find the following observations (p. 438):

The three reasons referred to above and set forth in clause .(1) of
section 2 are: (1) the common characteristics of the wares, (2) the cor-
respondence of the classes of persons by whom they are ordinarily dealt
in or used, and (8) the manmner or circumstances of their use.
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As to (1), the constituent elements, as well as the appearance, of
butter and hydrogenated cottonseed oil are entirely different, so that the
first reason need not be further considered. However, as to (2) and (3),
it is proved that the articles are dealt in by wholesale and retail grocers,
and in the stores of the latter very often appear alongside of each other;
both are purchased by the general public and butter is used for shortening
although, in view of the difference in price, possibly not to the extent
suggested by the appellant.

From a consideration of all the evidence, I am of opinion that retail
grocers would infer that the appellant who had for some years put out
shortening under the name “White Clover”, had manufactured butter
sold under the same name. The wrappers on the two articles indicate
clearly the names of the respective manufacturers and it may be that
particularly careful housewives or other purchasers of shortening and
butter would examine the wrappers to ascertain who were the manu-
facturers; but the two articles are so associated with each other as to
cause the great majority of the purchasing public to infer that the same
person assumed responsibility for their character and quality.

The Chief Justice, who dissented, said that he agreed
with the conclusion of the President of the Exchequer
Court and also concurred with the observation of Davis, J.

The latter, after relating the facts, citing an extract from
the judgment of Maclean, J., and quoting subsections 1
and 2 of section 52 of the Unfair Competition Act, 1932,

stated (p. 440):

I do not think that this summary procedure was ever intended to be
used in cases such as this where substantial issues of fact may lie at the
very foundation of the right to the relief sought. That is what I think
the late President had in mind when in his judgment he used the phrases
“at least upon the evidence before me” and “upon the material before
me”,

But the application was so heard and determined, apparently without
objection. Quite apart from the procedure taken, the findings of the
trial judge are such that this Court would not be justified, in my opinion,
in interfering with the judgment whereby the appellant’s application to
have the respondent’s mark expunged from the Register was dismissed.

Opinions being equally divided and the facts being to a
large extent different from those with which we are con-
cerned, I do not think that this decision can affect the
result herein.

In the case of Edwards v. Dennis (1) the comments of
Lindley, L.J. at page 476 and of Fry, L.J. at page 478 are
material and relevant.

Reference may also be had to In the matter of Belgo
Canadian Manufacturing Company Ltd. and Trade Mark
“Ozxford” (2), where I discussed the question of similarity

(1) (1885) 30 Ch. D. 454. (2) (1945) 4 Fox Pat. C. 143.
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of wares and reviewed certain decisions relating thereto, to
Dunlop Pneumatic Tyre Company Ltd. (1) and In the
matter of an Application by Ladislas Jellinek for the regis-
tration of a Trade Mark (2).

In the last case Ladislas Jellinek applied to register the
device of a panda together with the word “Panda” for shoe
polish. The application was opposed by Chissick & Ker-
shenstein Limited, proprietors of a similar “Panda” mark
registered in respect of shoes. It was held (inter alia):

(i) That shoes and shoe polish were not goods of the same description
and the registration would not offend against See. 12 (I).

(ii) That at the date of the application the Opponents had not
established any reputation amongst the public for shoes under the mark
“Panda” and that there was therefore no likelihood of confusion.

After giving the matter careful consideration, I have
reached the conclusion that the respondent’s wares are
not similar to those of applicant and that they are not
likely to be associated with each other by dealers in them
or users thereof so as to cause such dealers or users to infer
that the same person assumed responsibility for their
character or qualtiy, for the conditions under which or the
class of persons by whom they were produced, or for their
place of origin.

This, I believe, disposes of the problem of the similarity
of the wares.

Regarding the subject of similarity of the trade marks it
was urged by counsel for applicant that the respondent has
admitted the similarity by the amendment which it made
to the registration, because, if the marks were not similar,
there was no reason why both could not have remained on
the register for identical wares, namely footwear. I cannot
agree with this opinion. By this amendment the mark
itself was not modified. It was the description of the wares
to which it applied that was restricted. The change was
apparently made in order to avoid the possibility of
regarding the mark as applicable to rubber footwear.

Are the marks “Shuglov” and “Footgluv” gimilar? The
suffix only is alike in sound, notwithstanding the difference

(1) (1907) 24 RP.LC. 572. (2) (1948) 63 R.P.C. 59.
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in the spelling; the prefix differs. The word “Shuglov”
suggests an article of footwear meant to wrap up a boot
or shoe, as “Footgluv” implies a piece of footgear destined
to cover the foot itself. Both objects are intended to
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generally made by different manufacturers.

We are confronted with a rather unusual state of things.
The applicant is a large American corporation of the State
of New York, having it head office in the City of New
York, engaged in the manufacture of all kinds of rubber
footwear, boots, shoes, overshoes, sandals, etc., as estab-
lished by Martin and the catalogues exhibits 1 and 2. 1t
has manufactured and still manufactures all its products
in the United States. None have ever been made in
Canada. It advertised its goods in American magazines
(Esquire, Good Housekeeping, Harper’s Bazaar, Vogue.
Women’s Home Companion, Ladies’ Home Journal and
Life), all of which had a substantial circulation in Canada;
the proof however does not disclose that the company ever
published any advertisements in Canadian papers or maga-
zines; no reason has been given for this abstention.

At the close of applicant’s evidence, counsel agreed to file
admissions concerning the magazines in which the B. F.
Goodrich Company advertised its wares; they were classi-
fied beforehand as exhibits 8 and 9. Copies of these
admissions were only produced on September 8, 1949, after
several requests by one of the deputy registrars in accor-
dance with my instructions. This unavoidably delayed the
judgment. These admissions read thus:

The parties hereto admit for the purposes of this action that the
magazines “Esquire”, “Good Housekeeping”, “Harper’s Bazaar”, “Vogue”,
“Women’s Home Companion”, “Ladies’ Home Journal” and “Life” are
published in the United States and circulate in the ordinary course amoné
the general public in Canada.

Sales were made in Canada on a very small scale, to wit
for a total of $4,015, from 1932 to 1941 inclusively, as
compared with an amount of $5,229,153 for the sales in the
United States. The sales in Canada were rather scanty.
Except the year 1937 which yielded the fabulous sum of
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$1,293, the sales in that period did not reach $1,000 an-
nually. It seems obvious that the B. F. Goodrich Com-
pany was not keenly interested in the Canadian market
nor anxious to push the sale of its products in Canada.

In 1932, the year in which the company registered its
trade mark, the entry regarding the sales in Canada is
“Records destroyed” and Martin, the manager of foot-
wear of the Hood Rubber Company, a division, as pre-
viously noted, of the parent company, could not supply
any information about the destruction of the records. He
admitted that the statement exhibit 1 had been prepared
by a clerk of the company and handed to him. He first
contended that he had controlled the figures of the sales
in the United States but it may be implied from the eross-
examination that he did not really control them. The
evidence on this point is not convineing.

In 1940, the eighth year since the introduction in Canada
of applicant’s wares and the registration of the mark
“Shuglov”, the sales in ‘Canada totalled $63. The figures
concerning the sales in Canada from 1932 to 1941, contained
in the statement exhibit 6, clearly show that the use of the
mark “Shuglov” 'in Canada was extremely limited.

According to this statement the total expenditure for
magazine advertising of the mark “Shuglov”, for the years
1932 to 1940, amounted to $198,658. It was incumbent on
the applicant to prove sales or advertisements in Canada
made or published, as the case may be, prior to October 8,
1932, date of the registration of the mark “Shuglov”. This
was not done. The only sheets in exhibit 7 bearing a date
are those of the magazine “Esquire”, one published in
October 1937 and the other in November 1938, both subse-
quent to the registration of the trade mark.

It appears from the evidence that since 1940 there has
been no advertising and that since 1941 the mark has not
been used in the United States nor in Canada. Martin
declared that his company curtailed its advertising in 1940
due to the unsettled conditions at that time. He attributed
the lack of usage of the mark after 1941 to State control
and war restrictions. He explained the almost negligible
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quantity of sales in Canada as compared with those effected
in the United States by the statement that the “Shuglov”
was a new and comparatively high-priced item and that it
is the policy of the company to establish the product in the
United States before trying to implant it in Canada or in
any other export market. Be that as it may, the fact
remains that the applicant’s footwear bearing the mark
“Shuglov”’ has not been widely distributed nor has it
received much publicity in Canada since 1932.

It was submitted by counsel for respondent that, when
the trade mark “Footgluv” was used for the first time, his
client was unaware of the mark “Shuglov”, which had not
been advertised in the United States nor in Canada since
1940. This contention seems to me consistent with the
evidence.

Counsel drew the attention of the Court to the fact that
J. A. & M. Co6té Limitée, since the adoption of its mark
“Footgluv”’, has made a very substantial use of it in the
trade in Canada, as shown in the statement exhibit E, the
first page whereof is hereinabove reproduced. The only
drop in the affairs of the company occurred in 1944 when,
during the war, the Federal Government required it to
increase its production of footwear for the armed forces.
The amount of the sales declined then from $70,709.55 in
1943 to $60,892.05. In 1945 the sales rose up to $87,601.16.
On March 30, 1946, the respondent had in hand orders
totalling $138,340.41.

The dispute is between an American corporation holding
a trade mark, registered in Ottawa on October 8, 1932, but
very scarcely used or advertised in Canada, and a Canadian
company which has made and is still making an extensive
use of its trade mark. It is only after J. A. & M. Coté
Limitée had for two years utilized its mark that the B. F.
Goodrich Company took steps to compel the respondent to
discontinue its use.

Dealing with the similarity of the marks counsel for
respondent referred to a number of cases, some of which
it may be apposite to review briefly.
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[The learned judge here reviews the following decisions
dealing with similarity of marks, namely, Fine Foods of
Canada Limited v. Metcalfe Foods Ltd. (1), Yamaska
Garments, Limited v. The Registrar of Trade Marks (2),
Lever Brothers, Limited v. Wilson (3), Lever Brothers,
Limited v. Pizzuti et al (4), Kirstein Sons & Company v.
The Cohen Brothers, Limited (5), Coca-Cola Company of
Canada Limited v. Pepsi-Cola Company of Canada Limited
(6), In the matter of a trade mark of The United Chemists’
Association, Limited (7), Battle Pharmaceuticals v. The
British Drug Houses, Limited (8), Aristoc, Lid. v. Rysta,
Ltd. et al (9), W. T. Blackwell & Company v. W. E. Dibrell
& Company (10), In the matter of London Lubricants
(1920) Limited’s application to register a trade mark (11),
and continues.]

As previously noted, the prefixes in the two marks with
which we are concerned are different; only the suffixes
resemble one another.

After giving the matter careful consideration, I have
reached the conclusion that the parties’ trade marks are
not so similar that the contemporaneous use of both would
create confusion among dealers in their wares or users
thereof.

There remains the question of the alleged abandonment
by The B. F. Goodrich Company of its trade mark
“Shuglov” and the curtailment of the advertising. The
evidence discloses that the applicant has not used it, in
the United States as well as in Canada, since 1941. This
lack of usage has been attributed by Martin to the com-
pany’s inability to get rubber latex owing to government
orders restricting the use of rubber. The proof concerning
those orders is not the best available. There were a fairly
substantial amount of sales of the product “Shuglov” in
the United States from 1933 to 1941; thereafter sales ceased
entirely, according to the evidence adduced, verbal and
written. The magazine advertising expenditure, fairly con-
siderable between 1933 and 1940, was completely cancelled

(1) (1942) 2 Fox Pat. C. 113, (7) (1923) 40 R.PC. 219.
(2) (1945) 5 Fox Pat. C. 112; (8) (1946) S.CR. 50.

(1945) Ex.C.R. 223. (9) (1945) 1 All ER,, 34.
(3) (1932) Ex.C.R. 69. '(10) (1878) U.S. Pat Official
4) (1932) Ex.CR. 79. Gazette, vol. 14, p. 633.
(5) (1907) 39 S.C.R. 286. (11) (1924) 42 R.P.C. 264.

(6) ((1942) 2 Fox. Pat, C. 143,
148, 149, 150.
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after 1940. Abandonment cannot be presumed. Mere
disuse of a trade mark does not amount to abandonment.
The intention to abandon must be established: Mouson &
Co. v. Boehm (1); Madame Irene v. Schweinburg (2);
Western Clock Co. v. Oris Watch Co. Ltd. (3); Baglin v.
Cusenier Co. (4). It may however be inferred from long
disuse: In re Ralph’s trade mark (5); Edwards v. Dennis
(6); Grossmith’s trade mark (7); Daniel & Arter v. White-
house (8); John Batt & Co. v. Dunnett et al. (9); In re
Ashton’s trade mark (10); In re the registered trade mark
of Maurice John Hart (11); In the matter of a trade mark
of James Crean & Son Ltd. (12); Good Humor Corp. of
America v. Good Humor Food Products Ltd. et al. (13).

In re Ralph’s trade mark (supra) the following obser-
vations by Pearson J. are, as I think, apposite (p. 198):

It is said that Mr. Ralph does not come within it for this reason, that
since February, 1882, he has been prevented by illness and other causes,
but principally by illness, from doing that which he is minded to do, if
he can carry into effect certain treaties that he is engaged in at the
present moment either to manufacture by himself, or other persons, this
machine; and really the only question I have to determine is whether
one year and nine months is sufficient cesser on the part of Mr. Ralph
to show that he comes within the 33rd rule, and is not & person engaged
in any business concerning the goods, within the same class as the
goods, with respect to which this trade mark is registered. I am of
opinion that one year and nine months is quite sufficient. If I had any
doubt about it I am able by analogy to say that I should not be wrong
in concluding that one year and nine months is sufficient, from the fact
that under the Companies Act you may wind up a company if it has
ceased to carry on business for a year. The Legislature in that has shewn
by its enactment when a business is supposed to be carried on, and what
amount of cesser shews that the business is not being carried on. For
nearly double that period Mr. Ralph has not carried this business by
himself or any other person. I am of opinion, therefore, and I so decide,
that this trade mark must be removed from the register on the ground
that Mr. Ralph is not engaged in any business concerning the goods
within the same class.

In the case of Daniel & Arter v. Whitehouse (supra),
Gorell Barnes, J. at page 689 made the following comments:

My opinion is * * * that the case falls within the well-known class of
authorities which have been referred to in the course of the argument,

(1) (1884) 26 Ch. D., 398, 406. (8) (1898) 1 Ch. D., 685.

(2) (1912) US. Pat. Official (9) (1898) 15 R.P.C. 534;
Gazette, vol. 177, p. 1043. (1899) 16 R.P.C. 411,

(3) (1931) Ex.CR. 64 at 69. (10) (1899-1900) 48 W.R. 389.

(4) 221 US. 580, at 597. (11) (1902) 2 Ch. D., 621.

(5) (1884) 25 Ch. D., 194. (12) (1921) 38 R.P.C. 155.

(6) (1885) 30 Ch. D., 454. (13) (1937) Ex.CR. 61 at 78.

(7) (1889) 6 R.P.C. 180.
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which decide that a person who has acquired a right by user to consider
a certain description of goods as identified with his name is entitled to
prevent other people who use that name from using it so as to pass goods
off to the public and buyers as goods made by him. Although I do not
find any case precisely like this case * * * gtill it seems to me that f a
trade drops out of the use of a party, as it has done in this case out of
the defendant’s use, and while that state of things prevails another gains
the reputation in the trade for goods made under the particular name,
and his name is associated with the mark and the mark associated with
his name, so that everybody who deals in the goods considers that when
they see the mark they see goods made by that particular maker, then
the original position of the competitor using the same mark has practically
disappeared.

In the matter of a trade mark of James Crean & Son Ltd.
(supra) the reasons of Sargent, J. at page 161 (1. 17 to 52)
may be consulted beneficially., The same remark applies
to the notes of Byrne, J. in re The registered trade mark of
Maurice John Hart (supra) on page 627.

The intention to abandon a trade mark may derive from
the circumstances of the case. According to Martin the
applicant did not produce wares bearing the trade mark
“Shuglov” in the United States since 1941 on account of
the company’s inability to procure rubber latex due to
Government orders restricting the use of rubber during the
war. The statement of claim appears to have been filed
on September 21, 1945. The case was heard on September
17 and 18, 1946. The evidence does not reveal that the
applicant had recommenced to manufacture, distribute and
advertise its products. I may assume that, had it been
the case, the applicant would have endeavoured to prove
it. Nevertheless, with the scant evidence on the subject
which I have before me, I do not think that I would be
justified in declaring that the applicant has abandoned its
mark. T must say that I adopt this opinion rather hesi-
tatingly.

After reviewing and annotating the evidence and perusing
the exhaustive argument of counsel, the law and the
precedents, I am satisfied that the respondent’s trade mark
is not similar to that of applicant within the meaning of
The Unfair Competition Act, 1932, that the registration
of the respondent’s trade mark “Footgluv” is valid and
that the recording thereof in the register of trade marks,
register 69, N.S. 18206, should remain therein. The appli-
cant’s demand is accordingly dismissed, with costs.

Judgment accordingly.
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BETWEEN: 196

J.A.&M. COTE LIMITEE. ............... AppricanT; SePbLL18
AND D:;_‘g’o

THE B. F. GOODRICH COMPANY....... RESPONDENT.

Trade Mark—The Trade Mark and Design Act, R.8.C. 1927, ¢c. 201, 8. 46—
The Unfair Competition Act, 1922, 22-23 Geo. V, c. 38, s. 62(1)—
“Footgluv”—"“Shuglov’—Applicatrion to expunge or to have trade mark
registration restricted to certaan wares—Quwnership in trade mark
created by its adoption and its use—Registration mere confirmation
of title.

Applicant, owner of the trade mark “Footgluv” as applied to “leather boots
and shoes,” sought to have expunged from the register the trade mark
“Shuglov’ previously registered by respondent in respect of “foot-
wear, particularly rubber boots and shoes and rubber overshoes” or,
in the alternative, to have the trade mark registration restricted to
“rubber boots and shoes and rubber overshoes”, on the grounds that
the trade mark “Shuglov” did not accurately define the existing
rights of respondent.

Held: That one can only obtain the registration of a mark which has
already been used. It is the adoption of a trade mark and its use
which create a right of ownership therein and the registration merely
confirms the title.

2. That the trade mark registration “Shuglov”, appearing in the name of
the respondent, should be expunged and struck out from the register.

APPLICATION for an order expunging respondent’s
trade mark from the register of Trade Marks or, in the
alternative, restricting the trade mark registration to
certain wares.

The application was heard before the Honourable Mr.
Justice Angers, at Montreal.

H. Gérin-Lajoie, K.C. and Gérald Fauteuz, K.C. for
applicant.

Christopher Robinson, K.C. for respondent.

The facts and questions of law are stated in the reasons
for judgment.

Axcers J. now (December 30, 1949) delivered the fol-
lowing judgment:

By notice of motion dated July 10, 1945, and filed on
July 12 the applicant notified the respondent that pursuant
to section 52 of the Unfair Competition Aect, 1932, a motion
will be made on behalf of the applicant for an order
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directing the striking out of the entry in the trade mark
register relating to the registration by the respondent of
the trade mark “Shuglov” for use on “footwear, partic-
ularly rubber boots and shoes and rubber overshoes”,
made on October 8, 1932, in the trade mark register No. 258,
folio 55,426, or in the alternative for an order directing the
amendment of the said entry by restricting the wares to
which the said trade mark applies to “rubber boots and
shoes and rubber overshoes”.

Written pleadings were ordered and duly filed.

In its statement of claim the applicant alleges in sub-
stance:

the applicant is a corporation organized and existing
under the laws of the Dominion of Canada and having
its head office in the City of St. Hyacinthe, Province of
Quebec;

the respondent is a corporation organized under the
laws of the State of New York, one of the United States of
America, having its head office in the City and State of
New York;

on October 8, 1932, the respondent obtained the regis-
tration in its name, at the office of the Commissioner of
Patents, of a specific trade mark, under the Trade Mark
and Design Act, consisting of the word ‘“Shuglov” as applied
to the sale of “footwear, particularly rubber boots and
shoes and rubber overshoes”, the said registration having
been made in register No. 258, folio 55,426;

the trade mark “Shuglov” does not accurately define the
existing rights of the respondent, who appears as the regis-
tered owner of the mark;

the respondent has failed to ever make use of its trade
mark “Shuglov” to any appreciable extent, particularly in
Canada, and if the said trade mark has ever been used by
the respondent, it has since a number of years become
abandoned;

the respondent is a well-known manufacturer of and
dealer in rubber products exclusively, carrying on business
as such throughout the United States and Canada, and
such use as may have been made by it of the trade mark
“Shuglov” has been exclusively in connection with the sale
of rubber overshoes;
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subsidiarily and under reserve of all other grounds alieged 1949
herein, the said trade mark registration in respondent’s 3, A.and M.
name, covering footwear generally and not being restricted ©9téLtée
to rubber overshoes and to rubber boots and shoes, is t00 TheB.F.

broad and covers more than that to which the respondent 8‘8&‘%&%
might be entitled; i
Angers J.

the applicant is a boot and shoe manufacturer carrying —
on business in Canada and since April 15, 1942, it has used,
in connection with the manufacture and sale of leather
boots and shoes, a trade mark consisting of the word
“Footgluv”, registered in the applicant’s name on May 8,
1942, in register No. N.S. 69, folio 18,206, as applied to
“footwear in the form of boots and shoes”;

the use by applicant of its trade mark “Footgluv” being
and having been exclusively in connection with leather
boots and shoes, the said trade mark registration was
amended, at the applicant’s request, in the register of trade
marks, as of July 11, 1945, by the deletion therefrom, in
the statement of wares in association with which the mark
is used, of the words “footwear in the form of” and the
substitution therefor of the word “leather”;

in virtue of the said amendment, the applicant’s trade
mark registration “Footgluv”’ now applies, since July 11,
1945, to “leather boots and shoes”, instead of “footwear in
the form of boots and shoes”;

since the registration of its trade mark “Footgluv”, on
April 15, 1942, the applicant has made an extensive use,
as applied to “leather boots and shoes”, of its said trade
mark, which has come to be widely known throughout
Canada as identifying the applicant’s goods;

proceedings, which are still pending, have been instituted
before this Court by the present respondent against the
present applicant for an order directing the striking out
from the register of the trade mark “Footgluv”, by reason
of the prior registration in the present respondent’s name
of the trade mark “Shuglov” and of the alleged similarity
of the two trade marks and of the wares in respect of which
they have been registered and used;

for the above reasons the respondent’s trade mark
“Shuglov” should be struck out or, in the alternative, the
entry should be amended by restricting the wares in asso-
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19499 ciation with which the mark is used to “rubber boots and
1. A\.'a:d M. shoes and rubber overshoes” and the applicant has an
CotéLtée interest in praying that it be so ordered;
'él;i (%.igl- wherefore the applicant claims:
Company a) That it may be ordered and declared that the trade
Angers ], mark registration “Shuglov” in trade mark register
— No. 258, folio 55,426 on October 8, 1932, in the
name of respondent, be expunged and struck out;
b) that, in the alternative, it may be ordered and de-
clared that the said entry be amended by restricting
the wares in association with which the mark is used
to “rubber boots and shoes and rubber overshoes”
instead of “footwear, particularly rubber boots and

shoes and rubber overshoes”.

In its statement of defence the respondent alleges in
substance:

it admits the designation of the parties contained in the
statement of claim;

it admits that on October 8, 1932, it obtained the regis-
tration in its name of a specific trade mark under the Trade
Mark and Design Act, consisting of the word “Shuglov”, as
applied to the sale of “footwear, particularly rubber boots
and shoes and rubber overshoes”;

it admits that the word “Footgluv”’ was registered in
applicant’s name;

it admits the use by applicant of its trade mark “Foot-
gluv” being and having been exclusively in connection with
leather boots and shoes, the said trade mark registration
having been amended, at the applicant’s request, on July 11,
1945, by the deletion therefrom, in the statement of wares
in association with which the mark is used, of the words
“footwear in the form of” and the substitution therefor of
the word “leather”;

it admits that in virtue of the said amendment the
applicant’s trade mark “Footgluv” applies since July 11,
1945, to “leather boots and shoes” instead of “footwear in
the form of boots and shoes”;’

it admits that proceedings, still pending, have been
instituted by the present respondent against the present
applicant for an order directing the striking out from the
register of the trade mark “Footgluv”, by reason of the
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trade mark “Shuglov” and of the similarity of the two j, A,:nﬁl M.

trade marks and of the wares in respect of which they have
been registered and used;

the registration No. 258/55426 of the mark “Shuglov”
accurately defines the existing rights of the respondent,
which has made substantial use of the said mark, princi-
pally in the United States, on wares of the kind described
in the registration;

the trade mark “Shuglov”’ has never been abandoned;

the footwear upon which the trade mark “Shuglov” has
been used has been principally composed of rubber, but
the said footwear is intended to simulate and does simulate
in appearance footwear made of other materials, as appears
from advertisements of the said footwear published frora
time to time by the respondent, between the years 1932
and the imposition of war restrictions on the use of rubber,
in the magazines “Esquire”, “Good Housekeeping”, “Har-
per’s Bazaar”, “Vogue”, “Woman’s Home Companion”,
“Ladies’ Home Journal” and ‘“Life”, each of which has a
substantial circulation in Canada; the average expenditure
by respondent on advertisements in the said magazines
between the years 1932 and 1940 was about $22,000 an-
nually;

footwear principally composed of rubber for trade mark
purposes is similar to footwear of other materials such as
leather, canvas and the like;

the respondent therefore prays that this action may be
dismissed with costs.

A brief review of the evidence seems to me apposite.
I may note that the present case was joined for proof
and hearing to that of The B. F. Goodrich Company and
J. A. & M. Co6té Limitée, No. 21010, it being agreed by
counsel that the evidence would enure to both.

[Here the learned judge reviews the evidence and pro-
ceeds] :

The facts are simple and may concisely be summed up
as follows:

On October 8, 1932, The B. F. Goodrich Company, a
corporation of the State of New York, one of the United
States of America, having its principal office in the City

Coté Ltée
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of New York, obtained under the Trade Mark and Design
Act the registration of a trade mark consisting of the word
“Shuglov” for use on “footwear, particularly rubber boots
and shoes and rubber overshoes”. A duly certified copy
thereof was produced. The register under the said Aci
forms part of the register kept under the Unfair Com-
petition Aect, in accordance with subsection (1) of section
23 of the latter Act, which provides:

The register now existing under the Trade Mark and Design Act shall
form part of the register maintained pursuant to this Aect, and, subject
a8 hereinafter provided, all entries therein shall hereafter be governed by
the provisions of this Act, but shall not, if properly made under the law
in force at the time they were made, be subject to be expunged or
amended only because they might not properly have been made here-
under.

On May 8, 1942, J. A. & M. C6té Limitée, a corporation
organized and existing under the laws of the Dominion
of Canada having its head office and principal place of
business in the city of St. Hyacinthe, in the Province of
Quebec, obtained under the Unfair Competition Act, 1932,
the registration of a trade mark consisting of the word
“Footgluv”, in respect of “footwear in the form of boots
and shoes”. A duly certified copy thereof was produced.

From an entry on the back of the certificate it appears
that the record of registration was on July 11, 1945,
amended, in accordance with section 42 of the Act, by
deleting therefrom the words “footwear in the form of”
and substituting therefor the word “leather”.

By his action the applicant, as already stated, seeks to
have an order striking out from the register No. 258, folio
55426, the entry, bearing date October 8, 1932, relating to
the registration of the trade mark “Shuglov”.

Section 45 of the Trade Mark and Design Act enacts
(inter alia):

The Exchequer Court of Canada may, on the information of the
Attorney General, or at the suit of any person aggrieved by any omission
without sufficient cause, to make any entry in the register of trade marks
or in the register of industrial designs, or by any entry made without
sufficient cause in any such register, make such order for making, ex-

punging or varying any entry in any such register as the Court thinks
fit; or the Court may refuse the application

2. In either case, the Court may make such order with respect to the
costs of the proceedings as the Court thinks fit.
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I may note incidentally that section 52 of the Unfair 1949
Competition Act contains a provision to the same effect, J.A.and M.

although differently worded; it reads thus: Coté Litée

(1) The Exchequer Court of Canada shall have jurisdiction, on the TheB F.
application of the Registrar or of any person interested, to order that Goodrich
any entry in the register be struck out or amended on the ground thet ‘Company
at the date of such application the entry as it appears on the register An_ge—rs I
does not accurately express or define the existing rights of the person —_—
appearing to be the registered owner of the mark.

It was submitted on behalf of applicant that, under the
Trade Mark and Design Act, one can only obtain the
registration of a mark which has already been used. This
submission seems to me well founded. It is the adoption
of a trade mark and its use which create a right of owner-
ship therein and the registration merely confirms the title:
Partlo et al v. Todd (1); Smith v. Fair (2); Groff v. The
Snow Drift Baking Powder Company (3); in re “Vulcan”
Trade Mark (4) ; The Bayer Company Limited v. American
Druggists’ Syndicate Limited (5); United States Steel
Products Company v. Pittsburg Perfect Fence Co. (6);
Gold Medal Furniture Manufacturing Company Limited v.
Gold Medal Camp Manufacturing Company (7); Robert
Crean and Company Limited v. Dobbs & Company (8);
The Gottfried Company v. The Comfort Kimona and
Dress Manufacturing Company (9). It was incumbent on
the respondent to prove sales or advertisements made or
published in Canada, as the case may be.

It was argued on behalf of applicant that, if the mark
“Shuglov”’ belonged to some one, it did not belong to the
respondent, because the latter had never used it nor made
it known in Canada prior to October 8, 1932, date of
registration of the trade mark. According to Martin’s
testimony it was either Hood Rubber Company or Good-
rich Footwear Corporation which owned the mark. In the
advertisements we find the words “Shuglov by Goodrich”
and “B. F. Goodrich Footwear Division, Watertown, Mass.”
or “Goodrich Footwear, Watertown, Mass.” On the samples
exhibits 4 and B appear the words “Shuglov—by Good-
rich, made in U.S. of America”. At the bottom of the tag

(1) (1888) 17 S.C.R. 198. (6) (1917) 19 Ex.CR. 474 at 483.

(2) (1888) 14 O.R. 729. (7) (1928) Ex.CR. 65.

(3) (1889) 2 ExCR. 568. (8) (1930) S.C.R. 307, 317.

(4) (1915) Ex.CR. 265; (9) 8 Fox Pat. C,, 111, 119;
(1915) 51 S.CR. 411, at 420. (1948) Ex.C.R. 611.

(5) (1924) S.C.R. 558 at 569.
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exhibit C are inscribed: “B. F. Goodrich Corp.—Water-
town, Mass.” One must not overlook the fact that in its
statement of claim the applicant, B. F. Goodrich Com-
pany, is described as a corporation of the State of New
York, one of the United States of America, having its
principal office in the City and State of New York. If there
are relations between B. F. Goodrich Company, Goodrich
Footwear Corporation and Hood Rubber Company they
have not been disclosed. Even if there were, I believe
that these companies are distinct entities: Robert Crean
& Company Limited v. Dobbs & Company (1); Bowden
Wire Limited v. Bowden Brake Company (2).

After reviewing and annotating the evidence and perus-
ing the exhaustive argument of counsel, the law and the
precedents, I have reached the conclusion that the trade
mark registration “Shuglov” in Trade Mark Register No.
258/55426, appearing in the name of the respondent, should
be expunged and struck out from the register. The appli-
cant will be entitled to its costs against respondent.

Judgment accordingly.

BETWEEN:

FAWCETT PUBLICATIONS INC........... PLAINTIFF;
AND

ALEXANDER VALENTINE.............. DEFENDANT.

Trade mark—Infringement—Passing off —Registrability—The Unfair Com~
petition Act 1932, 22-23 Geo. V, c. 38, ss. 2(k), 2(m), 11, 26(1)(c),
28(1)(d), 29, 382—Mark lacking registrabilily expunged from the
register—Claim based on infringement dismissed—Claim based on
passing off dismissed—“True Confessions™—“Startling Confessions”—
“Sensational Crime Confessions”—“Similar”—Secondary and dis-
tinctive meaning—Get-up of magazine common to the trade—Motion
for declaration under s. 29 of The Unfair Competition Act, 1932, dis-
missed—Failure to prove that word has become recognized “generally”
by Canadian dealers as attaching responsibility to the owners—Closts.

In an action for infringement of a trade mark and passing off the Court
found that at the time of registration of the plaintiff’s trade mark it
lacked registrability as being in confravention of s. 26(1)(c) of The
Unfair Competition Aect, 1932, and that it did not comply with
8. 28(1)(d) of the Act nor was any application made under 8. 29 of
the Act, nor was the procedure required under s. 82 of the Act
followed.

(1) (1930) S.C.R. 307, 316. (2) (1914) 31 R.P.C. 385.
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In considering plantifi’s claim for passing off on the ground that defen-
dant’s magazines pubhshed under the names of “Startling Con-
fessions” and “Sensational Crime Confessions” resemble plaintiff’s
mark “True Confessions” the Court found that the evidence did not
establish that actual confusion had arisen; nor did the evidence
indicate that the combmation of the features of the magazine, all
common to the trade, as used by the plaintiff had in Canada become
distinctive of or identified with the plaintaff’s trade.

Held: That the plaintiff’s mark lacking registrability must be expunged
from the Register of Trade Marks and plamitiff’s claim based on
infringement fails,

2. That the evidence did not establish that the mark “True Confessions”
or “Confessions” had through use m Canada acquired a secondary
and distmetive meaning nor that the defendant had passed off or
had attempted to pass off his magazimes as those of the plaintiff or
that the defendant had practised any fraud and that on the whole
of the evidence the titles of the defendant’s magazines are not
“similar” to that of the plaintiff within the meaning of the definition
in 5. 2(k) of the Act and the claim for passing off fails.

3. That a motion for a declaration under s. 29 of The Unfair Competition
Act must be dismissed since the evidence in support fails to establish
that the word mark “True Confessions” has become recognized

“generally” by Canadian dealers as attaching responsibility to the
owners,

ACTION for infringement of word-mark, passing off and
damages.

The action was tried before the Honourable Mr. Justice
Cameron at Toronto.

Cuthbert Scott for plaintiff.
G. E. Maybee and Mrs. Iva 8. Goldstick for defendant.

The facts and questions of law raised are stated in the
reasons for judgment.

CaMEeroN J. now (March 1, 1950) delivered the following
judgment:

This is an action for infringement, passing off, damages
and other incidental relief. The plaintiff is a Delaware
corporation having its head office at New York City.
Since its inception in 1924 it has been engaged in a very
substantial way in the publication and distribution of
monthly and other periodical magazines. Since that date
1t has been the owner of the trade name and trade mark
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“True Confessions”, to be used in connection with the sale
of periodical publications, which trade mark was registered
by its predecessor in title in the United States Patent Office
on January 23, 1923, under the Act of 1905, and was re-
newed in the name of the plaintiff in 1943 for a period of
twenty years. The plaintiff also registered that mark in
Canada on May 17, 1941, as No. N.S.-15636-Register 60, for
use on wares described as a periodical publication. That
registration was not made under the provisions of section
28(1) (d) of The Unfair Competition Act, 1932. Since 1922
the plaintiff and its predecessor in title have published in
the United States a monthly magazine entitled “True Con-
fessions.” It has been widely circulated in the United
States since that date and, as will be seen later, was first
circulated in Canada in 1932 and has been circulated here
at intervals since that date.

The defendant is a publisher residing in Toronto. It is
established—and, in fact, admitted—that in 1946 the defen-
dant published in Toronto three issues each of magazines
entitled respectively “Startling Confessions” and “Sensa-
tional Crime Confessions”. (There is no evidence, however,
that the defendant ever published a magazine entitled
“Daring Confessions” as alleged in the Statement of
Claim.)

The plaintiff alleges that by publishing such magazine
with such titles, the defendant has infringed its trade mark,
and that by the use of the word “Confessions” thereon and
by adopting, imitating and copying the form and get-up of
the plaintiff’s magazine, the defendant was thereby fraudu-
lently passing off his magazines as those of the plaintiff.
The defendant denies that he has in any way interfered
with the plaintiff’s rights, and, alleging invalidity of the
plaintiff’s registered mark in Canada, asks that it be
expunged from the Register.

By order dated February 26, 1948, this action and another
action brought by the plaintiff against Pastime Publi-
cations Limited were consolidated and at the trial, by
consent, evidence in both cases was heard.

I shall consider first the question of infringement. On
that branch of its case the plaintiff can succeed only if it
bas a valid registered mark, and the question of the validity
of the registration of “True Confessions” is challenged. The
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defendant alleges that it should not have been registered
as the words ‘“True Confessions” are clearly descriptive—
or, alternatively, misdescriptive—of the character or quality
of the plaintiff’s magazine, “True Confessions,” and that
such registration. therefore, is in contravention of section
26(1)(¢) of The Unfair Competition Act which is as
follows:

26. (1) Subject as otherwise provided in this Aet, a word mark shall
be registrable if 1t

(¢) 18 not, to an English or French speaking person, clearly descriptive
or misdescriptive of the character or quality of the wares in con-
nection with which 1t 1s proposed to be used, or of the conditions
of, or the persons employed i, their production, or of their
place of origin.

Now, as I have said, plaintiff has used its word mark as
the title of one of its magazines and in no other way. It
becomes necessary, therefore, to ascertain whether the mark
as so used is descriptive (or, alternatively, misdescriptive)
of the character or quality of that magazine. It is in
evidence that about 40 per cent of the space in the magazine
is taken up with advertisements from which a very large
revenue accrues to the plaintiff; that about 27 per cent
has to do with articles concerning women’s dress, cosmetics,
home and gardens, and matters of that sort; and that con-
fession stories comprise about one-third of the total space.
While, therefore, the “Confessions” part of the title does
not perhaps accurately describe all the contents of the
magazine, there can be no doubt whatever that it suffi-
ciently describes the main features of the reading material,
and of course it is for the purpose of reading that material
that the magazine is primarily purchased. The plaintiff
throughout has stressed the “Confessions” character of the
contents by the blurb on the front cover. A few such cover
blurbs selected at random from the exhibits filed are “A
Chorus Girl’s Romance,” “Famous Sheik Tells Secrets of
His Life,” “Autobiography of a Forger,” “Why Wives go
Wrong—By One Who Did,” “Diary of a Discarded Wife,”
and “I Didn’t Know Enough About Love.” The Shorter
Oxford English Dictionary gives one meaning of “Con-
fession” as “a making known or acknowledging of one’s
fault, wrong, crime, weakness, etc.,” and that definition
would aptly describe the nature of the stories to which I
have alluded.

60877—3a
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1948 Further, the stories are written in the first person singular
FA;;TT and purport to be true confessions. In fact, a substantial
cﬁ;‘;ﬁ; number of the issues contained in Exhibit 1 assert that they

Inc. are, in fact, true, and certainly in no place is it indicated

Vasere that they are otherwise. The evidence at the trial, how-
Cameron J. €VeT, Was that they were written by professionnal authors
—  and while said to be “true to life”, were, in fact, not true.
The second part of the word mark therefore aptly and
clearly describes the character of the plaintiff’s wares in
that they are confessions; the first part also aptly and
clearly describes—or misdescribes—the nature of the con-
fessions, according to whether they are in fact true or
untrue. The word mark as a whole alludes directly and
unmistakably to the contents of the magazine and to
nothing else, and prima facie does not meet the negative
requirements of section 26(1) (¢) (supra). It doesnot come
within the class of invented words which may be registrable
even though containing a covert and skilful allusion to
the character or quality of the goods; the Solio case (1).
The word mark, therefore, per se, lacked registrability.
It is of interest to note that in the case of Crime Con-
fessions v. Fawcett Publications, Inc., before the Court of
Customs and Patent Appeals of the U.S. (2), the Court had

occasion to comment on the plaintiff’s mark as follows:

It would seem obvious to all that the terms “Crime Confessions” and
“True Confessions” are descriptive. While we cannot pass upon that
question in this kind of proceeding, it seems proper to suggest that since
the registration of purely descriptive trade-marks is clearly a violaton of
the law, it would be better for the Patent Office to comply with the law
rather than to follow the precedents that have been followed throughout
the years.

Counsel for the plaintiff submits, however, that at the
time of the application for registration, the mark had
acquired a secondary and distinctive meaning and that,
therefore, the registration was valid. Now, as I have said,
the mark was registered under The Unfair Competition
Act of 1932 and must be considered under the provisions
of that Act. Under the provisions of the old Act—The
Trade Mark and Designs Act—a special provision was
made by Rule X which permitted the Commissioner to
consider (inter alia) whether a mark, unregistrable because
it was clearly descriptive, had at the time of the appli-
cation for registration acquired a secondary meaning and

(1) (1898) 15 R.P.C. 476 at 486. (2) (1944) 139 F. 2d. 499.
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PusLI-
CATIONS
Inc.

law in that regard. Nowhere in the Act, nor in any regu- VALESTINE
lations promulgated by the Governor-in-Council under o, ——- -

section 60, is any such power conferred on the Registrar to
consider that question. Section 29 of The Unfair Com-
petition Act, however, recognizes that certain marks, other-
wise unregistrable, have by use become distinctive of the
manufacturer or dealer, or of the conditions under which
or the class of persons by whom they have been produced,
or of their place of origin, and provides for their regis-
tration following a declaration by the Court.

As T have said, the plaintiff’s registration was not effected
under the provisions of section 28(1)(d) of the Act; the
procedure required under section 32 was not followed. Nor
was an application made under the provisions of section 29.
As pointed out by the President of this Court in J. H.
Munro Limited v. Neaman Fur Co. Ltd. (1), at p. 15:

 If the plaintiff must rely upon a secondary and distinguishing meaning
of the word mark as denoting only the wares of the plaintiff to supporé
the registration of its alleged trade mark, it must show not only that
the words had acquired such meaning at the time of the registration
but also that the application for it had been made under the provisions
applicable thereto.

In this case the required procedure was not followed and
in my opinion, therefore, the plaintiff is not entitled to
support its registration of the mark on the ground that at
the time of registration it had, in fact, acquired a secondary
and distinetive meaning. The mark, therefore, at the time
of registration lacked registrability as being in contravention
of section 26(1)(c), should not have been registered, and
the defendant’s claim to have it expunged from the Register
will be granted. It follows from that conclusion that the
plaintiff’s claim insofar as it is based on infringement must
fail. Partlo v. Todd (2); J. H. Munro and Neaman Fur
Co. Ltd. (supra).

I may state, however, that quite apart from these some-
what technical considerations, had I given consideration to
the evidence as to the acquisition of a secondary meaning
at the time of registration, I would have found that the

(1) (1947) Ex. CR. 1 at 15. (2) (1888) 17 S.C.R. 196.
60877—3%a
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148 plaintiff had failed to established its case. That evidence

L

Fawcerr Wwas confined to that given at the trial. Counsel for the

CE;'I%‘;?S plaintiff asked leave to use the declarations filed on his

Inc.  alternative application under section 29, but I ruled that
v

vamnrve  Such were inadmissible as evidence on the main matter
Comoron I and, later, counsel agreed that he could take no objection
——  to that ruling. My reasons for stating that the plaintiff
had failed to establish its case will more fully appear later

herein.

I may further add that had I found that the plaintiff’s
mark was validly registered, I would have reached the con-
clusion that there was no Infringement thereof by the
defendant. The reasons for my so stating will be apparent
from my conclusions on the passing off branch of the case.

I turn now to the question of passing off. The plaintiff’s
rights on this aspect of the matter do not depend on the
validity of its registration. The basis of the right to
restrain “passing off” was described by Farwell, J. in Mac-
lean’s, Ld. v. J. W. Lightbown and Sons, Ld. (1), as

follows:

No trader can complain of honest competition, but no trader is en-
titled to steal the property of his rival by endeavouring to attract to his
goods members of the public by inducing them to believe that the goods
that are being offered for sale are the goods of a rival firm.

The Unfair Competition Act, 1932, provides statutory
authority for that principle in sections 3 and 11 which are
as follows:

3. No person shall knowingly adopt for use in Canada in connection

with any wares any trade mark or any distinguishing guise which

(a) is already in use in Canada by any other person and which is
registered pursuant to the provisions of this Act as a trade mark
or distinguishing guise for the same or similar wares;

(b) is already in use by any other person in any country of the
Union other than Canada as a trade mark or distinguishing guise
for the same or similar wares, and is known in Canada in asso-
ciation with such wares by reason either of the distribution of
the wares in Canada or of their advertisement therein in any
printed publication ecirculated in the ordinary course among
potential dealers and/or users of such wares in Canada; or

(c) is similar to any trade mark or distinguishing guise in use, or in
use and known as aforesaid.

11. No person shall, in the course of his business,

(o) make any false statement tending to discredit the wares of a
competitor;

(b) direct public attention to his wares in such a way that, at the
time he commenced so to direct attention to them, it might be

(1) (1937) 54 R.P.C. 230 at 239.
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reasonably apprehended that his course of conduct was likely to
create confusion in ‘Canada between his wares and those of a
competitor;

(c) adopt any other business practice contrary to honest industrial
and commercial usage.
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There is no dispute that the titles which the defendant Viuenrmve
used are subject to the above prohibitions if they are CameronJ.

“similar” to the plaintiff’s mark. The other requirements
as to “knowingly” (under s. 10) and similarity of wares
are established.

The word “similar” in relation to trade marks is defined
thus:

2. (k) “Similar,” in relation to trade marks, trade names or dis-
tinguishing guises, describes marks, names or guises so resembling each
other or so clearly suggesting the idea conveyed by each other that the
contemporaneous use of both in the same area in association with wares
of the same kind would be likely to cause dealers in and/or users of such
wares to infer that the same person assumed responsibility for their
character or quality, for the conditions under which or the class of
persons by whom they were produced, or for their place of origin.

The contemporaneous use of the plaintiff’s and defen-
dant’s marks in association with wares of the same kind
is not in dispute. The question for decision may therefore
be stated thus—“Do the words used by the defendant,
namely, ‘Startling Confessions’ and ‘Sensational Crime Con-
fessions’ so resemble the plaintiff’s mark ‘True Confessions,’
or so clearly suggest the idea conveyed by it that their use
is likely to cause dealers in or users of magazines to infer
that the plaintiff assumed responsibility for their character
or quality or place of origin?”’

The two main submissions made by the plaintiff are that
the defendant has no right to use the word “Confessions”
as part of the title of its magazines; and that by the use of
the word “Confessions” and the similarity of the “get-up”
of the defendant’s magazines to that of the plaintiff’s, con-
fusion is likely to occur. I shall consider the matters
separately.

The plaintiff asserts that “Confessions” is the conspicuous
part of its trade mark, that its magazines have come to be
known as “Confessions” and that no other magazine pub-
lisher is entitled to use that word as part of the title of
a magazine. It is established that the plaintiff has been
active in asserting that claim and in the United States has
successfully objected to the use of the word “Confessions”
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as part of the title of magazines in conjunction with the
words “intimate,” “thrilling,” “real life,” ‘“real,” “candid,”
and “secret.” In Canada proceedings were taken in respect
of the titles “Fireside Confessions,” “Rare Confessions,”
“Romantic Confessions” and “Whispered Confessions,” and,
by consent, judgments were entered enjoining the use of
the word “Confessions” in those titles and their regis-
trations were expunged. Under threat of proceedings by
the plaintiff, the publishers of “Personal Confessions,”
“True Life Confessions,” “Rare Confessions,” “Wordly Con-
fessions” and “Private Confessions” agreed to discontinue
the use of the words “Confession” and “Confessions” in
their titles. In effect, the plaintiff claims a monopoly in
the use of “Confessions” as applied to magazines.

Now, as I have said above, the trade mark “True Con-
fessions” is not a “fancy”’ word but is prima facie descriptive.
The plaintiff must therefore show that it has acquired a
distinctive meaning amongst those who are purchasers of
the goods in question within a definite area, and if the
word still continues to be used and understood with its
original and descriptive meaning by any considerable
section of such persons, it cannot be monopolized: Kerly
on Trade Marks, 6th Ed., 590. The principles of law
applicable to a case where the plaintiffs are endeavouring
to establish—as here—that their mark had become dis-
tinctive were summarized in the case of Burberrys v. J. C.
Cording & Co. Ld. (1), where Parker, J. said:

The principles of law applicable to a case of this sort are well known.
On the one hand, apart from the law as to trade marks, no one can
claim monopoly rights in the use of a word or name. On the other hand,
no one is entitled by the use of any word or name, or indeed in any other
way, to represent his goods as being the goods of another to that other’s
injury. If an injunction be granted restraining the use of a word or
name, it is no doubt granted to protect property, but the property, to
protect which it is granted, is not property in the word or name, but
property in the trade or good-will which will be injured by its use.
If the use of a word or name be restrained, it can only be on the ground
that such use involves a misrepresentation, and that such misrepresen-
tation has injured, or is calculated to injure another in his trade or
business. If no case of deception by means of such misrepresentation can
be proved, it is sufficient to prove the probability of such deception, and
the Court will readily infer such probability if it be shown that the word
or name has been adopted with any intention to deceive. In the absence
of such intention, the degree of readiness with which the Court will infer
the probability of deception must depend on the circumstances of each
particular case, including the nature of the word or name, the use of which.

(1) (1909) 26 R.P.C. 693 at 701.
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is sought to be restrained. It is important for this purpose to consider
whether the word or name is prima facie in the nature of a fancy word
or name, or whether it is prima facie descriptive of the article in respect
of which it is used. It is also important for the same purpose to consider
its history, the nature of its use by the person who seeks the injunction,
and the extent to which it is or has been used by others. If the word
or name is prima facie descriptive or be in general use, the difficulty of
establishing the probability of deception is greatly increased. Again, if
the person who seeks the injunction has not used the word or name
simply for the purpose of distinguishing his own goods from the goods
of others, but primarily for the purpose of denoting or describing the
particular kind of article to which he has applied it, and only secondarily,
if at all, for the purposes of distinguishing his own goods, it will be more
difficult for him to establish the probability of deception. But whatever
be the nature of history of the word or name, in whatever way it has
been used, either by the person seeking the injunction or by others, it is
necessary, where there has been no actual deception, to establish at least
a reasonable probability of deception. In such cases the action is, im
effect, a quia timet action, and unless such ressonable probability be
established, the proper course is, in my opinion, to refuse an injunction,
leaving the plaintiff to his remedy if cases of actual deception afterwards
oceur,

I can find nothing in the evidence which establishes that
there has been any actual deception or confusion. Birk,
a witness called by the plaintiff, is the Manager of E. H.
O’Brien News Company of Hamilton and has been distri-
buting “True Confessions” for about twelve years to two
hundred and forty retailers. His firm also distributed the
magazines of the defendant. While stating that from per-
sonal observation he knew that the magazines of both the
plaintiff and defendant were sold from the same rack, he
gave no evidence as to actual confusion having arisen or
as to the probability that such might arise.

R. F. Hendry, a clerk in his father’s cigar store and
newsstand in Toronto, stated that his firm sold “True Con-
fessions” and “Startling Confessions,” as well as “Vivid
Confessions” and “Unusual Confessions.” He said that he
knew that when a customer asked for “Confessions” mag-
azine he knew that “True Confessions” was meant, but that
“If T were busy or in a hurry I probably would not ask
them and they might get another copy and hand it back
to me and say that was not what they wanted, that they
wanted ‘True Confessions’.” This evidence is not helpful
to the plainntiff as Hendry did not say that the defendant’s
magazines were the ones he handed in error to the cus-
tomer; they were not identified in any way. Inasmuch
as Hendry states that he knew that “Confessions” meant
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“True Confessions,” there was no confusion on his part
and the handing over of the wrong magazine was merely
an error caused, as he says, “by my being busy.” It does
establish, however, that the purchaser of the magazine
knew exactly what was wanted—namely, ‘“True Con-
fessions,” and could immediately distinguish it from the
other “Confession” magazine received in error. I cannot
accept this statement of Hendry as in any way establishing
actual or probable confusion between the plaintiff’s and
defendant’s magazines.

Mr. D. Fleishman, a tobacconist and newsstand pro-
prietor in Toronto, has sold “True Confessions” for fifteen
years. He says that customers occasionally referred to it
as “Confessions” and that he would re-order it by that
name. He has also sold many other magazines, the titles
of which included the word ‘“Confessions” such as the
defendant’s, and “Daring,” “Candid” and “Vivid.” His
only evidence as to confusion was put in this way, “A
person would come in, buying for someone else, or a child,
and would ask for ‘Confessions’ magazine, you see, and they
would—sometimes they would ask and sometimes they
would pick it up themselves, and they would come back
and say, ‘That is not the correct one.’” Again, that evi-
dence is not helpful to the plaintiff. It does not indicate
what magazine was intended to be purchased or what was
delivered. Neither the magazine of the plaintiff or the
defendant is in any way identified with that confusion. It
is to be noted further that the error arose only on occasions
when the purchase was being made by a child or by a
person buying for someone else, in both of which cases
errors would be most likely to occur.

R. Sinnott, a witness called by the plaintiff, is Manager
of Sinnott News Company at Toronto and has been with
that firm for twenty-nine years. It is engaged in the
wholesale distribution of magazines. It has twenty-eight
hundred retail outlets in Ontario and since 1937 has distrib-
uted “True Confessions,” at times as many as sixteen
thousand per month. He says that on occasions his firm
would be asked by dealers for “Confessions” and as he
handled only “True Confessions,” he understood the order
to mean “True Confessions.” He frequently visits his
outlets and has seen there the defendant’s magazines and
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also “Daring Confessions.” He has never heard of any

257
1948

actual confusion resulting from the contemporaneous sale Fawcerr

of the magazinés of the plaintiff and defendant.
James Burgin is the proprietor of a cigar and magazine

PusLi-
CATIONS
Inc.

. V.
store in Toronto. For twelve years he has sold “True Con- Varznmine
fessions” and for some time has sold six or seven other o -—— -

magazines the titles of which include the word “Con-
fessions,” such as the defendant’s, and “Vivid” and
“Candid.” He says that at first there was confusion when
the new “Confession” magazines came out and deseribed
it as follows:

You see, there was a short period when there were no “Confession”
books, not even “True Confessions”; and then when these others came
out, the women saw them, the “Confession” books, and they said, “Oh,
here is ‘Confessions’ back,” and they would buy them. But they only
did that maybe two or three times and then they stopped, because I have
had 1t said to me that the quality of these other “Confession” books
printed here was so poor they would not bother with them.

This evidence is scarcely sufficient to establish any actual
confusion and does not purport to identify the defendant’s
magazines as the ones purchased.

The defendant called several witnesses selling the mag-
azines of both plaintiff and defendant and all agreed that
there had been no confusion of any sort. None of the
witnesses—either those of the defendant or the plaintiff—
ventured to say that the defendant’s titles could reasonably
be mistaken for the plaintiff’s title.

As T have noted, the plaintiff submits that the mark
“True Confessions” has acquired a secondary and distinctive
meaning. It is well settled that there are words which
have a direct relation to the character or quality of goods
which nevertheless may lose their primary meaning and
acquire in a particular trade a secondary meaning as indi-
cating to people interested, whether as traders or as the
public in the trade, the goods of the particular manu-
facturer; Application of J. & P. Coats Ld. for the Regis-
tration of “Sheen” (1). The difficulty of establishing that
such a secondary meaning has been acquired in such a
case is pointed out in Cellular Clothing Co. Ltd. v. Maxton
& Murray (2), where at p. 343 Lord Davey said:

But there are two observations which must be made: one is that a
man who takes upon himself to prove that words, which are merely
descriptive or expressive of the quality of the goods, have acquired the

(1) (1936) 53 R.P.C. 355 at 384. (2) (1899) A.C. 326.
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secondary sense to which I have referred, assumes a much greater burden
—and, indeed, a burden which it is not impossible, but at the same time
extremely difficult, to discharge—a much greater burden than that of a
man who undertakes to prove the same thing of a word not significant
and not deseriptive, but what has been compendiously called a “fancy”
word. ,

It is well established that the plaintiff’s magazine was
well known and widely circulated. Its predecessor was the
first to use the words “True Confessions” as the name of a
monthly magazine. It has been published continuously in
the United States since 1922 and its sales have increased
from a monthly average of 60,000 in 1925 to over 2,000,000
in 1945, and to 1,680,000 in 1947. The plaintiff’s gross
income from the magazine in 1946 was in excess of three
and one-third million dollars. It was widely advertised
in American publications and over the radio.

The circulation in Canada has not been continuous. It
commenced in March, 1932, and continued to January,
1933, the last issue having a circulation of about 21,000
copies. Distribution in Canada was then discontinued until
1937 (in which year the average monthly circulation was
33,400) and continued from that year until January, 1941,
in which month the circulation was 62,426. At that time
the importation of the “Confessions” type of magazine into
Canada was barred on account of wartime conditions. In
1944 circulation was resumed in Canada and increased
from a monthly average in that year of 21,115 to 74,349 in
1947. About the beginning of 1948, due to Canadian
Foreign Exchange Regulations, the distribution in Canada
had to be dropped. Later in that year arrangements were
made to print a Canadian edition and distribution was
thereupon resumed.

Sales in Canada were made almost entirely from news-
stands. Until production commenced here in 1948 the
magazine was consigned by the plaintiff company to its
Canadian distributors who in turn distributed it to the
various newsstands in the district. There are approxi-
mately 9,700 retailers in Canada alone and the evidence
clearly indicates that the magazine was sold in Canada
from coast to coast. In the city of Toronto alone there are
approximately 1,200 retailers selling the magazine.

I have examined carefully the evidence of all the wit-
nesses on this point. Dacks, a defence witness who operates
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a magazine and tobacco shop in Toronto said, “I know
it (True Confessions) is & Fawcett publication. I was
not sure before whether Fawcett published it or not, but
I know now. I never worried who published the magazines.
They are delivered to us and we sell them.”

That evidence is not helpful to the plaintiff on this point.
So far as I can recall the only witness who gave any evidence
relating to this matter was A. M. Adams, the Circulation
Manager of the plaintiff and in its employment since 1934.
In the period 1937 to 1938, he was District Manager for
the plaintiff, supervising circulation of its products in
eleven western states and the four western Canadian
provinces. In answer to the somewhat leading question,
“To your knowledge during the years you came to Canada,
was ‘True ‘Confessions’ known in the trade as the publica-

tion of your company?” he answered:

“True Confessions” was synonymous with Fawcett Publications during
the time I worked for the company in Canada

That statement, made by an executive of the plaintiff
company and entirely unsupported by any other evidence,
is totally inadequate to establish that the word mark “True
Confessions” had through use in Canada acquired a second-
ary and distinetive meaning. That witness could speak
only for himself, and being then and still an employee of
the plaintiff, would, of course, know that the magazine
“True 'Confessions” was one of its products. No doubt all
the distributors in Canada who received their goods direct
from the plaintiff also knew that the plaintiff was the
publisher of the magazine. But mere knowledge of that
fact does not in any way indicate that the word as used
had become distinetive of the plaintiff’s goods; Channell
Co. v. Rombough (1). My impression at the trial was that
most of the retailers were like the witness Dacks and did
not concern themselves in any way with the publisher of
the magazine. Their dealings were entirely with local
distributors, each of whom handled a great variety of
magazines and determined what should be supplied to the
retailer. There is no evidence whatever that purchasers
of the magazine had at ahy time asked for it as & product
of the plaintiff company.

In Mathieson v. Sir Isaac Pitman & Sons Ltd. (2), action
was brought to restrain the defendants from selling or

(1) (1924) S.C.R. 604. (2) (1930) 47 R.P.C. 541,
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l,i‘lf offering for sale two books which they had recently put
Fawcerr Uupon the market, entitled “How to appeal against your
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—oron 7. Dublished by the plaintiff entitled “How to appeal against

Cameron J. .
—  your rates in the Metropolis,” and “How to appeal against

your rates outside the Metropolis.” In that case Maugham,

J. said at p. 550:

It is often said that in cases of this kind you have to consider whether
the descriptive words under which the goods are sold have acquired a
secondary or a special meaning. In connection with the title of a book,
that means this: does the title used indicate to the minds of the public
the specific work in question in connection with the author of it, or it
may be in some rare cases in connection with the publisher of it? For
instance, taking such a work as we have to deal with here: if we are going
to use the words “secondary meaning” in connection with a book published
for all these years by the Plaintiff on “How to appeal against your rates,”
that secondary meaning is not proved by saying that anybody who asked
“How to appeal against your rates” before January of the present year
must mean, if he knows anything about the work, the book written by
Mr. Lawrie. That does not show a secondary meaning. The secondary
meaning in this connection must connote that in the market, where such
books are purchased and among the members of the public who are buyers
of these books, the mere tifle “How to appeal against your rates” indicated
the work of Mr. Andrew Douglas Lawrie, and perhaps further indicated
that it was published by Effingham Wilson; and unless that can be
established as a fact, it seems to me that the case of the Plaintiff must
fail.

In International Press Ltd. v. Tunnell (1), Rowell,
C.J.0., when considering a similar matter, after referring
to the cases which I have cited and other cases, said at
p. 417:

In all these cases there was evidence of some confusion in the minds of
the public, growing out of the use of the same descriptive name by two
different producers of similar articles, and in some of them there was a
great deal of evidence to show that by long advertising and publicity the
name of the article had become associated with the name of the firm
manufacturing it, but, notwithstanding this evidence, it was held in all
these cases that the words being descriptive words had not acquired a
secondary meaning. The very heavy onus referred to in the Reddaway case
had not been discharged.

The evidence submitted does not in my opinion establish
that either “True Confessions” or “Confessions” have in
Canada acquired a secondary and distinetive meaning.

It is of interest to note that in Fawcett Publications,
Inc. v. Bronze Publications, Inc., et al. (2), the Court

(1) (1938) 1 D.L.R. 393. (2) (1949) 81 US.P.Q. 175 and 519.
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of Appeal, 5th Circuit, held that “Confessions” is a mere
descriptive or generic term, that the trade mark “True
Confessions” for monthly magazines did not contemplate
or grant exclusive right to the use of “Confessions,” there
being no deception or fraud of the public shown, and that
“Confessions” does not have a secondary meaning identify-
ing only the publication “True Confessions.”

I turn now to the “get-up” of the magazines, it being
alleged that the defendant has imitated that of the
plaintiff. Exhibit 26 is the issue of “True Confessions” for
November, 1947, and it is admitted that it is typical of
the plaintiff’s magazine. The evidence is directed only
to the alleged similarity of the front cover and the back-
spine. It is pointed out that on the front cover there appears
“a pretty girl,” that the price is prominently displayed,
that there are cover blurbs indicating the nature of the
leading articles, that the background is of a solid colour
and that, while the whole title is “True Confessions,” the
second part, “Confessions,” extends throughout the whole
width of the cover. The backspine has the full name of
the magazine, date of issue and the price, the obvious
purpose being to give an intending purchager this informa-
tion when the magazine is in stacks and the backspine only
in view. “Startling Confessions” (Exhibit 19) includes
all these features except that the price (fifteen cents) is
in the upper right corner, whereas in “True Confessions”
the price (ten cents) is more central and at the left. The
word “Startling,” while prominently displayed in the title,
is in somewhat smaller type than “Confessions” and does
not extend across the page.

“Sensational Crime (Confessions” (Exhibit 23) also
includes the features of “True Confessions” which I have
mentioned, except for the fact that the pictures thereon
are not in the category of “a pretty girl,” and that on the
issues of April and July the prominent word on the title
is “Crime,” above which is the word “Sensational,” and
below and in smaller print, the word “Confessions.” On
the other issue, that of January, 1946, the word “Confes-
sions” is emphasized, but above it is the word “Sensa-
tional,” and the word “Crime” is superimposed on the
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1;94,_8, first two letters of ““Confessions.” The background colour
Faweerr Used in both the defendant’s magazines is different from
Puslt  that on Exhibit 26.

Inec. Now it is admitted that each of these features is common

Vm%mmm to the trade. But it is submitted that while there is no
Cameron J. Taonopoly in the individual things, that they are so com-
——  bined by the defendant as to pass off its magazine as those
of the plaintiff. The plaintiff in that case must prove that
the get-up has become associated with his goods, that its
use by others is calculated to deceive. The fact that the
peculiarities of get-up which are relied on by the plaintiff
have become identified with and distinctive of its trade
must be proved as in any other case of passing off. I find
nothing in the evidence which would indicate that the
combination of the features (all common to the trade)
and as used by the plaintiff, had in Canada become dis-
tinetive of or identified with the plaintiff’'s trade. None
of the Canadian witnesses referred to the matter of get-up
in any way, and the only evidence given on this point was
by two officials of the plaintiff company residing in the
United States, and no part of their evidence on this point
was directed to the situation in Canada.

One small matter has not previously been mentioned.
It is pointed out that in “True Confessions” (Exhibit 26)
the first letter of “Confessions” is in red (the rest being
on a different colour) and that it is overlapped by the
“T” of True. In “Startling Confessions” the “C” of
Confessions is the same colour as the rest of the word but
is much larger and overlaps the “T” of Startling above.
It is not admitted that this feature of “True Confessions”
is common to the trade but in the absence of any evidence
that in Canada it has become distinctive of the plaintiff’s
goods, I must consider it to be a matter of no importance
at all.

I have already said that there is no proof of actual
confusion having arisen, nor do I think that the use of the
defendant’s titles with or without the get-up which I have
described is calculated to deceive purchasers of the goods
into believing that they are getting the plaintiff’s goods.
The evidence is that the plaintiff has always used the full
title of “True Confessions” both on the magazine itself
and in its very extensive advertising. All the magazines
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are sold in newsstands where they may receive full cover
display when space permits, or where at least the titles
may be seen in whole or in part where space is more limited.
Almost invariably the purchaser makes his own selection,
and persumably being able to read, would not have the
slightest difficulty in distinguishing “Startling Confessions”
and “Sensational Crime 'Confessions” from “True Con-
fessions.,” It is in evidence and is a matter of common
knowledge that there are many magazines bearing titles
which are in part composed of the same word; for example,
journal, digest, sports, movie, film, police, western, detective
and the like; and others conveying the same idea such
as “Look,” “See,” “Glance.” All of these are common
English words descriptive of the contents of the magazines
and the public has become accustomed to discriminate
between them. The plaintiff has not proven that the
defendant has passed off or attempted to pass off his maga-
zines as those of the plaintiff, and I am quite unable to
find that there is any likelihood of any confusion arising
because of their contemporaneous use in the same area.
While the publisher's name of the defendant’s magazine
does not appear on the cover, it appears on the contents
page; all the advertisements there are of Canadian firms,
those of the plaintiff being of American companies. The
defendant’s magazines are of different size, poorer paper
and quite inferior print. It is impossible to say that on
isolated occasions some slight confusion might not occur,
but I think it extremely unlikely. If it should occur, it
would be the result of the plaintiff having chosen for its
title two common English words to describe the contents of
the magazine. It is in evidence that the word “Confes-
sions” has been used in Canada for many years as the title
or part of the title of books, and since 1940 as part of the
title of magazines.

Reference may be made to Office Cleaning Services, Ld.
v. Westminster Window and General Cleaners, Ld. (1).

In that case the House of Lords held:

(1) That the differentiation between the two names (‘Office Cleaning
Services, Ltd.;’ and ‘Office Cleaning Association’) was sufficient to avert
any confusion which might otherwise arise from the use of two ordinary
descriptive words, “office cleaning.”

(2) That where a trader adopts a trade mame containing words in
common use, some risk of confusion may be inevitable, but that risk

(1) (1946) 63 R.P.C. 39.
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must be run unless the first trader is allowed an unfair monopoly, and
in such cases the Court will accept comparatively small differences as
sufficient to avert confusion.

In that case Lord Simonds, after pointing out that there
was a close analogy between trade names and trade marks,
said at p. 43:

So long as descriptive words are used by two traders as part of their
respective trade names, it is possible that some members of the public
will be confused whatever the differentiating words may be. I am ready
to believe that in this case genuine mustakes were made. I think they
ought not to have been made. In the Vacuum Cleaner case 1t appeared
that ninety per cent of its customers had addressed the Plaintiffs, the
British Vacuum Cleaner Coy., Ld. as the “Vacuum Cleaner Coy.” In spite
of this fact and of instances of actual confusion Parker J. refused to grant
an mjunction to restramn the New Vacuum Cleaner Coy., Ld. from using
the words “vacuum cleaner” in conjunction as part of its registered or
other name. So in Twrton v. Turton (42 Ch D 128) the possibihty of
blunders by the public was held not to disentitle the defendant from
trading in his own name though the plaintiff had long traded in the
same name. It comes in the end, I think, to no more than this, that
where a trader adopts words in common use for his trade name, some
risk of confusion is inevitable. But that risk must be run unless the
first user 1s allowed unfairly to monopolise the words The Court will
accept comparatively small differences as sufficient to avert confusion.
A greater degree of discrimination may fairly be expected from the
public where a trade name consists wholly or in part of words descriptive
of the articles to be sold or the services to be rendered.

The plaintiff has not shown any fraud on the part of
the defendant or that he in any way intended to pass off
his goods as those of the plaintiff. On the whole of the
evidence I must find that the titles of the defendant’s
magazines are not “similar” to that of the plaintiff within
the meaning of that word as defined in section 2(k) of the
Act, and the claim of pasging off must also fail.

In the result the plaintiff’s action will be dismissed
with costs.

As T have intimated above, the plaintiff launched a
motion agking the Court, in the event that its registered
mark was expunged from the Register (as has been done),

for a declaration under section 29 of the Act that:

The said word mark “True Confessions” has been so used by it as to
become generally recognized by dealers in and/or users of the class of
wares in assoclation with which the said word mark has been used, as
indicating that Fawcett Publications Incorporated assumes responsibility
for their character or quality throughout Canada, and that the said
registration should extend to the whole of Canada.

The plaintiff relies not only on the evidence given at the
trial but on twelve affidavits filed on this motion. These
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affidavits are made by individuals from all provinces in
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Canada except Newfoundland, and in every case the pawemrr

affiant is or has been associated with a firm which dis-
tributes or did distribute “True Confessions.”

PusLi-
CATIONS
INc.
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It was agreed by counsel for both parties that on this Vaentve
motion all the relevant evidence given on the main issues, Cameron J.

as well as the affidavits filed on the motion, should be
considered.

As stated above, I find nothing in the evidence on the
main issue which would establish that the trade mark of
the plaintiff had in Canada acquired a secondary and dis-
tinctive meaning. My consideration must therefore be
directed to the affidavits now filed.

The application is made under the provisions of section

29(1) which is as follows:

29. (1) Notwithstanding that a trade mark is not registrable under
any other provision of this Act it may be registered if, in any action or
proceeding in the Exchequer Court of Canada, the court by its judgment
declares that it has been proved to its satisfaction that the mark has been
so used by any person as to have become generally recognized by dealers
in and/or users of the class of wares in association with which it has been
used, as indicating that such person assumes responsibility for their
character or quality, for the conditions under which or the class of person
by whom they have been produced or for their place of origin.

One of the most recent cases in our Courts where the
provisions of section 29 have been considered is that of
Registrar of Trade Marks v. G. A. Hardie & Co. Ltd. (1).
In that case it was held by a majority of the Court that
the word “Super-weave” was a laudatory epithet of such
common and ordinary usage that it could never become
“adapted to distinguish” within section 2(m) of the Act.
Rand, J., referring to the provisions of section 29, said at
p. 493.

But the proof required by the section is both the fact that the mark
has become adapted to distinguish certain goods from other goods of the
same class as required by the definition and that the owner of it has
become generally known as assuring quality or character, ete.

In referring to the expression, “has become adapted to
distinguish,” as found in the definition of a trade mark in
section 2(m) of the Act, he said at p. 492:

The expression “has become adapted to distinguish” includes then any
case in which the word mark has in fact become the identifying badge of
the article to which it is attached; that when it is presented to the mind
associated with goods of a particular trade, whatever primary meaning it

(1) (1949) S.C.R. 483.
62696—1a
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may have had is submerged, and only the trade designation remains:
J. & P. Coats, Ld., (1935) 53 R.P.C. 355, If, therefore, a word is used
which describes or imports characteristics or qualities of goods, that conno-
tation must have so disappeared before it can be said to have become
so adapted; and when it is proposed to withdraw an ordinary word from
the common use the task of establishing that exclusive secondary meaning
becomes greater according to the extent of that use.

In considering the evidence submitted in regard to the

word “Super-weave,” he said further, at p. 493:

What, then, is the evidence of these matters offeted to the Court?
There are eight affidavits by customers of the applicant who are familiar
with the wares and who say, incorporating the language of the section,
that in effect “Super-Weave” means to them the goods of the applicant.
There is also evidence of considerable advertising over the period of its
use. What is asked for is the momnopoly of this mark throughout the
Dominion. The purchasers generally are laundries, dry cleaners, linen
suppliers, hotels, hospitals and other institutions; but that the exclu-
siveness of the identifying sense of the word is in fact present to the
minds of the customers, apart from that part of the trade which has
not spoken, is by no means made out; and much less has it been shown
to be recognized “generally” by Canadian dealers as attaching respon-
sibility to the owner. Obviously, to customers purchasing these goods
over some years the word would be associated with their origin; but that
is short of the identification with the goods in which the descriptive sense
of the word has disappeared. Neither that nor the general recognition
required has, in my opinion, been made out and the application fails.

All but one of the twelve affidavits filed by the plaintiff
include the following paragraph, or words to the same
effect:

That the name and title “True Confessions” indicates to me a mag-
azine or publication of the romance story type written in the first person
and published by said Fawcett Publications, Inc.,, and has no other
meaning to me,

These statements it seems to me are most significant,
indicating as they do that even to the distributors of the
magazine (who, as such, have a direct contact with the
publishers), the title of the magazine has not lost the
descriptive sense in which it was first used to indicate the
main contents of the magazines. They are all in agreemeni
as to that. The original connotation has not disappeared
but still remains and, as pointed out by Rand, J. in the
“Super-Weave” case (supra), it cannot therefore be said to
have become “adapted to distinguish.”

The fact that in all these affidavits the affian{s have
stated that the title also means to them a produet of the
plaintiff falls far short of establishing that the word has
become recognized “generally” by Canadian dealers as
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attaching responsibility to the owners. There are thousands
of retailers throughout Canada selling the plaintiff’s mag-
azine and not one of them has stated that the word to him
indicated merely the goods of the plaintiff.

The defendant, on the other hand, has filed affidavits in
opposition to the motion. Marie Crawford of Victoria
Harbour, Ontario, a waitress, has for many years been
reading women’s magazines, particularly those which con-
tain romantic stories. She says, “The title ‘True Con-
fessions’ describes the kind of stories which are published
in that magazine. Most of them are written in the first
person singular and describe romantic experiences which
are usually of a sinful or wrongful kind. The stories are
written in a way which makes the reader think that the
writer is admitting her sin and is telling her story as a
warning to others.”

Irving Lederman of Toronto, the proprietor of a book
and cigar store, has been selling popular magazines for
about four years. He says that the magazine contains
stories which sound like confessions and which seem to
be true, although he is unable to state whether they are,
in fact, true or not. Margaret Gonneau of Toronto, has
for many years been a reader of romantic type stories,
including “True Confessions,” as well as other magazines
bearing the word “Confessions” as part of their title. She
says that the title “True Confessions” has always seemed
to her to describe a type of magazine in the same way as
the word “Digest”; that the stories in “True Confessions”
are mostly confessions and are written as though they are
true and that they relate to romantic experiences. Gloria
M. Dawkins, of Unionville, Ontario, has been reading dif-
ferent confession magazines for over ten years, including
“True Confessions.” She states that to her the title “True
Confessions” describes the kind of story which is published
in the magazine. Harry Krauss, the manager of a drug-
store in Toronto, has for many years been engaged in selling
magazines, including “True Confessions,” as well as many
other magazines using the word “Confession” as part of
the title. He believes that such magazines contain stories
which sound like “confessions” and seem to be true,
although he does not know whether, in fact, they are trus.
Keith Elliot Sinelair of Toronto has been connected with

62696—13a
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1948 the distribution of popular magazines. He states that
Fawemer for many years he has been familiar with the magazine
01:;’;1;; “True Confessions” and also has known a good many other

Inc. magazines using the word “Confessions” as part of their

Varmseg bitle, published in Canada since 1939. He states that to

CamaronJ. him “True Confessions” describes the magazine in the

—  same way that “Home Journal” describes “Ladies’ Home
Journal” and “Canadian Home Journal.”

In my opinion, the evidence adduced is quite insufficient
to warrant the declaration asked for by the plaintiff. The
motion will therefore be dismissed with costs to be taxed
as hereinafter provided.

In view of the consolidation of this matter with that of
Fawcett v. Pastime and that at the hearing the same counsel
appeared for both defendants I think it necessary to give
special directions as to the taxation of the defendant’s
costs.

The defendant’s costs up to and including the issue of
the order for consolidation will be taxed on the usual scale.

All subsequent costs of the trial and the motion made
under section 29, up to but not including the entry of
judgment, will be taxed in the usual way, but only one-
half thereof and of the costs now fixed will be allowed to
the defendant in this matter, except as hereinafter pro-
vided. Included therein will be (a) the costs of the motion
made by the plaintiff for leave to use affidavit evidence on
the main issue, which motion was dismissed with costs
and which I now fix at $20; (b) the costs of the plaintiff’s
motion to use affidavit evidence on the hearing of the
motion under section 29, which motion was granted, and
the costs of which will be taxed by the taxing officer.

The defendant herein will be -entitled to the full costs
of a further motion made by the plaintiff for leave to
amend its statement of claim in this matter only, the costs
of which, by consent, were to be to the defendant in the
cause. I fix these costs, including the consequent amend-
ment of the statement of defence, at $25.

The defendant is also entitled to his full costs for the

entry of this judgment. )
Judgment accordingly.
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Mar. 20
HIS MAJESTY THE KING............... PraiNTIFF; Apr.14
AND
FRANK H. ALLISON.......... ... ... DEFENDANT.

Revenue—Ezxcise Tar—Exzcise Tax Act, R.S.C. 1927, ¢c. 197, ss. 101 (a),
108 (1) (8) and (9), 118 (8) (a and b)—Evidence of Minister’s
signature—“Document” referred to in s. 108 (8) of the Act—Amend-
ment one of procedure and applicable to pending action.

Held: That a document in accordance with s, 108 (8) of the Excise
Tax Act setting out the opinion of the Minister of National Revenue
that a person required to do so has failed to keep records or books
of account and making an assessment against such person, and having
attached thereto the Certificate of the Deputy Minister as required
by s. 108 (9 of the Act, is proper evidence of the opinion formed
by the Minister and of his assessment.

2. That the document referred to in s. 108 (8) of the Excise Tax Act
includes the signature of the Minister, and when certified by the
Deputy Minister is evidence of such signature in the manner directed
by the Statute.

3. That the amendment to the Act as set out in ss. 8 and 9 of s. 108
deals with procedure and applies to an action begun before and
pending at the time the amendment was enacted.

INFORMATION exhibited by the Attorney General of
Canada to recover from defendant excise tax alleged due
to the Crown under the provisions of the Excise Tax Act
R.8.C. 1927, ¢. 197.

The action was tried before the Honourable Mr, Justice
Kelly, Deputy Judge of the Court, at Winnipeg.

Arni Q. Eggerston, K.C., and A. H. Laidlaw for plaintiff.
No one for defendant.

The facts and questions of law raised are stated in the
reasons for judgment.

Kerry D.J. now (April 14, 1950) delivered the following
judgment :—

This is an information by the Honourable the Attorney
General of Canada to recover from the defendant retail
purchase taxes wallegedly due under Part XVII (since
repealed), of the Excise Tax Aect, Cap. 179, R.S.C. 1927,
as amended.
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The defendant, at all relevant times, carried on business,
at the City of Winnipeg, as a jeweller and it is alleged that
he failed to affix and cancel stamps to the amount of retail
purchase taxes imposed in respect of goods sold by him.

The imposition of retail purchase taxes was authorized
by Part XVII of the Excise Tax Act and such obligation
was to be discharged by affixing and cancelling an excise
stamp or stamps to the amount of the tax imposed.

In addition to penalties for failure to affix or cancel such

stamps, the Excise Tax Act provides:—

101 (a) Every person who, being required by or pursuant to this
Act to affix or cancel stamps, fails to do so as required is liable to
His Majesty for the amount of stamps he should have affixed or
cancelled and that amount shall be recoverable in the Exchequer Court
of Canada, or in any other court of competent jurisdiction as a debt due
to His Majesty.

108 (1) All taxes or sums payable under this Act shall be recoverable
at any time after the same ought to have been accounted for and paid,
and all such taxes and sums shall be recoverable, and all rights of
His Majesty hereunder enforced, with full costs of suit, as a debt due
to or as a right enforceable by His Majesty, in the Exchequer Court or
in any other court of competent jurisdiction.

The defendant filed a Statement of Defence herein,
denying liability, but at the trial counsel for the defendant
stated that the latter would not appear and thereupon
withdrew from the case.

It appears that the Minister of National Revenue, being
of opinion that the defendant had failed to keep records
and books of account, as required so to do by S. 113 (1)
of the Excise Tax Act, assessed the amount of stamps that
the defendant was required to affix and cancel, as afore-

said. This assessment was in the following form:—

I, James Joseph McCann, of the City of Ottawa, Minister of National
Revenue for the Dominion of Canada, having considered audit reports
made by Excise Tax Auditor N, W, Kennedy, and having considered the
replies made by Frank H. Allison, Esq., on July 5th, 1948, and his
solicitor, G. Lyman Van Vliet, Esq., of the City of Winnipeg, on
July 23rd, 1948, in response to departmental letter of June 24th, 1948,
for representations regarding or objections to a proposed assessment of
$14,146.77 for retail purchase tax, and the said Frank H. Allison, Esq.,
and his solicitor having been advised during the course of the Inquiry
hereinafter mentioned that the amount of the proposed assessment had
been increased to $14,84433, and having considered the evidence taken
at an Inquiry held under Section 116 of the Excise Tax Act by
J. 8." Rankin, Esq., as Commissioner, the report made by the Com-
missioner, the reports made by A. G. Eggertson, Esq., X.C., Counsel
for the Commissioner, and the representations made by G. Lyman
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Van Vliet, Esq, on behalf of the said Frank H. Allison, and having
made further enquiries and having given full consideration fo the
matter and being of the opinion that the said Frank H. Allison, Esq.,
while carrying on business as a jeweller in the City of Winnipeg, failed
to keep records or books of account as required by Subsection 1 of
Section 113 of the Excise Tax Act during the period from July 1st, 1944,
to July 8th, 1946, by virtue of the powers vested in me do hereby assess
pursuant to the provisions of Section 113 (8) of the Excise Tax Act,
RS.C. 1927, Chapter 179 and amendments thereto, the said Frank H.
Allison, Esq., carrying on business as aforesaid for the said period, the
am