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JUDGES

OF THE

EXCHEQUER COURT OF CANADA

During the period of these Repbrts:

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

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

THE HONOURABLE JOHN DOHERTY KEARNEY
(Appointed November 1, 1951)

THE HONOURABLE ALPHONSE FOURNIER
(Appointed June 12, 1953)

THE HONOURABLE JACQUES DUMOULIN
(Appointed December 1, 1955)

THE HONOURABLE ARTHUR LOUIS THURLOW
(Appointed August 29, 1956)

DISTRICT JUDGES IN ADMIRALTY OF THE EXCHEQUER COURT
OF CANADA

The Honourable Frep H. Barrow, Ontario Admiralty District—appointed Octob er 18

1938.
The Honourable SmonEY ArrExanoer SwmrrH, British Columbia Admiralty District—
appointed January 2, 1942,
The Honourable W. A}rrﬂms Ilgﬁévenm, New Brunswick Admiralty District—appointed
une
The Honourable H.A.Borf L. nglfngmce Edward Island Admiralty District—appointed
ugust 3, 1
The Honourable Sir 1]\3/IRIAN Dlilgmw, Newfoundland Admiralty District—appointed
ay 9, 19
The Honourable HENB!IZVI Amgmgl\g WinTER, Newfoundland Admiralty District—appointed
& 194
The Honourable Sm ALBERT Joserr WairsH, Newfoundland Admiralty District—ap-
pointed September 13, 1949.
His Honour ViNcENT JosEpH PorTiER, Nova Scotia Admiralty District—appointed
February 8, 1950.
The Honourable ABTH%IEO Ives SMITH, Quebec Admiralty District—appointed June 16,
1

The Honourable Esm‘zrq KEwNNIi'Ié%OWmLIAMS, Manitoba Admiralty District—appointed
une
The Honourable ROBERT STAFFORD FurLong, Newfoundland Admiralty District—
appointed October 8, 1959,
The Honourable DAL}ON Com;mx«:gOWELLs, Ontario Admiralty District—appointed
anu. 19
Dzroury JUDGES IN ADMIRALTY OF THE EXCHEQUER COURT OF CANADA
The Right Honourable James L. Iisiey, Nova Scotia Admiralty District—appointed
November 3, 1958.
The Honourable THOMAS GRANTHAM Norgis, British Columbia Admiralty District—
appointed November 26, 1959.
SUBROGATE JUDGE IN ADMIRALTY OF THE EXCHEQUER COURT OF CANADA
AvrreD 8. MarrioTT, Q.C. Ontario Admiralty District—appointed February 21, 1952,

(  ATTORNEY-GENERAL OF CANADA:

The Honourable StoarT S. GARSON
The Honourable EpMmuxp Davie Forron

SOLICITOR GENERAL Of CANADA:

The Honourable W. Ross MAcpONALD
The Honourable Lioxn BALCER

B .



JUGES

DE LA

COUR DEL’ECHIQUIER DU CANADA

en fonction au cours de la période de publication de ces rapports:

PrEsIDENT:
I’HONORABLE JOSEPH T. THORSON
(nommé le 6 octobre 1942)

Juces puiNEs:

I’HONORABLE J. C. A, CAMERON
(nommé le 4 septembre 1946)

L’HONORABLE JOHN DOHERTY KEARNEY
(nommé le 1°F novembre 1951)

I’HONORABLE ALPHONSE FOURNIER
(nommé le 12 juin 1968)

I’HONORABLE JACQUES DUMOULIN
(nommé le 1°° décembre 1955)

L’HONORABLE ARTHUR LOUIS THURLOW
(nommé le 29 aoit 1956)

JUGES DE DISTRICT EN AMIRAUTE DE LA COUR DE
L’ECHIQUIER DU CANADA

L’honorable Frep H. Barrow, district d’amirauté d’Ontario—nommé le 18 octobre 1938.

L’honorable SmoNEY ALEXANDER Smrrh, district d’amiranté de la Colombie-Britannique—
nommsé le 2 janvier 1942,

L’bonorable W. Arraur I. AveLN, district’ d’amirauté du Nouveau-Brunswick—nommé
Ie 9 juin 1945.

L’honorable Harorp L. PArMmuR, district d’amirauté de Ille du Prince-Fidoyard—nommsé
le 3 aolit 1948.

L’honorable St Briax DuNFIELD, district d’amirauté de Terre-Neuve—nommé le 9 mai

L’honorable HeEnry Al\sr)DERsoll\é VQVLNTER, district d’amirauté de Terre-Neuve—nommé le
mai

L’honorable Sir AuBERT JosEpH WaLsH, district d’amirauté de Terre-Neuve—nommsé le
13 septembre 1949.

Son honneur VinceNnT JosEPH PorTiER, district d’amirauté de la Nouvelle—Ecosse—nommé
le 8 février 1950.

L’honorable ARTHUR Ives SmrrH, district d’amirauté de Québec—nommé Ie 16 juin 1950.

L’honorable Esten KennerH Wiiniams, district d’amirauté de Manitoba—nommé le
16 juin 1950,

L’honorable RoBerT STAFFORD FURLONG, district d’amirauté de Terre-Neuve—nommé le

) 8 octobre 1959.

L'honorable Davron Courrney Weris, district d’amirauté d’Ontario—nommé le 28

janvier 1960.
JUGES ADJOINTS EN AMIRAUTS DE LA CoUR DE L'EcHIQUIER U CANADA

Le trés honora.ble James L. Isumy, district d’amirauté de la Nouvelle-Eicosse—nommé
le 3 novembre 1958.

L’honorable Tromas GraNTEAM NORRIS, district d’amirauté de la Colombie-Britannique—
nommé le 26 novembre 1959.

JuGE sUBROGE EN AMIRAUTS DE LA Cour DE L'FCHIQUIER DU CANADA
ArrrED 8. MarRIOTT, C.R., district d’amirauté d’Ontario—nommsé le 21 février 1952:

PROCUREUR GENERAL DU CANADA:

L’honorable StuarT S. GARSON
L’honorable Epmund Davie Fuuron

)

SOLLICITEUR GENfRAL DU CANADA:
L’honorable W. Ross MACDONALD

L’honorable Lfioxn BALCER
i
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The Honourable Fred H. Barlow, District Judge in Ad-
miralty for the Ontario Admiralty Dlstrict, retired
during the year 1959.

The Honourable Sir Albert Joseph Walsh, District Judge
in Admiralty for the Newfoundland Admiralty Dis-
trict, died during the year 1959.

The Honourable Sidney Alexander Smith, District Judge

in Admiralty for the British Columbia Admiralty
District, died during the year 1960.

iv



L’honorable Fred H. Barlow, Juge de district d’amirauté
d’Ontario, a cessé d’occuper sa charge au cours de
I’année 1959.

L’honorable Sir Albert Joseph Walsh, Juge de district
d’amirauté de Terre-Neuve, est décédé au cours de
I’année 1959.

L’honorable Sidney Alexander Smith, Juge de district
d’amirauté de la Colombie-Britannique, est décédé au
au cours de I’année 1960.
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Ex.C.R. EXCHEQUER COURT OF CANADA [1956-1960]1
BETWEEN:

THE MINISTER OF NATIONAL

APPELLANT;
REVENUE ...................

JAMES A, TAYIOR .................... RESPONDENT.

Revenue—Income tax—The Income Tax Act, 1948, 8.C. 1948, c. 62, s3. 8, 6,
127(1)(e)—Meaning of term “adventure or concern tn the nature of
trade”—Negative and positive guides for determining whether trans-
action an adventure in the nature of trade—Purchase and sale of 1,600
tons of lead a dealing in lead and an adventure in the nature of trade.

The respondent was the president and general manager of The Canada
Metal Company which was engaged in the business of fabricating
various products of non-ferrous metals including lead. It was a wholly
owned subsidiary of the National Lead Company of New York which
controlled its business policy and restricted its purchases of raw metals
to & 30-day supply. Moreover, it had to buy its lead requirements from
a Canadian supplier which held it to a quota. The result was that it
lost considerable export business. In 1949 lead prices broke sharply and
lead from foreign countries was available for the first time at the lower
prices. The respondent requested permission from the parent company
to allow his company to import foreign lead which meant buying it
for future delivery. It was contrary to the parent company’s policy to
allow its subsidiary to deal in futures and the requested permission was
refused. The respondent then requested and was given permission to
purchase the lead himself and assume the risk involved. He felt that he
could get the foreign lead and could not get adequate supplies in
Canada. He had the idea that his company needed the lead and decided
to buy it himself, sell it to the company and assume personally what-
ever risk was involved in the transaction. Accordingly, he purchased
1,500 tons of foreign lead through brokers and arranged for its sale to
his company at the market price of the lead on its delivery to it. The
respondent made a profit on the transaction of $83,71224 of which
$70,098.80 was included in his income tax assessment for 1949, that being
the amount of the profits received by him in that year. The respondent
appealed to the Income Tax Appeal Board which allowed his appeal
and the Minister appealed from its decision to this Court.

Held: That the terms “trade” and “adventure or concern in the nature of
trade” are not synonymous expressions and that the profit from a
transaction may be income from a business within the meaning of
gection 3 of the Act, by reason of the definition of business in section
127(1)(e), even although the transaction did not constitute a trade,
provided that it was an adventure or concern in the nature of trade.

2. That there could be a “scheme of profit-making” within the meaning of
the Californian Copper Syndicate case, even if there were only one
transaction.

3. That the inclusion of the term “adventure or eoncern in the nature of
trade” in the definition of “business” in section 127(1)(e) of the Act
has substantially enlarged the ambit of the kind of transactions the
profits from which were subjeet to income tax.
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1956 4, That, while it is not possible to lay down any single eriterion for
deciding whether a particular transaction was an adventure of {rade,

Lﬁf&%ﬁEF it is possible to state some propositions of a negative nature and also
ReveNve to lay down some positive guides.

”TAg;..OR 5. That the singleness or isolation of a transaction cannot be a test of

—_— whether it was an adventure in the nature of trade, that while it might

be a very important factor in determining whether it was a trading or
business {ransaction, it has no place at all in determining whether it
was an adventure in the nature of trade and that it is the nature of
the transaction, not its singleness or isolation, that is to be considered.

6. That it is not essential to a transaction being an adventure in the

" nature of trade that an organization be set up to carry it into effect
or that anything should be done to the subject matter of the trans-
action to make it saleable..

7. That the fact that a transaction is different in nature from any of the
other activities of the taxpayer and that he has never entered upon a
transaction of that kind before or since does not, of itself, take it out.
of the category of being an adventure in the nature of trade.

8. That a transaction may be an adventure in the nature of trade although
the person entering upon it did so without any intention to sell its
subject matter at a profit, for the intention to make a profit may be
just as much the purpose of an investment transaction as of a trading
one. The considerations prompting the transaction may be of such a
business nature as to invest it with the character of an adventure in
the nature of trade even without any intention of making a profit on
the sale of the purchased commodity.

9. That the taxpayer's declaration that he entered upon the transaction
without any intention of making a profit on the sale of the purchased
property should be scrutinized with care.

10. That care must be taken in applying English income tax decisions to a
Canadian case.

11. That if a person deals with the commodity purchased by him in the
same way as a dealer in it would ordinarily do such a dealing is a

" trading adventure,

12. That the nature and quantity of the subject matter of the transaction
may be such as to exclude the possibility that its sale was the realiza~
tion of an investment or otherwise of a capital nature, or that it could
have been disposed of otherwise than as a trade transaction and may

~ stamp the transaction as a trading venture.

13. That the respondent’s purchase and sale of the 1,500 tons of lead was

. a dealing in lead and an adventure in the nature of trade within the
meaning of section 127(1)(e) of the Act and that his profit from it was
profit from a business within the meaning of section 3.

14, That the appeal must be allowed.

AﬁPEAL from decision of the Income Tax Appeal Board.

The appeal was heard before the Pfesident of the Court
at Toronto

W R. Jackett, Q.C., and K. E. Eaton for appellant.
J . R. Reycraft for respondent.
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The facts and questions of law raised are stated in the
reasons for judgment.

TuE PrESIDENT now (October 16, 1956) delivered the
following judgment:

This is an appeal from the decision of the Income Tax
Appeal Board', dated December 16, 1953, allowing the
respondent’s appeal against his income tax assessment for
1949, which included in his taxable income the amount of
the profit made by him on the purchase and sale of 1500
tons of lead in that year.

The issue in the appeal is whether such profit was income
from “an adventure or concern in the nature of trade” and,
therefore, income from a “business” within the meaning of
section 3 of The Income Tax Act, Statutes of Canada, 1948,
Chapter 52, as defined by section 127(1)(e), or, alterna-
tively, whether it was income from an office or employment
within the meaning of section 5. Section 3 provides:

3. The income of a taxpayer for a taxation year for the purposes of
this Part is his income for the year from all sources inside or outside Canada
and, without restricting the generality of the foregoing, includes income for
the year from all

(a) businesses,

(b) property, and

(c) offices and employments.

Section 127 (1)(e) defines “business” as follows:

127. (1) In this Act,

(e) “business” includes a profession, calling, trade, manufacture or
undertaking of any kind whatsoever and includes an adventure or
concern in the nature of trade but does not include an office or
employment;

And section 5 provides in part:

5. Income for a taxation year from an office or employment is the
salary, wages and other remuneration, including gratuities, received by the
taxpayer in the year plus

(a) the value of ............ benefits (.......... ) received or enjoyed

by him in the year in respect of, in the course of or by virtue of
the office or the employment,............

The case is of considerable importance by reason of the
fact that it is the first one in which the meaning of the
term “adventure or concern in the nature of trade” falls
to be considered by this Court.

1(1953) 9 Tax AB.C. 358.
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1956 While the bare facts are not in dispute it is desirable to

gt
B/%Immmn or set out the circumstances under which the respondent pur-
Rovoaas  chased and sold the lead in question and to review as pre-

s cisely as possible the considerations that prompted the
AYLOR . . .
Thom transaction so that its true nature may be determined.

orson r’,

—_— I shall first summarize the evidence bearing on the cir-
cumstances under which the respondent entered into the
transaction and its immediate result. The respondent is the
president and general manager of The Canada Metal Com-
pany Limited, hereinafter called the Company. He has been
associated with it for over 43 years and has been its general
manager for 18, The Company has its head office at Toronto
but has branches or subsidiaries in other Canadian cities
including Montreal. Its business is the fabrication of various
products of non-ferrous metals including lead. It is not in
the business of buyinhg and selling such metals, its income
coming from the sale of its fabricated products, but it does
on occasion let customers, such as plumbers, have small
quantities of lead as a matter of accommodation to them.

The Company is & wholly owned subsidiary of the Na-
tional Lead Company of New York, hereinafter called the
parent Company, a New Jersey corporation with its head
office at New York, and its business policy is strictly con-
trolled by the parent Company. For example, it was re-
stricted in its purchases of raw metals to a 30-day supply
always on hand with the understanding that as they were
used in the fabrication of its products equivalent amounts
should be purchased to replace them. In this case we are
concerned only with lead. The Company purchased all its
lead requirements from Consolidated Mining and Smelting
Company Limited, hereinafter called the Canadian sup-
plier, the only producer of lead in Canada. During the war
years the Company had been under a quota of between
1400 and 1500 tons of lead per month, fixed by the Metals
Control Board at Ottawa, but after its controls were relaxed
the Canadian supplier continued to set a quota for the
Company and other Canadian concerns similar to it. It
would have been possible to buy lead from foreign producers
but this would have involved the payment of duty and
immediate delivery could not be obtained. The Company
lost considerable export business through not being able to
obtain the necessary lead from the Canadian supplier.
Before it could accept an order involving export of its prod-
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uets it had to ascertain from the Canadian supplier whether
the necessary lead would be supplied to it. Evidence was
given of a specific difficulty which the Company had ex-
perienced in connection with an export order which it had
accepted on the assurance that it would get the necessary
lead from the Canadian supplier and a loss which it had
sustained through the failure of the Canadian supplier to
deliver it. Further reference to this difficulty and its effect
on the respondent will be made later.

There is another set of facts to which reference should
be made. The duty on imported lead varied from § cent per
pound from Commonwealth countries to 1 cent from foreign
ones but if lead was imported and the importer exported
the product fabricated from it he was entitled to a 99
per cent drawback of the duty paid. The price which the
Company had to pay for lead was fixed by the Canadian
supplier and was based on the London market, and later
the New York one, with the result that it could not com-
pete in the American market unless it got a benefit equal
to the drawback to which it would have been entitled if it
had imported the lead, and the Canadian supplier did not
give the Company any such benefit in the price charged
to it. ‘

In 1949 there were important developments. Lead prices,
which had risen to as high as 202 cents per pound from a
previous low of 5 cents, broke sharply to as low as 11%
cents. Lead from foreign countries was available for the
first time at these prices. Coupled with these facts was the
fact that the Company was still held to a short supply by
the Canadian supplier and no allowance was made to it
for a benefit by way of a reduction in price equal to the
drawback to which it would have been entitled if it had
imported foreign lead for the purpose of its export trade.

Under these circumstances, the respondent went to New
York in the latter part of May, 1949, and consulted Mr.
W. P. Carrol, the vice-president of the parent Company.
He requested permission to the Company to import foreign
lead. This meant buying it for future delivery in about
three months. It was contrary to the policy which the
parent Company had set for the Company to allow it to
deal in futures and permission to the Company to import
the lead for future delivery was refused. The respondent
then asked Mr. Carrol whether it would be in order if he

1956
gt
MiNISTER OF
NATIONAL
ReveNvue
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1988 purchased the lead himself and was told to go ahead. The

Mmvereror risk of importing lead for future delivery was contrary to
11‘{;?,1;’;‘,:; the business policy set for the Company but if the respond-

Taion ent wished to assume the risk himself it was “all right”.
o B The respondent felt that he could get the foreign lead and
orson t'.

could not get adequate supplies in Canada and had the idea
that the Company needed the lead and decided to buy it
himself, sell it to the Company and assume personally
whatever risk was involved in the transaction. Mr. Carrol
then introduced him to Phillip Brothers, a firm of brokers
in New York, and he arranged with them to buy 1500 tons
of virgin lead at 114 cents per pound. He had no means for
handling such a transaction himself and arranged with
Phillip Brothers that the purchase should be made for him
by International Iron and Metal Company of Hamilton,
which he used as his broker. These arrangements were made
in June some time before June 20, 1949. When he had made
the arrangements for the purchase of the foreign lead he
made the arrangements with the Company’s purchasing
department for its sale to the Company on its arrival at the
market price of lead on the date of its arrival. The sale to
the Company was also through International Iron and
Metal Company. Phillip Brothers bought the lead from
Jugoslavia and on August 17, 1949, Theodore B. Smith Co.
Ine,, a firm of customs brokers in New York, sent Interna-
tional Iron and Metal Company two invoices for the lead,
one for 500 tons to go to the Company at Montreal and one
for 1000 tons to go to it at Toronto, the two invoices
amounting to a total of $350,238.86, with the information
that the lead was expected to arrive in New York on August
23, 1949, per 8.8. Corica. On August 24, 1949, the Company
paid International Iron and Metal Company the sum of
$350,000 and on September 22, 1949, the further sum of
$11,330.53. The respondent did not himself put up any
money for the purchase of the lead.

The lead was sold to the Company for 154 cents per
pound, which meant 14% to the respondent after the pay-
ment of a commission of $5 per ton to International Iron and
Metal Company, and the respondent made a profit on the
transaction of $83,712.24. In assessing the respondent for
1949 the Minister added this amount to the amount of
taxable income reported by him in his return. The respond-
ent received all this profit in 1949 except the sum of
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$13,613.44 which he did not receive until June 23, 1950.
Consequently, if the respondent is assessable for the profit
made on the transaction the amount which should be added

to the amount of taxable income reported by him is
$70,098.80 instead of $83,712.24.

In addition to this profit the Company reaped a benefit
of approximately $30,000 by way of drawback of duty on
the export of the products fabricated from the foreign lead
purchased by it and the respondent received a benefit from
this indireetly in that his remuneration from the Company
was by way of salary and a percentage of profits.

This outline of the circumstances under which the re-
spondent purchased and sold the lead is based largely on
his evidence on his examination in chief but it does not tell
the whole story. The considerations that led him to the
transaction were fully brought out in the competent cross-
examination to which he was subjected by Mr. Eaton of
counsel for the appellant. It is essential to a proper determi-
nation of the true nature of the transaction that these
consgiderations should be reviewed as precisely as possible.

It is clear that the respondent purchased the lead with
the intention of selling it to the Company. He did not
intend to do anything else with it. Certainly, he did not
intend to sell it to anyone else. Indeed, he said specifically
on his cross-examination that he purchased it for the
Company. He did not, of course, mean that he did so as an
agent of the Company. What he meant was that he had the
Company’s business in mind and purchased it for its benefit.
His purpose, as he put it, was to alleviate the short supply

"of lead to which it had been held by the Canadian supplier

and so enable it to fulfil the business that was available
to it. It was also part of his purpose to enable it to get
the benefit of the drawback of duty to which it would be
entitled on the export of the products fabricated from the
imported lead and so enable it to compete in the export
field.

It is also clear that he saw the opportunity of accomplish-
ing these purposes when lead prices broke in 1949 and it
became possible for the first time to import lead from
foreign countries at the same price as that charged to the
Company by the Canadian supplier.

And there is no doubt that he was spurred to the transac-
tion by his special experience with the Canadian supplier.
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I outline the facts of this experience according to his ver-

Mixster or sion of them. In about 1947 the Company had an order for
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lead products from abroad which required 2,000 tons of
lead for their fabrication. The Company could not accept
this order without first arranging for the supply of the
necessary lead from the Canadian supplier. The respondent
then arranged orally with an officer of the Canadian sup-
plier for its supply at a premium of $40 per ton over the
price normally charged to the Company. The customer for
the products was willing to pay this premium and the order
for them was accepted. Then, for reasons that were not
fully explained, the Canadian supplier delivered only 500
tons out of the 2000 tons promised and declined to deliver
the balance which, as the respondent put it, left the Com-
pany 1500 tons short. On his examination for discovery,
confirmed on his cross-examination, he admitted that it was

. this shortage that prompted his transaction. There is no

doubt that it still bothered him and that it was an impelling
factor. While the respondent had caused litigation to be
instituted against the Canadian supplier and it was settled
out of court, the Company had suffered a loss on the trans-
action and the experience rankled in his mind. He said that
he did not do himself any good in having the Company
make a deal with the Canadian supplier on which it had
reneged because the arrangements which he had made
orally had not been confirmed and he had been criticized
for not having had them reduced to writing. And he said
that he tried to make up for his mistake in relying upon a
verbal arrangement by buying the foreign lead and supply-
ing the Company with it. There is support for this state-
ment in the fact that his purchase and sale of lead was
in the amount of 1,500 tons, the exact amount by which
the Canadian supplier had fallen short of the promise to
deliver made orally by one its officers.

It is also clear that, apart from this experience, the
respondent was resentful against the Canadian supplier
for two other reasons. One was that it exported lead abroad
and kept the Company and other concerns like it in short
supply, and the other, a related one, that it based its prices
for lead on foreign prices including duty without giving the
Company and others the benefit of a reduction in price
equal to the drawback to which it and they would have been
entitled if they had imported foreign lead for their export
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business, thus preventing them from being able to compete
in foreign markets.

When he went to New York to see Mr. Carrol it was for
the purpose of discussing with him the Canadian supplier
situation and trying to find a solution of the Company’s
difficulty with it. He pointed out that the dlﬂ'iculty could
be overcome by importing foreign lead in view of the fact
that lead prices had broken and it was now possible for the
first time to purchase foreign lead at a price equal to that
charged by the Canadian supplier. It was only when per-
mission to the Company-to import the lead was refused
because of the parent Company’s fixed policy that it should
not deal in futures that he decided to import the lead
himself and sell it to the Company at the market price
prevailing on its arrival.

There were several considerations that impelled him to
this decision. On his direct examination he stated in reply
to his counsel’s question of why he entered into the transac-
tion that he had done so solely to relieve a shortage of the
Company in trying to obtain lead supplies. But this is not
a fully correct statement. In the break in lead prices that
had occurred he saw, not only an immediate advantage to
the Company, but also great possibilities for its future
business. It was the first opportunity that anyone in Canada
had to bring in foreign lead to alleviate the shortage from
which everybody in the lead business was suffering but they
did not see fit to gamble on that because they felt that the
market would go lower but he felt that if he could obtain
business for the Company he would be willing to take a
chance in the situation that existed for the first time since
1939 that it was possible to import foreign lead.

Thus, while he emphasized on his direct examination that
his purpose was to alleviate the shortage in lead supply
from which the Company had suffered he had a further and
larger purpose. He felt that he had to do something to
overcome the Company’s difficulty with the Canadian sup-
plier that would help it in the future. As he put it, he
figured that probably the shock of somebody importing
foreign lead would bring the Canadian supplier to its senses
and a better realization of the need of fair treatment to
the Company. The alleviation of the Company’s immediate
shortage was only part of his plan. He was looking to the

1
1956

——
MINISTER OF
NaTioNaL
RevENUR
v.
TavLor

Thorson P.



12
1956
—

RC.delE. COUR DE L’ECHIQUIER DU CANADA [1956-19601

future success of the Company not only for its sake but also

Minster oF for the resultant benefit to himself,

NaTioNAL
Revenun

v.
TayLor

Thorson P,

What was running through his mind is indicated by a
characteristic statement on his cross-examination:

I felt that I would wind up things—what I was looking to, I mean, is
the success of the company—how long are we going to continue on having
to be dictated to by a producer in this country who had plenty of supplies
that they would sell outside of Canada and not supply to the people in the
country—that is the basis of the whole thing, I mean probably it is not
exactly as I put it but from the point of view of the future of this business,
it is not today or tomorrow—it is in a few years to come—and the growth
of this country here after years of building up and one thing and another.
The benefit that would be derived by me probably personally—by putting
up a fight with Consolidated Mining and Smelting and showing that I

did not have to depend on them entirely, would bring about something—
just as has happened.

What he meant by the last part of this statement is that
the shortage in lead supply to which the Canadian supplier
had held the Company has since been eased and the
Canadian supplier in its price to the Company now gives
it a benefit equal to the drawback of duty to which it would
be entitled if it imported the lead for its exported fabricated
products. Thus, the respondent’s venture has “paid off” not
only for the Company but for the respondent as well.

It was argued that the respondent did not enter into
the transaction with the intention of making a profit for
himself on the sale of the lead to the Company. But, even
if that be conceded, it is manifest that he had a profit
making intention, if not immediately, then certainly for the
future, both for the Company and for himself.

While he said that he could not tell whether he would
make a profit or a loss on the transaction it is a fair infer-

-ence from the evidence as a whole that he did not consider

that the risk of loss was substantial. While he stated on his
examination in chief that he did not keep track of lead
prices from day to day the break in lead prices in 1949
made a great impression on him. In a letter to the Depart-
ment of National Revenue, dated November 5, 1951, he
stated that the decline in lead prices within three months
had been from 203 cents per pound to 112 cents and that
never during his experience in the business had any price
decline been so severe. That he did not, under these circum-
stances, consider the risk of loss substantial is shown by his
admission on his cross-examination that he thought that
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after such a break as had occurred the market usually
steadied down.

But even if the risk of loss had been great the respondent
would have taken it. In his mind, the business advantages
that would acerue to the Company from the achievement
of his objectives and the benefit of such success to himself,
since his remuneration was based on salary plus a percent-
age of profit, far outweighed any risk of loss to himself
from the transaction. On his cross-examination he stated
that even if the transaction had cost him $60,000 it would
have been worth it to him. Indeed, it has worked out well
in his returns from the Company in its recognition of his
40 years of work for it in an increase of salary with its
resultant benefit in pension rights on his retirement.

That the respondent was well pleased with the result of
his venture is shown by his statement, on his cross-
examination, that if a similar situation arose again and he
could not get approval of action on the part of the Com-
pany he would repeat his transaction.

As already stated, the prime issue in this appeal is
whether the respondent’s purchase and sale of 1500 tons of
lead was an adventure or concern in the nature of trade. If
it was, his profit from it was taxable income from a business
within the meaning of section 3 of The Income Tax Act
of 1948, as defined by section 127(1)(e). The expression
“adventure or concern in the nature of trade” appeared for
the first time in a Canadian income tax act in section
127(1) (e) of the 1948 Act. It was, no doubt, taken from the
Income Tax Act, 1918 of the United Kingdom. In that Act
under Case I of Schedule D tax was chargeable in respect
of any trade . . . and section 237 defined trade as including
“every trade, manufacture, adventure or concern in the
nature of trade”. Prior to its inclusion in the definition of
trade by section 237 of the Income Tax Act, 1918, the
expression appeared in the Income Tax Act of 1842. In that
Act provision was made in the First Case under Schedule
(d) for the charging of duties in respect of any “Trade,
Manufacture, Adventure, or Concern in the nature of Trade,
....” Indeed, the expression goes back to the Act of 1803.

It is, I think, plain from the wording of the Canadian
Act, quite apart from any judicial decisions, that the terms
“trade” and “adventure or concern in the nature of trade”
are not synonymous expressions and it follows that the
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the definition of business in section 127(1)(e), even
although the transaction did not constitute a trade, pro-
vided that it was an adventure or concern in the nature of
trade.

In view of the dearth of Canadian decisions on what
constitutes an adventure or concern in the nature of trade
resort may be had to Scottish and English decisions on
the corresponding United Kingdom enactment, but in
applying them it is important to keep in mind that in the
United Kingdom the jurisdiction of the courts in appeals
against the findings of the Commissioners is limited to
questions of law. '

Strangely enough, the meaning of the expression “adven-
ture in the nature of trade”, although it had been in the
United Kingdom Act from as early as 1803, was not dis-
cussed in any case to which my attention has been directed
prior to the decision of the Scottish Court of Session in
The Commissioners of Inland Revenue v. Livingston et al*,
to which I shall refer later, although there is a reference
to it in Californian Copper Syndicate Limited v. Harris®
in the finding of the Commissioners that the property in
question in the case purchased by the Company was
acquired with the object of being resold, and that by the
purchase and resales of their property the Company carried
on an adventure or concern in the nature of trade in the
meaning of the First Case of Schedule D of the Income Tax
Act 1842.

The first definition of “trade” in the United Kingdom
cases is that of Lord Davey in Grainger and Son v. Gough?®.
There he said, in his speech in the House of Lords:

Trade in its largest sense is the business of selling, with a view to
profit, goods which the trader has either manufactured or himself purchased.

This definition is only partially helpful. It indicates that
“trade” is included in “business” which latter term is of
wider import than that of trade in that it embraces any
gainful activity, but it does not define the term “trader”.
An advance was made by the Lord Justice Clerk
(Macdonald) of the Court of Exchequer (Scotland) in the

1(1926) 11 T.C. 538. 2(1904) 5 T.C. 159 at 165.
3 (1896) 3 T.C. 462 at 474.
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famous case of Californian Copper Syndicate Limited v.
Harris'. In that case the Company had been formed for
the purpose, inter alia, of acquiring and reselling mining
property and had acquired and worked several mining
properties in California and then sold them to a second
Company receiving payment in fully paid up shares of the
latter Company. The Company was assessed in respect of
the profit made on the transaction and appealed against
the assessment so made but the Commissioners held, as I
have already indicated, that the Company had carried on
an adventure or concern in the nature of trade in the
meaning of the First Case of Schedule D of the Income Taz
Act of 1842 and that the profits arising from the transaction
whether received in cash or shares of another company were
assessable to income tax. The Court of Session as the Court
of Exchequer in Scotland agreed that the determination of
the Commissioners was right. Its decision is of particular
importance because of the objective test which the Lord
Justice Clerk laid down for determining whether the gain
from a transaction was a capital one or income subject to
tax. At page 165, he said:

It is quite a well settled principle in dealing with questions of
assessment of Income Tax, that where the owner of an ordinary investment
chooses to realize it, and obtains a greater price for it than he originally
acquired it at, the enhanced price is not profit in the sense of Schedule D
of the Income Tax Act of 1842 assessable to Income Tax. But it is equally
well established that enhanced values obtained from realisation or con-
version of securities may be so assessable, where what is done is not merely
s realisation or change of investment, but an act done in what is truly
the carrying on, or carrying out, of & business. The simplest case is that of
a person or association of persons buying and selling lands or securities
speculatively, in order to make gain, dealing in such investments as a busi-
ness, and therefore seeking to make profits. There are many companies
which in their very inception are formed for such a purpose, and in these
cases it is not doubtful that, where they make a gain by a realisation, the
gain they make is liable to be assessed for Income Tax.

And then there follows the famous statement of the test
to be applied:

What is the line which separates the two classes of cases may be diffi-
cult to define, and each case must be considered according to its facts; the
question to be determined being—Is the sum of gain that has been made
a mere enbancement of value by realising a security, or is it a gain made
in an operation of business. in carrying out a scheme for profit-making?

1(1904) 5 T.C. 159.
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I feel compelled to hold that this Company was in its inception a
Company endeavouring to make a profit by a trade or business, and that
the profitable sale of its property was not truly a substitution of one form
of investment for another. It is manifest that it never did intend to work
this mineral field with the capital at its disposal. Such a thing was quite
impossible. Its purpose was to exploit the field, and obtain gain by indue-
ing others to take it up on such terms as would bring substantial gain to
themselves. This was that the turning of investment to account was not
to be merely incidental but was, as the Lord President put it in the case
of the Scottish Investment Company, the essential feature of the business,
speculation being among the appointed means of the Company’s gains.

And concluded that in these circumstances the finding of
the Commissioners was right. Lord Young and Lord
Trayner agreed.

The test laid down by the Lord Justice Clerk in the

Californian Copper Syndicate case (supra) has been ap-

proved in a great many cases: vide, for example, by Lord
Dunedin, speaking for the Judicial Committee of the Privy
Council, in Commissioner of Taxes v. Melbourne Trust,
Limited'; by Lord Buckmaster in the House of Lords in
Ducker v. Rees Roturbo Development Syndicate, Limited
and Commissioners of Inland Revenue v. Rees Roturbo
Development Syndicate Limited?; by Duff J., as he then
was, speaking for the Supreme Court of Canada, in
Anderson Logging Co. v. The King®, which was confirmed
by the Judicial Committee of .the Privy Council*, and, more
recently, by this Court and the Supreme Court of Canada,
per Kerwin J., as he then was, in Atlantic Sugar Refineries
Limited v. Minister of National Revenue®.

The decision is subject to certain comments. In the first
place, I think it is clear that when the Lord Justice Clerk
used the expression “scheme of profit-making” he did not
imply that the word “scheme” meant a multiplicity of
transactions. There could be a scheme of profit making even
if there were only one transaction. The difficulty involved in
the term “scheme of profit making” came before the Court
inferentially, if not directly, in 7. Beynon and Co., Limited
v. Ogg®. There a company carrying on business as coal
merchants, ship and insurance brokers and as sole selling

1[1914] A.C. 1001 at 1010. 411926] A.C. 140.
2119281 A.C. 132 at 140. 5119491 Ex. C.R. 622;
8 [1925] S.C.R. 45 at 48, [19491 S.CR. 706.

6(1918) 7 T.C. 125.
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agents for various colliery companies, in which latter ca-
pacity it purchased waggons for its clients, made a purchase
of waggons on its own account as a speculation and sub-
sequently sold them at a profit. It contended that since
the transaction was an isolated one the profit was in the
nature of a capital profit on the sale of an investment and
should be excluded in computing its liability to income
tax. It was held, however, that it was made in the operation
of the Company’s business and properly included in the
computation of its profits therefrom. Sankey J. put the
matter thus, at page 132:

The only question one has to determine is which side the line this
transaction falls on. Is it . . . in the nature of eapital profit on the sale of

an investment? Or is it . . . a profit made in the operation of the Appellant
Company’s business?

As I see it, the test thus put is to the same effect and
essentially the same as that laid down by the Lord Justice
Clerk in the Californian Copper Syndicate case (supra).
Certainly, it was so regarded by Duff J., as he then was,
in the Anderson Logging Co. case (supra).

The case is also of importance for the stress which the
Lord Justice Clerk put on the element of speculation as
a determining factor in the decision that the transaction
was not the realisation of an investment and its transfer

into another form but the gaining of profit by the sale of

the property and thus a transaction that was characteristie
of what a trader would do. This stress on the speculative

element is of particular importance when it is coupled-

with the finding that the sale of a property, which by itself
is productive of income and might be regarded as an invest-
ment, can be a trade in the property rather than a realisa-
tion of an investment.

Finally, I must confess that I find it strange that although
the Commissioners had denied the Company’s appeal
against its assessment on the ground that the profits made
by it were from a transaction of purchase and sale that
was an adventure or concern in the nature of trade and
the court was unanimous in the opinion that they were
right in their finding, there is not a word in the judgments
bearing on what is an ‘adventure or concern in the nature
of trade as distinet from what is a trade. But it is obvious,
it seems to me, that if the Court considered the transaction

in question a trading transaction, as it clearly did, it must,
50726—2
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a fortiori, be considered as an adventure or concern in the

Mi~srer oF nature of trade, as the Commissioners had found it to be.

NATIONAL
Revenun

V.
TAvYLOR

Thorson P.

I now come to the decision in The Commissioners of
Inland Revenue v. Livingston et al' in which an attempt
was made to define the expression “adventure in the nature
of trade”. There the facts were that three persons, a ship
repairer, a blacksmith and a fish salesmen’s employee pur-
chased as a joint venture a cargo vessel with a view to
converting it into a steam-drifter and selling it. They were
not connected in business and had never previously bought
a ship. Extensive repairs and alterations to the ship were
carried out by the orders of the purchasers of the ship,
two of them being employed on it in their ordinary capacity
and at the ordinary trade rates, and on December 31, 1924,
the owners sold the vessel at a profit. They were assessed
to income tax on the profit so made and appealed to the
Commissioners who allowed the appeal on the ground that
the profit realised in the transaction in question was not
made in the operation of business ordinarily carried on by
the purchasers. Thereupon the Crown appealed to the
Court of Session as the Court of Exchequer in Scotland and
it unanimously reversed the decision of the Commissioners
and held the owners of the ship assessable to income tax
on the profit made by them.

While all the judges agreed that the finding of the Com-
missioners should be reversed the case loses much of the
value that it might otherwise have by reason of the diver-
gence in the four reasons for judgment. In my opinion, the
Lord President (Clyde) made the most useful contribution
to the jurisprudence. At page 542, he said:

I think the profits of an isolated venture, such as that in which the
Respondents engaged, may be taxable under Schedule D provided the
venture is “in the nature of trade”. I say, “may be”, because in my view
regard must be had to the character and circumstances of the particular
venture. If the venture was one consisting simply in an isolated purchase of
some article against an expected rise in price and a subsequent sale of it
it might be impossible to say that the venture was “in the nature of trade”;
because the only trade in the nature of which it could participate would
be the trade of a dealer in such articles, and a single transaction falls as
far short of constituting a dealer’s trade, as the appearance of a single
swallow does of making a summer. The trade of a dealer necessarily con-
gists of a course of dealing, either actually engaged in or at any rate
contemplated and intended to continue. But this principle is difficult to

apply to ventures of a more complex character such as that with which
the present case is concerned.

1(1926) 11 T.C. 538.
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And then Lord Clyde put the test of whether a venture was 1956

in the nature of trade as follows: MINISTER OF
NATIONAL

I think the test, which must be used to determine whether a venture LEVENUE
such as we are now considering is, or is not, “in the nature of trade”, i8  Pyy1or
whether the operations involved in it are of the same kind, and earried on N
in the same way, as those which are characteristic of ordinary trading in ThorsonP. .
the line of business in which the venture was made. If they are, I do not -
gee why the venture should not be regarded as “in the nature of trade”,
merely because it was a single venture which took only three months to
complete.

And he went on to say that the operations were the same
as those which characterised the trade of converting and
refitting second-hand articles for sale and that the transac-
tion was “in the nature of trade”. Lord Sands took a differ-
ent view. In his view it was the operation done on the ship
that made the transaction a trading one. At page 543 he
said: :

But I am disposed to think that it would introduce the element of
carrying on a trade if the purchaser were, by himself or his own employees

or by a contractor, to carry through a manufacturing process which changed
the character of the article.

In Lord Blackburn’s opinion the case turned on the fact
that two of the three purchasers worked on the ship them-
selves and were thus exercising their own trades.

A great step towards clarification of the meaning of the
expression under review was taken by the Court of Session
in Rutledge v. The Commissioners of Inland Revenue.l
There the appellant, who was a money lender and also
interested in a cinema company and other businesses, being
in Berlin on business connected with the cinema company,
purchased very cheaply a large quantity of toilet paper
from a bankrupt German firm and within a short time after
his return to London sold the whole consignment to one
person at a considerable profit. On being assessed on this
profit he appealed to the Commissioners who found that
the profit made was liable to assessment as being profit
in the nature of trade and the Court unanimously dismissed
the appeal from their finding. The judgment of the Lord
President (Clyde) is illuminating. After stating that the
question in the case was whether the profits were or were
not profits of an “adventure . . . . in the nature of trade”

1(1929) 14 T.C. 490.
50726—23
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within the meaning of section 237 of the Income Tax Act,
1918 and expressing the opinion that the transaction was
certainly an adventure went on to say, at page 496:

The question remains whether the adventure was one “in the nature
of trade”. The appellant’s contention is that it could not be such, because
it is essential to the idea of trade that there should be a continuous series
of trading operations; and an observation made in the eourse of my opinion
in Inland Revenue v. Livingston, 1927 S.C. 251, at p. 255, was founded on,
according to which “a single transaction falls as far short of constituting a
dealer’s trade, as the appearance of a single swallow does of making a
summer. The trade of a dealer necessarily consists of a course of dealing,
either actually engaged in or at any rate contemplated and intended to
continue.” But the question here is not whether the appellant’s isolated
speculation in toilet paper was a frade, but whether it was an “adventure

. . in the nature of trade”; and in the opinion referred to I said that,
in my opinion, “the profits of an isolated venture .. .. may be taxable
under Schedule D provided the venture is ‘in the nature of trade’”. I see no
reason to alter that opinion. It is no doubt true that the question whether
a particular adventure is “in the nature of trade” or not must depend on
its character and circumstances, but if—as in the present case—the purchase
is made for no other purpose except that of re-sale at a profit, there seems
little difficulty in arriving at the conclusion that the deal was “in the nature
of trade”, though it may be wholly insufficient to constitute by itself a
trade.

Then the Lord President put his conclusion clearly, at page

- 497:

it seems to me to be quite plain (1) that the Appellant, in buying the
large stock of toilet paper, entered upon & commercial adventure or
speculation; (2) that this adventure or speculation was carried through in
exactly the same way as any regular trader or dealor would carry through
any of the adventures or speculations in which it is his regular business to
engage; and therefore (3) that the purchase and re-sale of the toilet paper
was an “adventure . . . . in the nature of trade” within the meaning of the
Income Tax Act, 1918.

Lord Sands agreed but put his opinion somewhat differ-
ently, stressing the nature and size of the subject matter.
At page 497, he said:

The nature and quantity of the subject dealt with exclude the sugges-
tion that it could have been disposed of otherwise than as a trade trans-
action. Neither the purchaser nor any purchaser from him was likely to
require such a quantity for his private use. Accordingly, it appears to me
quite a reasonable view for the Commissioners to have taken that this
transaction was in the nature of trade. From beginning to end the intention
was simply to buy and to re-gell . . . . I do not think that we can regard
what was done here as other than an “adventure . . . in the nature of
trade” within the meaning of the Act.
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Lord Blackburn and Lord Morison concurred.

And in The Balgownie Land Trust, Ltd. v. The Commis-
sioners of Inland Revenue' Lord President Clyde, speaking
of the definition of trade in section 237 of the Income Tazx
Act, 1918, said:

that definition makes it plain that even the profit of an isolated trans-
action—if it constitutes an adventure in the nature of trade—may be
brought within Case I of Schedule D of the Income Tax Act . . .. A single
plunge may be enough provided it is shown to the satisfaction of the
Court that the plunge is made in the waters of trade; .....

The next case in order of time was Leeming v. Jones?
but I shall defer comment on it until later.

The Rutledge case (supra) was followed in Lindsay et ol
v. The Commissioners of Inland Revenue® and later in The
Commissioners of Inland Revenue v. Frasert. There the
respondent, a woodcutter, bought through an agent for
resale a large quantity of whisky which he sold at a large
profit. The purchases and sales were made in three lots.
This was his only dealing in whisky. He had no special
knowledge of the whisky trade and did not take delivery
of the whisky or have it blended or advertised. The pur-
chase and the sales were made through an agent. On being
assessed in respect of the profit on the transaction he
appealed to the Commissioners who found that an adven-
ture in the nature of trade had not been carried on, that
merely an investment had been made and realised and that
it was not assessable to income tax. Their finding was
unanimously reversed by the Court of Session. The Judg-
ment of the Lord President (Normand) is clear cut. In the
first place, he clearly realised the distinction between a
trade and an adventure in the nature of trade. At page 502,
“he said:

We must remind ourselves that we are not to decide whether the
Respondent was carrying on a trade, but whether the transaction was an
adventure in the nature of trade . ... It would be extremely difficult to
hold that a single transaction amounted to a trade but it may be much

less difficult to hold that a single transaction is an adventure in the nature
of trade.

Lord Normand then: went on to discuss what criterion the
Court should apply in determining whether a transaction

1(1929) 14 T.C. 684 at 691. 3(1932) 18 T.C. 43.
2[1930]1 1 K.B. 299; [1930] A.C. 415. 4 (1942) 24 T.C. 498.

21
1956

———
MINISTER OF
NATIONAL
REVENUE
v.
TayYLOR

Thorson P.



22
1956

RC.delE. COUR DE L’ECHIQUIER DU CANADA [1956-19601

was an adventure in the nature of trade and whethér the

Muvister oF transaction under review was an adventure in the nature of

NATIONAL
REevENUE

v,
TAYLOR

Thorson P.

trade. I quote his opinion, at page 502:

There was much discussion as to the criterion which the Court should
apply. I doubt if it would be possible to formulate a single criterion. I said
in a case which we decided only yesterday that one important factor may
be the person who enters into the transaction . . . It is in general more easy
to hold that a single transaction entered into by an individual in the line
of his own trade (although not part and parcel of his ordinary business) is
an adventure in the nature of trade than to hold that a transaction entered
into by an individual outside the line of his own trade or occupation is an
adventure in the nature of trade. But what is a good deal more important is
the nature of the transaction with reference to the commodity dealt in.
The individual who enters into a purchase of an article or commodity may
have in view the resale of it at a profit, and yet it may be that that is
not the only purpose for which he purchased the article or the commodity,
nor the only purpose to which he might turn it if favourable opportunity
of sale does not oceur. In some cases the purchase of a picture has been
given as an illustration. An amateur may purchase s picture with a view
to its resale at a profit, and yet he may recognise at the time or afterwards
that the possession of the picture will give him aesthetic enjoyment if he
is unable ultimately, or at his chosen time, to realise it at a profit. A man
may purchase stocks and shares with a view to selling them at an early
date at a profit, but, if he does s0, he is purchasing something which is
itself an investment, a potential source of revenue to him while he holds it.
A man may purchase land with a view to realising it at a profit, but it also
may yield him an income while he continues to hold it. If he continues to
hold it, there may be also a certain pride of possession. But the purchaser
of a large quantity of a commodity like whisky, greatly in excess of what
could be used by himself, his family and friends, a commodity which yields
no pride of possession, which cannot be turned to account except by a
process of realisation, I can scarcely consider to be other than an adven-
turer in a transaction in the nature of a trade; and I can find no single
fact among those stated by the Commissioners which in any way traverses
that view. In my opinion the fact that the transaction was not in the
way of the business (whatever it was) of the Respondent in no way alters
the character which almost necessarily belongs to a transaction like this.
Most important of all, the actual dealings of the Respondent with the
whisky were exactly of the kind that take place in ordinary trade.

I stress Lord Normand’s opinion in the last sentence of his
cited remarks. Lord Normand then cited with approval the
statement of the Lord Justice Clerk in the Californian
Copper Syndicate case (supra) and made the significant
remark, at page 503:

Now, if that is true of lands it is @ fortiori true of the purchase and
sale of a commodity like whisky in bond which, in the hands of a pur-

chaser, has no meaning except as an incursion into the sphere of trading
for profit.

And Lord Normand was unable to distinguish the case
from the Rutledge case (supra).
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to sell, and there are no further material circumstances in the case, he —
engages in my view in trade, and in trade only, and not in the investment Thorson P.
of capital funds. -

TavLor

I next refer to certain expressions of opinion in Commis-
sioners of Inland Revenue v. Reinhold'. There Lord Car-
mont said, at page 392:

Certain transactions shew inherently that they are not investments but
incursions into the realm of trade or adventures of that nature. In my
opinion, it is because of the character of such transactions that it can be
said with additional definiteness that certain profits are income from trade
and not capital accretion of an investment, the purchase and sale of, for
instance, whisky, as in Fraser's case, 1942 S.C. 493, was a trading venture
and so0 too in regard to toilet paper: Rutledge, 1929 S.C. 379. This means
that, although in certain cases it is important to know whether a venture
is isolated or not, that information is superfluous in many cases where
the commodity itself stamps the transaction as a trading venture, and
the profits and gains are plainly income liable to tax.

Finally, there is the important decision of the House of
Lords in Edwards v. Bairstow®. In that case it was sought
to charge the respondents with income tax on the profit
arising from the purchase and sale of certain spinning plant
acquired and sold during the period 1946-1948, but the
Commissioners discharged the assessments on the deter-
mination that the transaction from which the profit arose
was not an adventure in the nature of trade. Wynn Parry
J. and the Court of Appeal upheld the finding of the Com-
missioners on the ground that the determination was purely
a question of fact and that it was not open to the court to
interfere with it. But the House of Lords unanimously
reversed the decision and held that the transaction was an
adventure in the nature of trade.

I need not consider the discussion whether the determina-
tion of the Commissioners was a question of fact or a
question of law or a question of mixed law and fact. That
question is of the utmost importance under the United
Kingdom system but in Canada there is no similar limita-
tion of jurisdiction and our Court is not concerned with it.

1(1953) 34 T.C. 389. 2[1955]1 8 AILE.R. 48.
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Lord Radecliffe said, at page 58:

The profit from the set of operations that comprised the purchase and
sales of the spinning plant was the profit of an adventure in the nature of
trade. What other word is apt to describe the operations? Here are two
gentlemen who put their money or the money of one of them into buying
a lot of machines. They have no intention of using it as machinery, so they
do not buy it to hold as an income-producing asset. They do not buy it
to consume or for the pleasure of enjoyment. On the contrary, they have
no intention of holding their purchase at all. They are planning to sell the
machinery even before they have bought it. And, in due course, they do
gell it, in five separate lots, as events turned out. And, as they hoped and
expected, they make a net profit on the deal, after charging all expenses
such as repairs and replacements, commigsions, wages, travelling and enter-

‘tainment and incidentals, which do, in fact, represent the cost of organizing

the venture and carrying it through.
This seems to me, inescapably, a commercial deal in second-hand plant.

Later, he said, at page 58:

There remains the fact which was avowedly the original ground of the
commissioners’ decision—*this was an isolated case”. But, as we know, that
circumstance does not prevent a transaction which bears the badge of trade
from being in truth an adventure in the nature of trade. The true question
in such cases is whether the operations constitute an adventure of that kind,
not whether they by themselves, or they in conjunction with other opera-
tions, constitute the operator a person who carries on a trade. Dealing is,
I think, essentially a trading adventure, and the respondents’ operations
were nothing but a deal or deals in plant and machinery.

The cases establish that the inclusion of the term “adven-
ture or concern in the nature of trade” in the definition
of “trade” in the United Kingdom Aect substantially en-
larged the ambit of the kind of transactions the profits
from which were subject to income tax. In my opinion, the
ineclusion of the term in the definition of “business” in the
Canadian Act, quite apart from any judicial decisions, has
had a similar effect in Canada. I am also of the view that
it is not possible to determine the limits of the ambit of
the term or lay down any single criterion for deciding
whether a particular transaction was an adventure of trade
for the answer in each case must depend on the facts and
surrounding circumstances of the case. But while that is
80 it is possible to state with certainty some propositions
of a negative nature.

The first of these is that the singleness or isolation of a
transaction cannot be a test of whether it was an adventure
in the nature of trade. In Atlantic Sugar Refineries Limited
v. Minister of National Revenue' 1 expressed the opinion

111948] Ex. CR. 622 at 631.
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that the fact that a transaction was an isolated one did not L%f
exclude it from the category of trading or business transac- Mmisrer or
tions of such a nature as to attract tax to the profit there- JATONAL
from and cited several decisions in support of my state- Tason
ment. The decision in that case was affirmed by the Supreme
Court of Canada! and has been followed in other cases: ThorsonP.
vide, for example, Honeyman v. Minister of National
Revenue?®. This does not mean that the isolation or single-

ness of a transaction has no bearing on whether it was a

business or trading transaction. On the contrary, it might

be a very important factor.

But “trade” is not the same thing as “an adventure in
the nature of trade” and a transaction might well be the
latter without being the former or constituting its maker
a “trader”. And whatever merit the singleness or isolation
of a transaction may have in determining whether it was a
trading or business transaction it has no place at all in
determining whether it was an adventure in the nature of
trade. The very word “adventure” implies a single or iso-
lated transaction and it is erroneous to set up its singleness
or isolation as an indication that it was not an adventure-
in the nature of trade. Lord Simonds put the matter ex-
plicitly in Edwards v. Bairstow (supra) when he said, at
page 54:

The. determination that a transaction was not an adventure in the

“nature of trade because it was an isolated transaction was clearly wrong
in law.

In my opinion, it may now be taken as established that the
fact that a person has entered into only one transaction
of the kind under consideration has no bearing on the
question whether it was an adventure in the nature of
trade. It is the nature of the transaction, not its singleness
or isolation, that is to be determined.

Nor is it essential to a transaction being an adventure
in the nature of trade that an organization be set up to carry
it into effect. The contention that this is necessary arose
from the finding of the Commission in Martin & Lowry?®
which the House of Lords did not disturb, but it is plain
from the decisions in such cases as Rutledge v. The Com-
missioner of Inland Revenue (supra) and Lindsay et al v.

1119491 S.C.R. 706. 219551 Ex. CR. 200 at 208.
3119271 AC. 312.
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E’fj The Commissioners of Inland Revenue (supra) that a
Minser oF transaction ean be an adventure in the nature of trade even
NazioNsl although no organization has been set up to carry it into
v. effect.
TAYLOR . . .
— And the two last mentioned cases are authority for saying
Thorson P. 41,0t o transaction may be an adventure in the nature of
trade even although nothing was done to the subject matter
of the transaction to make it saleable, as in The Commis-

sioners of Inland Revenue v. Livingston et al (supra).

Likewise, the fact that a transaction is totally different
in nature from any of the other activities of the taxpayer
and that he has never entered upon a transaction of that
kind before or since does not, of itself, take it out of the
category of being an adventure in the nature of trade.
What has to be determined is the true nature of the trans-
action and if it is in the nature of trade, the profits from
it are subject to tax even if it is wholly unconnected with
any of the ordinary activities of the person who entered
upon it and he has never entered upon such a transaction
before or since.

And a transaction may be an adventure in the nature of
trade although the person entering upon it did so without
any intention to sell its subject matter at a profit. The
intention to sell the purchased property at a profit is not of
itself a test of whether the profit is subject to tax for the
intention to make a profit may be just as much the purpose
of an investment transaction as of a trading one. Such
intention may well be an important factor in determining
that a transaction was an adventure in the nature of trade
but its presence is not an essential prerequisite to such a
determination and its absence does not negative the idea of
an adventure in the nature of trade. The considerations
prompting the transaction may be of such a business nature
as to invest it with the character of an adventure in the
nature of trade even without any intention of making a
profit on the sale of the purchased commodity. And the
taxpayer’s declaration that he entered upon the transaction
without any intention of making a profit on the sale of the
purchased property should be scrutinized with care. It is
what he did that must be considered and his declaration .
that he did not intend to make a profit may be overborne
by other considerations of a business or trading nature
motivating the transaction.
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Consequently, the respondent in the present case cannot 25_61
escape liability merely by showing that his transaction Mixisteror
was a single or isolated one, that it was not necessary to set Ramonar
up any organization or perform any operation on its subject v.

o . . . TavLor
matter to carry it into effect, that it was different from and —~—
unconnected with his ordinary activities and he had never ThomonF.
entered into such a transaction before or since and that he
purchased the lead without any intention of making a profit
on its sale to the Company.

Nor is there any comfort for the respondent in the deci-
sion in Leeming v. Jones' on which counsel for the respond-
ent strongly relied. The facts in that case were that L.
joined with three other persons in obtaining an option to
purchase a rubber estate in the Malay Peninsula. It was
not large enough for re-sale to a public company to be
formed to work it, and a further option to purchase an
additional estate was acquired. Ultimately, the two estates
were sold to a company at a profit in which L. shared. He
was assessed to income tax on the amount of this profit
and appealed to the Commissioners who found that he
acquired an interest in the property with the sole object of
turning it over at a profit and that he did not have any
intention of holding it as an investment and they confirmed
the assessment. L. appealed from this decision and Rowlatt
J. sent the case back to the Commissioners for a finding
whether the transaction was an adventure in the nature of
trade. They then found that it was not “a concern in the
nature of trade”. The case then came back to Rowlatt J.
who allowed the appeal from the Commissioners’ confirma-
tion of the assessment. From this decision the Crown ap-
pealed to the Court of Appeal which unanimously dismissed
its appeal and a further appeal to the House of Lords was
also unanimously dismissed.

I have read the reasons for judgment in the Court of
Appeal and in the House of Lords with care and can fairly
say that the case did not decide what constitutes or does
not constitute an adventure or concern in the nature of
trade and did not purport to do so. Both the Court of
Appeal and the House of Lords accepted the finding of the
Commissioners that the transaction in question was not a
concern in the nature of trade. That being so, the only
issue before them was whether L’s profit, not being a profit

1719301 1 K.B. 279; [1930] A.C. 415.
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1_"?_‘3 from a concern in the nature of trade and, therefore, not
Mﬁﬁﬂ‘m’ taxable under Case I of Schedule D of the Income Tazx
Ruvenvm Act, 1918, could be taxable as a profit under Case VI of
Tamon Schedule D and they held that it could not. If it was
Tho p not an adventure or concern in the nature of trade, as found
—— " by the Commissioners, the profit from it was not taxable.
There was no middle course. As Lawrence L.J. put it in

the Court of Appeal, at page 301:

I have the greatest difficulty in seeing how an isolated transaction of
this kind, if it be not an adventure in the nature of trade, can be a trans-
action ejusdem generis with such an adventure and therefore fall within
Case VI. All the elements which would go to make such a transaction an
adventure in the nature of trade, in my opinion, would be required to make
it a transaction ejusdem generis with such an adventure. It seems to me
that in the case of an isolated transaction of purchase and re-sale of prop-
erty there is really no middle course open. It is either an adventure in the
nature of trade, or else it is simply a case of sale and re-sale of property.
If in such a transaction as we have here the idea of an adventure in the
nature of trade is negatived, I find it difficult to visualize any source of
income, or to appreciate how such a transaction can properly be said to
have been entered into for the purpose of providing income or revenue.

This is plainly not a statement that an isolated transaction
of purchase and re-sale of property is not an adventure in
the nature of trade. It was made with an acceptance of
the Commissioners’ finding that it was not such an adven-
ture and without any attempt to assess the facts of the
transaction independently. The idea of an adventure in the
nature of trade having thus been negatived by the Com-
missioners, there was no other source of taxable profit. The
case affords a striking illustration of the care that must be
taken in applying an English income tax decision to a
Canadian case. There the Court was faced with the com-
plication resulting from the fact that it was bound by the
finding of fact made by the Commissioners, a complication
that does not exist in Canada. If the facts in that case had
come before a Canadian Court it would have been open to
it to find that they did constitute an adventure in the nature
of trade. In view of this feature of the case the decision in
Leeming v. Jones, whatever its value in thg United
Kingdom particularly in the light of the decision in
Edwards v. Bairstow (supra), is of little, if any, value in
Canada. Certainly, it is of no value to the respondent.
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In addition to the negative propositions established by %
the cases they also lay down positive guides. There is, in Minister or
the first place, the general rule that the question whether mcﬂ?;‘
a particular transaction is an adventure in the nature of Tasion
trade depends on its character and surrounding circum- ——
stances and no single criterion can be formulated. Th"_rim P,

But there are some specific guides. One of these is that
if the transaction is of the same kind and carried on in
the same way as a transaction of an ordinary trader or
dealer in property of the same kind as the subject matter
of the transaction it may fairly be called an adventure in
the nature of trade. The decisions of the Lord President in
the Livingston case (supra) and the Rutledge case (supra)
support this view. Put more simply, it may be said that if
a person deals with the commodity purchased by him in the
same way as a dealer in it would ordinarily do such a deal-
ing is a trading adventure: vide Lord Radcliffe’s reasons
for judgment in Edwards v. Bairstow (supra).

And there is the further established rule that the nature
and quantity of the subject matter of the transaction may
be such as to exclude the possibility that its sale was the
realisation of an investment or otherwise of a capital nature
or that it could have been disposed of otherwise than as a
trade transaction: vide the reasons for judgment of Lord
Sands in the Rutledge case (supra). And there is the state-
ment of Lord Carmont in the Rheinhold case (supra) that
there are cases “where the commodity itself stamps the
transaction as a trading venture.”

In my opinion, the principles laid down in the Rutledge
case (supra), the Fraser case (supra) and the Edwards v.
Bairstow case (supra) are applicable to the present case
and I have no hesitation in holding that the respondent’s
purchase and sale of 1500 tons of lead was an adventure in
the nature of trade. I do not see how it could possibly have
been anything else. His transaction was certainly an adven-
ture, a bold and imaginative one and highly successful, both
for the Company and for himself, and the only question
is whether it was in the nature of trade. If the alternatives
are whether it was of a capital nature or in the nature of
trade I am unable to see how there can be any doubt of
which it was. The nature and quantity of its subject matter,
namely, 1500 tons of lead requiring 22 carloads to carry
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it, excluded any possibility that it was of an investment
nature involving the realization of a security or resulted in
a fortuitous acecretion of capital or was otherwise of a capital
nature. It is plain that the respondent had no considera-
tions of a capital nature in mind. The nature and quantity
of the subject matter of the transaction were such as to
exclude the possibility that it was other than a transaction
of a trading nature. The respondent could not do anything
with the lead except sell it and he bought it solely for the

~ purpose of selling it to the Company. In my judgment, the

words of Lord Carmont in the Rheinhold case (supra) that
“the commodity itself stamps the transaction as a trading
transaction” apply with singular force to the respondent’s
transaction.

Moreover, he dealt with the lead in exactly the same
manner as any dealer in imported lead would have done.
He bought it from abroad and sold it to a user of lead in
Canada, namely, the Company. If it had bought the lead
it would have been subject to tax on the profit made by
it on the sale of its products fabricated from the lead so
bought. The respondent merely did what the Company
would have done if his judgment in the matter had pre-
vailed. But since the Company was not permitted by the
parent company to deal in the lead the respondent dealt
in it himself and did so exactly in the same manner as a
trader or dealer in imported lead would have done. This
brings his transaction within the decisions of the Lord
President in the Livingston and Fraser cases (supra). It was
a dealing in lead and, as such, it was, in the words of Lord
Radecliffe in Edwards v. Bairstow (supra), essentially a
trading adventure.

It is of no avail to the respondent that when he pur-
chased the lead he did so without any intention of selling
it to the Company at a profit. He did not pretend that his
purchase was for an investment purpose. All his reasons
were business reasons of a trading nature. His adventure
was a speculative one. When lead prices broke others in the
industry were unwilling to gamble but he did not hesitate.
He saw advantages of a business nature in the transaction
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and these outweighed with him the risk of loss which he i?ff
undertook. He calculated that the advantages outweighed Mﬁ;ﬁgﬁ‘f
the risk and he deliberately assumed it. He was justified in Revenve
his speculative venture. The Company got the benefit of &  Txyion
substantial drawback of approximately $30,000. The re- o = »
spondent was rehabilitated with the Company and in his —
own self esteem. He made up for his remissness in making

a bad deal causing a substantial loss to the Company

through relying on a verbal agreement with the Canadian

supplier. And he succeeded in getting better supply terms

from the Canadian supplier. As for himself his venture

brought him the personal satisfaction of victory as well as

an increase in salary and pension rights. These possible
advantages were all contemplated by him. The evidence
indicates that he entered into the transaction for a variety

of purposes but they were all of a business nature and many

of them were similar to those that would have motivated

a trader. His transaction was a dealing in lead and nothing

else.

I am, therefore, of the opinion that the respondent’s
transaction was an adventure in the nature of trade within .
the meaning of section 127(1) (e) of The Income Tax Act of
1948, and that his profit from it was profit from a business
within the meaning of section 3 of the Act and that the
Minister was right in including it in the assessment.

In view of this finding it is unnecessary to consider the
alternative contention put forward by counsel for the
Crown that the respondent’s profit came from an office or
employment.

The result is that the appeal from the decision of the
Income Tax Appeal Board must be allowed and the
Minister’s assessment restored except, as already stated,
that the amount of profit to be assessed should be $70,098.80
instead of $83,712.24. And the appellant is entitled to costs.

Judgment accordingly.
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1954 BerwEEN:
Nog.226, PUBLISHERS GUILD OF CANADA %
- APPELLANT;
1956 LIMITED ...........cccoiiinnn..
Dec. 28 AND
" THE MINISTER OF NATIONAL R
REVENUE ........ccoveveinn... HSPONDERT:
AND BETWEEN:
THE MINISTER OF NATIONAL
APPELLANT;
REVENUE .....................
AND
PUBLISHERS GUILD OF CANADA R
LIMITED .........ovveveennen.. ASPONDENT.

Revenue—Income tax—Excess profits tax—Income War Tax Act, R.S.C.
1927, c. 97, ss. 8, 6(d), 68—Excess Profits Tax Act, 1940, 8.C. 1940,
¢c. 89—Tazpayer not entitled to anonymily—Duty of accountants in
applying accounting systems—Tazpayer in business of selling books
and magazines with sale price payable in instalments—Applicability
of instalment system of accounting—Unrealized gross profit content of
instalments remaining unpaid at end of year not income,

The taxpayer carried on the business of selling books and magazines
through door to door canvassers. Its customers paid a small amount
on signing the order for them, a further small amount on their
delivery and the balance in weekly instalments of about $1 each. The
cost of the books and magazines ‘to the taxpayer was small, but the
selling costs and other expenses of the business, including the costs of
collecting the instalments, were high. The accounts were poor paying
ones.

Prior to 1945 the taxpayer kept its accounts and made its income tax
and excess profits tax returns on the accrual basis of accounting under
which the amounts of the sale prices of the books and magazines
were included in its profit and loss account for the year in which
the sales were made, whether they were received or not, subject to
an allowance for debts of a doubtful nature, and the expenses were
charged as they were incurred, whether laid out or expended or not.
In 1945 the taxpayer commenced to report its income on the instal-
ment system of accounting under which it took into income for the
year only the gross profit content of the instalment payments actually
received by it in the year and charged against such income the
expenses of carrying on the business as they were incurred, includ-
ing commissions, handling and selling costs, general overhead and
collected costs. In assessing the taxpayer for the years in dispute the
Minister put its accounts back on the accrual basis. The taxpayer
appealed to this Court against its income tax assessment for 1945 and
its excess profits tax assessments for 1945, 1946 and 1947. It also
appealed against its income tax assessments for 1946, 1947 and 1948
to the Income Tax Appeal Board which allowed its appeals and the
Minister appealed from its decision. The appeals were heard together.
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Held: That, while section 68 of the Income War Tax Act gave the tax-

9.

payer the right to have the proceedings before the Court held in
camera, the section was in derogation of the fundamental principle
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that court proceedings are open to the public and its operative effect Canapa Lp.

should not be extended beyond its express terms. It did not entitle
the taxpayer to the cloak of anonymity or to hide behind a number
or conceal the fact that he had appealed against his income tax
assessment.

. That it is the duty of the accountant to apply to the business of his

client the system of accounting that is appropriate to it and most
nearly reflects its financial position, including its income position, at
the time and for the period required.

" That, in the absence of statutory provision to the contrary, the validity

of any particular system of accounting does not depend on whether
the Department of National Revenue permits or refuses to allow its
use.

. That if the law does not prohibit the use of a particular system of

accounting the opinion of accountancy experts that it is an accepted
system and is appropriate to the faxpayer’s business and most nearly
accurately reflects his income position should prevail with the Court
if the reasons for the opinion commend themselves to it.

. That the instalment system of accounting is a recognized and accepted

method of accounting and computing income and is preferable to
other systems in the case of articles sold' for a price payable in
instalments where the down payment is small-and the collection risk
is substantial.

unpaid at‘the end of the year was not income of the taxpayer for
the year.

. That the instalment system of accounting adopted by the. taxpayer

under which it excluded from the computation of its income for -the
year the unrealized gross profit content.of the instalments remaining
unpaid at the end of the year was appropriate.to the taxpayer’s
business and more nearly accurately reflected its income position
than any other system of accounting would do.

. That there was no prohibition, express or implied, in the Income War

Tazx Act against the use by the taxpayer of the instalment system of
accounting in the computation of its income.

That the accrual basis system of accounting was inappropriate to the
taxpayer’s business and the Minister’s assessments were erroneous.

10. That section 6 of the Income War Tar Act did not apply in the

present case. The taxpayer did not transfer or credit any amount
from its income to a reserve, contingent account or sinking fund.

11. That the taxpayer’s appeals should be allowed and the Minister’s

appeal! dismissed.
APPEALS against income tax and excess profits tax

assessments and from decision of the Income Tax Appeal
Board.

The appeals were heard together before the President of

the Court at Toronto.

A. D. McAlpine for Publishers Guild of Canada Limited.
Joseph Singer, Q.C., and T. Z. Boles for Minister.

50726—3

v,
MINISTER OF
NATIONAL
RevENUR

. That the unrealized gross profit confent of the mstalments rema.m.mg .
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E{? The facts and questions of law raised are stated in the
Pusuisuzrs reasons for judgment.

Guiwp oF
C“N“fJA Lw.  Tgg PresmeNT now (December 28, 1956) dehvered the

Mumvister of following judgment.
Nationan

ReveNue  Thege two appeals were heard together. The first is an
appeal by the taxpayer against its income tax assessment
for 1945 and its excess profits tax assessments for 1945,
1946 and 1947. The second is an appeal by the Minister
from the decision of the Income Tax Appeal Board, sub
nom. No. 90 v. Minister of National Revenue', dated March
6, 1953, allowing the taxpayer’s appeals against its income
tax assessments for 1946, 1947 and 1948.

At the request of counsel for the taxpayer the proceedings
were held in camera, pursuant to section 68 of the Income
War Tax Act, R.S.C. 1927, Chapter 97, which provides as
follows:

68. Proceedings before the Exchequer Court hereunder sha.ll be held

in camers upon request made to the Court by any party to the
proceedings.

But while this section gives a party the right to have the
proceedings before the Court held in camera it does not
entitle him to the cloak of a.nonymlty The section is in
derogation of the fundamental principle that court proceed-
ings are open to the public and its’ operative effect should
not be extended beyond the permission of its express terms.
It does not entitle the taxpayer to hide behind a number or
conceal the fact that he has appealed against his assessment.
All that it gives him is the r1ght to have the proceedings
before this Court held in camera. He is not. entitled to any
other secrecy. Consequently, in the case of an appeal directly
to this Court against an income tax assessment the tax-
payer’s name remains in the style of cause of the proceed-
ings and in the case of an appeal to this Court from a
decision of the Income Tax Appeal Board where the Board
has substituted a number for the name of .the taxpayer in
its reasons for judgment it is the practice of this Court to
restore the name of the taxpayer to the style of cause and
keep it there.

These appeals present a novel and difficult problem.
While the issue in both of them is, of course, whether the

1(1953) 8 Tax. A.B.C. 161.
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assessments levied against the taxpayer for the years in E"’_‘f
dispute are correct, and there is a statutory presumption of PusLsazrs
their validity until they are shown to be erroneous either C&“;,’fﬁ’;,,
in fact or in law, the appeals involve consideration of the Mg op
appropriateness of the instalment system of accounting to Naronan
the taxpayer’s business and the computation of its income. Ravenve
There are two questions for determination, the first being ThorsonP.
whether the instalment system of accounting is appropriate
to the taxpayer’s business and accurately reflects its income
and profit position, and the second whether there is any
provision in the governing Income War Tax Act, R.S.C.
1927, Chapter 97, that either expressly or by implication
prohibits its use. That is the difficulty of the situation. Its
novelty is that this is the first occasion on which this Court
has been called -upon to consider the appropriateness and
legality of the instalment system of accounting,.

The facts are not in dispute. The taxpayer carries on its
business in Toronto and Vancouver, has its head office at
Toronto and is the Canadian subsidiary of Publishers Guild
Incorporated, a United States corporation having its head
office.in New York. Its business is the selling of books and
magazines through door to door canvassers. Through them
it makes three kinds of combination offers to its intended
customers, one for $29.90 and two for $21.60 each. The terms
of the offers are similar but, for convenience, I shall refer
only to the $29.90 offer. For this amount it offers three
books from a specified list and subscriptions to three maga-
zines also from a specified list. The terms 'of the offer are
that the customer will pay $3 to the canvasser on signing
the order, $2.90 and delivery charges on the delivery of the

- books, and the balance of $24 in weekly instalments.of $1
each. A person is-not listed as a customer until the $2:.90
and delivery charges have been paid. Thereafter, a delivery
report is made showing the riame of the canvasser, the name
of the customer, the amount of the sale, the $3 deposit. and
the .$2.90 delivery payment, and the various commissions
paid. The taxpayer also keeps a ledger account for each
customer showing the name of the canvasser, the books and
magazines covered, the payments made, and the number of
notices sent out. The taxpayer sends all details to its parent
in New York which keeps a duplicate set of books. . B
- The'books sold on a $29.90 order vary in their. cost to the

taxpayer but their average cost is about $5.50. The magazine
50726—3%
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ﬁi“ subscriptions cost about $2.50 so that the cost of the
PUGI’;ULII;:E[:;{S merchandise content of each $29.90 sale, meaning thereby
Canapa L1p. the cost of the books and the magazine subseriptions, is
Mxrores op 800Ut $8. Thus, its gross profit from the $29.90 sale, over
Narroxar and above the cost of the merchandise content, is about

WENTE  $21.90 which, in round figures, is 70 per cent of the sale
Thorson P. price. This percentage was used in the course of the hearing
and I shall continue to use it, although it was actually some-
what higher, varying in amount according to the cost of
the books and the magazine subscriptions selected by the
customer. The gross profit referred to is, of course, calculated
on the assumption that the full amount of the sale price

is paid.

The books come out of the taxpayer’s stock. They are
bought by its parent from the publishers and the taxpayer
pays its parent for them. The magazine subscriptions are
not ordered until after the $2.90 and delivery charges c.o.d.
payment has been made. Thus, all the cost of the merchan-
dise content of the $29.90 sale has been either actually laid
out and expended or incurred before any of the $24 instal-
ments have been received. '

The direct selling costs are high. On each $29.90 sale
the canvasser gets a direct commission of $5.50, the sales
manager an over-riding commission of $2.40, the branch
manager a commission of 90 cents, and the sales manager
an additional expense allowance of $1.50, making a total
direct selling cost of $10.30. When this is added to the cost
of the merchandise the total merchandise and direct selling
cost comes to $18.30 leaving a gross profit on the $29.90 sale
of $11.60. But this is subject to deduction for handling and
shipping costs and general overhead and office expenses
including heavy expenses for the collection of overdue
accounts and other correspondence relating to the sales, such
as letters about damaged books, magazine subscriptions,
changes of address, complaints and other matters. Approx-
imately 80 per cent of the taxpayer’s total office expenses
is due to its intensive efforts to collect the unpaid
instalments.

The evidence is conclusive that the accounts are poor
paying accounts. The merchandise is sold without any

_inquiry as to the customer’s credit rating. No security is
" given for the fulfilment of the promise to pay the balance
of $24 except that the taxpayer retains title to the books
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until the aceount is paid in full, but this right is of little
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value for, in practice, the books are not worth re-possessing, Pususaess

since used books cannot be delivered to a customer, and ¢,

they are not repossessed on failure to pay. The accounts
are of an uncertain character and difficult to collect. Many
of the orders are signed by housewives whose husbands
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repudiate them. And it is the exception rather than the rule ThorsonP.

that the instalment payments are made as promised. More-
over, the collections made by the taxpayer are due to its
intensive collection efforts. About 80 per cent of its office
staff of from 10 to 17 persons is engaged on collections. It
has over 40 form letters in its series of dunning letters and
also about 30 others of various types. It continues its dun-
ning efforts as long as there seems any possibility of collec-
tion. In addition, it gives inducements in the form of an
additional book, such as an Atlas, which costs $2.65, for
what is called “cashing-up” the remaining payments. The
evidence of Mr. S. R. E. Wilner, the taxpayer’s general
branch manager at Toronto, was illuminating. He analysed
200 consecutive accounts in its ledger to illustrate the
extent to which dunning letters have to be sent out in order
to effect payments. Of these 15 per cent “cashed-up” as the
result of the inducements held out, 20.5 per cent were good
paying accounts requiring only from 1 to 4 dunning letters,
20 per cent required from 5 to 9 letters, 18.5 per cent from
10 to 20 letters, 16.5 per cent from 21 to 29 letters and 9.5
per cent 30 letters and over. Even with this intensive dun-
ning 40 of the 200 accounts referred to remained unpaid.

After the taxpayer has exhausted its own efforts to collect
from its customers it sends its delinquent accounts to the
Guardian Credits Corporation for collection. It charges
50 per cent on what it collects but it handles the taxpayer’s
accounts only when it has no other accounts to process.
They are its poorest accounts for collection. It collects less
than 10 per cent of the accounts handed to it.

The taxpayer’s unpaid accounts are not of the kind that
can be discounted. Mr. R. H. Soren, the owner and manager
of Guardian Credits Corporation, said that he did not know
any finance company that would discount the taxpayer’s
unpaid accounts without a 100 percent recourse to it. He
would not pay anything for the accounts turned over to him
and would not go far beyond 15 to 20 per cent for all its
unpaid accounts. On his cross-examination he expressed the
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opinion that a bank would not loan money on the accounts
and this opinion was concurred in by Mr. F. Findley, the
manager of the King and York branch of the Imperial Bank
of Canada. A chartered bank would not discount the ac-
counts or lend money on them although it would consider
them in asertaining the worth of their owner.

Prior to 1945 the taxpayer kept its accounts and made its
income tax and excess profits tax returns on what is known
as the accrual basis system of accounting and computing
profit. Under this system transactions are recorded in the
accounts as they occur; as sales are made their amounts are
included in the profit and loss account, whether they are
received in the year or not, with a provision for an allowance
for debts of a doubtful nature, and expenses are brought
into account as a charge against income as they are incurred,
whether they are laid out or expended in the year or not.
This means, in the case of the taxpayer, that as soon as a
customer paid the $2.90 and delivery charges on the delivery
of the books, the $24 balance which he owed was brought
into the taxpayer’s income for the year, regardless of
whether any instalment was payable or received in the year,
and, on the other hand, all expenses were charged as ex-
penditures for the year regardless of whether they had been
actually laid out or expended or not.

For a good many years prior to 1945 the taxpayer’s parent
had kept its accounts and made its United States income
tax returns on what is known as the instalment system of
accounting and computing profit and the taxpayer desired to
adopt a similar method. Before doing so its tax consultant,
Mr. J. K. Punchard, consulted Mr. A. H. McLachlin, the
Minister’s supervisor in the corporation assessment section
of the Department’s Toronto office, and then, on December
17, 1945, wrote to the Inspector of Income Tax at Toronto
as follows:

Dear Sir:

Attention: Mr. A. H. McLachlin
Re: Publishers Guild of Canada Limited

Relative to our discussion today regarding the basis of accounting
used by this company, we wish to state that the officers of the company
are desirous of using the instalment method of accounting in place of
the accrual method in use to December 31, 1944. To be consistent with
the practice: of the parent organization in the US.A. and in accordance
with the regulations provided by American taxing authorities, the com-
pany now seeks your approval to use the instalment method of account-
ing from January 1, 1945.
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As we pointed out to you, the company is in the business of selling, 1956
by door to door canvass, magasine subscriptions together with a book pyp
a8 a premium. Payments receivable on the instalment basis usually Gumpor
spread over a twelve month period. In this class of business the risks Caxapa Lo,
are great and_the possibility of recovery of the goods is limited. Mmlg,i.m oF
We refer you to our letter of June 22, 1945 relative to Encyclopedia NATIONAL
Library of Canada Limited to which was attached a summary showing _N_UE
the effect of the use of this basis on the accounts of the company. Both Thorson P.
companies are comparable and to be consistent with American practice —_—
could readily adopt the instalment basis of accounting to which we have
referred. ‘

We should appreciate your examining this matter and advising us
of your approval for the year 1945 and subsequently. The company is
prepared to follow this practice continuously. We should be glad to
discuss the matter further with you.

Yours very truly,

J. K. Punchard
VARDON, PUNCHARD & CO.

and, on December 20, 1945, the Toronto Inspector of
Income Tax, per J. Roberts, the chief auditor for corpora-
tions, replied as follows:

Dear Sirs:—
Attention: Mr. J. K. Punchard, C.A.
Re: Publishers Guild of Canada Limited.
Your letter of Dec. 17, 1945 relative to the basis of accounting used
by the above company is acknowledged.

It is noted that the company desires to change the basis from the
accrual method to a basis of taking profits on sales into revenue account
only as instalment payments are received and that this proposed method
is in line with the practice of the parent organization in the USA.
As the company is prepared to follow this practice continuously this
office will recommend that it be accepted for tax purposes, and applicable
to the period ending Dec. 31, 1945,

Yours truly,
INSPECTOR OF INCOME TAX

Per: J. Roberts
Chief Auditor, Corporations.

On the receipt of this reply Mr. Punchard advised the
taxpayer’s parent in New York that the instalment system
of accounting was to be recommended and he recommended
that the taxpayer should change its accounting system ac-
cordingly. His recommendation was adopted and the tax-
payer’s income tax and excess profits tax returns for the
years 1945 to 1948 were based on the instalment system of



40
1956

——
PUBLISHERS
‘GUILD OF
Canapa Ltp.
V.
MINISTER OF
NATIONAL
REVENUE

Thorson P.

R.C.delE: COUR DE L'ECHIQUIER DU CANADA [1956-1960]

accounting and computing profit. I shall describe the opera-
tion of this system later. At the moment, it is sufficient to
say that under it the taxpayer, subject to what I shall point
out later, took into income for the year only the gross
profit content of the instalment payments actually received
by it in the year, or, to put it negatively, and more precisely,
it excluded from its computation of income for the year
the unrealized gross profit content of the instalments that
remained unpaid at the end of the year.

When the Minister assessed the taxpayer for the years
in dispute he put its accounts back on the accrual basis
of accounting on which it had made its tax returns for the
years prior to 1945. This appears from the notices of assess-
ment, dated March 14, 1951, For example, for 1945 he added
to the amount of taxable income reported by the taxpayer
the sum of $74,071.93 as unrealized gross profit and deducted
$14,816.85 as his allowance for bad debts making a net
addition of $59,255.08. The sum of $74,071.93 represented
the unrealized gross profit content of the instalments in
respect of the taxpayer’s 1945 sales that remained unpaid
at the end of 1945 after it had written off $52,879.50 for bad
debts, which amount the taxpayer had excluded from its
computation of income for the year, and the sum of
$14,816.85 was 15 per cent of $98,778.97, which was the
amount of the taxpayer’s unpaid instalments in respect of
its 1945 sales at the end of 1945 after its write-off for bad
debts. The Minister followed a similar course in assessing
the taxpayer for 1946, 1947 and 1948 and it is not necessary
to set out his figures for each of the years.

The taxpayer appealed to the Minister against the in-
come tax assessment for 1945 and the excess profits tax
assessments for 1945, 1946 and 1947, but he affirmed them
and the taxpayer then appealed to this Court. The taxpayer
also objected to the income tax assessments for 1946, 1947
and 1948 but the Minister confirmed them and the tax-
payer appealed to the Income Tax Appeal Board which
allowed its appeals and set aside the assessments. From
this decision the Minister appealed to this Court. The issues
in each case are the same and it was accordingly ordered
that the appeals be heard together.

In order to determine whether the assessments appealed
against are correct it is desirable to ascertain the manner

~
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in which the taxpayer kept its accounts under the instal- E’ff
ment system of accounting and how it differed from the PusLismess
GuiLb oF
accrual basis system. CanADA LiTD.
Evidence relating to the instalment system was given by ;¢
Mr. T. A. M. Hutchison, a chartered accountant of 25 years NarronaL
standing and a Toronto resident partner of the international Revenoe
accounting firm of Peat, Marwick, Mitchell and Company, ThorsonP.
and by Mr. J. K. Punchard, a chartered accountant of 25
years standing and the senior partner of the Toronto ac-
counting firm of Punchard, Grant and Company, who was
the taxpayer’s tax consultant and prepared or supervised
the making of its tax returns.
Mr. Hutchison stated that the essential feature of the
instalment system of accounting and computing profit as
adopted by the taxpayer is that the gross profit content of
the payments made by purchasers of the taxpayer’s books
and magazine subscriptions is taken into income for the
year only as the payments are received but the expenses
of carrying on the business are charged against the income
as they are incurred. Mr. Punchard put its essential feature
negatively and, in my opinion, more precisely, when he
said that the instalment system excludes from the computa-
tion of income for the year the unrealized gross profit con-
tent of the instalments remaining unpaid at the end of
the year.
The application of the instalment system to the tax-
payer’s business was illustrated by reference to a single sale
for $29.90 in respect of which only $5.90 had been paid
in the year, the balance of $24 payable in weekly instal-
ments of $§1 each remaining unpaid. If the gross profit in
the sale, if the price was all paid, would be 70 per cent of
the sale price then all that is taken into income in respect
of the $5.90 received is 70 per cent of it, namely, $4.13.
All the payments received by the taxpayer in the year are
treated in the same way, that is to say, only 70 cents of
each dollar received is taken into income. This is so whether
the payment is the initial one of $5.90 or an instalment
and whether the sale in respect of which it is made was
made in the year of the payment or previously. Thus, the
total of the amounts of the gross profit content of the pay-
ments received by the taxpayer in the year is taken as the
income for the year. To put it negatively, as Mr. Punchard
did, the taxpayer excludes from its computation of income
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for the year the estimated gross profit content of the in-
stalments that are not paid in the year and, consequently,
not received by it. Against the income thus computed the
taxpayer charges, subject to what I shall point out later,
its expenses for the year, whether laid out or incurred,
including commissions on the sales made in the year, han-
dling and shipping costs, and general overhead and office
expenses including collection costs.

The statement that only the gross profit content of the
payments received by the taxpayer is taken into income for
the year requires clarification. What is meant is that the
full amount of each payment is taken into account but
there is charged against it the cost of the merchandise con-

_tent proportionate to it. Thus, if $8 was the cost of the

merchandise content of the $29.90 sale, so that the gross
profit would, in round figures, be 70 per cent of the sale
price, then the cost of its merchandise content would, in
round figures, be 30 per cent. Consequently, 30 per cent of
the $5.90 received, or $1.77, is charged against it leaving the
gross profit content of $4.13 above referred to. There is a
similar charge against the amount of each payment received
of the cost of the merchandise content proportionate to it.

It follows, of course, that since the unpaid instalments
are not taken into account in the year the cost of the mer-
chandise content proportionate to them is not charged
against the income for the year. Thus, for example, out of
the $8 cost of the merchandise content of the $29.90 sale
there remains $6.23 which, although actually paid or
incurred, is not charged as an expense against the income for
the year. It remains really as inventory.

It is, of course, disclosed in the balance sheet that the
accounts are kept on the instalment system of accounting
and the unpaid instalments appear in it as an asset valued
at the cost of the merchandise content proportionate to
them. The unpaid instalments are the taxpayer’s accounts
receivable but their amount is reduced in value to the inven-
tory cost of the merchandise content proportionate to them.
Thus, in the illustration referred to, the $24 instalments
remaining unpaid at the end of the year are valued at $6.23
and appear, in effect, on the balance sheet at such value. All
the payments remaining unpaid at the end of the year are
valued in the same way. In effect, it is said that the accounts
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receivable, that is to say, the instalments remaining unpaid, E’f
are worth the cost of the merchandise content proportionate PusLisazrs
to their amount and it is at this valuation that they are cﬁfﬁf T,
included in the taxpayer’s computation of income for the M toms oF
year. NarioNaL

While there is no specific reference to this valuation in the ReveNue

taxpayer’s profit and loss statement and there is no actual ThorsonP.
appraisal in it of the value of the accounts receivable at
this amount, it is really included in its income in the manner
described. Thus, in the example used, since $6.23 has already
been paid or incurred by the taxpayer for the merchandise
content of the unpaid $24 instalments but has not been
charged as an expense against the income for the year it
remains in the income over and above the gross profit con-
tent of the $5.90 payment received. In this way the $24
account receivable is brought into account at the cost of
the merchandise content proportionate to it, namely, $6.23,
which works out at about 25 per cent of its full amount.
All the instalments remaining unpaid at the end of the year
are dealt with in the same way. Thus, it may be said that
' a valuation is made of the taxpayer’s accounts receivable
and that they are brought into account and, therefore,
included in income at the cost of the merchandise content
proportionate to their amount. This cost is, of course, taken
into account in the year in which, the sale is made and the
taxpayer becomes entitled to the account receivable.

Thus, the taxpayer’s income for the year includes the
gross profit content of the payments received by it in the
year and the valuation of its accounts receivable at the end
of the year at the cost of the merchandise content propor-

‘tionate to their amount.

Thus, it will be seen that the instalment system of
accounting differs from the accrual basis system only in its
computation of income. Instead of taking into income for
the year the full amount of the sale price as soon as a sale
is made, as the accrual basis system does, even although the
instalments are not payable in the year and regardless of
whether they are collectible or not, the instalment system
takes into income for the year only the gross profit content
of the instalments actually received in the year, that is to
say, the full amount of such payments less the cost of the
merchandise content proportionate to them. There is also
~ the further fact that, while the instalment payments
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1956 yemaining unpaid at the end of the year are not taken into
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PusuiseErs income at their face amounts, a valuation is placed on them
Cﬁ‘j‘;{’f‘;,, at the cost of the merchandise content proportionate to
M TreER OF them and the amount of such valuation is, in effect,
Naronan  included in the income in the manner described.
ROVENVE My, Punchard stated the difference between the two
Thorson P. gecounting systems more simply. As he put it, the instal-
ment system differs from the acerual basis system only in
that it excludes from the computation of income for the
year the unrealized gross profit content of the accounts
receivable, that is to say, the unrealized gross profit content
of the instalments remaining unpaid at the end of the year.
That is essentially the only difference between the two sys-
tems. Apart from this exclusion of unrealized gross profit
content the two systems of accounting are similar.

I should also refer to the manner in which write-offs of
bad debts and recoveries of bad debts, previously written off,
are dealt with under the taxpayer’s accounting system. An
analysis of its bad debts was prepared by Mr. Punchard
and filed as Exhibit 27. This showed for each year the
amounts of the sales, the bad debts written off, the recover-
ies and the outstanding receivables. The amount of the
write-off is fixed at the end of each year as the accounts
are determined to be bad after. a conference between the
parent’s auditor at New York and its accounting officials
there. They are not written off the record at the taxpayer’s
offices at Toronto and Vancouver and it continues its efforts
to collect them. There was some confusion implied in the
questions put by counsel for the Minister to the taxpayer’s
witnesses which should be cleared up. The taxpayer’s income
for each year was not reduced by the amount of the bad
debts written off in that year, notwithstanding the sugges-
tion to the contrary by counsel for the Minister. He did not
appear to understand the situation. The bad debts were
written off against the gross sales of the year and not against
the income for the year. Of that fact there can be no
dispute. For example, the amount of the bad debts written
off in 1945 was $52,879.50. This was the amount of the
unpaid instalments at the end of the year that were deter-
mined to be bad debts by reason of their being overdue for
too long a time. But the income for 1945 was not reduced
by that amount. All that was charged against it was
$13,220.36. This was the cost of the merchandise content
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proportionate to the amount of the accounts written off.
The reason for this being the only amount charged against
the income is that it was the only amount that had been
brought into account in respect of the accounts when it was
included in the income in the first place in the manner I
have deseribed. Similarly, in 1946 the amount of the write-
off of bad debts was $84,428.78 but the income for the year
was reduced by only $23,515.62, that being the cost of the
merchandise content proportionate to $84,428.78. And simi-
larly in 1947, in respect of the $62,567.61 written off only
$16,228.37 was charged against the income for the year.
And in 1948, while $63,659.67 was written off, the income
for the year was reduced by only $18376.69. Counsel for
the respondent was thus in error in suggesting in his cross-
examination of the accountancy experts that the taxpayer’s
income was reduced in each year by the amount of the bad
debts written off. It was reduced only by the amount of the
cost of the merchandise content proportionate to .such
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amount for, as already explained, that was the only amount

that had been included in income as already described.

I should also add that there is no merit in counsel’s sug-
gestion that the taxpayer could have worked out a percent-
age for an annual allowance for bad debts. Any such attempt
would have led to as arbitrary a figure as the -Minister’s
allowance of 15 per cent.

As for the recoveries made in respect of accounts that
had previously been written off the payments received by
the taxpayer in respect of such accounts were treated in the
same way as any other payments received by it. Their gross
profit content was taken into the income of the year in
which the recoveries were made.

I now come to the opinions of the accountancy experts.
Mr. Hutchison explained the operation of the instalment
system of accounting as I have described it and stated that
it was a recognized and accepted method of accounting and
computing income. In his opinion, it was a suitable system
to apply to the taxpayer’s business and produced a more
accurate computation of its income than any other system
would do. His reasons for his opinion may be summarized.
The taxpayer’s accounts receivable for its unpaid instal-
ments are different in kind from ordinary trade accounts
receivable where the credit period is for 30 days and also
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different in kind from accounts receivable for unpaid instal-
ments on such articles as automobiles or radios or television
sets where there is a valuable lien right and, in the case of
automobiles, a protection by insurance, and the risks of col-
lection are slight. Mr. Hutchison expressed the opinion that
while the instalment system is accepted by accountants and
could be applied in all cases where articles are sold for a
price payable in instalments it is not the most appropriate
system to apply to the sale of such articles as automobiles
to which the accrual basis system is ordinarily applicable.
But it is more appropriate than the accrual basis one in
cases where the period of payment of the instalments is
protracted, where collection of the instalments is uncertain
and the cost of collection high, where the accounts are of
such doubtful value that they cannot be discounted or
readily sold and where there are no valuable rights of
repossession of the articles sold. All these conditions exist
in the taxpayer’s case. Consequently, the instalment system
of accounting is very appropriate to its business and its use
results in an accurate computation of its profit.

Mr. Punchard, with his greater knowledge of the tax-
payer’s method of conducting its business, was more explicit
in his reasons for his opinion. He considered that the accrual
basis system of accounting was not appropriate to the kind
of business conducted by it and the nature of its accounts
receivable and was strongly of the opinion that the instal-
ment system would produce the most accurate computation
of its income and most nearly accurately reflect its profit
position. He agreed with the reasons put forward by Mr.
Hutchison but added to them. One additional reason for
considering the accrual basis system inappropriate to the
taxpayer’s business was that there was a large interest con-
tent due to the delay between the incurring of the expenses
of the business and the receiving of the instalment pay-
ments, which interest content it improperly disregarded.
And he particularly stressed the fact that the value of the
taxpayer’s accounts receivable at the end of the year was
contingent on the success of its collection efforts in the
following year or years. I shall refer to his reasons in greater
detail later. Mr. Punchard also went farther than MF.
Hutchison in his general approval of the instalment system.
In his -opinion, it would be appropriate in all cases of
articles sold for a price payable in instalments.
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The expert opinions expressed by Mr. Hutchison and - 19

Mr. Punchard were supported by reference to recognized PusLismzes
accountancy authorities and excerpts from their works were CAGNUAI,I,‘X .

filed as exhibits. I enumerate them as follows; namely, M ToER oF
Statement dealing with the instalment system of accounting Naronan

in the course of instruction for chartered accountants pre- Bevenus

pared by chartered accountants designated by the Institute ThorsonP.

of Chartered Accountants and handled by Queen’s Univer-

sity, Exhibit 9; H. A. Finney on Principles of Accounting—

Advanced, at page 89, Exhibit 10; R. H. Montgomery on

Auditing, at page 429, Exhibits 11 and 20; Smails on Audit-

ing, at pages 91-92, Exhibit 16; C. T. Devine on Inventory

Valuation and Periodic Income, at page 11, Exhibit 17;

H. A. Finney on Principles of Accounting—Advanced, at

pages 73 to 75, Exhibit 18; S. Gilman on Accounting Con-

cepts of Profit, at pages 602-603, Exhibit 19; Dickinson

Lectures on Developments in Accounting Theory, at pages

99-100, Exhibit 21; W. A. Paton on Essentials of Account-

ing, at pages 600-601, Exhibit 22; R. Xester on Advanced

Accounting, at page 502, Exhibit 23; H. R. R. Hatfield on

Accounting, at page 251, Exhibit 24; and W. A. Staub on

Auditing Developments During the Present Century, at

page 26, Exhibit 25. Mr. Punchard made it clear that his ,
concurrence with the opinions expressed by these authorities

was with their general trend, rather than with every detail

of them.

There is a general recognition by the accountancy au-
thorities that instalment sales raise special accounting
problems. For example, H. A. Finney in his work on
Principles of Accounting—Advanced points out, as appears
from Exhibit 18, that instalment sales may be subject to
greater collection losses and expenses than are incurred on
regular sales, that collection losses aré likely to be heavy
because the opportunity to purchase luxuries on the instal-
ment plan appeals to people who are not in a financial
posmon to pay for them outright, and who in many cases,
are unable to pay for them even in 1nsta.1ments, and that
expenses are also likely to be heavy since the instalment
method involves additional collection and accounting costs.
Then Finney points out, and his remark is particularly
pertinent in the present case, that the expenses applicable
to the sale are incurred in accounting periods subsequent
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Thorson B Then he recognizes the fact that, because losses and ex-

penses incident. to instalment selling are incurred in large
amounts in periods subsequent to the period of sale, there
is considerable difficulty in devising a method of taking up
profits in a logical and conservative way. According to
him two methods have been used. One is that all the profits
should be taken up in the period of sale and that reserves
should be set up for losses on bad debts, collection expenses
and costs of reconditioning repossessed merchandise and the
other that the profits should be taken up in instalments on
the basis of cash collections. The latter method involves
accounting by the instalment system. I think that I may
safely say that it is generally-recognized by the authorities
that the instalment system. of aceounting is preferable to
other systems in the case: of instalment sales where the
down payment is small and the collection risk is substantial.
Finney refers to three forms-of instalment systems showing
the manner in which the cash:collections are dealt with:

(a) The first collections are considered. a return of cost and no profit
is taken until the collection exceeds the cost.

(b) The first collections are considered: profit and the last collections
are. considered a refurn of cost.

(¢) Each collection is reg&rdéd ag including profit and a return of
cost in the same proportion that these two elements are included in the
total selling price.

These three ways of dealing with the payments received in
respect of instalment sales are also referred to by Kester
in his work on Advanced Accounting, at page 502, as set
out in Exhibit 23. Montgomery on Auditing prefers the
first form of the instalment method in cases where the
collection risk is extreme. At page 429, as appears from
Exhibit 20, he says:

‘When the collection risk is considered to be extreme it is good practice
to defer the recognition of profit until the entire cost has been recovered.

In the case of the $29.90 sale, which I have been using by
way of illustration, this would mean that no portion of the
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sale price would be taken into income until after the full
amount of the cost of the merchandise content of the sale,
that is to say, $8 had been paid. Mr. Hutchison stated that
in pure theory this form of the instalment system could be
followed but he agreed with Finney and Kester that it
would be too conservative and he referred to the form of
the system which the taxpayer adopted, which was the
third one mentioned by Finney, as a compromise. This is not
a precisely accurate statement. What he meant was that it is
a middle form of the instalment system between the other
two forms, both of which are extreme, one too conservative
and the other too optimistic.

At this stage it would, I think, be appropriate to make
some remarks of a general nature regarding the role of
accountancy experts in income tax cases. The accountancy
profession is not a static one and the system of accounting
which accountants should apply to the accounts of the
‘businesses in which they are called upon to act. are not
immutable. A system of accounting that would be appro-
priate to one kind of business is not necessarily appropriate
to a different kind. Only an arbitrary minded person would
contend that there is only one system of accounting of
universal applicability. No reasonable person would do so.
But while accountants devise changes in systems of
acecounting to meet the changing conditions in the business
world and new ways of conducting business their guiding
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principle must always be the same. Accounting is really the

recording in figures, instead of words, of the financial impli-
cations of the transactions of the business to which it is
applied. The accountant is thus the narrator of the trans-
actions, his narrative being in the form of figures instead of
words. His narrative should be such as to disclose to persons
understanding his language of figures the true position of his
client’s business at any given time or for any given period.
The accountant cannot fulfil the duty thus required of him
unless he has carefully considered the manner in which his
client carries on his business and has applied to it the
system of accounting that is appropriate to it and most
nearly accurately reflects its financial position, including its
income position, at the time or for the period required.

But the Court must not abdicate to accountants the func-

tion of determining the income tax liability of a taxpayer.
50726—4
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That must be decided by the Court in conformity with the
governing- income. tax law, It is an established principle
of such law in this Court that there is a statutory presump-
tion of validity in favor of an income tax assessment until
it is shown to be erroneous and that the onus of doing so
lies on the taxpayer attacking it.-But while the Court must
be mindful of this principle it must in its effort to apply
the law objectively keep a. watchful eye on arbitrary
assumptions on the part of the tax authority such as, for
example, that it is within its competence to permit or refuse
any particular system of accounting and that its decision in
the matter is conclusive. I cannot express too strongly the

" op1n10n of this Court that, in the absence of statutory pro-

vision to the contrary, the vahdlty of any particular system
of accounting does not depend on whether the Depa,rtment
of National Revenue permlts or refuses its use. What the
Court is concerned with is the ascertainment of the tax-
payer’s income tax hablhty Thus the prime con51dera,t10n

‘where there is a dispute about a system of accounting, is, in

the first place, whether it'is appropriate to the business to
Whlch it is applied and tells the truth about the taxpayer’s
income position and, if that condition is sat1sﬁed Whether
there is any proh1b1t10n in the governing income tax law
agalnst its use. If the law does not proh1b1t the use of a par-
ticular system of accounting then the opinion of account-

‘ancy experts that it is an accepted system and is approprlate

to the taxpayer’s business and most nearly accurately
reflects his i income pos1t10n should prevail with the Court if
the reasons for the op1n1on commend themselves to it.

That, in my op1n1on is the 81tuat10n in the present case
Mr Hutch1son and Mr. Punchard were exhaustlvely and
Vlgorously cross-examined by counsel for the Minister but
he was unable to weaken their opinion. Indeed, his cross-

‘examination served to strengthen it. It is, I thlnk note-

worthy that their opinion was not contradicted. Counsel
for the Minister did not call any witnesses. It could, there-

fore, be held, even on the bri¢f summary of the reasons

given by the accountancy experts which I have set out, that
the instalment system of accounting as adopted by the tax-
payer is an acceptable system, is appropriate to the tax-
payer’s business and more accurately reflects its -income
position than any other system of accounting would do.
But in view of the importance of the question it would,
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I think, be desirable to amplify the. reasons that 'have led E?ﬁ‘
me to thls finding, Paznﬁ%n{aé
T P
Taxable income is defined by section 3 of the Income Can4oa Lw.
War Tax Act, in part, as follows: o Mm’;mm
NarroNaL
3. For the purposes of this Act, “income” means the annual net profit Ruveiiue
or gain . . . . directly or indirectly received by a person from . .. any

trade, manufacture or business, . Th?”_s'f P.
And section 9 provides that it is upon the income during
the preceding year that the tax is to be assessed. Conse-
quently, in respect of each of the years in question the
taxpayer is subject to income tax on the net profit received
by it from its business during such year. That statement is
substantiated by the decision of the Supreme Court of
Canada in Capital Trust Corporation Limited v. Minister
of National Revenue' where it was held that a sum received
by the executor of an estate was all assessable for tax in the
year of its receipt because it had been received during such
year, notwithstanding the fact that it had been earned
~ over a period of years. The test of taxability of income fixed
by this decision is whether the income was received by the
" taxpayer during the taxation year. If it was, it is subject to
tax regdrdless of when it was earned. It must, T think, follow
from the decision that if the income, meaning thereby “the
net profit or gain”, was not received by the taxpayer during
- the taxation year he is not subject to income tax in respect
of it. And it follows that he is then not sub]ect to excess
profis tax for such year.

It is clear that in assessing the taxpayer the Minister
rejected the instalment system of accounting -on which it
had based its tax returns. This appears from an-examination
of its tax returns- and the notices of assessment. For
example, for 1945 the Minister added to the amount of tax-
able income reported by it the sum of $74,071.93, less an
allowance of $14,816.85 for bad debts, or a net addition of
$59,255.08. The amount of $74,071.93 represents the differ-
ence between $98,778.87, the total amount of the taxpayer’s
accounts receivable in respect of its 1945 sales at the end
of that year, after it had written off $52,879.50 as bad debts;
and $24,706.94, the cost of the merchandise content propor-
" tionate to $98,778.87. This $74,071.93 is the amount that
would have been the gross profit content of the instalments

1119371 S.CR. 192,
50726—4}
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of $98,778.87 if they had been received by the taxpayer in
1945, but which it excluded from its computation of income
for 1945, as being the unrealized gross profit content of the
instalments remaining unpaid at the end of that year, and,
therefore, not profit received by it in 1945. But the Min-
ister’s net addition of $59,255.08 to the taxpayer’s reported
taxable income is, in effect, an assertion by him that the
taxpayer’s accounts receivable, amounting to $98,778.87,
after the write-off for bad debts, constituted a “net profit”
of $59,255.08 “received” by it during 1945, over and above
the amount of taxable income reported by it.

Thus the issue, so far as 1945 is concerned, is whether
the defendant’s accounts receivable at the end of 1945,
meaning thereby the amount of the unpaid instalments in
respect of its 1945 sales, constituted a receipt by it during

.1945 of $59,255.08 over and above the amount of taxable

income, meaning thereby “net profit or gain”, reported by
it for that year.

I have no hesitation in finding, on the evidence before
me and the opinions of the accounting experts, that the
taxpayer did not in 1945 receive the additional profit or
$59,255.08 which the Minister’s assessment thus ascribed
to it and that his assessment for that year is to that extent,
erroneous in fact.

There are several reasons for this finding. It is important
to take a realistic view of the facts rather than the arbitrary
one taken by the Department. In the first place, the evi-

. dence is conclusive that the taxpayer’s accounts receivable

at the end of the year, meaning thereby the instalments in
respect of sales remaining unpaid, were quite different in
character from ordinary trade accounts receivable which
are likely to be paid within the short period of eredit allowed
to them without any considerable risk of loss or expense
being incurred to effect their collection. The situation in the
taxpayer’s case was basically different. For example, its
gross sales in 1945 amounted to $467,170.80 but only
$315,519.13 was collected in that year leaving $151,651.67
unpaid at the end of it. In 1946 there was a further collec-
tion of $77,788.66 in respect of the 1945 sales but at the
end of 1946 $73,863.01 still remained unpaid in respect of
them. In view of these undisputed facts it is unrealistic
and untrue to say that the taxpayer’s accounts receivable
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at the end of 1945 for its instalments then remaining unpaid,
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amounting to $98,778.87, after the write-off of $52,877.50 PUB;;ms
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for bad debts, constituted a receipt of profit by it during c,xapa Lav.

1945 of $59,255.05.-1 say, as emphatically as poss1b1e that
it did not.

The Minister seems to have admitted, although perhaps
inadvertently, the inappropriateness of the acerual basis
system of accounting, as it is ordinarily understood, to the
taxpayer’s business for he did not fully apply it. If he had
done so he would have added a much larger amount than
$59,255.05, namely, the difference between $151,651.67,
being the amount of the taxpayer’s accounts receivable at
the end of the year, before its write-off of $52,879.50 for bad
debts, and the cost of the merchandise content proportion-
ate to it, less an allowance of 15 per cent of $151,651 for
bad debts, which amount would have been in excess of
$90,000. It might, perhaps, not be fair to say that in adding
$74,071.93 to the taxpayer’s income less his allowance of
$14,778.87 rather than the larger sum referred to the
Minister recognized the propriety of the taxpayer’s write-
off of $52,879.50 for bad debts, but that is the effect of what
he did and, to that extent, the Minister applied a modifica-
tion of the accrual basis system of accounting to the tax-
payer’s business. But even this modification shows a profit
for the year that the taxpayer did not, in fact, receive
during such year.

I now proceed to refer in greater detail than I have done
to the reasons that led Mr. Punchard to his opinion that the
accrual basis system of accounting is not appropriate to
the taxpayer’s business and its accounts. He drew attention
to the fact that in each year the taxpayer incurred costs in
the purchase of merchandise and paid commissions in
respect of its sales but had to wait a long time before the
instalment payments equalled the amount of its mer-

chandise cost and commission payments. There was thus an

interest cost that ought to be charged as an expense but the
accrual basis system of accounting disregarded this interest
factor.

The system was also defective in that it showed in respect
of the taxpayer’s accounts receivable at the end of the year
a so-called profit thiat by reason of the nature of the ac-
counts cannot fairly be described otherwise than as an anti-
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cipated profit. And, as Mr. Punchard put.it, “the account-
ant, as a matter of principle—which i§ very much a part of
his training—abhors any anticipation of profit”. This is as
1t should be.. When an accountant shows & profit from a
business there ought to be something to show for the profit
shown that is worth somewhere within reach of the amount
shown, so that it can be used for the purposes for which a
profit is ordinarily used. The Minister's addition of
$59,255.08 to the amount reported by the taxpayer does not
meet this rrequlrement; It was not an existing proﬁt in
1945 but only an anticipated one. Liabilities cannot be met
or dividends paid with such an ant1c1pated profit consisting
of accounts rece1vab1e of uncertain value that cannot be
dlscounted -

I agmn use. the example of the $29 90 sale by way of
illustration. The evidence is that in the year of the sale $8
is paid or incurred for its merchandise content-and $10.30
by way of commissions making a total of $18,30 and leaving

$11.60 which amount is subject to:its proportion of shipping

and delivery costs and overhead and office expenses includ-
ing the.cost of collection. The $18.30 for merchandisé and
commissions is all paid or incurred before the weekly instal-
ments are received and there cannot be any profit in respect
of the sale available for any purpose until after sufficient
instalment payments have been made to cover the cost of
the merchandise content of the sale, the commissions paid
for its acquisition and the proper proportion of the costs
and expenses referred to. But the evidence shows that this
does not happen in the year of the sale. For example, as I
have pointed out, in respect of the sales of $467,170.80 in
1945, the sum of $151,651.67 remained unpaid at the end
of the year and the sum of $73,863.01 sti]l remained unpaid
at the end of 1946. How then could it fairly be said that
the amount of $151,651.67, or $98,778.87 after the write-off
of $52,878.50, represented an item of taxable income, mean-
ing thereby net profit or gain, received by the taxpayer in
1945, which it had improperly excluded from its tax returns
for that year? The question answers itself in the negative.
There was certainly no existing profit out of which it could
pay income tax if it were called upon to do so and it ought
not to be requlred to.borrow money to pay income tax on
what was at the time only an anticipated profit reahzable
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in the future only to the extent of the success that might 1'955

attend the taxpayer’s efforts to collect the unpald instal~ P&Bmsng:s
ments. ‘ . : : CANADA L

But Mr. Punchard’s basic reasons for his o opinion seem Mistas or
to me to be conclusive. The evidence establishes that the Ii{;%?&f‘

taxpayer’s accounts receivable are, at the time of their Thoraos
orson R,

receipt, of uncertain value. They cannot be discounted and =~ —
they are saleable only for a small percentage of their face
amounts, Mr. Soren said that he would not pay more .than

15 or 20 per cent for all of them. Moreover, and this is a

most important factor, such value as they may have in the

future is contingent on the success of the taxpayer’s inten-

sive and costly efforts to collect them. And it is certain that

if its collection efforts were not made or should be relaxed

the instalment payments would cease or fall off. Approxi-
mately 80 per cent of the taxpayer’s office expense is in-
curred in the collection of its unpaid instalments. While the

large eost of collection is, no doubt, taken into account as a

factor in the determination of the sale price, this factor
should also be taken into account in detérmining the real

profit content of the unpaid instalments. A profit shown

by taking the amount of the gross sales into-income and
deducting therefrom the cost incurred up to the date of the

sale without taking into account the cost of collecting the
unpaid instalments necessarily incurred after the date of

the sale is not a true profit.

There are really two aspects of the problem If for- ex-
ample, the taxpayer had ceased business at the end of
1945 its accounts receivable would have had little, if any,
value. They could not have been discounted and it “is ex-
tremely doubtful that anyone would have bought them at
all. Mr. Soren’s statement that he would not pay more than
15 or 20 per cent for all the taxpayer’s accounts would not
be applicable to the assumed situation. It would be astonish-
ing if they would have been worth more than the amount
of the cost of the merchandise content proportionate to
them which the taxpayer left in its income for 1945 in the
manner described earlier. How then could it possibly have
been said that the taxpayer’s accounts receivable at the end
of 1945 constituted a receipt by it during the year of
$59,255.05 of net profit or gain over and above the amount
reported by 'it? It certainly did not. The negative answer
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ﬂ becomes even more emphatic when it is remembered that of
P&BHSHERS the $151,651.67 of accounts receivable at the end of 1945
Cawaoa Lo, O0ly $77,788.66 was collected in 1946, and then only by
MiNiores o reason of the collection effort made in 1946, and $73,863.01
NamonaL remained uncollected.

lei%i Now let us look at the other aspect of the problem with
—  the taxpayer continuing in business after 1945. Then its
accounts receivable at the end of 1945 would acquire value
but only by reason of its intensive efforts to collect them.
But such value would be acquired in a year subsequent to
that of their receipt and as the result of collection efforts
involving a substantial expenditure in such subsequent year.
Thus it is apparent that the gross profit content of the
instalments in respect of 1945 sales remaining unpaid at the
end of 1945 is contingent on the success of expensive collec-
tion efforts to be made subsequently to 1945. It seems to me
that if a system of accounting is to produce a true com-
putation of the profit of a business such as that of the
taxpayer it ought to take the factor which I have just
referred to into proper account. The accrual basis system

does not do so.

- The real fact is that the taxpayer is engaged in two activi-

ties; it sells books and magazine subscriptions at a price
which has taken into account the risky factors of such a
business and it runs an intensively organized collection
office. Its profit on the sale of its merchandise is contingent
on. the success of its collection efforts. Without such success
there would not be any profit from the sale of the mer-
chandise. On this point the evidence is conclusive. This led
Mr. Punchard to his statement that he could not reconcile
with good accounting the practice of giving full value to
the amount of the taxpayer’s accounts receivable at the end
of the year when it was plain that such value as they might
have was contingent on the success of the taxpayer’s collec-
tion efforts to be made subsequently to the year of their
receipt and necessarily involving a substantial expenditure
in the year of its efforts and also subject to considerable loss
even after its intensive and costly collection efforts.

Thus, in respect of the taxpayer’s sales in 1945, it would
be more reasonable and more consistent with sound account-
ing to take the gross profit content of .the instalments
remaining unpaid at the end of the year, that is to say, the
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amount of the payments less the cost of the merchandise B?f
content proportionate to them, into income for the year in PusLismrss
which they were received by the taxpayer as the result of ngffin
_..1ts successful efforts to collect them and in which its costs Mix e o
of collection were incurred, rather than to take them into NarowaL
income for 1945 when their profit content was contingent on RaveNoe
the success of future collection efforts and its amount could ThorsonP.
not be determined with any substantial certainty.
I am, therefore, in complete agreement with Mr.
Punchard’s opinion that the accrual basis system of acount-
ing is inappropriate to the taxpayer’s business. Its use, if
applied for 1945, would take the amount of the taxpayer’s
gross sales in the year into income for the year, deduct
therefrom the amount of its expenses laid out or incurred
during the year and show the balance, less an arbitrary
allowance of 15 per cent for bad debts, as the net profit
.received by it during the year. But the system would fail
to take into account the nature of the taxpayer’s business,
the uncertain nature and contingent and doubtful value of
its accounts receivable, the delay in the payment of the
instalments, the intensive and costly efforts necessary to
collect them in a year or years subsequent to 1945, and the
certainty of substantial loss, notwithstanding such efforts.
Thus, the use of the system would show a profit for the
year that did not in fact exist. Certainly, it would not repre-
sent a profit received by the taxpayer during the year. What
I have said applies also to the modification of the accrual
basis system, which the Minister applied when he made his
assessment.
I am also in agreement with the opinion of the account-
ancy experts that the instalment system of aecounting is
appropriate to the taxpayer’s business. In respect of the
sales in 1945 it properly excludes from the computation of
income for 1945 the unrealized gross profit content of the
instalment payments remaining unpaid at the end of the
year and takes such profit content as may be realized sub-
sequently to 1945 into income for the year in which the
instalments are successfully collected as the result of the
taxpayer’s collection efforts, and their gross profit content
may fairly be regarded as profit received by it during such
year. It follows, of course, that under the instalment system
only the gross profit content of the payments received by
the taxpayer during 1945 is taken into income for the year,
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the year after the write-off for bad debts against the amount
of the unpaid instalments remains included in the income
for the year in the manner described. I am convinced that
the instalment system of accounting produces a much more
nearly accurate computation of the taxpayer’ 8 profit than
the accrual basis system would do.

For these reasons I have come to the ¢onclusion that the
Minister’s assessment of the taxpayer for 1945 was errone-
ous in fact. It would be unrealistic, and contrary to fact,
to say that the amount of $59,255.08 which the Minister
added to the amount of taxable income reported by the tax-
payer for 1945 represented a profit received by it during that
year within the meaning of section 3 of the Income War
Tax Act. The added amount was, therefore, improperly
1ncluded in the assessment.

‘What I have said about the assessment for 1945 applies,
mutatis mutandis, to the assessments for 1946, 1947 and
1948. For reasons similar to those which I have stated
I find them all erroneous in fact.

These findings really dispose of the appeals herein in
favor of the taxpayer unless there is some provision in the
Income War Tax Act or some rule of income tax law that
in a case such as the present prohibits the use of the
instalment system of accounting and compels the use of
the accrual basis system. Before dealing with the legal
contentions put forward by counsel I should refer briefly
to some matters of a particular nature. It was urged by
counsel for the Minister that the result produced by the
instalment system of accounting as applied by the taxpayer
was anomalous in that it showed a loss by the taxpayer of
$12,014.04 for 1945 whereas it had had a profit of $23,203.09
for 1944, notwithstanding the fact that it did more business
in 1945 than it had done in 1944, namely, that its gross
sales in 1945 amounted to $467,170.80 whereas in 1944 they
had come to only $362,888.26. The answer to the comment
is obvious, namely that for 1944 the taxpayer had made its
tax returns according to the accrual basis system of account-
ing whereas for 1945 it based them on the instalment system.
There was bound to be a difference of result due to the fact
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that in 1944 the taxpayer had taken into income for 1944
items that ought to have been excluded from its computa-
tion of income for 1944 and included in its computation of
income for 1945. If the taxpayer had changed over to the
ingtalment system in 1944 instead of in 1945 it'would have
excluded from its ecomputation of income for that year the
unrealized gross profit content of the instalments remaining
unpaid at the end of 1944 in respect of its 1944 sales instead
of including it, as it did under the accrual basis system,
and paying income tax on a profit which it had not in fact
received during 1944. Moreover, the result in 1945 would
have been that the taxpayer would have taken into income
for that year not only the gross profit content of the pay-
ments received by it during the year in respect of its 1945
sales but also the gross profit content of the payments
received by it during the year in respect of its 1944 sales.
The result in such case would have been that in 1944 its
taxable income would have been less than that on which it
had paid tax and that in 1945 it would have had a taxable
income instead of a loss. The fact is that the taxpayer had
paid tax for 1944 on a so-called profit that it had not received
in 1944 but had in part.received in 1945. The fair way to
look at the matter is to do so over a period of years. The
results of the application of the system for 1946 illustrate
what I mean. During that year the taxpayer received a
profit of $15,516.86 whereas, as I have mentioned, it had
had a loss of $12,014.04 for 1945, notwithstanding the fact
that it did less business in 1946 than it had done in 1945,
namely, that its gross sales in 1946 amounted to $399,521.40
whereas in 1945 they had come to $467,170.80. Here again
the reason is clear, namely, that in 1946 the taxpayer took
into income for the year not only the gross profit content
of the payments received by it during the year in respect
of its 1946 sales but also the gross profit content of the
$77,788.66 of payments received by it during the year in
respect of its 1945 sales which were the result of its success-
ful efforts in 1946 to collect such payments. There is thus
no merit in the contention of counsel based on the result
shown for 1945 by the instalment system as compared with
that shown for 1944 by the accrual basis system.

Nor is there any substance in the suggestion by counsel
for the Minister in the course of his cross-examination of

59

1956

——
PUBLISHERS
Gurwo oF
Caxapa Lrp,

v

MINISTER OF
NATIONAL
UE

Thorson P,



60
1956

—
PuBLIsHERS
GUILD OF
Canapa L.
v.
MINISTER OF
NATIONAL
REVENUE

Thorson P.

RC.del’E, COUR DE I’ECHIQUIER. DU CANADA [1956-19603

the accountancy experts that the application of the instal-
ment system of accounting to the taxpayer’s business and
its accounts would reduce the amount of its income tax
liability. If it should do so by reason of the fact that the
system more nearly accurately reflects the taxpayer’s income
position than the accrual basis system or the Minister’s
modification of it would do there could not be any lawful
objection to such a result. But the fact is that the use of the
system does not produce any such result. There is no diminu-
tion of the taxpayer’s taxable income by reason of its ap-
plication of the instalment system of accounting. Mr.
Punchard was emphatic in his statement to that effect.
And Mr. Hutchison made it clear that all that happens is &
change in the timing of the incidence of the applicable tax.
How this happens has really been already fully explained.
For example, in accordance with the principles of the sys-
tem, the taxpayer excluded from its computation of income
for 1945 the unrealized gross profit content of its accounts
receivable at the end of 1945, but, as I have pointed out,
brought into income for 1946 the gross profit content of
the $77,788.66 of payments received by it during 1946 in
respect of its 1945 sales and into income for 1947 the gross
profit content of the payments received by it during 1947
in respect of its 1946 or 1945 sales, and so on. In other
words, the gross profit content of payments received by the
taxpayer during the year is taken into income for the year
in which they are received, regardless of whether the sales
in respéct of which the payments were made were sales
made in the year of the payment or in a previous year. This,
in my opinion, is as it should be, for the gross profit content
of the payment received was an item of taxable income
received by the taxpayer in the year of the receipt of the
payment, within the meaning of section 3 of the Income
War Tax Act, and was not an item of taxable income
received by it during any previous year. Thus, the use of
the system does not reduce the amount of the taxpayer’s
income. All that it does is to allocate it to the year in which
it properly belongs as being net profit or gain received by
the taxpayer during such year within the meaning of the
governing Act.

And there cannot be a valid objection to the instalment
system of accounting on the ground that its use in Canada
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is new and that this is the first.case in which the appropri-
ateness of its application in the computation of the taxable
income falls to be considered. The system is not new in the
United States. There its use has been recognized since 1924.
Section 453(a) of the Internal Revenue Code of 1954 of
the United States provides:

453 (a) Dealers in Personal Property—Under regulations prescribed

by the Secretary or his delegate, a person who regularly sells or other-
wise disposes of personal property on the instalment plan may return
as income therefrom in any taxable year that portion of the installment
payments actually received in that year which the gross profit, realized
or to be realized when payment is completed, bears the total comtract
price.
It will be seen that the use of the instalment system of
accounting is recognized for all sales of personal property
for a price payable by instalments. The evidence is that the
taxpayer’s parent in New York had used the instalment
system for some years so that it was not unreasonable that
the taxpayer should desire to keep its accounts according
to the same system and, as I have stated, it decided to do
so after Mr. Punchard had recommended the change-over
after he had discussed the matter with the Toronto Office
of the Department.

While it is true that the taxpayer is the only person that
has adopted the system in Canada, it was Mr. Punchard’s
opinion that the Department’s opposition to the system
has discouraged its use and that, if there had not been such
opposition, other persons would have adopted it.

Counsel for the Minister took objection to the taxpayer’s
exclusion of the amounts of its accounts receivable from its
computation of income for the year on the ground that it
constituted the setting up of a reserve or contingent account
contrary to the prohibition of section 6(d) of the Income
War Tax Act. In his cross-examination of the accountancy
experts he attempted to. obtain an admission from them
that the deferring of the accounts receivable as income was

a reserve but both Mr. Hutchison and Mr. Punchard were.

clearly of the opinion that there was no question of any
reserve or contingent account. They were, in my opinion,
clearly right. Section 6(1) (d) of the Act provides as follows:
6. In computing the amount of the profits or gains to be assessed,
a deduction shall not be allowed in respect of
(d) Amounts transferred or credited to a reserve, contingent account

" or sinking fund, except such amount for bad debts as the Minister may
allow and except as otherwise provided in this Act;

-
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The section does not apply to what the taxpayer did. What
it prohibits is the deduction from what. would otherwise be
assessable profits or gains of any amount transferred or
credited. to a reserve, contingent account or sinking fund,
except as permitted. Here there was no such transfer or
credit. What the taxpayer did was to exclude from its com-
putation of income for the year the unrealized gross profit
of .its accounts receivable at the end of the year on the
ground that such gross profit did not constitute income for
the year that. could enter into the computation of profits
or gains to be assessed. It was not a case of deduction from
income at all. The excluded unrealized gross profit content
was not income for the year. Both Mr. Hutchison and Mr.
Punchard were clearly of the opinion that there was no
transfer or credit of anything to a reserve or contingent
account and I am in full agreement with them. Moreover,
as Mr. Punchard explained, there is no place in the instal-
ment system-of accounting for any reserve or contingent
account for bad debts. The two ideas are inconsistent with
one another. There cannot be any provision in the system
for setting aside any amount for bad debts, for the-unpaid
instalments, which might become bad debts, are not taken
into income at all, except that the cost of the merchandise
content -proportionate to them, by not being charged as an
expense, is left included in income in 'the manner earlier
described. What happens with regard to ‘bad debts, as I
have already explained, is that after certain debts have
been determined to be bad their amount is written off
against the amount of the gross sales for the year and all
that is written off against income for the year is the amount
of- the cost of the merchandise content proportionate to the
amount of the bad debts written off, for that is all that
was left included: in the income proportionately to the
amount of the accounts before they were written off as
bad. Thus, I find that the taxpayer’s use of the instalment
system d1d not result in any violation of the prohlbltlons of
section 6(d).

But the main argument of counsel for the Minister was
that the taxpayer should have applied the accrual basis
gystem of accounting to its accounts and the computation
of its taxable income. His submission, as I summarize it,
was that the expression “net profit or gain . . . . received”,
as used in Section 3 of ‘the Income War Tazx Act, was wide
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enough to include receivables as well as receipts, that since
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the inception of the Act in 1917 tax returns had been made PusLismrs
to the Department accordmg to the acerual basis system of CAGNAM T,
accounting and that prior to 1945 the taxpayer had made its 5, v .
returns according to that system, that the Department Nariowai

had accepted that system and its long practice in doing so

UE

lends validity and a measure of law to the fact that the ThorsonP.

accrual basis system is a proper and the most appropriate
one to use to determine net profit, unless, as counsel con-
ceded, the taxpayer can satisfy the Court that he has used
a more appropriate system, that the taxpayer ought, there-
fore, to have brought into income for the year the full
amount of the instalments in respect of its sales in the year;
that over a period of years it knew or should have known
the percentage of its likely loss from bad debts and could
have protected itself in respect of its accounts receivable
by deducting the appropriate amount for bad debts to the
extent that the Minister would allow such deductlon and
that it could also work out an estlmate of the collection
expenses that would have to be incurred to collect the
_ unpaid instalments. :

There are several flaws in the argument thus put forward.
It is not strictly correct to say that generally tax returns
have been made to the Department according to the accrual
basis system, for they have been made in a great many cases,
possibly the majority, on the cash basis system. It is mainly
in the case of trade accounts that the accrual basis has been
used but, as Lord Greene M.R. pointed out in W. 8. Try,
Ltd. v. Johnson', it is really an exception to the general
rule that tax is collected on the basis of the receipts of a
business that trade debts are brought into income. The
general rule is, as put by Rowlatt J. in Leigh v. Commis-
sioners of . Inland Revenue® that, “receivability without
receipt for the purpose of Income Tax is nothing at all”’:
Vide also Dewar v. Commissioners of Inland Revenue® to
the same effect. Moreover, the Department has not hesi-
tated to depart from the accrual basis system when it has
suited its purpose to do so: vide, for example such cases as
Capital Trust Corporation Limited v. Minister of National
Revenue*; Trapp v. Minister of National Revenue®. But

1[1946] 1 All E.R. 532 at 539. 3(1935) 19 T.C. 561 at 577.

2(1927) 11 T.C. 590 at 595. 4[1937] S.C.R. 192
5119461 Ex. C.R. 245.
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even if its practice had been uniform that would not have
determined the matter. There has been too much thinking
on the part of the Department that its permission, even in
the absence of statutory authority, is necessary to the vali-
dity of a particular system of accounting. What is basically
to be determined under the Income War Tax Act is the
amount of “net profit or gain . . ... received” by the tax-
payer during the year. It was established by the House of
Lords in Sun Insurance Office v. Clark® that “the question
of what is or is not profit or gain must primarily be one of
fact, and of fact to be ascertained by the tests applied in
ordinary business”. Thus, what is to be determined here is,
not whether the Department has accepted the accrual basis
system of accounting and rejected the instalment system,
but rather which system more nearly accurately reflects the
taxpayer’s income position. I have already answered this
question in detail. The Court is not called upon in this case
to express any opinion on the appropriateness of the accrual
basis of accounting to the business of an ordinary trader
and ordinary trade accounts. But that is not the situation
bere. Here, as the evidence substantiates, the taxpayer’s
accounts were very different from ordinary trade accounts.
And the Court has had the benefit of the uncontradicted
opinions of two chartered accountants of experience, care-
fully expressed and exhaustively tested on cross-examina-
tion, that the accrual basis system of accounting is inappro-
priate to the taxpayer’s business and its accounts and that
the instalment system is appropriate and more accurately
reflects the taxpayer's income position than any other
system would do.

I have already, earlier in these reasons, stated that there
is no merit in the submission made by counsel regarding
the steps that the taxpayer might have taken to protect
itself against loss in respect of its accounts receivable. That
also applies to the suggestion that the taxpayer could esti-
mate its collection costs. At best, the estimates thus sug-
gested would have been of a speculative and arbitrary
nature and subject to adverse comment similar to that

~ made by Lord Greene M.R. in the W. 8. Try Ltd. case

(supra) in respect of the amount there discussed.

171912] AC. 443.
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. In support of his argument counsel for the Minister relied
upon the decision in Kent v. Minister of National Revenue' PUB;;I;)H::S
in which Mr. Fisher accepted and adopted, inter alia, the cANADA L.

following statement, taken from Mr. R. G. H. Smail’s work
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ing Principles and Practice, at page ATIONAL

on Accoupt g - c p‘es and pag REVENUE
Income is realized just as fully when an asset is sold for a promise Thorson P.

of -cash as when it is sold for cash down.

Mr. Hutchison did not agree that this statement was ap-
plicable in the case of sales such as those made by the
taxpayer and Mr. Punchard also disagreed with it. My
comment on it will be brief. It may well be that the state-
ment is justifiable in cases where the promise to pay is -
readily convertible into cash, as appears to have been done
in the Kent case, but to say that it is applicable to the kind
of promises to pay made to the taxpayer in the present case
is, to put it bluntly, to make a- statement - that is Who]ly. '
devo1d of reality and quite untrue. =~

Counsel for the Minister was in error in assuming that
under the instalment system of accounting the taxpayer.
excluded from income for the year the whole amount of its.
accounts receivable at the end of the year as not having
any value. That is not correct. What was excluded was the .
unrealized gross profit content of the unpaid instalments.
But, as I have explained earlier, the unpaid instalments : -
at the end of the year were valued at the amount of the - -
cost of the merchandise content proportionate to them and
the amount of such valuation was included in the taxpayer’s
income for the year in the manner which I have fully de-
scribed. That is certainly not far from their value at the
end of the year. Certainly, it is more than anyone would
then have paid for them.

This brings me to my conclusion. I have not been able
to find any prohibition, express or implied, in the Income
War Tax Act against the use by the taxpayer of the instal-
ment system of accounting in the computation of its income.
In my opinion, its use results in a more nearly accurate
computation of the taxpayer’s taxable income, within the
meaning of section 8 of the governing Aect, than the system
applied by the Minister would do.

L 1(1952) 6 Tax AB.C. 181.
50726—5
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1956 It follows that the assessments appealed against must be
Pususurss set aside. There will, therefore, be judgment that the tax-
GuILp oF 5 . o .
CANADA L. Payer’s appeals against its income tax assessment for 1945
M TorEs oF and its excess profits tax assessments for 1945, 1946 and
II\T{QTIONAL 1947 are allowed and that the Minister’s appeal from the
WENUE - decision of the Income Tax Appeal Board is dismissed. The

Thorson P. ¢axpayer will be entitled to its costs of the appeals but since
they were heard together there will be only one counsel fee.

Judgment accordingly.

13,5—61 BerwEEN:
Nov.13 .
1957 LEONARD A. PARMENTER .............. SUPPLIANT;
Jan.8 AND
HER MAJESTY THE QUEEN .......... RESPONDENT.

Crown—Petition of Right—Damages—Petition filed after expiration of
twelve months from time of damages—The Highway Traffic Act of
Manitoba, RS.M. 1940, c. 93, s. 84(1)—Ezchequer Court Act, RS.C.
1962, c. 98, s. 831—Provincial limitation of action applicable—No estoppel
against requirement or operation of statute.

The suppliant brought a petition of right for damages for personal injuries
alleged to have been suffered by him at Winnipeg in Manitoba on
December 18, 1947, through having been struck by a motor vehicle
driven by & member of the Royal Canadian Air Force. It was alleged
that the injuries resulted from the negligence of the driver while act-
ing within the scope of his duties. The petition was not filed in this
Court until November 19, 1953. It was alleged in paragraph 8 of the
statement of defence that the suppliant’s action was barred by reason
of the fact that it was not brought until after the expiration of twelve

* months from the time when his damages were sustained as required by
section 84(1) of The Highway Traffic Act of Manitoba, R.S.M. 1940,
Chapter 93, and section 31 of the Ezchequer Court Act, RS.C. 1952,
Chapter 98. It was alleged in the suppliant’s reply that the respondent
was estopped from asserting the facts upon which the defence alleged
in paragraph 8 of the statement of defence was based by reason of the
representation made to the suppliant by officers and servants of the
respondent that hig injury was pensionable and that an action need not
be commenced for compensation for it. Counsel for the respondent
applied for judgment that the suppliant was not ent1t1ed to a.ny of the
relief sought in the petition of right.

Held: That the provincial laws relating to prescription and the limitation
of actions referred to in section 31 of the Exchequer Court Act of which
the Crown may avail itself in a petition of right are those of the prov-
ince in which the cause of action arose that are in force in such prov-
ince at the time when the Crown is called upon to make its defence
to the petition of right and that the respondent was entitled, in the
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absence of a valid reason to the contrary, to rely upon section 84(1) of 1957
The Highway Traffic Act of Manitoba as a bar to the suppliant’s P ARME’ NTER
proceedings. v.

2. That there cannot be an estoppel to defeat the requirements of a statute THE QUEEN
or prevent its operation., -

3. That representations of the kind alleged in the reply cannot operate as
an estoppel to prevent the operation of a statutory limitation.

4. That the suppliant was not entitled to any of the relief sought in the
petition of right.

MOTION for judgment that suppliant not entitled to
relief sought in petition of right.

The motion was heard before the President of the Court
at Ottawa.

D. 8. Mazxwell for respondent.
R. H. McKercher for suppliant.

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

THE PresiDENT now (January 8, 1957) delivered the fol-
lowing judgment:

On November 13, 1956, on the application of counsel for
the respondent and after hearing counsel for the suppliant,
I delivered judgment herein whereby it was ordered and
adjudged that the suppliant was not entitled to any of the
relief sought in his petition of right and that the respondent
was entitled to costs and I stated that I would deliver
reasons for judgment later. These now follow.

The suppliant’s petition was for damages for personal
injuries alleged to have been suffered by him at Winnipeg
in Manitoba on December 18, 1947, through having been
struck by a motor vehicle driven by a member of the Royal
Canadian Air Force while acting within the scope of his
duties. It was alleged that the suppliant was at that time a
member of the Royal Canadian Air Force stationed at
‘Winnipeg and that his injuries resulted from the negligence
of the driver of the said vehicle. While the injuries were
alleged to have been suffered on December 18, 1947, the
petition of right was not filed in this Court until November
19, 1953.

In the statement of defence, which was filed in this Court
on February 25, 1955, the allegations of fact in the suppli-

ant’s petition were denied and it was alleged in paragraph
50726—53
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8 that his proceedings were barred by reasons of the fact
that they were hot brought until after the expiration of
twelve months from the time when his alleged damages
were sustained as required by subsection (1) of section 84
of The Highway Traffic Act of Manitoba, R.S.M. 1940,
Chapter 93, as'amended, and section 31 of the Ezchequer
Court Act, R.S.C. 1952, Chapter 98.

Section 84 (1) of The Highway Traffic Act of Manitoba,
which was in force at the date of the suppliant’s injury
and at the date of the filing of the statement of defence,
provides: - ‘

84. (1) No action shall be brought against a person for the recovery

of damages occasioned by a motor vehicle after the expiration of twelve
months from the time when the damages were sustained.

and section 31 of the Exzchequer Court Act prolvides:

31. Subject to any Act of the Parliament of Canada, the law relating
to prescription and the limitation of actions in force in any provinece
between subject and subject apply to any proceeding against the Crown in
respect of a cause of action arising in such province.

In the suppliant’s reply the allegations of fact in the
statement of defence were denied and it was alleged that
the respondent was estopped from asserting the facts upon

‘which the defence in paragraph 8 of the statement of

defence was based by reason of the representation made to
the suppliant by officers and servants of the respondent that
the injury to the suppliant was pensionable and that an
action need not be comemnced for compensation for it.

In my opinion, it is established law that the provincial
laws relating to prescription and the limitation of actions
referred to in section 31 of the. Exchequer Court Act of
which the Crown may avail itself in a petition of right are
those of the province in which the cause of action arose
that are in force in such province at the time the Crown is

called upon to make its defence to the petition of right. It
was so held in Zakrzewski v. The King'. Vide also ITvey v.
The Queen?. Consequently, the respondent was entitled, in
the absence of a valid reason to the contrary, to rely upon
section 84(1) of The Highway Traffic Act of Manitoba as a
bar to the suppliant’s proceedings.

1[1944] Ex. C.R. 163 at 169. 2[1954] Ex. C.R. 200.
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It was contended for the suppliant, however, that the
respondent was estopped from pleading the statutory limi-
tation by reason, as alleged in the reply, of the representa-
tion made to the suppliant by officers and servants of the
respondent that the suppliant’s injury was pensionable and
that an action need not be commenced for compensation
for it. -

Thus the only issue in this case is whether the suppliant’s
plea of estoppel is valid. In my opinion, it is not.

It is well settled that there cannot be an estoppel to
defeat the requirements of a statute or prevent its opera-
tion: Maritime Electric Company, Limited v. General
Dairies, Limited*; St. Ann’s Island Shooting and Fishing
Club Ltd. v. The King?; The King v. Cowichan Agricultural
Society?®. ‘

Nor can a person be estopped from alleging the invalidity
of that which a statute has, on grounds of public policy,
enacted shall be invalid: In re a Bankruptcy Notice*, per
Atkin L.J. at page 97.

And, similarly, in my judgment, representations of the
kind alleged in the reply cannot operate as an estoppel to
prevent the operation of a statutory limitation: Hewlett v.
London County Council®; Norwell v. City of Toronto®;
Ripley v. Merchants Casualty Insurance Co. Limited’.

That being so, it is not necessary to réfer to the other
arguments submitted by counsel for the respondent.

Consequently, the respondent was entitled to rely on the
statutory limitation of the suppliant’s claim prescribed by
section 84(1) of The Highway Traffic Act of Manitoba and
since the suppliant’s action was not brought until after the
expiration of twelve months from the time when his injuries
were alleged to have been sustained there was no course
open to the Court other than the judgment delivered.

1119371 A.C. 610, 4[1924] 2 Ch. 76.

219501 Ex. CR. 185; 5 (1908) 72 J.P. 136.
[19501 S.CR. 211. 6 (1925) 28 O.W.N. 224.

8 [19501 Ex. C.R. 448. 7 (1930) 37 O.W.N. 446.
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1957 BerwrEN:
Jan. 14-15
-y, THE ROYAL TRUST COMPANY ........ APPELLANT;

AND

THE MINISTER OF NATIONAL

REVENUE ................... RESPONDENT.

Revenue—Income tazr—The Income War Tax Act, RS.C. 1927, c. 97,
s.6(a)—The Income Tax Act, 1948, 8. of C. 1948, c. 62, ss. 3, 12(1)(a)—
Deductibility of social club admission fees and membership dues paid
for senior officers—Whether payments made in accordance with
ordinary principles of commercial trading or well accepted principles of
business practice—W hether payments made or incurred for the purpose
of gaining or producing income from the business—Admission fees and
membership fees recurring expenses of appellant.

The appellant had its head office in Montreal and branches and agencies
in various parts of Canada. Its business covered a wide range of activity
of a fiduciary and personal nature, of which the most important was
that of acting as executor and trustee of estates and trusts. It used
several means of getting business and gaining or producing income from

" it but believed that personal contacts by its officers produced the best
business results. It required its senior executive officers and branch man-
agers and their assistants to develop personal contacts with those per-
sons from whom it might reasonably expect trust company business. It
was part of its policy to require such officers to take an active part in
the community life of the locality in which they operated so that when
one of its officers was appointed to a position which called for the
maintenance or promotion of its business he was required to join a
social club in his community, take an active part in community
organizations and campaigns, join a service club and the local cham-
ber or board of trade and generally make himself known in the com-
munity. The appellant paid the social club admission fees and annual
membership dues of such officers. It had followed this practice for
many years but had never claimed a deduction of the amounts so
paid until it did so in its income tax return for 1952. The Minister dis-
allowed the deduction and the appellant appealed to the Income Tax
Appeal Board which dismissed its appeal and the appellant appealed
from its decision to this Court.

Held: That the principles for the computation of income are not defined
in the Act and that it must be ascertained on ordinary principles of
commercial trading or well accepted principles of business practice.
Gresham Life Insurance Soctety v. Styles [1892]1 A.C. 309 at 316
followed.

2. That the extent of the prohibition of the deduction of an outlay or
expense under section 12(1)(a) of The Income Tax Act is less than
that of a disbursement or expense under section 6(a) of the Income
War Tax Act.

3. That in a case under The Income Tax Act the first matter to be deter-
mined in deciding whether an outlay or expense is outside the prohibi-
tion of section 12(1)(a) of the Act is whether it was made or incurred
by the taxpayer in accordance with the ordinary principles of com-
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mercial trading or well accepted principles of business practice. If it

was not, that is the end of the matter. But if it was, then the outlay
" or expense is properly deductible unless it falls outside the expressed

exception' of section 12(1)(a) and, therefore, within its prohibition.
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4. That the payments of admission fees and annual membership dues made MINIg’I‘EB oF

by the appellant were made in accordance with principles of good
business practice for trust companies.

5. That, while section 12(1){a) requires that an outlay or expense must,
in the case of a taxpayer engaged in a business, have been made or
ineurred by him for the purpose of gaining or producing income from
his business in order to come within the exception specified in the sec-
tion, it is not necessary that the outlay or expense should have resulted
in income. Consolidated Textiles Limited v. Minister of National Rev-
enue [1947]1 Ex. C.R. 77 at 81 followed.

6. That in a case under The Income Taz Act if an outlay or expense is
made or incurred by a taxpayer in accordance with the principles of
commercial trading or accepted business practice and it is made or
incurred for the purpose of gaining or producing income from his
business its amount is deductible for income tax purposes.

7. That the payments made by the appellant were made by it for the
purpose of gaining or producing income from its business.

8. That the connection between the appellant’s gain or production of
income from its business and the payments made by it was not remote.

9. That, although the admission fees were paid once and for all for the
officers for whom they were paid, they were recurring expenses so far
as the appellant was concerned.

10. That the appeal must be allowed.

APPEAL from decision of the Income Tax Appeal Board.

The appeal was heard before the President of the Court
at Montreal.

H. H. Stikeman, Q.C. and J. N. Turner for appellant.

Maurice Pagquin, Q.C., and Francois Auclair for respond-
ent,

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

TeE PresiDENT now (January 22, 1957) delivered the
following judgment:

This is an appeal from the decision of the Income Tax
Appeal Board, sub nom. No. 262 v. Minister of National
Revenue', dated May 4, 1954, dismissing the appellant’s
appeal against its income tax assessment for 1952.

In its income tax return for that year the appellant
claimed, under the head of “Sundries”, that it was entitled,

1 (1955) 13 Tax AB.C. 33.

NaTronan
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Ef_'{ in computing its taxable income to deduct as an expense the
Rovar  sum of $9,527.29 which it had paid to various social clubs
Commaxy in payment of the admission fees and annual membership
v dues of certain officers who were members of such clubs.

MINISTER OF
Namonan  Of this amount $1,200 was for admission fees and $8,327.29

VENTE  annual membership dues. In. assessing the appellant the
Thorson P. \inister, as appears from the notice of reassessment, dated
September 21, 1954, and mailed February 8, 1954, added
the sum of $9,527.29 to the amount of taxable income
reported by it. The appellant objected to the assessment
but the Minister confirmed it. The appellant then appealed
to the Income Tax Appeal Board which dismissed its ap-
peal. It is from that decision that the appeal to this Court
is brought. ,

The appeal involves cons1derat1on of sections 12 (1)(a)
and 12(1)(b) of The Income Tax Act, Statutes of Canada

1948, Chapter 52, which provide as follows:

122 (1) In computmg income, no deduction ghall be made in réspect_of

(a) an outlay or expense except to the extent that it was made or
incurred by the taxpayer for the purpose of gaining or producing
income from property or a business of the taxpayer,

(b) an outlay, loss or replacement of capital, a payment on account
of capital or an allowance in respect of depreciation, obsolescence
or depletion except as expressly permitted by this Part.

The issue in the appeal is whether the payments made by
the appellant constitute an outlay or expense made or
incurred by it for the purpose of gaining or producing
income from its business within the meaning of the excep-
tion expressed in section 12(1)(a) of the Act and, therefore,
outside its prohibition. The issue is a novel and important
one. This is the first-case in which the deductibility of such
an expense falls to be considered by this Court and the
amount involved over a period of years if the appellant
succeeds in its appeal will be very large.

The facts are not in dispute. Evidence on behalf of the
appellant was given by Mr. J. Pembroke, its president,
Mr. C. Harrington, its assistant general manager and man-
ager of its Toronto branch and Mr. A. Gilmour, its financial
adviser and tax consultant. Counsel for the respondent did
not call any witnesses. '

The appellant has its head office at Montreal and has
16 branches and 3 agencies, 1 branch being in London,
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England, and the other branches and the three agencies

being in various parts of Canada from Newfoundland to

British Columbia. Its largest branch is in Montreal and
its next largest branches are in Toronto and Vancouver.

The appellant’s business, as its name implies, covers a
wide range of activity of a fiduciary and personal nature. It
gives assistance in the planning and preparation of wills and
trust deeds and supervises and manages estates and trusts;
it acts as trustee of pension plans and under bond and
debenture issue indentures; it acts as agent for corporations
in the transfer and registration of shares; it manages
corporate and personal investment portfolios; it acts a8
agent in the purchase and sale of real estate and manages
properties; and it accepts deposits from its customers and
clients. The most important part of its business is that of
acting as executor and trustee of estates and trusts, which
was described as the “bread and butter” part of its business,
and its next most important activities are those of acting
as trustee under bond and debenture issue indentures and
ag agent for corporations for the transfer and registration of
their shares.

The appellant uses several means for getting business
and gaining or producing income from it. While it is in
somewhat the same position as lawyers and accountants it
has one advantage over them in that it is free to advertise
and it uses this means extensively. But its major effort to
attract business is based on its belief, as the result of many
- years of experience. that personal contacts by its officers
produce the best business results. The appellant, therefore,
requires its senior executive officers and such other of its
officers as are charged with the maintenance and promotion
of its business, such as, for example, its branch managers
and their assistants, to take every opportunity to develop
personal contacts with those persons from whom it might
reasonably expect trust company business. It is part of its
policy to require such officers to take an active part in the
community life of the locality in which they operate. Con-
sequently, when one of its officers is appointed to a position
which calls for the maintenance or promotion of its business
he is informed that he is required to join a social club in his
community, take an active part in community organizations
and campaigns such as Red Feather and other community
welfare drives, join a service club and the local chamber of
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commerce or board of trade and generally make himself
known in the community. He is to be regular in his
attendance at club meetings and functions, take his part
in club committee work and serve as a club officer if
required to do so.

The details of the appellant’s policy are carefully worked
out. It decides which of its officers should join social clubs.
They are those that would be likely to come into personal
contact with clients or prospective clients, such as, for
example, in addition to senior executive officers, branch
managers and their assistants, trusts and estates officers,
supervisors of pension funds, supervisors of investment
folios, stock transfer officers and managers of real estate.
The appellant also designates the elubs to which its officers
should belong and takes the necessary steps for their intro-
duction and admission.

The appellant’s branches have a large measure of
autonomy. Each branch has its own manager and one or
more assistant managers and other officers. The branch
manager with the advice of his loeal advisory board exer-
cises his own judgment in matters of detail but, of course,
always within the limits of policy established by the head
office. It is he who recommends which of his branch officers
should be members of social clubs, for it is within his juris-
diction to decide what expenditures should be made. The
amount paid for club dues is treated as an item of the cost
of the branch operation so that expenditures for member-
ship dues are carefully watched.

The appellant has followed this policy for a great many
years but it did not claim a deduction of the amounts paid
by it in furtherance of it prior to the claim made in its
income tax return for 1952. This was made on the advice
of its financial adviser and tax consultant. Mr. Pembroke
stated that at the outset the appellant’s policy might have
been considered as a long term business project but it had
been in effect for such a long time and been so successful
in its results on a day to day, month to month, and year to
year basis that it has become part of the appellant’s regular
short term policy.

It was in pursuance of this policy and in acecordance with
its long business practice that the appellant paid the social
club admission fees and annual membership dues that are
in question in this action. Altogether, in 1952 it paid for
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78 officers, the details of which appear in a list filed as
Exhibit 2. This shows the names of the clubs, the names
of the officers and the positions they hold with the appel-
lant and the amounts paid for admission fees and annual
membership dues. As I have already stated, the annual
membership dues came to $8,327.29 and the admission fees
to $1,200. This was for 5 officers who first joined clubs in
that year.

As a general rule the appellant paid the admission fees
and annual subscription dues directly to the clubs of which
its officers were members. But there might be instances in
which the officer paid the fees and dues himself in which
case he was reimbursed for the expenditures he had made
on the appellant’s behalf.

In addition to the amounts in dispute the appellant in
1952 also paid $395.97 for the annual dues of its officers who
were members of service clubs and $2,398.70 for the annual
dues of its officers who were members of chambers of com-
merce or boards of trade. The details of these payments
appear in lists filed as exhibits 3 and 4. The payments to
the service clubs, chambers of commerce and boards of
trade were allowed as deductions and are not here in issue.
Objection was taken to the reception of this evidence on
the ground of irrelevancy. But while I agree that the allow-
ance of these payments by the Department does not neces-
sarily clothe 1t with validity and cannot have any effect on
the issue in this appeal, I think that the evidence is admis-
sible as indicative of one of the means used by the appel-
lant for the purpose of gaining and producing income from
its business.

The appellant also paid the monthly club accounts of its
officers. The deduction of the amounts so paid was allowed
by the Department and they are not in issue. I should
merely refer to the fact that while membership in the social
clubs was intended for the promotion of the appellant’s
business and the fees and dues were paid for that purpose
the officers who were members of them were not precluded
from using the club facilities for their own: social purposes
but it was an understood rule that if they did so they
would carefully check the items in the monthly accounts
that were personal to themselves and pay such amounts
themselves.

75
1957

——
Rovan
TRUST

CoMPANY
.
MINISTER OF
NATIONAL
REVENUE

Thorson P.



76
1957

—
Rovayn
TrusT

CoMPANY

V.
MINISTER OF
Naronan
REVENUE

Thorson P.

R.C.del’E. COUR DE L’ECHIQUIER DU CANADA [1956-1960]1

The evidence is conclusive that the appellant’s policy has
resulted in business for it from which income was gained or
produced. Mr. Pembroke belonged to three social clubs in
Montreal and one in Ottawa. He used their facilities fre-
quently and discussed business at them. He gave several
specific instances of obtaining substantial business for the
appellant by reason of being able to invite persons to lunch
at one of the clubs and discuss business with them there.
His officers frequently reported similar situations. He stated
that the appellant’s business was largely of a personal and
confidential nature and that many persons could not find
the time to go to the appellant’s office but could go to one
of the clubs. To that extent the club, in his opinion, was
an extension of the appellant’s office facilities. On many
occasions a remark made at the club gave him a lead that
he could follow up and a discussion there might end up with
a will or a trust or a pension fund for the appellant. This did
not mean that if he had not been a member of the club
he would not have obtained the business. He might have
done so but it was not. as likely. Mr. Pembroke said that the
appellant regarded its policy as an extension of its advertis-
ing but attached greater importance to it in that the use of
the club facilities resulted in more direct dealing with per-
sons from whom the appellant as a trust company might
expect the bulk of its business.

. Mr. Harrington’s evidence was to the same effect. He
was appointed manager of the appellant’s Toronto branch
and supervisor of its Ontario branches in 1952. Prior to that
time he had been in the Montreal branch. He stated that
he joined two clubs in Toronto and that the appellant paid
his dues there. He found in his first year at Toronto that
the fact that he was able to join social clubs there greatly
facilitated his start in business. Before he went there steps
had been taken to have his name proposed for membership
and he was instructed to take an active part in the life of
the clubs, meet the members and endeavor to get informa-
tion that would result in business. He gave specific examples
of having obtained profitable business for the appellant
through joining the clubs. Soon after he arrived in Toronto
he met at one of the clubs, a person whose company had
just successfully floated a bond issue and he was able to get
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-8 deposit from him of over a million dollars. One of his
officers was able through his membership in a club to obtain
about 25 will executor appointments. A luncheon discussion
at the club with a lawyer resulted in the management of a
$600,000 investment portfolio. And in his capacity as super-
visor of the Ontario branches he had knowledge of business
resulting to the appellant from membership in clubs.

There is no doubt that the appellant considered that its
expenditures were in accordance with good business practice.
‘Tts experience over a long period was certainly to that effect.
According to Mr. Pembroke, it was desirable that in the
larger cities its officers should be members of several clubs
in order to meet as many persons as possible but it was also
vital in the smaller centres that its representative should
belong to a club there. Indeed, as Mr. Pembroke put it, his
failure to join might do him and the appellant active harm
through creating the belief in the community that he was
anti-social. ' .

Moreover, the evidence shows that other trust companies,
competitors of the appellant, followed the same policy as it
does and considered it good business practice to do so. Mr.
Pembroke’s evidence was to that effect and it was confirmed
by Mr. Harrington. As he put it, it was the general opin-
ion of trust companies that it was important and essential
and good business practice to have officers in social clubs
and pay their club fees and dues. And finally, Mr. Arthur
Gilmour, an experienced chartered accountant with the
firm of Clarkson, Gordon and Company, expressed the opin-
ion, as an accountant, that the amount paid to the clubs
was a proper and necessary deduction in determining the
amount of the appellant’s profits and gains.

On these uncontradicted facts I proceed to consideration
of the principles to be applied. The statutory provision
primarily involved is section 12(1)(a) of The Income Tax
Act, to which I have already referred. For convenience, I
repeat its terms:

12. (1) In computing income, no deduction shall be made in respect of

(a) an outlay or expense except to the extent that it was made or
incurred by the taxpayer for the purpose of gaining or producing
income from property or & business of the taxpayer.
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E?Z This section replaced section 6(a) of the Income War Tazx

Rova  Act, R.8.C. 1927, Chapter 97, which provided:

TRusT

CoMPANY 6. In computing the amount of the profits or gains to be assessed, a
U, deduction shall not be allowed in respect of
MINISTER OF . . .
NATIONAL (a) disbursements or expenses not wholly, exclusively and necessarily
REVENTUE laid out or expended for the purpose of earning the income;

Thorson P. T4 ig clear that the range of deduetibility of an outlay or
expense under The Income Tax Act is greater than that of
disbursements or expenses under the Income War Tax Act.
But there are certain tests of deductibility that are as
applicable in the case of the later enactment as they were
in the case of the earlier one.

This Court has occasion in several cases under the Income
War Tax Act to consider what should be the primary
approach to the question whether a disbursement or expense
was deductible for income tax purposes. I dealt with this
question at length in I'mperial Oil Limited v. Minister of
National Revenue' and need not repeat what I said there
beyond pointing out that it was held there that the deduec-
tibility of disbursements or expenses was to be determined
according to the ordinary principles of commercial trading
or well aceepted principles of business and accounting prac-
tice unless their deduction was prohibited by reason of their
coming within the express terms of the excluding provision
of section 6(a). I went on to say the section ought not to
be read with a view to trying to bring a particular disburse-
ment or expense within the scope of its excluding provis-
ions, but that if it was not within the express terms of the
exclusions its deduction ought to be allowed if such deduc-
tion would otherwise be in -accordance with the ordinary
principles of commercial trading or well accepted principles
of business and accounting practice. It is manifest from the
reasons for judgment in that case that the first approach to
the question whether a particular disbursement or expense
was deductible for income tax purpose was to ascertain
whether its deduction was consistent with ordinary prin-
ciples of commercial trading or well accepted principles of
business and accounting practice and that if it was the next
enquiry should be whether the deduction was within or
without the exclusions of section 6(a). My only present
observation is. that I should have omitted the reference
to accounting practice which 'I made in that case.

1119471 Ex. C.R. 527.
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In the case of Daley v. Minister of National Revenue 13,51
I carried the analysis a step further and expressed the Rovan
opinion that it was not correct to look at section 6(a) 88 Camcony
the authority, even inferentially, for permitting the deduc- , - =
tion of a disbursement or expense. I put my view, at page Naronau
521, as follows: RevENUE
Thorson P.

The correct view, in my opinion is that the deductibility of the dis- I

bursements or expenses that may properly be deducted “in computing the
amount of the profits and gains to be assessed” is inherenf, in the concept of
“annual net profit or gain” in the definition of taxable income contained
in section 3. The deductibility from the receipts of a taxation year of the
appropriate disbursements or expenses stems, therefore, from section 3 of
the Act, if it stems from any section, and not at all, even inferentially, from
paragraph (a) of section 6.

This led to the statement that in some cases it was not
necessary to consider section 6(a) at all, for if the deduction
of a disbursement or expense was not permissible by the
ordinary principles of commercial trading or accepted
business and accounting practice, such as, for example, that
of the disbursement in question in that case, that was the
end of the matter and it was not necessary to make any
further enquiry, for if ordinary business practice could not
sanction the deduction the expenditure could not possibly
fall outside the exclusions of section 6(a) but must auto-
matically fall within its prohibition.

It is, therefore, erroneous to say that there was a depar-
ture or reversal in the Daley case (supra) from what was
said in the Imperial Oil Limited case (supra) as to what
should be the first approach to the question whether a
disbursement or expense was deductible for income tax
purposes. ‘

The statement in the Daley case (supra) that the deduc-
tibility of a disbursement or expense was inherent in the
concept of “annual net profit or gain”, and stemmed from
section 3 of the Act, if from any section, and not from
section 6(a) was implicit in the reasons for Judgment in the
Imperial Oil Limited case (supra) but not expressed. For
there, at page 530, I stated that the “profits or gains to be
'assessed” to use the opening words of section 6, were the
net profits or gains deseribed in section 3 as being taxable
income, subject to section 6 with-which section 3 must be
read and pointed out that the principles for the computa-

¢+ 1[1950]1 Ex. C.R. 518.
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tion of such profits or gains were not defined in the Act
but were stated in judicial decision, and I referred to the
statement of Lord Halsbury L.C. in Gresham Life Assurance
Society v. Styles:?

Profits and gains must be ascertained on ordinary principles of com-
mercial. trading. -

And also to the approval by Earl Loreburn in Ushers’ Wilt-
shire Brewery, Limited v. Bruce? of the statement that:

profits and gains must be estimated on ordinary principles of commercial

-trading by setting against the income earned the cost of earning it.

It follows from this line of reasoning, which is as appli-
cable in the case of The Income Tax Act as it was in that of
the Income War Tax Act, that instead of saying that the
range of deduectibility of an outlay or expense is greater
under section 12(1)(a) than that of a disbursement or
expense under section 6(a) of the Income War Tax Act it
would be more accurate to say that the extent of the pro-
hibition of the deduection of an outlay or expense is less
under section 12(1) (a) of The Income Tax Act than that of
a disbursement or expense under the Income War Tax Act.
Indeed, it was plainly intended that it should be so, with
the result that the gap, if it may be so described, between
the kind of an outlay or expense that is deductible accord-
ing to ordinary principles of commerecial trading and busi-
ness practice and that which is deductible for income tax
purposes is narrower now than it was under the former Act.

Consequently, if the correct approach to the question
of whether a disbursement or expense was properly de-
ductible in a case under the Income War Tax Act was the
one which I have outlined, it follows, a fortiori, that it is the
correct approach to the question of whether an outlay or
expense is properly deductible in a case under The Income
Tax Act. Thus, it may be stated categorically that in a case
under The Income Tax Act the first matter to be deter-
mined in deciding whether an outlay or expense is outside
the prohibition of section 12(1)(a) of the Act is whether
it was made or incurred by the taxpayer in accordance with
the ordinary principles of commercial trading or well ac-
cepted principles of business practice. If it was not, that is

111892] A.C. 309 at 316. 2719151 A.C. 433 at 434.
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the end of the matter, But if it was, then the outlay or E’f_’f

expense is properly deductible unless it falls outside the Rovau

expressed exception of section 12(1)(a), and therefore, co?lgfgy

within its prohibition. MiNoER OF
There is, in my opinion, no doubt that it was consistent mgﬁ‘

with good business practice for a trust company like the Thorson P.

appellant to make the payments in question. They were -—

made as a matter of business policy that had been carefully

considered, was well regulated and had been in effect for

many years prior to the year in question. It was considered

that the use of social club facilities by the appellant’s

officers was particularly suited to the kind of personal busi-

ness done by a trust company and was a means for promot-

ing business beyond that which advertising could produce.

The experience over the years showed that the policy had

worked out well and that its benefits to the appellant were

real. Business contacts were made at the club and business

was discussed there. Memberships in the clubs had produced =

profitable business for the appellant. Moreover, the appel- -

lant’s competitors followed policies similar to the appel-

lant’s and the evidence is that it was considered good busi- -

ness practice for a trust company to have its business get-

ting officers become members of social clubs and pay their

admission fees and annual membership. dues. In addition

to the business and commercial judgment of the appellant’s

officers that the payments made by them were properly

deductible as business expenses there was the opinion of

Mr. A. Gilmour as an accountant, for what it is worth, that

from an accounting point of view the deduction of the

amount of the payments made by the appellant was a

proper and necessary one for the ascertainment of its true

profits and gains. Thus I find as a fact that the payments

made by the appellant were made in accordance with prin-

ciples of good business practice for trust companies.

I now come to the enquiry whether the deduction of the
amount in question is prohibited by section 12(1) (a) of the
Act or falls within its expressed exception.

The mere fact that an outlay or expense was made or
incurred by a taxpayer in accordance with the principles
of commercial trading and was consistent with good busi-

ness practice does not automatically make it deductible for
50726—6
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L%Z income tax purposes. If it were not so there would have

%om, been no need to couch the exception in section 12(1)(a)
Commany in the terms that were used. A similar thought was ex-
Miomss op Pressed in respect of the corresponding provision of the

NamonaL United Kingdom Act by Kennedy L.J. when he said in

R . . - .
T Smith v. Lion Brewery Company Limited*:
Thorson P.

_ It is clear that it is not every expenditure which is made by a trader

’ for the promotion of his trade, and which, in fact contributes to the earn-
ing of profits, which is a permissible deduction from the estimate of profits
for Income Tax purposes.

And an illustration of the kind of expenditure referred to,
although made consistently with good business practice,
that was not deductable as not coming within the exception
of section 12(1) (@) and, therefore, within its prohibition is
to be found in the decision of the Income Tax Appeal Board
in No. 237 v. Minister of National Revenue®. There the
Chairman of the Board held that the expense incurred by
the taxpayer in paying its solicitor for his services in bring-
ing about a tariff amendment that resulted in a saving of
manufacturing costs to it was not an outlay or expense
made or incurred for the purpose of gaining or producing
income from its business and was, therefore, not deductible.

There is a specific limitation in the exception expressed
in section 12(1)(a) on the kind of outlay or expense that
may be deducted. It must have been made or incurred, in
the case of a taxpayer engaged in a business, for the purpose
of gaining or producing income from his business.

. Tt is not necessary that the outlay or expense should have
resulted in income. In Consolidated Textiles Limited v.
Minister of National Revenue® I expressed the opinion that
it was not a condition of the deductibility of a disbursement
or expense that it should result in any particular income or
that any income should be traceable to it and that it was
never necessary to show a causal connection between an
expenditure and a receipt. And I referred to Vallambrosa
Rubber Co. v. Inland Revenue* as authority for saying that
an item of expenditure may be deductible in the year in
which it is made although no profit results from it in such
year and to Commissioners of Inland Revenue v. The

1(1910) 5 T.C. 568 at 58L. 2 (1955) 12 Tax A.B.C. 230.
3[19471 Ex. C.R. 77 at 81, 4 (1910) 47 Sc. L.R. 488.
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Falkwrk Iron Co., Ltd.! as authority for saying that it may
be deductible even if it is not productive of any profit at
all. I repeated this opinion in the Imperial Oil Limited case.
The statements made in the cases referred to, which were
cases governed by the Income War Tax Act, are equally
applicable in a case under The Income Tax Act. The dis-
cussion of this point in the present case is, in a sense,
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academie, for even if it were necessary to show a causal -

connection between an expenditure and income it could be
done in the present case. Both Mr. Pembroke and Mr. Har-
rington gave evidence of specific instances of profit actually
resulting to the appellant from its expenditure.

The essential limitation in the exception expressed in
seetion 12(1) (a) is that the outlay or expense should have
been made by the taxpayer “for the purpose” of gaining or
producing income “from the business”. It is the purpose of
the outlay or expense that is emphasized but the purpose
must be that of gaining or producing income “from the
business” in which the taxpayer is engaged. If these condi-
tions are met the fact that there may be no resulting
income does not prevent the deductibility of the amount of
the outlay or expense. Thus, in a case under The Income
Tax Act if an outlay or expense is made or incurred by a
taxpayer in accordance with the principles of commercial
trading or accepted business practice and it is made or
incurred for the purpose of gaining or producing income
from his business its amount is deduectible for income tax
purposes.

That is plainly the situation in the present case. I have
already found that the payments by the appellant were
made in accordance with principles of good business prac-
tice for a trust company. It is equally clear, in my opinion,
that they were made by the appellant for the purpose of
gaining or producing income from its business. The appel-
lant’s purpose was to increase its business through personal
contacts of its officers with persons whom it would not
otherwise readily reach. The clubs were to be used as
extensions of its office facilities for persons who would
rather go there than to its office. Its whole policy was for
the purpose of furthering its business and so gaining or
producing income from it. In my view, the payments in

1(1933) 17 T.C. 625.
50726—63
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-question were properly deductible and the Minister was in

error in adding their amount to the taxable income reported
by the appellant.

There are some further observations to be made. It was
contended by counsel for the respondent that the deduction
of the amount of the appellant’s payments was prohibited
by section 12(1)(a) on the ground that they were only
remotely connected with its income earning process and
not directly connected as the law required. In support of
this contention he relied upon the statement of Lord
Macmillan in Montreal Coke and Manufacturing Company
v. Minister of National Revenue and Montreal Light, Heat
and Power Consolidated v. Minister of National Revenue!
where he said: ‘

Expenditure to be deductible, must be directly related to the earning
of income.

On the strength of this statement counsel contended that
the test of whether an outlay or expense is deductible under
section 12(1) (a) is whether it was directly connected with
gaining or producing income from the taxpayer’s business
and his submission was that the appellant’s expenditures
were not directly connected with its income earning process
and that the relationship between its income and its pay-
ments of its officers’ admission fees and annual member-
ship dues was remote. I am unable to agree with this sub-
mission. Counsel’s use of Lord Macmillan’s statement in
support of his contention is not warranted. I had occasion
to refer to the statement in the Imperial Oil Limited case
(supra) at page 544, with a view to placing it in its proper
context. Lord Macmillan was dealing with the words “for
the purpose of earning the income” in section 6(a) of the
Income War Tax Act and drew a sharp distinetion between
two classes of expenditures, namely, those connected with
the financial operations of the companies involved and
those connected with their business. But since it was only
through their business that they earned income only the
latter expenditures could be deducted, and those that were
connected with the financial operations, not being related
to the business from which the companies earned income,
could not be deducted. When Lord Macmillan made the
statement that “an expenditure, to be deductible must be

1719441 A.C. 126 at.133.
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directly related to the earning of income”, it was for the
purpose of drawing a distinction between the two classes
of expenditures he had been discussing: if the expenditure
was to be deductible it could only be because it was related
to the earning of income and not to the financial opera-
tions. Thus, counsel was not justified in using the statement
in support of his contention. Moreover, the connection
between the appellant’s gain or production of income from
its business and the payments made by it was not remote
in any sense of the term. '

Counsel’s specific contention regarding the amount of the
payments made for admission fees presents more difficulty.
Put briefly, the submission was that when the appellant
paid the admission fee when one of its officers joined a club
this was a payment made once and for all in respect of that
officer and it was, therefore, a payment on account of
capital within the meaning of section 12(1)(b) of the Act,
to which I have already referred, and its deduction was
prohibited. In my opinion, there is no realistic reason for
drawing a distinction between the payments for admission
fees and those for annual membership dues. Both were
made for the same purpose. The reality is that in the first
year of an officer’s membership in a club the payments are
higher than in subsequent years. The admission fee is only
the first in a series of payments. It does not create any
agset for the appellant or confer any lasting or enduring
benefit upon it. It would be lost if the annual membership
dues were not paid. Mr. Pembroke and Mr. Harrington did
not see any difference between the two kinds of payments.
As Mr. Harrington put it the admission fees were paid, just
as the annual membership dues were, to get the advantage
of the club facilities for the advancement of the appellant’s
business and Mr. Pembroke considered that since they
were not recoverable and no asset was acquired they were
ordinary expenses of longer duration than the others. More-
over, although the admission fees were paid once and for
all for the officers for whom they were paid they were recur-
ring expenses so far as the appellant was concerned. I have
already stated that admission fees for 5 officers were paid
in 1952 and the evidence is that the amount of $1,200 thus
paid in that year was about an average annual expendn;ure
for admission fees. »
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‘1_9(5_71 In my view, the payments for admission fees stand in
1%%22 the same position as those for annual membership dues.
Comraxy What I have said is subject to one slight adjustment. In
Mixrones op TESPECE Of one of the amounts paid for admission fees there
Namonan was a small item of $25 accruing to the appellant as a con-
REVENUE  inuing share in the club and to that extent the amount

Thtﬂl P. paid is not deductible.

For the reasons given I find that the appellant, in com-
puting its income for 1952, was entitled to deduct the sum
of $9,5627.29 which it had paid for club admission fees and
annual dues, except for the sum of $25, and the assessment
must be revised accordingly. The appeal herein must be
allowed and the assessment referred back to the Minister
for the necessary revision. The appellant is also entitled to
costs.

Judgment accordingly.

1957  BETWEEN:

—
Jan. 22

— THE MINISTER OF NATIONAL
Jan.25 APPELLANT;
— REVENUE ...................

AND

EASTERN TEXTILE PRODUCTS, LTD. RESPONDENT.

Revenue—Income tax—Income War Tax Act, RS.C. 1927, c. 97, s. 6(p)—
The Income Taz Act, S.-of C. 1948, c. 62, ss. 3, 4, 26(1)(d), 63,
127(1)(e)——Tazpayer may carry on more than one business—
Deductibility of business losses in other years limited to cases of profit
from business in which loss sustained.

Prior to 1951 the respondent was in the business of manufacturing and
selling textile products at Saint John. At some time prior to October 31,
1950, which was the end of its 1950 fiscal and taxation year, it sold its
manufacturing plant and stopped manufacturing but continued to sell
the products which the purchaser of the plant manufactured for it.
In October or November of 1950 it entered into a joint venture with
QOttawa Car and Aireraft Limited for the purchase of certain aircraft
engines, related aircraft parts and certain motors. These articles were
sold in 1951 by Bancroft Industries Limited as commission agent for the
parties to the joint venture and the respondent made a substantial
profit from the sale. In 1951 it purchased a stock of canvas shoes from
War Assets Corporation and sold them at a profit. The Minister
included the profits referred to in the respondent’s assessmernt for its
1951 taxation year. It appealed to the Income Tax Appeal Board
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against the assessment on the ground that it was entitled under sec-
tion 26(1)(d) of The Income Tax Act, 1948, to deduct from its 1951
profits its losses in 1947, 1948, 1949 and 1950 and the Board allowed its
appeal. The Minister appealed from its decision.

Held: That the right given to a taxpayer by section 26(1)(d) to deduct
from his income for & taxation year business losses sustained by him in
other years is a departure from the general scheme of the Act and as
such must be confined within the expressed limits of the section.

2. That in an appeal from an income tax assessment the Court is not con-
cerned with the correctness of the reasons given by the Minister either
for the assessment or for his confirmation of it after the tazpayer’s
objection to it. The appeal is not from the Minister’s reasons but
against the assessment, which carries a presumption of validity that
enures to it unless the taxpayer who attacks it shows that it was
erroneous either in fact or in law. Dezura v. Minister of National Rev-
enue [1948] Ex. CR. 10 at 15 and Johnston v. Minister of Natzonal
Revenue [1948] S.C.R. 486 at 489 followed.

8. That section 26(1)(d) of The Income Tax Act, 1948, instead of being
less restrictive of a taxpayer’s right to deduct business losses than
section 5(p) of the Income War Taxr Act bad been, was more
restrictive.

4, That section 3 and section 26(1)(d) of the Act contemplate that a tax-
payer may carry on more than one business.

5. That it is contrary to the policy declared in section 26(1)(d) that a tax-
payer should have the right to deduct from his income for any taxation
year a business loss sustained in another year in a case where his
income is not from the business in which the loss was sustained.

6. That since the respondent ceased its manufacturing business prior to
1951 and that was the business in which its losses in 1947, 1948, 1949 and
1950 were sustained and it did not make any profit from such business
in 1951, its case came within the limitation of section 26(1)(d) and it
was not entitled to deduct any of the business losses claimed by it.

7. That the appeal must be allowed and the Minister’s assessment restored.

APPEAL from decision of the Income Tax Appeal Board.

The appeal was heard before the President of the Court
at Montreal.

Lyon W. Jacobs, Q.C., and J. D. C. Boland for appellant.

Lazarus Phillips, Q.C., and Philip L. Vineberg for
respondent.

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

Trer PrESIDENT now (January 25, 1957) delivered the
following judgment:

This is an appeal from the decision of the Income Tax
Appeal Board, sub nom. No. 280 v. Minister of National
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}25_7, Revenuet, dated August 30, 1955, allowing the respondent’s
Lﬁfggﬁn appeal from its income tax assessment for 1951.
Revewus  Lhe respondent’s fiscal year ended on October 31 and so
Eacnmy 1d 1ts taxation year, so that when I refer in these reasons
Texrne  for judgment to a year I mean the year ending on October 31
Probucrs .
L. in such year.
Thorson P, The issue in the appeal is whether the appellant in
—  computing its taxable income for 1951 was entitled to
deduct from its income for such year the business losses

sustained by it in 1947, 1948, 1949 and 1950.

The determination of the appeal involves consideration
of section 26(d) of The Income Tax Act, Statutes of Can-
ada, 1948, Chapter 52, as amended in 1949, which reads as
follows:

26. For the purpose of computing the taxable income of a taxpayer for
a taxation year, there may be deducted from the income for the year such
of the following amounts as are applicable:

(d) business losses sustained in the 5§ taxation years immediately pre-
ceding and the taxation year immediately following the taxation
year, but
(i) an amount in respect of a loss is only deductible to the extent

that it exceeds the aggregate of amounts previously deductible
in respect of that loss under this Act,

(ii) no amount is deductible in respect of the loss of any year
until the deductible losses of previous years have been
deducted, and

(iii) no amount is deductible in respect of losses from the income
of any year except to the extent of the lesser of
(A) the taxpayer’s income for the taxation year from the
business in which the loss wag sustained, or
(B) the taxpayer’s income for the taxation year minus all
deductions permitted by the provisions of this Division
other than this paragraph or section 25.

The facts may be stated briefly. The respondent was
incorporated by New Brunswick Letters Patent, dated
October 28, 1943, and had its chief place of business at
Saint John. For several years it carried on business there
in rented premises. Its business was the manufacturing of
textile products such as pyjamas, boxer shorts, overalls,
mackinaws and other such goods and the selling of the
products so manufactured by it. Mr. J. J. Block, the respon-
dent’s president, said that in the early part of 1951, about
March, the respondent sold its manufacturing plant and
arranged to have its purchaser manufacture for it the

1(1955) 13 Tax A.B.C. 362.
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products which it had previously produced. Thereupon the
respondent stopped manufacturing but continued to sell the
products which the purchaser of the plant manufactured
for it. While the date of the sale of the plant and the cessa-
tion of manufacturing was put by Mr. Block at about March
in 1951, Mr. F. Windsor, a chartered accountant with the
firm of McDonald Currie & Company, who were the
respondent’s auditors in 1951 and prepared its income tax
return for that year, said that Mr. Block must have been
in error in saying that the sale was in 1951 and that it must
have been prior to October 31, 1950. He said that if there
had been a sale during the respondent’s fiscal year ending on
October 31, 1951, there would have been some indication
to that effect in its financial statement for that year and
there was no such indication. Mr. Windsor’s statement is
confirmed by a letter which the respondent wrote to the
Director of Income Tax at Saint John, dated February 12,
1952, re its 1950 T return, giving particulars not only of the
equipment that had been sold by it but also of sales of raw
materials. In my opinion, the evidence points to the sale
having been made, not early in March, 1951, as Mr. Block
recalled, but at some time prior to October 31, 1950, and I
so find.

It follows that in 1951 the respondent was not engaged
in the business of manufacturing. In addition to selling the
textile products which the purchaser of its plant manufac-
tured for it the respondent in 1951 purchased a stock of
canvas shoes from War Assets Corporation and sold them
at a profit.

In October or November of 1950, the exact date not
being established, the respondent entered into a joint ven-
ture with Ottawa Car and Aircraft Limited for the pur-
chase of Packard Merlin Rolls Royce engines, related air-
craft parts and 87 twin Diesel Motors, with a view to
selling them. These articles were sold in 1951 by Bancroft
Industries Limited as commission agents for the parties to
the joint venture and the respondent made a substantial
profit from it.

- I now set out the financial results. In the four years
immediately preceding the taxation year with which this
appeal is concerned, that is to say, 1951, the respondent
sustained business losses and I set out their amounts as
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follows, namely; $16,432.43 in 1947, $15,392.97 in 1948,

Mimszes or $87,228.08 in 1949 and $22,818.02 in 1950,

NaTioNAL
REVENUE
v.
EASTERN
TexTILE
Propuors
L.

Thorson P

But in 1951 the respondent made a profit of $16,560.38
prior to tax from its sale of textiles and a profit of
$168,853.41 from its joint venture.

In its income tax return for 1951 the respondent claimed
that it was entitled to deduct from its profit of $16,560.38
from its sale of textiles, its business loss in 1947 of
$16,432.43 so far as necessary, the amount claimed being
$15,771.38, leaving it with a nil taxable income. In its
return it disclosed a surplus of $168,853.41 arising from air-
craft investment, this being the amount of its profit from
the joint venture, but it did not report this amount as an
item of taxable income, apparently taking the view that it
was apart from its business and, consequently, a non-
taxable capital gain.

When the Minister assessed the respondent for 1951 he
added to the amount of taxable income reported by it, that
is to say, nil, the sum of $15,771.38 which it had sought to
deduct in respect of its 1947 business loss and the sum of
$168,853.41, being its profit from the joint venture, making
a total addition of $184,624.79, involving a tax (including
penalty) of $79,410.92.

The respondent objected to the assessment. It did not
persist in the pretence that its profit of $168,853.41 was a
capital gain but attacked the assessment on the ground that
under section 26(d) of the Act it was entitled to deduct
from its incomq for 1951 the total amount of the business
losses sustained by it in 1947, 1948, 1949 and 1950, amount-
ing to $141,871.50, which would leave $32,753.29 as the
amount properly assessable against it. The minister notified
the respondent that he confirmed the assessment where-
upon it appealed to the Income Tax Appeal Board which
allowed the appeal. It is from that decision that the appeal
to this Court is brought.

On the facts the question for decision is whether the
respondent was entitled to deduct from its income for 1951
the business losses sustained by it in 1947, 1948, 1949 and
1950.

The general scheme of The Income Tax Act, as also of
the Income War Tax Act, R.S.C. 1927, Chapter 97, is that
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income for tax purposes is computed on an annual basis. %7
Section 3 of the Act provides: MINISTER OF
NarionaL
3. The income of a taxpayer for a taxation year for the purposes of REVENTE
this Part is his income for the year from all sources inside or outside E Asv,l;ERN
Canada and, without restricting the generality of the foregoing, includes Tgxris

income for the year from all Probucts
P Lap.
(a) businesses,
(b) property, and Thorson P.

(¢) offices and employments.

And section 4 provides:

4. Subject to the other provisions of this Part, income for a taxation
year from a business or property is the profit therefrom for the year.

It is emphasized that the taxpayer’s income for any taxa-
tion year is his income “for the year”’ and when that comes
from a business, his income for the year is the profit from
his business “for the year”.

The right given to a taxpayer by section 26(d) to deduct
from his income for a taxation year business losses sustained
by him in other years is, therefore, a departure from the
general scheme of the Act and as such must be confined
within the expressed limits of the section.

It would, I think, be desirable to set out briefly the h1story
of this statutory right. It was first granted by section 5(7)
of the Statutes of Canada, 1942-43, Chapter 28, when para-
graph (p) was first added to section 5 of the Income War
Tax Act. This provided for a deduction from income of
losses sustained in the process of earning income during the
year last preceding the taxation year by a person carrying
on the same business in both of such years, subject to
certain limitations and qualifications. There was a slight
change made by section 5 of Chapter 14 of the Statutes of
Canada, 1943-44, and, finally, by section 4(5) of Chapter 43
of the Statutes of Canada, 1944-45, section 5(p) of the In-
come War Tax Act was made to read as follows:

5. “Income” as hereinbefore defined shall for the purposes of this Act
be subject to the following exemptions and deductions:—

(p) amounts in respect of losses sustained in the three years imme-
diately preceding and the year immediately following the taxation
year, but
(i) no more is deductible in respect of a loss than the amount by

which the 1oss exceeds the aggregate of the amounts deductible
in respect thereof in previous years under this Act,
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(i1) an amount is only deductible in respect of the loss of any year
after deduction of amounts in respect of the losses of previous
years, and

(iii) nothing is deductible in respect of a loss unless the taxpayer
carried on the same business in the taxation year as he carried
on in the year the loss was sustained,

if, in ascertaining the losses, no account is taken of an outlay, loss or
replacement of capital, a payment on account of capital, any depreciation,
depletion or obsolescence or disbursements or expenses not wholly, exclu-
gively and necessarily laid out or expended for the purpose of earning the
income, except such amount for depreciation and depletion as the Minister
may allow for the purpose of this paragraph.

To this paragraph there was a proviso with which we are
not here concerned.

When The Income Taxr Act was enacted section 26(d)
took the place of section 5(p) of the Income War Tax Act
except that the opening words of paragraph (d) were as
follows:

business losses sustained in the three years immediately preceding and the
year immediately following the taxation year, but

Section 26(d) in its present form was enacted by section
11(5) of Chapter 25 of the Statutes of Canada, 1949, 2nd
Session.

It should be noted that the words “the same” preceding
the word “business” in section 5(p) of the Income War Tax
do not appear in section 26(d) of The Income Tax Act.
This fact led counsel for the respondent to point out that
in the memorandum, dated February 19, 1954, attached to
the notice of re-assessment, dated May 17, 1954, the position
was taken that the losses incurred in 1950 and prior years
were not dediictible on the ground that the business then
carried on by the respondent was not similar to that carried
on in 1951 and that in the Minister’s notification under
section 53 of the Act the assessment was confirmed as hav-
ing been made in accordance with the provisions of the Act
and in particular on the ground that
the taxpayer is not entitled to a deduction from income in respect of
losses sustained in 1947, 1948, 1949 and 1950 taxation years as its income
for the 1951 taxation year was not from the same business.in which the

losses were sustained within the meaning of paragraph (d) of subsection (1)
of section 26 of the Act

and it was éuggested that this showed error on the Minister’s
part.
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By way of answer to the suggestion I re-iterate what
I have said in several cases that in an appeal to this Court
from an income tax assessment the Court is not concerned
with the correctness of the reasons given by the Minister
either for the assessment or for his confirmation of it after
the taxpayer’s objection to it. They may be erroneous. The
appeal to the Court is not from the Minister’s reasons but
against the assessment. It is the validity of the assess-
ment that is before the Court. It carries a statutory pre-
sumption of validity and that enures to it unless the tax-
payer who attacks it shows that it was erroneous either in
fact or in law: vide Dezura v. Minister of National Revenue*
or, as Rand J. put it in Johnston v. Minister of National
Revenue? discharges his onus to “demolish the basic fact on
which the taxation rested.”

Counsel for the respondent contended that under section
26(d) of the Act it was entitled to deduct from its income
for 1951, including its profit from the joint venture, the
business losses sustained by it in 1947, 1948, 1949 and 1950.
He referred to the definition of “business” in section
127(1)(e) of the Act which provides:

127. (1) In this Act,

(e) “business” includes a profession, calling, trade, manufacture or
undertaking of any kind whatsoever and includes an adventure or
concern in the nature of trade but does not include an office or
employment; ’

and contended that the word “business” in The Income Tax
Act had a larger ambit than previously. He also referred to
sections 10, 21 and 31(1)(j) of the Interpretation Act,
R.8.C. 1952, Chapter 158, which I need not set out. Then
he cited several decisions to show that the word business
is a word of “large and indefinite import”, namely, Smith v.
Anderson®; Rolls v. Millert; Anderson Logging Company v.
The King®; Samson v. Minister of National Revenue®;
Economic Trust Company v. Minister of National Rev-
enue’; Atlantic Sugar Refineries Limited v. Minister of

1[1948] Ex. C.R. 10 at 15. 5[1925]1 S.C.R. 45;
2[1948]1 S.C.R. 486 at 489. [19261 A.C. 140.
8 (1880) 15 Ch. D. 247 at 258. 6119431 Ex. CR. 17 at 32.

4(1884) 53 LJ. Ch. D. 99. 7[1946] Ex. C.R. 446.
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1957 National Revenue; Gardiner Securities Limited v. Minis-

1\/11\11_NISTER or ter of National Revenue?; Minister of National Revenue v.
ATIONAL

Revenoe  Laylor®; No. 123 v. M.N.R.* and Edith Petroleums Ltd. v.

v. M.N.RE.
EASTERN . y
I;I‘EXTILE ‘Counsel also referred to Simon’s Inecome Tax, Second
RODUCTS

1m.  Bdition, Vol 1, page 43, as authority for saying that the
Thorson P meaning and intention of a provision will be ascertained
— " from the words used in the light of the statutes as a whole
and that in cases of doubt or ambiguity reeourse may be

had to the former statutes.

On the strength of the authorities referred to, the change
in the Act from the words “the same business” to ‘“‘the
business”, the large import of the word “business”, its
enlarged scope because of its definition in section 127(1) (e)
and the wording of the Act as a whole and read in the light
of the history of the section counsel submitted that the
right of deduction of business losses was greater under sec-
tion 26(d) of The Income Tax Act than it had been under
section 5(p) of the Income War Taxr Act, and that the
words “the business” in section 26(d) meant essentially the
business of the respondent as it might be from time to
time. Put specifically, his submission was that the business
of the respondent in 1951 was the business of buying and
selling commodities with a view to making a profit thereby,
that its business in the loss years was likewise the business
of manufacturing and selling commodities with a view to
the same objective, and, in short, that its business in 1951
was “the business” of the respondent within the meaning
of section 26(d) and that since its income for 1951 from
such business under section 26(d) (ii1) (A) was less than its
income for 1951, minus all permitted deductions, under
26(d) (ii1) (B) it was entitled to deduct all the business
losses sustained by it in 1947, 1948, 1949 and 1950 to their
full extent.

I do not agree with the contention thus put forward.
There are, in my opinion, several reasons for rejecting it.
In the first place, as Mr. Boland for the appellant clearly
showed, section 26(d) of The Income Tax Act, instead of
being less restrictive of a taxpayer’s right to deduct business

1[1948]1 Ex. C.R. 622; [1949] S.C.R. 706 at 707.
219521 Ex. C.R. 448; [1954]1 C.T.C. 24.
3 [1956]1 C.T.C. 189.

4(1953) 9 Tax AB.C. 216.
5(1956) 16 Tax AB.C. 17.
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losses than section 5(p) of the Income War Tax had been, 1957

was more restrictive. This was illustrated by two examples. Mixsrer or
It was assumed in a case to which section 5(p) would have ﬁ;&?ﬁ;‘
applied that a company in 1947 carried on business A and By
sustained a business loss in that year and that in 1948 it Texrme
carried on business A and also business B and that it did PR‘I"DT‘]TT“

not make a profit from business A but made a profit from —
business B. Under section 5(p) of the Income War Tax Act Thorson P.
the company would be entitled to deduect its 1947 loss from
its 1948 profit even although it had not made any profit
from the same business as it had carried on in the loss year
by reason of the fact that in 1948 it carried on the same
business in that year as it had carried on in 1947 when its
loss was sustained. This anomaly was removed when sec-
tion 26(d) of The Income Tax Act was enacted. It was
assumed in a case to which that section would have applied
that a company in 1949 carried on business A and sus-
tained a business loss in that year and that in 1950 it
carried on business A and also business B and that it did
not make a profit from business A but made a profit from
business B. In that case the company would not be entitled
to deduct its 1949 loss from its 1950 profit because its
income for 1950 from the business in which the loss was
sustained was nil and, therefore, it was the lesser of the two
amounts referred to in (A) and (B) of subsection (iii) of
section 26(d). It was, therefore, erroneous to contend that
the right of deduction of business losses was enlarged by
section 26(d). On the contrary, it was restricted.

Moreover, section 3 of the Act contemplates that a tax-
payer may carry on more than one business and that con-
cept is also embodied in section 26(d). It is well established
that a company can carry on more than one business: vide,
for example, Birt, Potter and Hughes, Ltd. v. Commis-
sioners of Inland Revenue'; Scales v. George Thompson &
Co., Ltd.? and H & G. Kinemas, Ltd. v. Cook?®. But if coun-
sel for the respondent’s contention that the word “business”
in section 26(d) means whatever the company is doing
from time to time were adopted it would be tantamount to
saying that its business is always the same. That would, of
course, make it impossible for it to carry on more than one
business.

1(1926) 12 T.C. 976. 2(1927) 13 T.C. 83.
3(1933) 18 T.C. 116.
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Furthermore, the adoption of the contention would make

Mvistee oF sub-paragraph (A) in section 26(d) (iii) meaningless. And
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it is a cardinal principle that an interpretation leading to
such a result must be erroneous.

Section 26(d) confers upon a taxpayer the right, subject
to certain limitations, to deduct from his income for a taxa-
tion year business losses sustained by him in other years.
This is a statutory right that would not exist apart from
the enactment by which it is granted. The extent of the
right and the conditions to which it is subjeet are expressed
in the section. It follows that the right must not be
extended beyond the permission of its express terms and
that the conditions for its exercise must be strictly complied
with. Subsection (iii) of section 26(d) puts a limitation on
the extent to which losses may be deducted but the con-
tention advanced by counsel for the respondent ignores this
limitation. If it had been intended to give effect to such a
contention ‘it is inconceivable that ‘paragraph (A) of sec-
tion 26(d) (iii) would have been-‘worded as it was. Instead
of using the expression “from the business in which the
loss was sustained” some such: expression as simply “from
the business” would have been: used. Counsel’s contention
brushes to one side the limiting,and definitive effect of the
expression “in which the loss was sustained” and amounts
to a reading of the paragraph-as-if the limiting and defini-
tive expression were omitted..

Counsel’s contention as applied to the respondent is, in
effect, that in 1951 its business in the course of which it
made a profit from its joint venture was the business of
manufacturing and selling textiles in which it had sus-
tained its losses although prior to 1951 it had abandoned
such business. The contention is untenable.

It is, I think, sound to say that there is a difference
between ambiguity of an enactment and difficulty in its
interpretation and it ought not to be assumed from the
fact that it is difficult to interpret an enactment that it is
ambiguous in its terms. T am not confronted with such a
situation here. I do not see any ambiguity in section 26(d)
and I have not found any difficulty in its interpretation.

It seems to me that section 26(d) contemplates that a
taxpayer may continue in the business in which he has
previously sustained business losses or engage in some other
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business, either by itself or together with his former busi- 351
ness, with varying results that need not be enumerated, but Mixsres or
that subsection (iii), by limiting the extent of the tax- RATONAL
payer’s right to deduct losses to the lesser of the amounts 2
specified in paragraphs (A) and (B) of the subsection, Taxrme
makes it clear that the extent of the amount that may be P“f“g""'ﬂ
deducted in respect of losses from the income for any year —
shall never be greater but may be less than the amount of T"f’fﬁ“ P.
the taxpayer’s profit from the business in which the loss

was sustained. From this it follows, of necessity, that if he

does not make a profit from the business in which the loss

was sustained, whether by reason of having ceased such
business or otherwise, the extent of the amount which he

may deduct in respect of losses is nil. The right to deduct

losses does not extend to a profit from an activity other

than the business in which the loss was sustained. It seems

to me that it is contrary to the policy as declared in the

section that a taxpayer should have the right to deduct

from his income for any taxation year a business loss sus-

tained in another year in a case where his income is not

from the business in which the loss was sustained. Thus,

if he ceases to carry on the business in which the loss was
sustained and, therefore, does not make any profit from it

the right to deduct a business loss does not enure to him.

The purpose of the policy no longer exists.

Consequently, since the respondent ceased: its manufac-
turing business prior to 1951 and that was the business in
which its losses in 1947, 1948 1949 and 1950 were sus-
tained, and it did not in 1951 make any profit from such
business but made it from something else, its case comes
within the limitation of subsection (iii) of section 26(d)
and it is not entitled to deduct from its income for 1951,
even its income from the sale of textiles in that year, any
of the business losses sustained by it in 1947, 1948 1949
and 1950.

It follows from what I have said that the appeal herein
must be allowed with costs and the Minister’s assessment
restored.

Judgment accordingly.
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BETWEEN:

b. 4.8, : '
18959538 RADIO CORPORATION OF AMERICA ..PrAINTIFF;

Mar. 1,
Mar. 4-8,
11-15,18-19 -

M;r—.}.o RAYTHEON MANUFACTURING

AND

DEFENDANT.
COMPANY ... -

Patents—Conflict proceedings—The Patent Act, 1935, 8. of C. 1985, c. 32,

83, 35(1), (8), 44(1)(a), (3), (4), (6), (6), (7), (8)—Statutory duty to
describe tnvention—Claims invalid unless supported by disclosures in
specification—Evidence of knowledge or use of invention prior to that
asserted by applicant for patent subject to closest scrutiny—Findings
tn conflict proceedings mot an imprimatur of validity of claims in
conflict.

The elaims in conflict in these proceedings were contained in two applica~

tions for letters patent for an invention relating to methods of sealing
a glass stem in a glass bulb in the manufacture of miniature glass radio
receiving tubes on 2 mass production scale. They appeared first in the
application of H. R. Seelen, filed on November 19, 1941, and assigned
to the plaintiff. They appeared later in the application of C. A, Horn,
filed on August 6, 1942, assigned to Raytheon Production Corporation
and by it to the defendant. The Commissioner of Patents, following
the procedure prescribed by section 44 of The Patent Act, 1935,
required each applicant to furnish an affidavit as provided for under
section 44(5). In his affidavit Seelen stated that he had conceived the
idea of the invention described in the claims between the last part of
October, 1938, and December 1, 1938, that he wrote a description of
the invention on April 13, 1939, and that tubes made by the method
of the invention were made on a production basis in May, 1939. In
his affidavit Horn stated that he conceived the idea of the invention
and made the first drawing of it on or about December, 1937, and that
tubes utilizing the invention were put into commercial production on
or about August, 1938. On the strength of these affidavits the Commis-
sioner allowed the claims in conflict to-Horn and rejected them in
Seelen’s application and notified the parties that he would act
accordingly unless proceedings were commenced in this Court within
the prescribed time for the determination of the rights of the parties.
The plaintiff thereupon brought the present proceedings under section
44(8) of the Act.

There were two issues in the action. It was contended for the plaintiff that

the defendant was not entitled to any of the claims in conflict on the
ground that the disclosures in Horn’s application did not support them
and that the plaintiff was entitled to them. It was contended for the
defendant that if the defendant was not entitled to the claims for the
reason stated the plaintiff was not entitled to them on the ground that
Horn was the first inventor of the invention defined by them, even
although he did not make the requisite disclosures to entitle him to
them.

Held, in respect of the first issue: That an inventor may not validly elaim

what he has not described and that if the disclosures of the specifica~
tion do not support the claims they are invalid.
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2. That there is a statutory duty, under section 35 of The Patent Act, 1935, 1957
of disclosure and description of the invention that must be complied -

with if & claim for it is to stand. Coimt0

3. That the onus of disclosure that the section places on an inventor is a OF A%ERICA
heavy and exacting one. RAY'I‘I'IEON
4. That the specification in the Seelen application may not be used as & Manv-
dictionary for the purpose of ascertaining the meaning of the claims %mgg
in conflict in the Horn application. Only the Horn specification may
be used for that purpose and only to the extent that resort may be
had to it to ascertain the meaning of the terms in the claims.
5. That when a specification discloses the invention of a process for the
manufacture of an article in which the use of a special feature of the
invention is essential to its success the inventor is not entitled to
claim a process for the manufacture of the article in which the special
feature is not used. He is not entitled to claim s monopoly more
extensive than is necessary to protect that which he has invented.
6. That the Horn specification disclosed the use of features essential to his
invention that were not mentioned in the claims in conflict and that
the invention defined in them was different from and wider than that
disclosed in the specification.
7. That the disclosures in the Horn specification did not support the inven-
tion defined in the claims in conflict and that the defendant was not
entitled to them.
Held, in respect of the second issue: That evidence of the knowledge or
use of an invention prior to that asserted by an applicant for a patent
should be subjected to the closest scrutiny.
2. That the onus of proof that Horn was the first inventor of the invention
defined in the elaims in conflict was a very heavy one.
8. That Horn was not a prior inventor to Seelen of the invention defined
in the elaims in conflict.
Held, generally: That as between the parties the plaintiff- was entitled
to the issue of a patent containing the claims in conflict.
2. That the findings herein did not put an imprimatur of validity on the
claims in conflict and that their validity was a matter for determina-~
tion only in an action for infringement or for impeachment if such
proceedings should be taken.

ACTION to determine rights of parties in conflict pro-
ceedings. :

The trial was held before the President of the Court at
Ottawa.

Gordon F. Henderson, Q.C. and David Watson for plain-
tiff. ‘ »

Christopher Robinson, Q.C. and George Riches, Q.C;
for defendant.

The facts and questions of law raised are stated in the

reasons for judgment.
50726—173
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Ter PresmeENT now (March 30, 1957) delivered the
following judgment: :

These proceedings are brought pursuant to section 44(8)
of The Patent Act, 1935, Statutes of Canada, 1935, Chap-
ter 32, for the determination of the respective rights of the
parties to certain claims, hereinafter called the claims in
conflict, contained in two applications for patents of inven-
tion pending in the Canadian Patent Office of which appli-
cations and inventions the parties hereto are respectively
the owners by assignment.

It is necessary to a proper appreciation of the issues
in the action that the circumstances leading to its com-
mencement should be understood. They are not in dispute.
The claims appeared first in the application of Harry R.
Seelen for letters patent of invention which was filed in the
Canadian Patent Office on November 19, 1941, as No.
487,747. The invention was entitled Glass Envelope Seals
and the plaintiff is the owner of Seelen’s rights to it under
an assignment from him. The claims in question are five in
number and read as follows:

1. The method of making a radio tube envelope having a glass shell
closed at one end with a glass disc type header comprising telescoping the
shell over the header so that the rim of the shell overlies the edge of the
header, heating the shell rim and header edge to welding temperature, and
artificially cooling the central portion of the disc to control the strains in
the dise and in the seal region at said rim.

2. The method of making a glass envelope having a glass shell closed
at one end with a flat glass disc through which metal lead-in conductors
are sealed, comprising holding the disc in the end of the shell with the rim
of the shell overlying the edge of the dise, blowing air at room temperature
against the center of the disc, and heating the shell rim and disc edge to
sealing temperature, and continuing the air blowing after the seal is made.

3. The method of fabricating a radio tube envelope with a shell and
flat header of glass having a thermal coefficient of expansion less than
105, and metal contact pins having a thermal coefficient of expansion more
than 1075 sealed in the header and arranged in a circle concentric with the
dise, comprising heating the disc and pins to a temperature below 300°C.,
heating the edge portion of the disc and the contiguous rim of the shell
to sealing temperature while maintaining the temperature of the central
portion of the disc and pins to said temperature below 300°C., and cooling
the central portion more rapidly than the rim of the dise.

4, The method of sealing a glass disc in the end of a glass shell
comprising heating the contiguous edges of the dise and shell fo sealing
temperature, and at the same time blowing air at about room temperature
onto the central portion of the dise, the air flow being adjusted to prevent
the temperature of said portion from rising above the deformation tem-
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perature of the glass, then increasing the air flow after the seal is made to 1957

rapidly cool the glass, and finally heating the glass to annealing R:;; o

temperature. CORPORATION
5. The method of making a radio tube envelope having a glass shell OF AMERICA

closed at one end with a glass disc containing a plurality of lead-in condue- RAY:H.EON

tors arranged In a circle substantially concentric with said disc and project- Manu-

ing normal to the outer surface of said dise, comprising mounting said FACTURING

lead-in conductors on a support with said disc close to but spaced from COENY

said support, placing said shell over said disc, heating the edge of the disc Thorson P.

and the contiguous portion of the shell to glass sealing temperature, and —

admitting cooling’ ir through an opening in said support opposite the

central portion of said disc and forcing the air against said central portion

and hence radially outward in all directions between the disc and the

support and around said conductors, controlling the rate of air flow during

and after sealing to prevent cracking strains in the disc and the dise-to-

shell seal region as the glass cools to room temperature.

These claims appeared later, under circumstances that
will be stated, in the application of Clarence A. Horn for
letters patent of invention which was filed in the Canadian
Patent Office on August 6, 1942, as No. 494,962. The inven-
tion is entitled Method of Making Molded Stems and the
defendant is the owner of Horn’s rights to it under an
assignment from him to Raytheon Production Company
and from it to the defendant.

The claims are identical with the claims in United States
patent No. 2,296,579, dated September 22, 1942, issued to
H. R. Seelen based on his application filed in the United
States Patent Office on November 30, 1940, as No. 367,933.

The circumstances under which they came to be included
in Horn’s application may be stated briefly. Claims 1 and 2
in the Seelen United States application had been copied
into the Horn United States application for purposes of
interference in the United States and by a letter, received
in the Patent and Copyright Office on July 22, 1943, Horn’s
Canadian patent attorneys requested that these two claims
be added to his Canadian application as claims 10 and 11
and this amendment to his application was made accord-
ingly. Thereupon, since the two claims thus added to Horn’s
application were identical with claims 1 and 2 in Seelen’s
application, there was conflict between the two applications
within the meaning of section 44(1) (@) of The Patent Act’
which provides:

44, (1) Conflict between two or more pending applications shall
X183
¢ t(a) when each of them contains one or more claims defining substan-
tially the same invention; or . ..
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And this is so notwithstanding the fact that the applica-
tions became conflicting ones by reason of the situation
created by Horn’s patent attorneys in copying claims 1 and
2 of the Seelen application as stated.

In view of this conflict it was incumbent on the Com-
missioner of Patents to take the steps preseribed in sec-
tion 44 of the Act. On August 24, 1943, acting under sec-
tion 44(3) of the Act, he notified Mr. Seelen and Mr. Horn
through their respective patent attorneys that conflict
existed between their two applications and transmitted to
each a copy of the claims made by the other. In his notifica-
tion to Horn’s patent attorneys he informed them that
claims 1 to 5 in the Seelen application, designated as Claims
Cl1 to C5, were readable on the copending application and
had been submitted to the other applicant. Thereupon, on
September 17, 1943, Horn’s patent attorneys added claims
C3, C4 and C5 from Seelen’s application to Horn’s applica-
tion as claims 12, 13 and 14. Thus claims 10, 11, 12, 13 and
14 in Horn’s application were identical with claims 1, 2, 3, 4
and 5 in Seelen’s application. These are the claims in con-
flict. They were directed by the Commissioner to be
designated as Claims C1 to C5 and they will hereafter be
so referred to.

On November 25, 1943, the Commissioner under sec-
tion 44(3) of the Act notified the applicants through their
respective patent attorneys that action under section 44(5)
of the Act was deferred for three months in order to enable

- the applicants to present arguments under section 44(4).

Some arguments were presented, as appears from the corre-
spondence set out in the Patent Office file wrappers filed as
Exhibits 1 and 2, but they had no effect and on April 3,
1944, the Commissioner, acting under section 44(5) of the
Act notified each of the applicants through their respective
patent attorneys that as the claims C1 to C5, having been
found allowable over the prior art, appeared in the copend-
ing application, each applicant was required to furnish an
affidavit as provided for under section 44(5), which pro-
vides as-follows:

44. (3) If the subject matter is found to be patentable and the con-
flicting claims are retained in the applications, the Commissioner shall
require each applicant to file in the Patent Office, in a sealed envelope

duly endorsed, within'a time specified by him, an affidavit of the record
of the invention. The affidavit shall declare:—
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(a) the date at which the idea of the invention described in the con-
flicting claims was conceived;

(b). the date upon which the first drawing of the invention was made;

(¢) the date when and the mode in which the first written or verbal
disclosure of the invention was made;

(d) the dates and nature of the successive steps subsequently taken
by the inventor to develop and perfect the said invention from
time to time up to the date of the filing of the application for
patent.

Pursuant to the Commissioner’s requirement each of the
applicants filed an affidavit. Mr. Seelen’s affidavit was made
on July 13, 1944, and was forwarded to the Commissioner
on July 18, 1944. He stated, inter alia, that he conceived
the idea of the invention described in the conflicting claims
between the last part of October, 1938, and December 1,
1938, that he . wrote a description of the invention on
April 13, 1939, that in May, 1939, tubes made by the
method of the invention were being made on a production
scale and that on October 11, 1939, a standardizing notice
was issued describing the procedure. Mr. Horn’s affidavit
was made on May 25, 1944, and sent to the Commissioner
on June 15, 1944. He stated, inter alia, that he conceived
the idea of the invention on or about December, 1937, that
the first drawing of the invention was made on or about
December, 1937, and that on or about August, 1938, tubes

utilizing the invention were put into commercial produc-
tion. \ '

* The affidavits were opened at the same time, pursuant
to section 44(6), on March 12, 1945, by the Commissioner
in the presence of the Chief Examiner and the Examiner
of Division 18 and, on that date, the Commissioner allowed
the claims in conflict to C. A. Horn, assignor to Raytheon
Production Corporation, assignor to the defendant, and
rejected the conflicting claims in the application of
H. R. Seelen, assignor to the plaintiff.

The Commissioner made this decision under section 44(7)
of the Act which provides:

44(7) The Commissioner, after examining the facts stated in the
affidavits, shall determine which of the applicants is the prior inventor to
whom he will allow the claims in conflict and shall forward to each
applicant a copy of his decision. A copy of each affidavit shall be trans-
mitted to the several applicants.
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1957 Tt should be noted that there is no provision in the Act for
Ranro  cross-examination of the applicants on their affidavits, that
CompoRATION 1)) & applicants are not present or represented when their
Revrimox affidavits are opened, that there is no hearing before the
Manv- Commissioner and that no opportunity is afforded for argu-
Coyas? ment on the affidavits. The Commissioner does not make
an adjudication of the rights of the applicants to the claims

on the merits. He bases his decision merely on the priority

of the dates alleged in the affidavits.

On March 27, 1945, the Commissioner advised the appli-
cants through their patent attorneys that on the facts
stated in the affidavits he would allow the claims in conflict
to Horn in his application No. 494,962 and reject the con-
flicting claims in Seelen’s application No. 487,747, unless
within two months from March 27, 1945, action was taken
under section 44(8) of the Act.

It is now important to set out the provisions of this
section. It reads as follows:

Thorson P.

44(8) The claims in conflict shall be rejected or allowed accordingly
unless within a time to be fixed by the Commissioner and notified to the
several applicants one of them commences proceedings in the Exchequer
Court of Canada for the determination of their respective rights, in which
event the Commissioner shall suspend further action on the applications in
conflict until in such action it has been determined either

(i) that there is in fact no conflict between the claims in ques-
tion, or

(ii) that none of the applicants is entitled to the issue of a patent
containing the claims in conflict as applied for by him, or

(iii) that a patent or patents, including substitute elaims approved
by the Court, may issue to one or more of the applicants, or

(iv) that one of the applicants is entitled as against the others to
the issue of a patent including the claims in conflict as
applied for by him.

On May 15, 1945, the Commissioner extended the time
within which action might be taken to July 27, 1945, and
on July 23, 1945, he extended the time further to August
27, 1945. |

The plaintiff then commenced its action in this Court on
August 27, 1945. The effect of the action is that the Com-
missioner suspends further action on the applications in
conflict until the determination of the Court has been
made. The issue of patents awaits the decision of the Court.

As T see it there are two issues in the action. The first
is raised for the plaintiff and the second for the defendant.
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It is contended for the plaintiff that the defendant is not
entitled to any of the claims in conflict on the ground that
the disclosures in Horn’s application do not support them
and that the Court ought, therefore, to determine the
respective rights of the parties to the claims against the
defendant and order that the plaintiff is entitled to the issue
of a patent containing them.

The second issue is propounded on behalf of the
defendant. It is contended that if the Court should deter-
mine that the defendant is not entitled to the claims in
confliet for the reason stated it should also determine that
the plaintiff is not entitled to them on the ground that
Seelen was not the first inventor of the invention defined by
them but that Horn was, even although he did not make
the requisite disclosures to entitle him to them.

On the second day of the trial it was argued for the
plaintiff that it was not open to counsel for the defendant
on the pleadings to adduce evidence in support of his con-
tention on the second issue but I gave leave to amend the
statement of defence to enable him to do so, if he saw fit.
Since then I have reviewed the pleadings carefully and am
of the opinion that the statement of defence did permit the
leading of the desired evidence and that leave to amend it
was not necessary.

It is, of course, clear that if the Court determines the
first issue in favor of the defendant that is the end of the
matter and the second issue need not be considered. It falls
to be determined only in the event that the Court deter-
mines the first issue against the defendant.

It is also clear that a patent would have issued to the
plaintiff as assignee of H. R. Seelen containing the claims
1,2, 3, 4 and 5 as made by him, if Horn’s patent attorneys
had not copied claims 1 and 2 into his application in the
manner described and thus, in a sense, created the situation
that made the applications conflicting applications within
the meaning of section 44(1) (a), so that the Commissioner
had to act as section 44 required him to do in the circum-
stances. That this is so is demonstrated beyond dispute by
reference to the Patent Office file wrapper relating to the
Seelen application, filed as Exhibit 1, in which it appears
that on April 13, 1943, the Commissioner informed Seelen’s
patent attorney that his application for patent had been
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1967 examined and allowed and that a patent would issue. It
Raro  was only after the possible conflict with the Horn copend-
?,g“;‘;xggf ing application that this allowance was cancelled on July

RaTermon 27, 1943.

ngfé’n‘f;a It follows from what I have said that if the Court deter-
Comeany mines the two issues against the defendant it should deter-
Thorson P, IRtiN€ a5 between the parties that the plaintiff is entitled to

——  the issue of a patent containing the claims in conflict.

Evidence for the plaintiff was given by Mr. George M.
Rose, the manager of the plaintiff’s advance development
group at Harrison, New Jersey, Mr. Harry R. Seelen, the
inventor referred to in one of the conflicting applications,
who, at the time of his invention, was in charge of the
plaintiff’s development shop operation, and Mr. Kenneth
M. McLaughlin, who was charged with obtaining equip-
ment and supplies under Mr. Seelen’s direction. The wit-
nesses called for the defendant were Mr. Norman B. Krim,
the president and manager of the defendant’s receiving and
cathode ray division, Mr. James Kyle, the defendant’s fore-
man in charge of the maintenance and construction of
equipment, who worked under the direction of Mr. Charles
A. Horn, the inventor referred to in the other conflicting
application, Mr. F. Edward Anderson, the defendant’s dis-
tribution and sales manager, Mr. Homer G. Anderson, a
former employee of the defendant chiefly concerned with
the evacuation of radio tubes, and Mr. Jesse B. Shapiro,
the defendant’s divisional glass engineer of its commercial
radio tube division.

The trial of the action lasted 27 days and the various
facets of the issues involved in it were carefully examined.
Sinee the first issue is largely concerned with the construc-
tion of the specification in Horn’s application and the
second is basically an issue of fact it is not necessary tfo
review the evidence in detail.

The inventions made by Horn and Seelen were both
related to the making of miniature glass radio receiving
tubes on a mass production scale. Conventional glass tubes
of various types and sizes and also metal tubes were on
the market but there was a demand for miniature glass
tubes that would be efficient and could be economically
produced, but their manufacture on a mass production basis
presented special problems. How Horn and Seelen envisaged
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these problems and the objects they sought to accomplish
in the course of their solution will appear in their respective
applications.

The various parts of the miniature glass radio receiving
tubes with which Horn and Seelen were concerned and the
parts of the sealing-in machines they used are described
in their respective specifications and illustrated in the draw-
ings accompanying them, but there is no uniformity in the
use of terms to describe them. Basically, the two parts of
the tube are a glass stem and a glass bulb. The stem is also
called a header, a wafer, a dise, or disk in Horn’s specifica-
tion, a button or a bottom. The bulb is also called a shell
or envelope, but in Seelen’s specification envelope means
a bulb with a stem in it. When the stem is made wires or
pins or rods, arranged in a circle, called the pin ring, are
sealed into the glass. The upper end of these are connected
with the electrical parts of the tube, called in their total
the mount assembly or mount, whereas the lower ones serve
as contact members for insertion into a socket or the prongs
of a base. The lower ends are called lead-in pins but they
are also referred to as lead-in rods or lead-in conductors.
Glass is built up around the wires where they go through
the stem and these additions are known as fillets or bosses.
The Horn stem is fitted with an exhaust tube extending
from its lower side whereas the exhaust tube in the Seelen
invention is at the top of the bulb. The glass bulb may be
cut or uncut. When an uncut bulb is used, as in the case
of the Horn process, it is necessary to separate the lower
part, called the cullet or skirt, from the upper when the
bulb is joined to the edge of the stem in the course of the
sealing-in process. This process is done on an automatic
sealing-in machine, either an 8 head Eisler machine or a 16
head Sealex machine. The sealing-in head of such machine
consists of a spindle which rotates, called a rotatable mem-
ber in the Horn application, on which there is placed a
spindle chuck, generally called a mount pin, but also
referred to as a sealing pin or mount block. In addition,
there are devices for holding the stem and bulb in position
after they have been loaded on the mount pin and during
the sealing-in operation, such as a collet, or clamping
jaws. I should, perhaps, note here that the Court had the
advantage, during the trial, of seeing, in the Court-room,
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a moving picture of a Sealex machine in operation showing
the manner in which flames play on the bulb as the rotating
sealing-in head moves in a circular manner from one posi-
tion on the machine to the next. The sealing-in process will
be referred to later when the respective specifications of
the two inventors are examined. But it may be mentioned
here that, after the bulb and stem are joined as the result
of the play of the flames on the bulb, there is a shaping of
the join. In the Horn sealing-in process this is done by an
operation known as pull-down whereas in the process
adopted by Seelen the shaping is by air blown in from the
top of the bulb.

Before I deal with the first issue certain observations
should be made. It is a cardinal principle of patent law that
an inventor may not validly claim what he has not
described. In the patent law jargon it is said that the dis-
closures of the specification must support the claims. If
they do not, the claims are invalid. Moreover, there is a
statutory duty of disclosure and description that must be
complied with if a claim for an invention is to stand.
Section 35 of The Patent Act, 1935, provides, in part:

35. (1) The applicant shall in the specification correctly and fully
deseribe the invention and its operation or use as contemplated by the
inventor, and set forth clearly the various steps in a process, or the
method of constructing, making, compounding or using a machine, manu-
facture or composition of matter, in such full, clear, concise and exact terms
as to enable any person skilled in the art or science to which it appertains,
or with which it is most closely connected, to make, construet, compound
or use it. In the case of a machine he shall explain the principle thereof
and the best mode in which he has contemplated the application of that
principle. In the case of a process he shall explain the necessary sequence,
if any, of the various steps, so as to distinguish the invention from other

inventions. He shall particularly indicate and distinctly claim the part,
improvement or combination which he claims as his invention.

(2) The specification shall end with a claim or claims stating distinctly
and in explicit terms the things or combinations which the applicant
regards as new and in which he claims an exclusive property or privilege.

In Minerals Separation North American Corporation v.
Noranda Mines Limited® I had occasion to consider the
duties of disclosure required of an inventor in considera-
tion of the grant of a valid monopoly in respect of his
invention. At page 316, I said:

Two things must be deseribed in the disclosures of a specification, one
being the invention, and the other the operation or use of the invention as

1119471 Ex. C.R. 306.



Ex.CR. EXCHEQUER COURT OF CANADA [1956-19601 109

contemplated by the inventor, and with respect to each the description 1957
must be correct and full. The purpose underlying this requirement is that R:;;o
when the period of monopoly has expired the public will be able, having (yrporarron
only the specification, to make the same successful use of the invention or AmMerica
as the inventor could at the time of his application. The description must v

be correct; this means that it must be both clear and accurate. It must Rmﬁg‘?‘

be free from avoidable obscurity or ambiguity and be as simple and distinet pscrgrING
as the difficulty of description permits. It must not contain erroneous ComPANY
or misleading statements calculated to deceive or mislead the persons to _
whom the specification is addressed and render it difficult for them without Thﬂn P.
trial and experiment to comprehend in what manner the invention is to be

performed. It must not, for example, direct the use of alternative methods

of putting it into effect if only one is practicable, even if persons skilled

in the art would be likely to choose the practical method. The description

of the invention must also be full; this means that its ambit must be

defined, for nothing that has not been described may be validly claimed.

The description must also give all information that is necessary for success-

ful operation or use of the invention, without leaving such result to the

chance of successful experiment, and if warnings are required in order to

avert failure such warnings must be given. Moreover, the inventor must

act uberrima fide and give all information known to him that will enable

the invention to be carried out to its best effect as contemplated by him.

and I cited the cases from which this statement was
abstracted. The statutory requirement then in effect was
section 14 of The Patent Act, Statutes of Canada, 1923,
Chapter 23, and I made the statement that it merely puts
the requirements of the law, as laid down in the cases,
into statutory form. While my judgment in the Minerals
Separation case (supra) was reversed, the statement I
have cited has not been challenged. And it is applicable
in a case to which section 35 of The Patent Act, 1935,
applies: vide Di Fiore v. Tardi*. The onus of disclosure that
the section places on an inventor is a heavy and exacting
one.

It is contended for the plaintiff that Horn did not dis-
charge this onus in respeet of the claims in conflict and
could not validly make them and, consequently, that the
defendant is not entitled to them. This is the first issue in
the case. In order to determine it the disclosure portion of
Horn’s application, which I shall refer to as the specifica-
tion or the Horn specification, must be carefully examined.

While Horn says in his specification that he has invented
certain “new and useful improvements in Method of
Making Molded Stems” it discloses more than that. It is
really in three sections, one dealing with a novel stem,

1119521 Ex. C.R. 149 at 154.
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1957 another with the method of making it and the third with
Rapro & sealing-in process in which it is used. It should be noted
CoRPORATION that the application with which we are ‘concerned in this

RAveizox action is a division of an original application, filed on
Manu- January 11, 1940 as No. 470,184,

FACTURING ] ) .
Courany  The specification shows that Horn was concerned with

Thorson P, the problem of producing glass radio receiving tubes with
—  envelopes in which the stem serves as the tube base itself,
and which carries lead-in conductors which also serve as the
external contact pins and that difficulties have been
encountered in constructing a stem which could readily be
sealed to the envelope. He then sets out the objects of the
invention, namely, to devise a stem of the type stated which
can be sealed to an envelope in a simple, inexpensive and
reliable manner, to devise such a stem which is inexpensive
to manufacture and to devise a novel method of making

such a stem.

After a description of the component parts of a tube
reference is made to certain difficulties and requirements if
it is to be commercially successful. One of these is that, since
the lead-in rods serve as the external contact members for
the tube, they must be kept parallel and maintained accu-
rately in their predetermined circular relationship in order
that the tubes may fit interchangeably in standard sockets
provided therefor. Then it is stated that the glass of the
stem must not extend too far up or down along the lead-in
rods. And it is pointed out that another requirement is
that the stem may beeasily sealed to the envelope by
the usual type of sealing-in machine. A further requirement
is also stated, namely, that during the sealing-in process
the main body of the stem carrying the.lead-in rods shall
not be subjected to any distortion which might tend to
upset the requisite positional accuracy of the lead-in rods.
Thus four essential requirements are specified. Then there
is the following statement “Stems made in accordance with
my present invention satisfy each of these requirements,
and produce a tube which satisfies all of the objects of my
invention as stated above.”

The specification then describes the novel stem in detail.
It consists of a substantially flat “disk” of glass having a
central thickened portion into which the lead-in rods are
sealed. It is stated that this thickened portion must have
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certain characteristics. It must be sufficiently strong to with- E’fz
stand atmospheric pressure exerted on its lower flat surface  Rapwo
upon completion of the tube. It must also be thick enough Co;*‘;‘;;‘gggf
to support the lead-in rods firmly and definitely without
cracking. And it must be sufficiently massive so that during MAIE?;?N
the sealing of the stem to the envelope it is not heated oo
sufficiently to soften to any appreciable extent. Dimensions  —
of this thickness are then given. But the novelty of the Thorson P.
stem consists in a special feature, namely, that surround-

ing the thickened portion of the stem there is a thinned

edge. The characteristics of this thinned edge are specified.

The top is preferably disposed in the same plane as the top

of the thickened portion. But it must have a thickness
sufficiently less than that of the central portion so that

during the sealing-in process it can soften sufficiently to seal

readily to the glass envelope without producing any appre-

ciable softening of the central portion. The thickness of

the thinned edge may conveniently be made about half the
thickness of the thickened portion. Then reference is made

to upper and lower bosses around each lead-in rod.

The specification then describes certain essential features
of the machine for molding the novel stem, such as its
upper and lower molds, and the method of operation of
the stem-making machine. During the molding operation
the exhaust tube, the lower end of which has been softened
by the application of a gas flame thereto, is brought into
contact with the central portion of the plastic mass so as
to be sealed thereto. After the completed stem has been
permitted to cool it is removed from the machine. I need
not make any further reference to the method of making
the novel stem, for in these proceedings we are not con-
-cerned with it.

I now come to what may be called the third section of
the specification, namely, that which relates to the sealing-
in process in which the novel stem with its thinned edge,
or thin lip, is used. This must be carefully considered for
all the claims in conflict may be described generally as
sealing-in claims.

Before the sealing-in process is dealt with-in the specifica-
tion there is a description of the parts that are used in the
process. In the first place the mount is assembled on the
lead-in rods of the stem. It is disclosed that a sealing
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machine is used for the sealing-in process but the kind of
machine, whether Eisler or Sealex, is not specified. But one
part of the machine, namely, the sealing-in head, is
described. This includes a rotatable member provided with
a central bore through which air may be blown. This
rotatable member carries a mount block at its upper end,
which is also provided with a central bore communicating
with the bore of the rotatable member. The mount block
is provided with a series of holes adapted to receive the pins
of the stem. There is a series of lugs on the mount bloek,
one between each two holes, and they are spaced sufficiently
far apart so that the lower bosses of the stem may be
received between each pair of lugs. Every other lug is
made shorter than the adjacent one so that, when the stem
is supported upon the mount block and air is blown through
the bore, passages are left so that air may flow freely over
the bottom face of the stem for a purpose described later.
The mount block is provided at its lower portion with an
annular shoulder above which there are bores passing from
the central bore to the exterior of the mount block. The
lower portion of the rotatable member is provided with
a pair of clutch jaws and a tapered sleeve surrounds the
rotatable member and is adapted when moved downwardly
to force the clamping jaws inwardly.

The sealing-in process is-then described. The stem carry-
ing the mount is inserted on the sealing-in head by inserting
the exhaust tube into the central bore. The lead-in rods are
received into the holes of the mount block and the bottom
of the lower bosses of the stem rest upon the face of the
mount block between the lugs. The glass envelope is then
applied over the stem and mount. It is conveniently posi-
tioned by resting against a pair of standards formed as part
of the mount. The sealing-in then proceeds by stated steps.
Heat is applied by means of suitable glass flames adjacent
the thinned edge of the stem which brings about a softening
of the glass at this point, causing a constriction towards
the stem until contact is made with the thinned edge and
fusion of the wall of the envelope and the thinned edge
occurs. The sealing head is then moved to another position
on the sealing machine where the gas flames are directed
to a point slightly below the thinned edge, the heat pro-
duced being sufficient to cause a melting of the glass so
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that the weight of the lower skirt of the glass envelope 35_7/
tends to cause a separation at the thinned edge. At this Ranwo
stage air is blown up through the bore in order to assist COFoRATION
the separation. The previous softening of the glass has Rarmson
caused sufficient constriction so as to contact the annular =~ Maxv-
shoulder thus producing a closed pocket between the annu- STTene
lar shoulder and the stem. The air coming up through the _ —
central bore and the bores above the annular shoulder 'Tho_min P.
causes an air pressure within the pocket which bursts the
plastic glass bubble and produces the desired separation
at the thinned edge. This, in the language of the art, is
called cutting off the cullet. Then the gas flames are con-
tinued for a short time around the thinned edge so as to
produce a uniform rounding of the glass at the sealing-in
point. Then the next stage takes place. The sealing-in head
moves out of the region of the gas flames and air is con-
tinued to be blown through the bore for a short period.
This air passes up through the central bore and out through
the spaces left by the short lugs on the mount block as
well as other intervening spaces between the stem and the
mount block. It is clear that this air, which is relatively
cool, continues to cool the body of the stem up to and dur- -
ing what is called the pull-down operation—but not after-
wards.
The pull-down operation is deseribed in- detail. The
clamping jaws move inwardly and engage the envelope
while the tapered sleeve is moved downwardly to force the
clutch jaws into clamping engagement with the exhaust
tube. Then relative motion is produced between the clutch
arms and the rotatable member so that the stem is pulled
down with respect to the envelope. This pull-down produces
the requisite working and rounding of the glass at the seal-
ing-in point. The envelope is now ready for exhaustion
which takes place through an exhaust tube after which the
exhaust tube is sealed off.

Two things are clear. One is that while air is blown
against the body of the stem up to and during the pull-
down operation air is not blown afterwards. It is specifically
stated that the pull-down operation is subsequent to the
air blowing operation. Moreover, it is stated that after the
pull-down operation the tube is ready for exhaustion. That
means that immediately after the pull-down operation the

50726—8
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tube is taken off the sealing machine and put on an exhaust
machine. The other thing that is clear is the purpose of
blowing air against the stem during the period after the
sealing-in head moves out of the region of the gas flames
and up to the completion of the pull-down operation. This
is to cool the body of the stem so as to insure that it is
solid and rigid “during the subsequent pull-down opera-
tion”. The purpose of maintaining a rigid body is empha-
sized in the statement that due to the fact that the main
body of the stem is rigid and the lead-in rods are firmly
received in the holes of the mount block no distortion of
the stem or dislocation of the lead-in rods takes place dur-
ing the pull-down. Thus distortion of the stem and disloca-
tion of the lead-in rods which might happen during the
pull-down is prevented by two means, one being the blow-
ing of air against the stem during the period mentioned
to make it solid and rigid and the other the fitting of the
lead-in rods tightly into the holes of the mount block.

The remainder of the specification is important. It con-
tains the statement “I have found that tubes made in
accordance with my invention produce satisfactory seals
which have very little tendency to crack at the sealing-
in point”. Then it is stated that this is due partly to various
aspects of the invention involving the thickened central
portion and thinned edge of the stem. There is no specific
reference to any other cause. Then Horn says that he has
found that, if the internal surface of the envelope is kept
free of all sharp bends and a smooth and rounded contour
preserved, substantially all tendency to crack at this point
will be eliminated. He attributes this to the use of his
novel stem with the thinned edge. He says that by forming
the stem with the thinned edge in the same plane as the
upper surface of the stem the elimination of sharp bends
and the preservation of a smooth contour is readily
obtained. He then explains why this is so, namely, that,
due to the particular construction which he has described,
when the thinned edge is made plastic during the sealing-
in process, the wall of the envelope will fuse to the thinned
edge and form a continuation thereof, that during the pull-
down operation the thinned edge will have some slight
tendency to be bent upwardly, thus producing a smooth
transition curve from the thinned edge to the interior walls
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of the envelope, and that, since the thinned edge is origi-
nally formed as a continuation of the upper surface of the
stem, this smooth transition will be carried down without
any break or interruption onto the upper surface of the
stem. He then says that even if the thinned edge were not
formed in this way, the requisite sealing might still be
accomplished with proper precautions and considerable
advantage still obtained from the thinned edge irrespective
of its relationship with respect to either surface of stem.

The specification concludes with the admonition that the
invention is not limited to the particular details described
as many equivalents will suggest themselves to those skilled
in the art and he gives one example, namely, that it may
be desired to utilize the invention in tubes having the con-
ventional base with additional eontacting prongs.

It is, in my opinion, beyond dispute that Horn considered
that his invention consisted of his novel stem with its
thickened central portion and its thinned edge. He thought
that a stem of this kind satisfied each of the requirements
that had to be met if a tube was to be commercially suc-
cessful. And it seems clear that by the term “my invention”
in his statement “I have found that tubes made in accord-
ance with my invention produce satisfactory seals which
have very little tendency to crack at the sealing-in point”,
he meant his novel stem with the thinned edge. He points
out that the production of satisfactory seals which have
very little tendency to crack at the sealing-in point is due
partly to various aspects of the invention pointed out above
involving the thickened portion and thinned edge of the
stem and does not specifically mention any other cause to
which it is due, except that he has found that if the internal
surface of the envelope adjacent the sealing-in point is kept
free of all sharp bends and a smooth and rounded contour
preserved substantially all tendency to crack at this point
will be eliminated. And it seems plain to me that he
attributes the substantial elimination of all tendency to
crack at this point to the fact that the elimination of sharp
bends and the preservation of a smooth contour is readily
obtained by forming the stem with the thinned edge in the
same plane as the upper surface of the stem because of the
fact that when the thinned edge is made plastic during the
sealing-in process the walls of the envelope will fuse to it
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and during the pull-down operation the thinned edge will
tend to bend upwardly and form a smooth transition curve
from the thinned edge to the interior walls of the envelope.
It would not, in my opinion, be unfair to say that Horn
considered that his contribution to the art consisted of his
invention of his novel stem and his method of making it
and using it in a sealing-in process.

Counsel for the defendant conceded that at the date of
his application Horn thought that this was his invention
but submitted that what the Court is concerned with in
dealing with the first issue is not what Horn thought his
invention was but what the disclosures in his specification
show it to be. There is merit in this submission but while
I say this I do not mean that Horn’s view of his invention
as disclosed in the specification is to be disregarded.

Counsel argued that the Horn specification discloses
invention beyond that of the novel stem and the method of
making it, namely, the blowing of air through the bore for
a short period, as stated in the specification. With that con-
tention I agree but, in my opinion, the invention so dis-
closed is subject to the limitations disclosed, namely, that
the air blowing is for the short period from the time that
the sealing-in head moves out of the region of the gas
flames and up to and during the pull-down operation, but
not afterwards, and that the air-blowing is done so that the
air cools the body of the stem so as to insure that it is
solid and rigid during the pull-down operation thus pre-
venting any distortion of the main body of the stem and
dislocation of the lead-in rods during the pull-down opera-
tion. Thus, in my opinion, it would be fair to say that the
invention disclosed by the Horn specification so far as it
relates to a sealing-in process conmsists in the use of his
novel stem with its thickened central portion and its
thinned edge, or thin lip, and the blowing of air through
the central bore of the sealing-in head for the period and
purpose stated.

There is one further comment. It was suggested by
counsel for the plaintiff that the claims in conflict contain
words or expressions whose meaning may be determined by
reference to the Seelen application in which they first
appeared in it before they were imported into the Horn
application by Horn’s patent attorneys. In my view, it is
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not permissible in the determination of the first issue to
resort to the Seelen application in order to ascertain the
meaning of the claims in conflict. They are now claims in
the Horn application and the issue whether the defendant
is entitled to them depends on whether the disclosures in
the Horn specification support them. The specification in
the Seelen application may not be used as a dictionary
for the purpose of ascertaining the meaning of the claims
in conflict vis-a-vis the Horn application. Only the Horn
specification may be used for that purpose and, of course,
only to the extent that resort may be had to the disclosures
in the specification to ascertain the meaning of the terms in
the claims. .

I now come to the claims in conflict and do not hesitate
to say that, in my opinion, the disclosures in the Horn
specification do not support them and, consequently, the
defendant is not entitled to them.

There are several reasons for this conclusion. The thinned
edge, or thin lip, of the novel stem which Horn devised
and found so essential to the production of satisfactory
seals with very little tendency to crack at the sealing-in
point is not mentioned in any of the claims in conflict. In
my opinion, that makes the invention defined in the claims
different from and wider than the invention disclosed in the
specifieation. It is, I think, consistent with principle to
say that when a specification discloses the invention of a
process for the manufacture of an article in which the use
of a special feature of the invention is essential to the suc-
cess of the invented process the inventor is not entitled to
claim a process for the manufacture of the article in which
the special feature is not used. He is not entitled to claim
a monopoly more extensive than is necessary to protect that
which he has invented. There is authority for this state-
ment in The Mullard Radio Valve Co., Ld. v. Philco Radio
and Television Corporation of Great Britain, Ld. et al'. In
that case two claims were under consideration in respect
of an invention for “Improvements in or relating to circuit
arrangements -and discharge tubes for amplifying electric
oscillations”. Claim 1 read as follows:

A circuit arrangement for amplifying electric oscillations by means of

one or more thermionic discharge tubes connected in series or cascade,
characterised in that the discharge tube of the last stage. of amplification

1(1936) 53 R.P.C. 323.
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comprises a screening grid kept at a econstant high potential between the
control grid and the anode and that such discharge tube is so arranged by
the introduction of an auxiliary grid kept at a constant and relatively low
potential that, when the anode potential falls below the potential of the
screening grid, the increase of the screening grid current at the expense of
the anode current will be substantially avoided.

This claim was held to be valid. Lord Maemillan said of it,
at page 343:

Claim 1 describes with precision the special feature of the ecircuit
arrangement claimed—namely that the discharge tube of the last stage of
amplification in the circuit shall have an auxiliary grid, kept at a con-
stant and relatively low potential, interposed between a screening grid,
kept at a constant high potential, and the anode, the control grid being
on the further side of the screening grid from the anode. Starting with
the anode, the order of arrangement in the discharge tube is to be as
follows: (1) anode, (2) auxiliary grid or “suppressor grid”, kept at a con-
stant and relatively low potential, (8) screening grid kept at a constant
high potential, (4) control-grid, (5) cathode. The three grids may
physically be identical as pieces of meshed metal, but it is of the essence
of the claim that they should have characteristic potentials imparted to
them which give them their functional importance in relation to the anode
current. The auxiliary grid or “suppressor” is to have a potential “constant
and relative low”; the screening grid is to have a “constant high poten-
tial”; the potential of the control grid, being the grid which receives the
oscillations communicated from the outside by the aerial, naturally varies.

Later, he stated, at page 345:

The Patentee has told us quite definitely that his invention deals
with the case of a final amplifier which eomprises & screening grid between
the control grid and the anode and that he has invented means by which,
in such a case, the screening grid current is prevented entirely or partially
from increasing at the expense of the anode current when the anode
potential falls, The problem which he set out to solve and the dis-
advantages which he professes to overcome relate solely to discharge tubes
with a screening grid between the control grid and the anode. His dis-
covery was that, if in a discharge tube with a screening grid between the
control grid and the anode he inserted between the screening grid and
the anode an additional “suppressor” grid, he achieved the advantageous
results which he describes. That is the ambit of his invention and for that
he is entitled to protection.

But claim 2 in the case was different. It read:

A discharge tube having at least three auxilisry electrodes between
the cathode and the anode characterised in that the auxiliary electrode
nearest to the anode is directly connected to the cathode so as to be
maintained continuously at the cathode potential.
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This claim was held to be invalid. Lord Macmillan said of
this claim, at page 345, immediately after the passage cited
above:

But claim 2 makes no reference to screening grids or control grids at
all. Tt simply speaks of three or more electrodes irrespective of their func-
tion as screening grids or control grids or suppressor grids or of their
arrangement relatively to each other, Now it is quite true that, regarded
simply as pieces of meshed metal, a screening grid, a control grid and a
suppressor grid may be indistinguishable, and that a grid may serve as a
screening grid, a control grid or a suppressor grid according to the potential
communicated to it. But if that is so, then the three or more electrodes
which the discharge tube elaimed is to contain may be so used that the
grid used as a screening grid is not between the grid used as the control
grid and the anode. In a discharge tube in which the electrodes are so used
the connecting of the grid nearest to the anode with the cathode will not
achieve the object of the invention, which has solely to do with discharge
tubes which comprise means for preventing the screening grid current
“entirely or partially from increasing at the expense of the anode current
when the anode potential falls”. This will not be achieved unless the sup-
pressor grid is placed between the screening grid and the anode.

Thus, the special feature of the invention was, to put it
briefly, the placing of the suppressor grid between the
screening grid and the anode and the inventor was not
entitled to claim an invention in which that was not done.
Lord Macmillan put the principle of the case as follows,
at page 347: ‘

If an inventor claims an article ag his invention but the article will
only achieve his avowed object in a particular juxtaposition and his inven-
tive idea consists in the discovery that in that particular juxtaposition it
will give new and useful results, I do not think that he is entitled to elaim

the article at large apart from the juxtaposition which is essential to the
achievement of those results.

In my view, this principle applies, mutatis mutandis
in the present case. If the “very little tendency to crack
at the sealing-in point” of the tubes made in accordance
with Horn’s invention is due to the advantages of the use
of his novel stem with the thinned edge in his sealing-in
process, as his specification discloses to be the case, he is
plainly not entitled to claim a process for the making of
tubes in which his novel stem with the thinned edge is not
used.
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I may also refer to the case of In re an Application for
a Patent by Hubert Alexander GlI' in support of the
principle which I have stated.

But, quite apart from any decisions on the subject, it
seems plain to me that in respect of the claims in conflict
vis-a-vis the Horn application, the requirements of section
35 of The Patent Act, 1935 have not been met and they
are, therefore, not properly included in it.

My finding on this aspect of the issue follows from my
finding of the essence of Horn’s invention. If his own opin-
ion is to stand there can be no doubt that he considered
that his invention consisted of his novel stem with its
thinned edge and his method of making it, in which case
the claims in conflict assert a wholly different invention
for which there is no support in his specification. And like-
wise, if Horn’s invention as disclosed is not confined to his
novel stem and his method of making it but includes the
blowing of air that he discloses and describes, as I have
found, the claims in conflict are for inventions different
from and wider than such invention. Here resort must be
had to the disclosures of the specification. Horn said in his
specification “I have found that tubes made in accordance
with my invention produce satisfactory seals which have
very little tendency to crack at. the sealing-in point”. He
then says that this is due partly to various aspects of the
invention involving the thickened central portion and
thinned edge of his novel stem and does not specifically
state any other cause for the satisfactory result. If it is
conceded, notwithstanding his lack of statement of it, as I
have done, that the blowing of air which he discloses is a
contributing factor to the production of ‘“satisfactory seals
which have very little tendencey to crack at the sealing-
in point”, the disclosures reveal that certain specific results,
making in their total for satisfactory seals, are attributable
to the several features of the invention. What the blowing
of air does, according to the disclosures, is to cool the body
of the stem, which is its thickened central portion, to insure
that it is solid and rigid during the pull-down operation.
But this is only a contributing factor to the rigidity of the
stem during the pull-down, the other factor being that the

1(1937) 54 RP.C. 119.
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lead-in rods are firmly received in the holes in the mount
block. These two factors insure that there is no distortion
of the stem and no dislocation of the lead-in rods during
the pull-down. That is the only reference in the disclosures
of the specification to the effect of the air blowing on the
production of satisfactory seals. But “the very little tend-
ency to crack at the sealing-in point” is attributable,
according to the disclosures, to the use of the novel stem
with the thinned edge or thin lip in Horn’s sealing-in
process. Of this, there is no doubt. For the specification
states, as I have pointed out, that all tendency to crack at
the sealing-in point will be eliminated if the internal sur-
face of the envelope adjacent the sealing-in point is kept

free of all sharp bends and a smooth and rounded contour

preserved. The achievement of this purpose is accomplished
by forming the stem with the thinned edge in the same
plane as the upper surface of the stem, because, when the
thinned edge is made plastic during the sealing-in process,
the wall of the envelope will fuse to the thinned edge and
form a continuation of it and during the pull-down opera-
tion, while the thinned edge is still plastic, it will be bent
upwardly so that there will be a smooth transitional curve
from the thinned edge to the interior walls of the envelope.
Thus it may fairly be said, according to the disclosures in
the specification, that the blowing of air is one of the
factors responsible for keeping the body of the stem solid
and rigid during the pull-down operation and that the use
of the novel stem with its thinned edge is responsible for
the fact that the seals have very little tendency to crack at
the sealing-in point. In other words, “the very little tend-
ency to crack at the sealing-in point” is due to the avoid-
ance of discontinuities of the glass in the seal region which
the use of the novel stem with the thinned lip in Horn’s
sealing-in process has been able to accomplish.

Under the circumstances, it would be quite improper to
allow Horn a monopoly for a method of making tubes in
which his novel stem with its thinned edge is not used but
other features, such as those stated in the claims in conflict,
and not disclosed in the specification, are employed. In my
view, the claims in conflict are wider than the disclosures
warrant and are improperly included in Horn’s application.
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This, in my opinion, warrants the determination of the
first issue against the defendant but, in view of the argu-
ments of counsel, I proceed to consideration of the claims
in conflict individually.

While the Commissioner awarded the five claims to Horn
it was conceded in the pleadings that the disclosures in his
specification do not support Claim C3 and, consequently,
the defendant is not entitled to it. During the course of the
trial counsel for the defendant made a similar concession
with regard to Claim C4. Thus, the first issue is confined
to whether the disclosures in Horn’s specification support
Claims C1, C2 and C5.

The argument about Claim C1 centred around the con-
cluding limitation in it, namely, “and artifically cooling the
central portion of the disk to control the strains in the disk
and in the seal region at said rim”, The main support for
the claim with this limitation was found by counsel for
the defendant in Horn’s statement in his specification “I
have found that tubes made in accordance with my inven-
tion produce satisfactory seals which have very little tend-
ency to crack at the sealing-in point”. It was submitted
that at the date of the specification it was considered by
persons skilled in the art that all strains in glass were bad
and should be minimized, that there was a definite relation-
ship between the existence of strains in glass and tendency
to crack, so that if tubes were produced with very little
tendency to crack this meant that they were produced with
very few strains in them and that, consequently, the strains,
to that extent, had been controlled. And it was urged that
whether the claim read “artificially cooling the central por-
tion of the disk to produce seals having very little tendency
to crack at the sealing-in point” or “artificially cooling the
central portion of the disk to control the strains in the disk
and in the seal region at said rim” made no difference, since
both meant the same thing. The basic submission was that
the concluding words of Claim C1 “to control the strains
in the disk and the seal region at said rim” had the same
meaning as if they had read “to produce satisfactory seals
having very little tendency to crack at the sealing-in
point.” As counsel for the defendant put it, the claim must
be read in the light of the knowledge that a person skilled
in the art would have had at the date of the specification,
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that to such a person all strains in glass were to be avoided
and that to such a person the lack of tendency of a tube
to crack and the absence of strains in it were merely two
sides of the same medal. It was, therefore, submitted that
Claim C1 was properly included in the application.

I cannot acecept this submission. The Horn specification
does not refer to strains in glass or show the need for con-
trolling them or disclose how they are to be controlled. It
does not direet that there should be any artificial cooling
of the central portion of the stem to control strains in the
stem or in the seal region. Indeed, the air blowing referred
to in the specification is for a different purpose. Air is
blown up through the bore of the mount block twice. The
first time it is for the purpose of causing air pressure in
the closed pocket between the stem and the annular
shoulder after the envelope has become constricted and
assisting in cutting off the cullet. With this we are not
concerned. The second blowing of air is for a short period
between the time that the sealing-in head moves out of the
region of the gas flames and the completion of the pull-
down operation, but not afterwards. The purpose of this air
blowing is specified, namely, so that it cools the body of the
stem so as to insure that it is solid and rigid during the
subsequent pull-down operation, which, it is said, prevents
any distortion of the main body of the stem and disloca-
tion of the lead-in rods during the pull-down. This is to
meet one of the requirements for a commercially successful
tube mentioned in the specification, namely, that during
the sealing-in process the main body of the stem carrying
the lead-in rods shall not be subjected to any distortion
which might tend to upset the requisite positional accuracy
of the lead-in rods. The air is blown to keep the body of
the stem solid and rigid during the pulldown operation and
prevent the distortion referred to. There is no mention of
air blowing for the purpose of having any effect on the
seal region. Nor can it be agreed that a person skilled in
the art at the date of the specification would know from the
specification how the artificial cooling referred to in the
claim is to be done in order that the desired control of
strains, implying thereby their disposition and regulation,
should be effected. In order to entitle Horn to Claim Cl1
he should have set out, in such full, clear and exact terms
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as would enable a person skilled in the art to use the
method, a direction that there should be an artificial cool-
ing of the central portion of the stem in such a way as to
control the strains in it and in the seal region at the rim
of the stem and how it should be done. In my opinion, he
has not done so. Indeed, there is a complete absence of any
direction for the control of strains. The reader of the specifi-
cation would be at a loss to know what the claim meant.

Moreover, if the suggestion is that the artificial cooling
of the central portion of the disk to control the strains in
the disk and in the seal region at said rim is a method of
producing seals with very little tendency to crack at the
sealing-in point there is no foundation in the disclosures
for it and it runs counter to the means disclosed in the
specification for producing such seals.

I next come to Claim C2. The argument about this claim
related to two limitations in it, one being “blowing air at
room temperature against the center of the disk” and the
other “and continuing the air blowing after the seal is
made”. It is obvious, of course, that with a stem of the kind
invented by Horn it would be impossible to blow air against
its geometric centre for it is taken up with the exhaust tube
which is inserted in the central bore through which the
air is blown. Counsel for the defendant urged that to any
one skilled in the art “centre of the disk” would mean more
than its geometric centre and would be equivalent to
“central portion of the disk”. But it is significant that in
the specification the term ‘“central portion” is used more
than once and it appears in Claim C1 and there is no
explanation for the change of terminology. But while 1
do not reject the objection to the claim I would not hold it
inappropriate for inclusion in Horn’s application solely on
the ground to which objection is taken.

The real controversy about claim C2 related to the expres-
sion “continuing the air blowing after the seal is made”.
Most of the argument concerned the meaning of the word
“seal”. It was urged for the plaintiff that the word “seal” is
3 term of art and that a seal is not made until the stem
and the envelope have been joined in the course of the
sealing-in process and the envelope has been shaped,
whether by a pull-down operation or otherwise. On the
other hand, counsel for the defendant submitted that in the
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specification it appears that the seal is made before the 1957

pull-down operation and that since air is blown up to pull- _ Raoiwo
down it is blown after the seal is made. The evidence of %3“;;“;;;35
Mr. Rose as to the meaning of the term in the jargon of R
. . . YTHEON
the art supports in general the meaning urged for the plain- ~ Maxv-
tiff, but in his examination in chief he was not himself con- Foymace
gistent in his use of it. Sometimes he used it as being _—
ST sty . . ¢« - ThorsonP,
synonymous with “join” and sometimes as meaning “join ~ ___
and shape”. He was not able to refer to any documents sup-
porting his view that a “seal” is not made until after there
is a shaping of the bulb after it has been joined to the stem.
Mr. Rose was subjected to searching cross-examination on
the subject in the course of which it appeared that in the
art the making of a seal involves the whole sealing opera-
tion. This, according to Mr. Rose, is the general usage but
the term is sometimes used in a restrictive sense as being
synonymous with “join”., The upshot of his evidence was
that the meaning of the term “seal” would be indicated by
its context and that a person skilled in the art would gather
from its context the sense in which it is used. It follows that
since the term, being a term of art, is used in more than
one sense resort may be had to the specification to deter-
mine the sense in which the inventor used it. But here there
is a difference of use. For example, in claim 1 of the Horn
application the forming of a seal includes a pull-down
operation but counsel for the defendant rightly pointed out
that forming a seal is not necessarily the same thing as
- making one but may include an operation after the seal is
made. But counsel’s main argument was that a distinetion
is drawn in the specification between the sealing-in process
and the pull-down operation and it is stated that the latter
is subsequent to the former. But I am not at all satisfied
that the pull-down operation is not part of the making of
the seal. It is pointed out that when the thinned edge of
the stem is made plastic during the sealing-in process the
wall of the envelope will fuse to the thinned edge but it
remains plastic during the pull-down operation. Thus it
seems to me that the seal is not finally made until after the
pull-down operation is completed and the thinned edge is
bent upwardly and produces a smooth transition curve from
the thinned edge to the interior walls of the envelope and
so avoids disecontinuities in the glass at the seal region.
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But even if it should be conceded that the seal is made
before the pull-down operation it does not follow that Horn
would be entitled to a monopoly of “continuing the air
blowing after the seal is made”. There is no warrant in the
specification for such a claim. He has specified that his air
blowing is for a short period and he has defined the period
as being from the time when the sealing-in head moves out
of the region of the gas flames until the pull-down opera-
tion. After that operation the envelope is ready for exhaus-
tion. This indicates clearly that in the process disclosed by
him there is no operation between pull-down and taking
the envelope off the machine for exhaustion. Horn should
not be allowed to claim an invention involving air blowing
after pull-down when his specification clearly shows that his
air blowing is only up to pull-down and not afterwards. It
might well be that the continued blowing of air after the
seal is made, in the sense that “seal” means “join”, would

bring about results different from those produced by a

process where air is blown only up to pull-down. Certainly,
claim 2 covers a wider operation than that disclosed in the
specification. That being so, the specification does not sup-
port it and the defendant is not entitled to it.

I turn now to claim C5. This is narrower than claim C1
and much of the argument about the latter is applicable to
the former. The limitation in the claim that has to be con-
sidered is the concluding one, namely, “controlling the rate
of air flow during and after sealing to prevent cracking
strains in the dise and the disc-to-shell region as the glass
cools to room temperature”. In my opinion, the disclosures
in Horn’s specification do not support a claim with this
limitation. It does not contain any direction relating to con-
trol of the rate of air flow and does not impart any teaching
that the control of air flow is for the purpose of preventing
cracking strains. Horn does not indicate that his blowing of
air is for the control of strains. Moreover, if counsel for
the defendant is right in his contention that “seal” means
“join” and does not include “shaping” then the statement
in the claim that the air flow is “during” the sealing runs
counter to the Horn specification for, according to it, air is
not blown until after the sealing-in head moves out of the
region of the gas flames, at which time the thinned edge of
the novel stem and the envelope have plainly been joined
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and, as disclosed in the specification, joined in such a way as
to produce a uniform rounding of the glass at the sealing-in
point. And, if “sealmg” includes “shaping”, then plainly,
as I have stated, there is, according to the Horn specifica-
tion, no air flow “after” sealing for it plainly indicates that
the blowing of air is only up to the pull-down operation, and
not afterwards, for immediately after the pull-down the
tube is ready for exhaustion, But there is another serious
objection to the claim. Counsel for the defendant urged
that the term “cracking strains” means strains which lead
to cracks and that, consequently, the limitation under dis-
cussion means the same as if it read “controlling the rate of
air flow during and after sealing to produce seals having
very little tendency to crack”. Then counsel contended that
Horn, in effect says in his specification “blow air during
sealing and up to pull-down” and “by so doing you get seals
that have very little tendency to crack”. And his conten-
tion was that a person who was operating according to the
Horn disclosures and who was using the normal skill of the
art to get the best results would do what the claim calls for.
Consequently, if such person obtained tubes with very little
tendency to crack he would necessarily control the strains
and prevent cracking strains, whether he had ever heard of
them or not, and he would, therefore, be within claim C5
as well as within claim Cl. And it followed, according to
this submission, that the claims are supported by the dis-
closures. I cannot be too emphatic in my disagreement with
this submission. It is, in my opinion, erroneous to say that
Horn teaches that if air is blown as he directs, that is to
say, for the short period after the time when the sealing-in
head moves out of the region of the gas flames and up to the
time when the pull-down operation is completed, but not
afterwards, satisfactory seals are produced which have very
little tendency to crack at the sealing-in point. I say cate-
gorically that the Horn specification does not, directly or
indirectly, convey any such teaching. On the contrary, it is
as plain as words can make it that Horn attributes the
“little tendency to crack at the sealing-in point” to the use
of his novel stem with its thinned edge in his sealing-in
process. There is thus no merit in counsel’s submission. In
my view, there is no support for claim 5 in the disclosures of
the Horn specification.
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351 In my opinion, it is clear that the invention disclosed in

Ramo  Horn’s specification is a different one from that defined in
CORPORATION the claims in conflict. If the results of each are the same,
Rayomon which _is not conceded, the methods by which they are

Maxvu- respectively produced are different. Certainly, according to
oot the Horn specification, the air blowing taught by him is not

the cause of the ‘“very little tendency to crack at the sealing-
in point” and is a very different operation from the artificial

cooling or air blowing referred to in the claims in conflict.

Thorson P.

In view of what I have said it is not necessary to consider
the evidence of Mr. Rose or that of Mr. Shapiro but, since
counsel for the defendant relied so strongly on Mr. Shapiro’s
evidence, I should, perhaps, comment on it.

The circumstances leading to the evidence being adduced
- are of interest. Mr. Rose expressed the opinion that if air
was blown on the stem only up to pull-down, as disclosed
in the Horn specification, the strain pattern would be ran-
dom or haphazard. He also pointed out that strains cannot
be set in glass when it is ‘plastic and that, consequently,
strains could not be set in Horn’s novel stem with the
- thinned edge during the pull-down operation for it was then
still plastic. Other opinions were also expressed, namely,
that if the central portion of the stem is allowed to cool
naturally tension strains will result in it and that if the
central portion was above the lower point of the annealing
range and air is blown against it only up to pull-down, as
taught by the Horn specification; it will cool naturally after
pull-down and end up with a tension strain in it. Further-
more, Mr. Rose stated that a stem made according to Horn’s
method of making his novel stem will have a tension strain
in the central portion and Mr. Shapiro agreed that this
would probably be so. In that event, since Horn starts with
a stem having a tension strain in the central portion, he will
likely end with such a strain since he does not take steps
to prevent it. But when Mr. Rose was asked whether cracks
occur in the stem when there has been a sealing-in opera-
tion according to the Horn teaching he could not give a
direct answer for he had not made any experiments to see.
This fact led counsel for the defendant to give instrue-
tions for the making of the tests regarding which Mr.
Shapiro gave evidence. The purpose of the tests was two-
fold, firstly, to prove the truth of Horn’s statement in his
specification that he has found that tubes made in accord-
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ance with his invention produce satisfactory seals which 351
have very little tendency to crack.at the sealing-in point Raoro
and, secondly, to prove that if a person skilled in the art CORFORATION
at the date of Horn’s specification proceeded as he directed Rayrimon
he could control strains and prevent cracking strains and ~ Manu-
thus demonstrate that the Horn specification supports FACTURING

. . . CoMPANY
claims C1 and C5. The tests have no bearing on claim C2, o
- Counsel for the plaintiff was not given any notice of the oo

proposed tests and objected to evidence of them but I
allowed it to be given. Whether I was right in so doing is
really a matter of academic interest in view of the conclu-
sion I have reached as to the value of the evidence.

I need not review Mr. Shapiro’s evidence in detail. It will
be sufficient merely to mention its salient features. He made
two sets of tests. The first was on a single head sealing-in
machine, but it was not satisfactory for several reasons.
which need not be referred to. The second was on an old
8 station Eisler sealing-in machine of the kind that Horn
probably used, although there is no statement in his
specification that he did so. Mr. Shapiro did his second series.
with the blowing of air against the body of the stem only
up to pull-down in purported conformity with Horn’s direc-
tion but he did the pull-down operation between stations 6
and 7 and applied a radiant heater to.the completed.tube .
after the pull-down operation. Mr. Shapiro stated that he.
made the tests to see whether he could control strains in
the stem and the seal region of the completed tube and said.
that he was able to control the strain pattern in the stem
and in the seal region. There were compression strains in
the central portion and radial tensions strains at the seal
region. He checked these strains on a polariscope. He also
found some cracks but they were partly pre-cut-off cracks
but, basically, his finding was that the tubes which he pro-
duced on his tests had very httle tendency to crack at the
sealing-in point.

I must say that I was not favorably impressed with Mr.
Shapiro’s evidence. In the first place, it is plain that the
tests were not done with the same kind of materials or by
the same kind of methods as those disclosed in Horn’s speci-
fication. On his cross-examination . Mr. Shapiro admitted
that there were several differences between the materials
and methods he used in his tests and those that would have

been available to a person skilled in the art at the date of
50726—9
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5"5_7‘ the Horn specification who had only its disclosures to guide
Ravio  him. I enumerate these differences briefly. Mr. Shapiro
ComroRsTION | 5ed a Bantol stem and clipped its lead-in pins. These were
v three-piece pins of various metals, 52 alloy, Dumet and -

R&Yffng nickel, whereas Horn’s lead-in pins were of chrome iron.
Fégfm‘g‘;‘;' There was a difference in the thermal conduction of the two
types that would affect the result. The pins were also of
smaller diameter than those specifically referred to in the -
Horn specification, which would also make a functional
difference, although it was contended by counsel for the
defendant that the Horn specification covers lead-in pins
of the kind used. And Mr. Shapiro admitted that Dumet
lead-in pins were less likely to result in strip leads, that is
to say, cracks along the lead-in pins where they join the
glass stem. The stem which Mr. Shapiro used was different
from the novel stem which Horn found so essential. It was
a Bantol stem. It did not have the thickened central portion
of the Horn novel stem but was thinned at the centre where
it met the exhaust tube, nor did it have the same thinned
edge as the Horn stem, and the top of the edge was not in
the same plane as the top of the stem. Moreover, the stem
was not made in the same way as the Horn stem. That stem,
according to the undisputed evidence, had a tension strain
in the central portion when it came off Horn’s stem making
machine, whereas the Bantol stem which Mr. Shapiro used
had a compression strain in its central portion. Moreover,
the mount pin used in the tests was not like that used by
Horn, the lower shoulder being smaller in diameter than
the upper, the reverse of the Horn mount block, with the
result that it would take slightly longer to make the join
between the stem and the bulb than with Horn’s mount
block and so affect the cooling. And it was shown that Mr.
Shapiro used a radiant heater for annealing purposes after‘
the pull-down which would affect the strain pattern in the
glass in that it would reduce strains in it, whereas, according
to the Horn specification, there is no intervening operation
between the pull-down and taking the tube off the sealing-in
machine for exhaustion. And, finally, it was shown that Mr.
Shapiro did the pull-down operation between stations 6
and 7, whereas the weight of evidence is that Horn did it
between stations 7 and 8 although there is no direct reference
in his disclosures to that effect. It was also shown that Mr.

Thorson P,
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Shapiro did several things in the course of his tests to which
there is no reference in the Horn specification, such as tack-
ing the bulb wall to the stem before leaving station 3 on
the machine in order to avoid puffy seals prior to cutting
off the cullet. In view of these differences counsel for the
plaintiff submitted that the evidence of the tests has no
weight. I agree.

Moreover, it is plain that the tests were made by Mr.
Shapiro, whose professional qualifications are of a high
order, with full and detailed knowledge of the Seelen
process, for he had been an employee of the plaintiff before
being engaged by the defendant, and with the expert knowl-
edge of the present time. He admitted that it would be very
difficult to divorce himself from that knowledge and put
himself in a position similar to that of a person skilled in
the art at the date of the specification and with that admis-
sion there cannot be any disagreement. But Mr. Shapiro
said that he thought that a person having only the knowl-
edge of a person skilled in the art at the date of the
specification could then have done what he did and come to
the same conclusion. I do not see how such a person could
have done so and I reject this statement and opinion.

Indeed, Mr. Shapiro came out of his tests basically with
a Bantol tube, which is not surprising since he started out
with a Bantol stem. Counsel for the defendant contended
that this was covered by the Horn specification but it is not
for this Court in these proceedings to express an opinion
on this submission and I refrain from doing so.

Finally, the evidence is plain that the tests were rushed
and that there were no tests conducted with artificial cool-
ing after the pull-down operation. There was no time for
them. It might have been interesting to see what the result
of such tests would have been. They might have shown com-
pression strains at the seal region instead of the tension
strains which Mr. Shapiro found.

In my opinion, the tests are subject to serious eriticism
and do not serve the purposes for which they were made. I
find the evidence unsatisfactory. In my judgment, it does
not destroy the value of the opinions expressed by Mr.
Rose. And, most certainly, it does not show that the dis-
closures in Horn’s specification support the claims in
conflict. :

50726—9%
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Efj Under the circumstances, I find without hesitation that
Ranio  the defendant is not entitled to any of the claims in conflict.
CompORATION  aving thus determined the first issue against the
Ravemo defendant I now proceed to consideration of the second one.
Mavu- Put briefly, this is that although Horn and, therefore, the
Coyoxd defendant, is not entitled to the claims in conflict on the
Tho ground that his specification does not support them he was
— ' in faet the first inventor of the invention defined in them,
even although he did not disclose the fact in his specifica-

tion, and that, consequently, Seelen and, therefore, the

plaintiff is not entitled to them.

- The onus of proof.in this issue rests on the defendant.
It is a heavy one. In Christiani & Nielsen v. Rice' Rinfret
J., as he then was, in delivering the judgment of the
Supreme Court of Canada and after referring to the deci-
sion of the Judicial Committee of the Privy Council in The
Canadian General Electric Company, Limited v. Fada
Radio, Limited?, said, at page 456:

The holding here, therefore is that by the date of discovery of the
invention is meant the date at whlch the inventor can prove he has first -
formulated, either in writing or verbally, a description which affords the
means of making that which is invented. . .

Counsel -for the defendant referred to this statement and

made a submission to the effect that it was not an exclu-
. sive statement, to which I shall refer later, but, at the

moment, I refer to the statement in the case relsating to

evidence of knowledge ot use of an invention prior to that

agserted by an’applicant, at page 452:

. Evidence of this character should be subjected to the closest scrutiny.,

It is with that admonition_ in mind that I should serutinize
the evidence purporting to. prove that, although Horn did
not disclose the fact in his specification, he was in fact the
first inventor of the invention defined in the claims in con-
flict. The onus of proof of this assertion is a very heavy
one.

Before the issue can be determined it is essential to
ascertain what Mr. Seelen actually invented. This depends
not only on the disclosures in the specification of his appli-
cation but also on the facts for just as the second issue, so
far as the defendant is concerned, depends not on what
Horn disclosed in his application as being his invention but

119301 S.C.R. 443. 2119301 AC. 97.
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on what in fact he did invent, so also the fact of whether
Horn was the first inventor of the invention defined in the
claims in conflict depends not only on what Seelen disclosed
in his specification but also on what his invention really
was apart from whether he disclosed it in his specification
or not. Here I should comment briefly on the argument
advanced by junior counsel for the plaintiff that once it
has been decided that the defendant is not entitled to the
claims in conflict it has no status to contest the right of
the plaintiff to them. In view of the conclusion I have
reached on the facts of the second issue, I need not express
an opinion on the objection thus taken.

I should, perhaps, recall what I said earlier in these
reasons for judgment about the different terms used in the
art, at the time of the specifications in question, to desig-
nate the same thing. Consequently, in discussing the Seelen
specification I shall refer to the parts mentioned by him by
the terms which he applies to them just as when I referred
to the Horn specification I used the terms that he did. But
for purposes of convenience I shall put into brackets, on
the first appearance of the use of a term by Seelen, the
corresponding term used by Horn.

Mr. Seelen states in his application that he has made an
invention entitled Glass Envelope Seals and that his inven-
‘tion relates particularly to seals for glass envelopes of radio
tubes. He points out that difficulty is experienced in making
the disc-to-shell seal without producing excessive strains in
the relatively large glass mass of the disc (stem) or in the
wall of the shell (envelope) near the dise and that it is
particularly difficult to rapidly make good seals in the
factory where speed is essential and that cracking during
or after sealing results in large numbers of defective tubes.
He then says that the object of his invention is an improved
method of making a strong hermetic seal between the glass
disc header (stem) and shell of a radio tube envelope, the
disc and seal region being free of harmful strains. It is
thus clear at the outset that Seelen was addressing himself
to the problem of making miniature glass radio receiving
tubes on a mass production basis and that his object was
that the disc and seal region should be free of harmful
strains so that cracking should not result. It is also clear
that he was thinking of radio tubes where the lead-in pins
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L%Z (lead-in rods) of the disec would serve as the contact pins
Rarro  of the tube. For that reason he specifies that if the lead-in
‘f,‘,’,“};ﬁ;igf conductors (lead-in rods) are large and employed as the
Ra ooy CODEACE pins of the tube, the disc must be quite thick and

Manu- strong to support the lead-in conductors.

Comrane  Seelen starts with a general description of his sealing-in

Thomson p, Process including loading and pre-heating. The shell of the
——  radio tube envelope is telescoped over the electrode assem-
bly (mount) with the rim of the shell contiguous the edge
of the glass disc header. Preferably, the rim overlies the
edge of the header although the shell rim may abut the
upper side of the header. The contact pins, arranged in a
circle, and hermetically sealed through the dise and con-
nected to their respective electrodes of the assembly are
inserted in holes or wells in the upper end of the spindle
chuck (mount block). The depth of the wells (holes) is
preferably less than the length of the pins so as to hold
the glass disc slightly above the upper surface of the chuck.
The envelope shell is held in place by the flexible edges of
the insulating spacers of the electrode assembly, or if
desired, a separate collet auxiliary aligned with the chuck
may be employed to hold the shell until it is joined to its
header. So far, the loading portion of the Seelen Sealing-in
process has been described. The process is then further
described. Gas burners (flames) are pointed and focused
upon the rim of the shell opposite the edge of the header
and for uniform heating along the periphery of the header
the chuck is rotated in the flames. Then there is a reference
to preheating. The chuck is preheated with burners to a
temperature preferably below 300°C or the deformation
temperature of the glass in order to heat the header by
radiation to a slightly elevated temperature until it enters
the sealing fires. Good results have been obtained by heat-
ing the chuck to 260°C. In this way no excessive heat
shock is transmitted to the stem on encountering the sealing
fires. Sealing speeds may be increased by also preheating
the headers. By heating the header to about chuck tem-
perature, say 260°C, the header temperature will drop but
little and the hard sealing fires can be applied soon after
the header and the shell are loaded on the chuck. Thus,
there is a detailed statement of the steps in the sealing-in
process prior to the application of the sealing fires.
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Then Seelen states what he proposes to do according to
his invention, namely, to cool the center portion of the
glass dise while its edge is raised to sealing temperature
and also to hold the temperature of the relatively large
mass of metal of the contact pins well below glass sealing
temperature so that the temperature of the pins and the
center portion of the dise is prevented from being raised
above the preheat temperature by the sealing fires. Then
he says that in the case of commercial soft glass this tem-
perature is preferably held at 300°C or less, which is below
the deformation temperature of the glass. The evidence is
that it is also below the bottom of the annealing range.
It is then stated that by controlling the temperature of the
centre of the disc and the pins during sealing, the seals may
be heated and cooled rapidly, imposing sudden temperature
changes on the glass that would be expected to fracture it.
Ozxidation of the metal parts connected to the pins is
minimized. Seelen then says that he has found the most
convenient way of cooling the center of the disc and the
pins is by a blast of air slightly above room temperature
directed to the bottom center of the dise from the air duct
comprising a small vertical bore through the center of the
spindle chuck or, alternatively, the disc may be cooled by
mechanical contact with the center of the chuck or by air
admitted to the lower ends of the contact pin wells.

The next statements are of such particular importance
that I quote them in full: “I have found the distribution
of compressional strains and tensional strains, usually repre-
sented by isoclinie lines conecentriec with the dise and slightly
wavy opposite the contact pins, may be accurately con-
trolled by adjustment of the sealing flames and the supply
of air at the centre, and I have found it to be possible to
control the nature of the strains in the seal region itself.
In factory practice best results may be obtained by adjust-
ing the flames and air so as to produce a neutral to slight
compressional strain along the outside edge of the dise.”

The evidence establishes the desirability of having com-
pressional strains and avoiding tensional strains in points
of weakness in the finished tube and such points would be
where the lead-in pins are sealed into the glass of the stem
‘and at the seal region where the stem and bulb are joined.
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The current philosophy in the art was that all strains in
glass were bad and should be prevented, if possible, or, at
any rate, minimized, but Mr. Seelen stated that in his
experiments he found certain strains in completed tubes
and yet the tubes were good. He studied the strain patterns
in such tubes with the aid of a polariscope and came to the
conclusion that if he produced tubes with similar strains
in them the tubes would be good. To that extent, the teach-
ings of the old philosophy about strains had to be modified.
There were some strains such as compressional ones that
were desirable. Seelen found that the distribution of strains
could be accurately controlled by adjustment of the sealing
flames and the supply of air at the center and he also
found it possible to control the nature of the strain in the
seal region. For example, he could produce a slight com-
pressional strain along the outside edge of the dise. This
invention of the means for controlling strains in miniature
glass radio receiving tubes is his contribution to the art.

After descriptions and dimensions of some of the parts
Seelen describes a sealing-in process and says that it will be
obvious to those skilled in the art that many variations and
adjustments may be made in the fires and air flow to obtain
the desired results and reveals that experience has shown
that for any burner setting, the strain pattern in the glass
is quite sensitive to the air flow.

His sealing-in process is done on a conventional 16-head
“Sealex” machine on which the spindle chucks are held
about seven seconds in each indexing position and the
chucks are rotated as they come to rest in front of variously
adjusted burners with flames of commercial illuminating
gas. A detailed description of what happens at each of the
16 positions of the machine is given in the specification, but
I need refer only to certain features of it. In position 8 the
rim of the shell is sufficiently soft to weld with the header.
This is the joining of the stem and the bulb. In positions 8
and 9 the fires are removed and air at the proper pressure
is admitted to the interior of the shell through the exhaust
tube to force out and shape the soft wall of the shell just
above the seal. This is the shaping according to the Seelen
invention, as contrasted with the shaping according to the
Horn one by the pull-down operation. But the outstanding
difference is in the use of air. In the Seelen invention air
is admitted through the central bore in position 7 and the
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air rate is increased in positions 8 and 9. This is before shap- 1957
ing. But the air blowing is continued after shaping. In  Ramo
position 9 the stem is cooled by admitting air to the spindle CORFORATION

OF AMERICA
chuck and the cooling continues in positions 10, 11 and 12. Rayeinon
And in position 11 the shell is annealed. MaNu-

"Thus, apart from other differences between the Horn and Comosme
Seelen inventions, as disclosed in their respective specifica- ThorsonP.

tions, there is the marked difference that in the former the =~ —
blowing of air against the stem is only for the short period
already described up to the pull-down operation, whereas

in the latter the air cooling of the stem continues for a con-
siderable period after the shaping of the bulb. This enables

a control of strain pattern in the body of the stem and in

the seal region to be effected which the Horn invention, as
disclosed in his specification, cannot accomplish.

Notwithstanding the difference in the disclosures of the
specification, evidence was led in an effort to show that, in
fact, Horn did blow air against the body of his novel stem
after the pull-down operation and did air cooling after
shaping before Seelen did and was, consequently, the first
inventor of the invention defined in the claims in conflict.
This second issue depends not on what Horn disclosed in
his specification but on what, in fact, he invented, regardless
of whether he disclosed it or not.

The principal witness in support of this issue was Mr.
James Kyle, a mechanic in the defendant’s employ, who
had worked under Horn’s direction. I need not set out his
evidence in detail. It will be sufficient to mention its salient

. features. At the time with which we are concerned he was
in charge of the maintenance of equipment and helped set
it up for Horn’s use. He helped him with his stem machine.
Early in 1938 he worked with him when he was conducting
his experiments towards the production of what was subse-
quently the Loktal tube. He was very close to him as his
utility man and helper. Horn started sealing in tubes early
in July of 1938 and Kyle made a sealing-in pin for him, of
which he later made several modifications under Horn’s
direction. At first, the experiments conducted by Horn were
with dummy tubes, that is to say, tubes with stems without
any mount assembly, and later, experiments were made on
an 8-head Eisler sealing-in machine. At first, the pull-down
operation was done manually. The tubes so produced had
toed-out and toed-in lead-in pins and there were cracked
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seals and cracked stems. Kyle then put a new track around
the base of the Eisler machine to provide for an automatic
pull-down. He put a drop in this track, so he said, between
positions 6 and 7 of the machine. At position 6 he drilled
a hole in the track so that a jet of air might be blown up
into the central bore of the spindle and the mount block as
it got to position 6. This track was built in July of 1938. At
this stage of the experimentation the bulb and the stem
were joined at position 5, a jet of air was blown through the
central bore at position 6 and the cullet was blown off. The
pull-down operation was, he said, between positions 6 and 7.
There were annealing fires at position 7, but nothing was
done at position 8, except that the sealed tube was taken
off the sealing-in machine and put into the exhaust machine
which was nearby. In this test, Kyle said, there were no
cracks in the tubes, but there were toed-out and toed-in
lead-in pins. The toed-out pins were the result of the
sealing-in pin then used, which had apertures between its
so-called castles, which did not hold the pins securely. The
pins were toed-in because the stem was soft when it was
taken off the machine at station 8 so that when its exhaust
tube was pushed into the rubber port of the exhaust
machine it pushed the centre of the stem up and caused the
pins to toe-in. The results of this test did not bother Horn.
But on his instruction Kyle made a new sealing-in pin with
holes drilled in it to receive the lead-in pins securely. An
example of this sealing-in pin was not produced but Kyle
made a sketch of it. After this sealing-in pin was used
another run was made. The use of the new pin eliminated
the toeing-out of the lead-in pins, but the toeing-in still
remained. The machine was running at the rate of about
200 tubes an hour. This run occurred in the last part of July
in 1938. Then, Kyle said, he drilled holes in the track at
positions 7 and 8 and put air jets there. Then another run
was made. In this run the cullet was cut off at position 6,
as previously, and air was blown at position 7 after the pull-
down and also at position 8. There were cracks across the
stem but no cracks at the seal region. There was no toeing-
out or toeing-in of the lead-in pins. The cracks across the
stems were because Horn could not regulate the air flow.
Then he used air pressure gauges or manometers to control
the air pressure and finally controlled the situation so that
there were no cracks across the stem or at the seal region
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and no toe-out or toe-in of the lead-in pins. Indeed, accord-
ing to Kyle, he was producing perfect bulbs and the problem
of cracks had been beaten. All this had happened by the
last week of July of 1938. Later, when Kyle went on a night
shift at the beginning of November in 1938 he was the senior
person in charge of the production of Loktal tubes at this
shift. There were no tubes with toed-out pins but toed-in
pins still occurred due to improper air regulation and Kyle
said that he corrected this difficulty when it oceurred by
adjusting the air pressure with the aid of the manometers
at positions 7 or 8. On his cross-examination, he said that
the tubes were taken off the sealing-in machine immediately
at position 8 and that the stems were then still hot and
soft.

The only corroboration of Kyle’s evidence was Mr.
Krim’s statement that he had seen air gauges or manom-
eters at Horn’s workshop and Mr. Homer Anderson’s state-
ment that in April 1939, when he made certain tests at
Raytheon, he found that air was used at stations 7 and 8.

The important portion of Kyle’s evidence is, of course,
his statement that Horn did the pull-down operation
between positions 6 and 7 of the Eisler sealing-in machine
and continued to blow air on the stem of the tube at posi-
tions 7 and 8. There are serious objections to accepting this
evidence. There is no supporting evidence except the state-
ments of Mr. Krim and Mr. Homer Anderson to which I
have referred. There are no corroborating drawings,
sketches, notes, instructions or memoranda such as one
might expect to find. Even the drawing referred to in Horn’s
affidavit, if it existed, was not produced. And it is to be
noted that Mr. Horn was not called as a witness nor was
there any evidence on commission from him. He would
have been able, better than anyone else, to tell whether he
made an invention so different from that which he dis-
closed in his specification as Kyle said he did.

Kyle’s statement that Horn made use of air-blowing
after the pull-down operation is contrary to other more
credible evidence. It runs counter to Horn’s own statement
in his specification. In my opinion, if Horn actually did
what Kyle said he did it is inconceivable that he would not
have mentioned the fact in his specification. Indeed, his
specification flatly contradicts the evidence. It gives a
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graphic description of the steps taken by him, not at posi-
tions, it is true, but by a sequence of events, namely, the
application of heat, the constriction of the skirt of the
envelope, the blowing of air to assist in cutting off the
cullet, the moving out of the region of the flames, the blow-
ing of air to cool the body of the stem, the pull-down
operation and the tube being ready for exhaustion. The fact
that there is no reference to air blowing after the pull-down
is a refutation of Kyle’s evidence that there was any such
air blowing. And the evidence is inconsistent with the fact
that when the tube was taken off the sealing-in machine
at position 8 it was still hot and soft.

Moreover, the weight of the evidence is overwhelmingly
against Kyle’s statement that the pull-down operation was
between stations 6 and 7. Mr. Riches’ letter, based on
information obtained from the defendant that the pull-
down operation took place between stations 7 and 8, is con-
clusive of that fact. Kyle was plainly in error in his state-
ment. He may have been led into such error by reliance on
the sketch, Exhibit Z18, which was shown to him two days
before he gave his evidence, in which it appeared that the
pull-down operation happened between positions 6 and 7.
There was no evidence of who made the sketch or how it
came into being. I would rather think that Kyle was mis-
taken in his recollection than that he told an untruth, but
I must say that I do not believe his statement that Horn
did the pull-down operation between positions 6 and 7.
There is no justification for concluding otherwise.

That being so, and the pull-down operation having been
made between positions 7 and 8 there was not much time
for air blowing after pull-down, if there was any at all, in
view of the fact that the operator of the Eisler sealing-in
machine took the tube off the machine as quickly as pos-
sible after its arrival at position &, and it was then still
hot and soft. That amount of air blowing could not be
equal to or have the effect of the artificial eooling practised
by Seelen after his shaping of the bulb at the seal region.

Only a brief reference to Mr. Anderson’s statement that
there was cooling air after cut off, “the regular amount of
air that we were using on the seventh and eighth positions
on the sealing-in machine” need be made. This was a state-
ment made in respect of an activity in April of 1939. This
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cannot be considered as proof that Horn blew air at posi- 35_?
tions 7 and 8 after pull-down and made an invention differ- Raowo

ent from that which he disclosed. Corporaziox

Having found, as I have done, that Horn did not make RAY},’gm,N
his pull-down operation between positions 6 and 7, as Kyle F}g;&“n‘l’;m
said he did, but that he made it between positions 7 and Comeany
8, as Mr. Riches’ letter, based on information from the gy n p.
defendant, plainly stated, and as his specification indicates, —
notwithstanding the fact that there is no mention in it of
positions, I have no hesitation in finding that the defendant
has not discharged the burden of proof that rests on it in
respect of the second issue. I go further, and find as a fact
that Horn was not a prior inventor to Seelen of the inven-
tion defined in the claims in confliet and I, consequently,
determine the second issue in this case against the
defendant.

In view of this finding I need not consider whether there
was any “formulation” within the meaning of the state-
ment of Rinfret J. in the Christiani case (supra) nor the
ambit of that statement. Nor need I consider the other
objections to Kyle’s evidence taken by counsel for the plain-
tiff or the reply of counsel for the defendant to them.

Before I conclude these reasons for judgment I should
sound a note of caution that my findings do not put an
imprimatur of validity on the claims in conflict vis-a-vis the
Seelen application, beyond the fact that the Commissioner
must now issue a patent to the plaintiff, as assignee of
‘Seelen, containing them. But their validity is a matter for
determination only in an action for. infringement or for
impeachment if such proceedings should be taken.

For the reasons given, the judgment of the Court in the
present proceedings must be that as between the parties the
plaintiff is entitled to the issue of a patent containing the
claims in conflict and that it is entitled to costs to be taxed
in the usual way.

Judgment accordingly.
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BETWEEN:

CIBA LIMITED ........................ APPELLANT;
AND

THE COMMISSIONER OF PATENTS ..RESPONDENT.

Patents—Appeal from decision of Commissioner of Patents—Patent Act,
RS8.C. 19562, c. 203, ss. 2(d), 44—Difference between process and
method—Patentability of process of applying known method of reac-
tion to known reactants resulting in discovery of unobuious utility of
substances thereby produced.

The applicants, the assignors of the appellant, had filed an application for
a patent containing three claims for certain chemical compounds and
three claims for the process of making them. It was agreed that,
although the reactants referred to in the product claims were known
chemical compounds, the applicants were the first persons to react
them and to discover their unobvious useful properties as disinfectants
and preservatives. The compounds were thus new and useful and the
discovery of their unobvious useful properties was an inventive act.
The Commissioner allowed the claims for them but refused to allow
the claims for the process by which the substances were produced on
the ground that the process was not new. The appellant appealed from
his decision. It was agreed that the reaction between reactants of the
general type specified in the product claims, which were known chem-
ical compounds, was & known and classical type of reaction, but it had
never before been applied to the said reactants. It was also agreed that
if a person gkilled in the art had been asked to produce the products
defined in the product claims he would have known that the process
defined in the process claims could have been used for the purpose.

Held: That there is a difference between “process” and “method” or “pro-
cedure”, that there cannot be a process by itself, but that it must con-
sist of two elements, namely a method or procedure and the material
or materials to which it is applied.

2. That when a process consists in the application of a known method to
known materials but it has not previously been applied to them and
the use of the process results in the production of a new substance
then the process by which such new substance is produced is a new
process. .

3. That, since no one, prior to the invention, had applied the known
classical method of reaction to the particular reactants specified in the
product claims but that when the inventors did so they produced the
new products defined in them, the process by which they did so was
new.

4. That when a process consists in the application of a known method to
known materials but it has not previously been applied to them and the
use of the process results in the production of a substance that is not
only new but also valuable for its unobvious useful ‘qualities the
process by which such substance is produced is patentable.

5. That the applicants made an inventive step when they applied the
known classical method of reaction to the particular reactants specified -
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in the product claims and discovered that by doing so they could
produce the new and useful disinfectants and preservatives and that
when they discovered their unobvious utility they also discovered the
unobvious utility of the process by which they had produced them.

6. That the fact that the discovery by the applicants of the unobvious
utility of their process may have flowed from their discovery of the
unobvious utility of the substances produced by it does not deprive
their concept of reacting the particular reactants and thus producing
the new and useful substances of its inventive character.

7. That the process claims are patentable and the appeal from the Com-
missioner’s decision is allowed.

APPEAL from decision of the Commissioner of Patents.

The appeal was heard before the President of the Court
at Ottawa.

Christopher Robinson, Q.C., and R. S. Smart for appel-
lant.

K. E. Eaton and R. W. McKimm for respondent.

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

TwE PrESIDENT now (June 7, 1957) delivered the follow-
ing judgment:

This is an appeal pursuant to section 44 of the Patent
Act, R.S.C. 1952, Chapter 203, from the decision of the
Commissioner of Patents, rendered on January 21, 1955,
refusing to allow the process claims contained in the
application for Letters Patent of Max Hartman and Werner
Bosshard, of Riehen in Switzerland, the assignors of the
appellant, filed on October 16, 1945, under serlal number
533,000.

The application was for an invention entitled “Phenoxy-

ethyl-ammonium compounds and process of making same,
also their use as disinfeeting and preserving preparatlons
containing six claims reading as follows:

1. Process for the manufacture of new phenoxyethyl-ammonium com-

pounds, comprising reacting N-phenoxyethyl-dimethyl-amine with a reac-

tive ester of a hydrocarbon alcohol containing at least 8 ecarbon atoms.

2. Process as claimed in elaim 1, comprising reactmg N-phenoxyethyl-
dimethyl-amine with a dodecyl halide.

3. Process as claimed in claim 2, comprising reacting N-phenoxyethyl-
dimethyl-amine with dodecyl-bromide.
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1957 4. A quaternary compound of N-phenoxyethyl-dimethyl-amine which

Cm' has a hydrocarbon radical with at least 8 carbon atoms linked to the

Limitep Quaternary nitrogen atom.

v 5. A B-phenoxyethyl-dimethyl-dodecyl-ammonium-salt,

CoMMis-
SIONER OF 6. f-Phenoxyethyl-dimethyl-dodecyl-ammonium-bromide.
PATENTS L. .
— The Commissioner allowed the product claims 4, 5 and 6
Thorson P.

— " but refused to allow the process claims 1, 2 and 3. It is from
this refusal that the appeal is brought.

As T read the Commissioner’s decision his basic objection
to the process. claims was that the process defined in them
was not new. He agreed with the Examiner’s view that “the
process claims are not rendered patentably new merely
because they may be employed to produce new and patent--
able products”, and then proceeded to say:

In my opinion there is no room for argument af all. A standard classical
reaction is used to react two compounds, each having a well known and
defined radical capable of reacting in a standard manner with the other
radical and there is no problem or'danger of any side reaction.

In this ease the novel conception was the new quaternary compounds;
once the new compounds were envisaged, there was no problem or difficulty
in the production of the compounds. The only inventive step, if any in
this case, is the discovery of certain properties in certain phenoxyalkyl-
ammonium salts and this fact, in itself; is obviously insufficient to render
patentable an old classical method of preparing this type of substance.

 Counsel for the parties reached an agreement as to facts
in the following terms: '

The parties agree that this appeal should be heard on the basis of
the documents already filed and the following facts:

1. The products claimed in claims 4-6 of the application are patentable
since they are useful as disinfectants and preservatives and the persons
named as inventors in the application were the first to produce them or
.suggest their production and to discover their utility which was not pre-
viously obvious.

2. The process claimed in claims 1-3 of the application is one for the
production of the produets claimed in claims 4-6.

3. As of the date when the process claimed in claims 1-3 of the
application was first carried out by the persons named as inventors in the
application, the reaction between reactants of the general type specified
in claims 1-3 of the application was a known and classical type of general
reaction, though it had never been applied to the particular reactants
specified in these claims which reactants were, however, known chemical
compounds.

4, Had a person skilled in the art desired, at the date referred to in
paragraph 3, to produce the products claimed in claims 4-6 of the applica-
tion he would have known that the process claimed in ¢laims 1-3 could be
utilized for that purpose.
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It is conceded that the products defined in claims 4, 5 and
6 are patentable. Although the reactants referred to in them
were known chemical compounds the applicants were the
first persons to react them and to discover their unobvious
useful properties as disinfectants and preservatives. The
products were thus new and useful and the discovery of their
unobvious useful properties was an inventive act. Conse-
quently they had, in the terms of the text books and
decisions, all the necessary attributes of patentability,
namely, novelty, utility and lack of obviousness.

The sole issue is whether the process defined in claims 1,
2 and 3 is patentable. It is essential to its patentability that

it should be an invention within the meaning of section 2(d)

of the Patent Act which provides:

2. In this Act, and in any rule, regulation or order made under it,

(d) “invention” means any new and useful art, process, machine,
manufacture or composition of matter, or any new and useful
improvement in any art, process, machine, manufacture or com-
position of matter;

It is agreed that if a person skilled in the art had been
asked to produce the products defined in the product claims
he would have known that the process defined in the process
claims could have been used for the purpose. But it is

important to keep in mind that he would have had to be .

told the composition of the products defined in the product
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claims. Moreover, while the method of reacting compounds .

of the general type of the reactants specified in the produects-

claims was known, it had never, prior to the invention, been
applied to the particular reactants specified in them and,
prior to the invention, it would not have occurred to anyone
to apply it.

~ The issue whether the process defined in claims 1, 2 and 3
is patentable raises an interesting question, namely, whether
a patent should issue for a process by which a patentable
product is produced by a process consisting of the applica-
tion of a known method to known materials when it has
never previously been applied to them and the usefulness of
the resulting product was not obvious and had not been
discovered. I am informed that there are many applications
pending in the Patent Office in which a question similar to
the one here in issue has arisen.

50726—10
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1957 - The question is, therefore, important as well as interest-

Cima ing. It is also novel in Canada for it has not arisen for
Lnf,m consideration in any previous Canadian case. The decision
Commis- in Hoffman-La Roche Limited v. Commissioner of Patents'
SIONER OF . . . . .
Paents  has, in my opinion, no bearing on it. But the question was

Thomon p. carefully considered in a recent English case, In re May &
—  Baker Limited and Ciba Limited®. There the Court had to
consider a petition to revoke a patent granted to May &

Baker Limited and-Ciba Limited jointly and a motion by

them for leave to amend the patent, the petition and the

motion being heard together. The case involved a good

many issues that have no bearing on the problem under

review and I shall confine my discussion of it to those that

are relevant.

The invention was described in the specification of the
patent under attack as “Manufacture of new benzenesul-
phonamido-derivatives” and was said to consist in a manu-
facture of new para-amino-benzene-sulphonamido-thiazoles.
It was stated that these find application in therapeutics and
have chemotherapeutic activity in streptococei infections
and similar illnesses and two specific examples of the prod-
ucts, known as sulphathiazole and sulphamethylthiazole,
were given with figures showing their high remedial effect
and low toxicity. There were 5 claims in the patent, 4 being
process claims and 1 a claim for the process produced prod-
uets. By the proposed amendments the respondents sought
to restrict the patent to claim only the two products
specifically mentioned when prepared or produced in the
manner specified.

The petition for revocation was based on several grounds
but I shall refer only to the attacks based on the allegations
of lack of novelty and lack of subject matter. The peti-
tioners also opposed the motion for leave to amend on the
ground, inter alia, that the patent as amended would claim
an invention substantially different from that claimed in
the unamended patent. The case came on for trial before
Jenkins J. in the Chancery Division of the High Court. He
held that the attack on the patent for lack of novelty failed
but the patent was bad for lack of subject matter in that it
extended to substances that were not useful and decided
that it must be revoked. He also dismissed the motion for

1[1954] Ex. C.R. 52; [1955] S.C.R. 414.
2 (1948) 65 RP.C. 255; (1949) 66 RP.C. 8; (1950) 67 R.P.C. 23.
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leave to amend on the ground, inter alia, that if the patent
was amended as proposed it would claim an invention sub-
stantially different from that claimed in the original patent.
The case then went to the Court of Appeal and by leave
" to the House of Lords. In the Court of Appeal and in the
House of Lords the respondents did not attempt to defend
their unamended patent and the petition for its revocation
was not discussed before them, the arguments being con-
fined to the admissibility of the proposed amendments. The
Court of Appeal agreed unanimously that they were not
admissible and the House of Lords dismissed the appeal to
it by a majority vote of three to two.

I have already referred to the fact that in dealing with
the petition to revoke the patent Jenkins J. held that the
attack on the patent for want of novelty failed. After refer-
ring to certain prior publications and the fact that certain
methods referred to in the specification in the patent were
known, he said, at page 279:

The fact that the methods described in the specification were in them-
selves known methods being admitted on the face of the specification
itself, it is obvious that the Respondents could only claim novelty for them
as part of the entire process consisting of their application to the par-
ticular classes of materials described in the specification so as to produce
the new substances claimed. If the entire process was in fact new, in the
sense that no one had done or projected the doing of it before, and that the
new substances produced had never been made or projected before, then,
assuming subject-matter, as it is right to do in considering novelty, I think
the objection based on want of novelty must fail.

It is interesting to note that in considering novelty
Jenkins J. assumed subject matter. It is always important to
remember that these two attributes of patentability are not
the same. Jenkins J. realized the difference between them
as clearly as it was put by Lindley L.J. in Gadd and Mason
v. The Mayor of Manchester' where he said:

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 differ-
ence have to be considered.

It is also clear that there is a difference between “process”
on the one hand and “method” or “procedure” on the other.

1(1892) 9 R.P.C. 516 at 525.
50726—103
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There cannot be a “process” by itself. It must of necessity
consist of two elements, namely, a method or a procedure
and the material or materials to which it is applied. A
process implies the application of a method to a material or
materials. '

I must say that I find the reasoning in the statement of
Jenkins J. convineing and I adopt it. The effect, to use terms
applicable in Canada, is that when a process consists in the
application of a known method to known materials but it
has not previously been applied to them and the use of the
process results in the production of a new substance then
the process by which such new substance is produced is a
new process. In my opinion, this prineciple is applicable to
the facts of the case under review. As I have already stated,
no one, prior to the invention, had applied the known
classical method of reaction to the particular reactants
specified in claims 4, 5 and 6, such reactants being them-
selves known, but when the inventors did so they produced
the new products defined in the claims. The process by
which they did so was, consequently, new. It follows that I
must find that in so far as the Commissioner’s refusal to
allow the process claims was based on his opinion that the
process defined in them was old and unpatentable on that
account it was erroneous. In my judgment, the process
defined in claims 1, 2 and 3 was new.

But that finding is not sufficient to warrant the allowance
of the appeal from the Commissioner’s decision. If the
process claims are to stand it must be shown that the process
defined by them possesses, in addition to novelty, the other
necessary attributes of patentability and here I again refer
to the May & Baker Limited case (supra). There Jenkins J.,
after finding that the attack on the patent for lack of
novelty failed, laid down certain principles relating to
subject matter. At page 281, he said:

I should, I think, endeavour to state the principles on which, and
limits within which, an invention consisting of the production of new sub-

stances by known methods from known materials can be supported from
the point of view of subject-matter. I understand them to be these:

(i) An invention consisting of the production of new substances from
known materials by known methods cannot be-held to possess subject-
matter merely on the ground that the substances produced are new, for
the substances produced may serve no useful purpose, in which case the
inventor will have contributed nothing to the common stock of useful
knowledge (the methods and materials employed being already known) or
of useful materials (the substances produced being, ez hypothesi, unless)
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(ii) Such an invention may, however, be held to possess subject-matter
provided the substances produced are not only new but useful, though this
is subject to the qualification that the substances produced must be truly
new, as opposed to being merely additional members of a known series
(such as the homologues) and that their useful qualities must be the
inventor’s own discovery as opposed to mere verification by him of
previous predictions.

There was also a third principle but it related to selection
" patents and need not be cited.

Applying these principles to the facts before him Jenkins
J. concluded that the patent was bad for lack of subject-
matter in that the products deseribed and claimed were, as
a class, not useful. The proved utility of the two products
referred to in the specification as special examples, namely,
sulphathiazole and sulphamethylthiazole, was not sufficient
to provide subject matter for the invention as a whole. Con-
sequently, since the patent extended to products that were
not useful it was bad for lack of subject matter and he
ordered its revocation. There were other objections to the
patent that need not here be referred to. Sinee Jenkins J.
found that there was no utility for the whole range of prod-
ucts covered by the specification there was no need to con-
sider whether there was obviousness in the invention or not.

It is apparent from this statement of principles that the
attack on the patent for lack of subject matter would have
failed if the substances produced by the process claimed
had been useful and their utility was the inventor’s own
discovery and was not obvious. And it is to be noted that
Jenkins J. was considering the validity of 5 claims of which
4 were process claims.

And there can, I think, be no doubt that if the applicants
for the patent had confined themselves in the first place
to the manufacture of the two products specially mentioned
by them, namely, sulphathiazole and sulphamethylthiazole,
their claim would have met the tests of patentability set out
in the statement of principles and the attack for lack of
subject matter on the ground that the claims extended to
products that were not useful would have failed.

After deciding that the patent must be revoked, Jenkins J.
considered the motion for leave to amend and dismissed it
on the ground, inter alia, that the amended patent would
claim an invention substantially different from that claimed
by the unamended patent and that this was not permissible
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under section 22 of the English Act. In considering what the
invention covered by the patent was he said, at page 295: .

Now it seems to me that in considering this question one must begin
by detérmining what is the character of the inventive step to which the
invention as claimed by the unamended specification would, if valid, have
owed its validity as an invention. If I am right in the conclusions stated
earlier in this judgment with regard to subject-matter, there is no inven-
tive step, no element of discovery, merely in making new substances by
known methods out of known materials.

What is indispensibly necessary in order to elevate a process of this
description from a mere laboratory exercise to the status of a patentable
invention is the presence of some previously undiscovered useful quality,
for example some remarkable value as drugs, then although the methods
are known and the materials are known yet the application of those
methods to thgse materials to produce those new substances may amount
to a true invention, because of the discovery that those particular known
materials when combined by those methods not merely produce those new
substances but produce, in the shape of these new substances, drugs of
remarkable value.

I think it necessarily follows that the identity of the materials chosen
(by luck or good management) by the supposed inventor for the produc-
tion’ of his new substances is of the essence of his invention. He must, so
to speak, be in a position to repel critics by saying: “You tell me that
there is nothing in combining known substances A and B to produce my
new substance C, because any chemist could have worked the combination
from the books and would have known as & matter of chemical definition
that C would be the result. But my great secret, my discovery, is that
these particular known substances A and B when combined do not merely
produce 8 new substance answering the chemical description C (which
according to accepted chemical theory was a foregone conclusion) but
produce in the shape of C a remarkably valuable drug.”

A striking tribute was paid to the judgment of Jenkins J.
both in the Court of Appeal and in the House of Lords. In
the Court of Appeal Lord Greene M.R. stated that he agreed
with it and might well have contented himself with adopt-
ing it as his own'. And in the House of Lords, Lord Sim-
monds, who delivered the leading majority judgment, said?:

. I have gratefully borrowed from the judgments of Jenkins, J. and the
Master of the Rolls, from no word of which do I see any reason to dissent.

And Lord Morton of Henryton, one of the dissenting judges,
said at page 40:

I am in agreement with the admirable judgment of Jenkins, J.
unanimously upheld by the Court of Appeal, on every point save two.

neither of the two points of exception referred to by him
having any bearing on the statements I have cited.

1(1949) 66 RP.C. 11 at 18. 2(1950) 67 R.P.C, 23 at 34.
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It was urged on behalf of the Commissioner that the
statements of Jenkins J. were obiter. I do not agree but even
if they were I find his reasons convincing and adopt them
as applicable to the present case.

I have already held that although a process consists in
the application of a known method to known materials it
is nevertheless & new process if the method has not pre-
viously been applied to the particular materials and the
use of the process results in the production of a new sub-
stance, but I agree with Jenkins J. that there is no inventive
step involved in merely making a new substance by such
a process, even if it is new, if the substance is not useful.
The mere novelty of the process is not enough to make it
patentable. What is “indispensably necessary” in order to
elevate it to the status of a patentable invention is the
presence of some previously undiscovered useful quality
in the product produced by it. It is, in my opinion, clear
that when Jenkins J. made the statement which I have cited
from page 295 of the report of the case he was thinking of
the invention of a process. His remarks are plainly referable
to such an invention. And it is clear that he considered that
the presence of a previously undiscovered useful quality
in the product produced by the process even although it
consisted in the application of known methods to known
materials might amount to a true invention because of the
discovery that when the particular known materials were
combined by the known methods they produced substances
that were not only new but also useful.

Thus, Jenkins J. held, in effect, that the discovery of the
unobvious and previously unknown utility of the process,
namely, that its use would produce 2 new and useful sub-
stance would make the process an invention. There is fur-
ther support for this view of his holding in the concluding
sentence of the cited statement:

But my great secret, my discovery, is that these particular known sub-
stances A and B when combined do not merely produce a new substance
answering the chemical deseription C (which according to acecepted chem-
ical theory was a foregone conclusion) but produce in the shape of C a
remarkably valuable drug.

This remark, plainly referable to a process, shows that the
invention that Jenkins J. contemplated lay in the discovery
of the utility of combining the known materials for the pro-
duction of a new and useful substance.
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1057 For reasons similar to those given by Jenkins J. I express
Cma  the opinion that when a process consists in the application
Lnamd ¢ & known method to known materials but it has not

ggﬂglg; previously been applied to them and the use of the process
Pamnps results in the production of a substance that is not only
Thorson p. 1€W but also valuable for its unobvious useful qualities the

——  process by which such substance is produced is patentable.

In my judgment, the process defined in claims 1, 2 and 3
of the patent under discussion is clearly within the ambit
of the principle thus stated. It has all the necessary attri-
butes of patentability. I have earlier found that it was new,
for the applicants were the first persons to think of applying
the known “classical” method of reaction to the particular
reactants specified in the product claims and to produce the
new disinfectants and preservatives defined in them. It had
never previously occurred to any one to do what they did.
And there cannot be any doubt that the process was useful.
Without it the new substances could not have been pro-
duced. The process was essential to their production. And
it is clear that the utility of the substances was not obvious
and was not known until the applicants discovered it.

It is conceded that the discovery of the unobvious utility
of the new disinfectants and preservatives produced by
reacting the particular reactants specified in the product
claims was inventive and that this coupled with the novelty
of the substances and their utility made them patentable.
In my opinion, it is just as proper to say that the applicants
made an inventive step when they applied the known
“classical” method of reaction to the particular reactants
specified in the product claims and discovered that by so
doing they could produce the new and useful disinfectants
and preservatives.

Thus, the statement of the Commissioner that the only
inventive step taken by the applicants was the discovery of
certain properties in certain phenoxyalkyl-ammonium salts
does not warrant his refusal to allow their claims for the
process by which they were produced for there was also the
discovery by the applicants that if they reacted the par-
ticular reactants specified in the product claims they could
produce the salts referred to with their useful qualities.

Indeed, it would be fair to say that when the applicants
discovered the unobvious utility of the new preservatives
and disinfectants which they had produced by their new
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process they-also discovered the unobvious utility of the 1957
process by which they had produced them. CiBa

LiMrTED

The fact that their discovery of the utility of their process v.
may have flowed from their discovery of the utility of the SoMM
substances produced by it does not deprive their concept of Parmrs
reacting the particular reactants and thus producing the yom0n p.

new and useful substances of its inventive character. —

There was thus inventiveness not only in the discovery
of the unobvious useful qualities of the new substances but
also in the discovery of the unobvious utility of the new
process by which they were produced with the result that
both the substances defined in the product claims and the
process defined in the process claims are patentable.

For the reasons given I must find that the Commissioner
was in error in refusing to allow the process claims 1, 2 and 3
and that the appeal from his decision is allowed. But pur-
suant to section 25 of the Act the allowance of the appeal
must be without costs.

Judgment accordingly.

N.B. The judgment herein was affirmed by the Supreme
Court of Canada [1959] S.C.R. 378.

BETWEEN: }f’f_‘f
. May 28-29
ERNEST SMITH MARTINDALE ........ SUPPLIANT; —
1957
AND Ju:: 27
HER MAJESTY THE QUEEN .......... RESPONDENT.

Crown—Petition of Right—Civil Service Superannuation and Retirement
Act, RS.C. 1906, c. 17, s. %(a)—Civil Service Act, 1918, 8. of C. 1918,
c. 12, ss. 9(2), 46B(1)—Civil Service Superannuation Act, S. of C.
1924, c. 69, s. 2(b)—Civil Service Superannuation Act, R.S.C. 1927,
c. 24, ss. 8(b), 15, 16, 20—Public Service Superannuation Act, 8. of C.
1952-68, c. 47, ss. 9(1), 24(2)—Order in Council P.C. 2958, dated
December 16, 1920—O0rder in Council P.C. 208/1426, dated June 30,
1922 QOrder in Council PC. 62/617, dated April 6, 1925—Statutory
right to superannuation annwity or allowance—Per diem rate of pay
not a yearly salary or stated annual salary—Presumption against
retrospective operation of staiute—Order in Council no effect beyond
that authorized by empowering Act.

The suppliant, a retired civil servant, became in 1909 a temporary em-
ployee in the Topographical Surveys Branch of the Department of
the Interior on a per diem wage. As from April 17, 1919, his position



154

1957
——d
MARTINDALE

V.
THE QUEEN

R.C.deE. COUR DE L’ECHIQUIER DU CANADA [1956-19601

was that of Chief of Survey Party at $9.00 per day. Under the author-
ity of Order in Council P.C. 2958, dated December 16, 1920, the Civil
Service Commission approved a recommendation from the Deputy
Minister of the Interior that certain temporary employees of the
Department, including the suppliant, be granted permanent status.
The recommendation was concurred in by the Treasury Board and
approved by Order-in-Council P.C. 208/1426, dated June 30, 1922,
pursuant to which the suppliant became a permanent official of the
Department of the Interior as from April 1, 1921. The Civil Service
Superannuation Act came into force on July 19, 1924, at which time
the suppliant, although he had been granted the status of permanency,
was still on a per diem rate of pay. Subsequently, Order in Council
P.C. 52/517, dated April 6, 1925, was enacted pursuant to which cer-
tain officials of the T'opographical Surveys Branch of the Department
of the Interior, including the suppliant, were reclassified on an annual
salary basis with effect from April 1, 1924, On the assumption that this
Order in Council had the retroactive effect of putting him in the same
position as if he had been in receipt of an annual stated salary on
April 1, 1924, the suppliant elected to become subject to the Civil
Service Superannuation Act.

On May 20, 1953, the suppliant was retired and his superannuation was
calculated on the basis of the average of the salary received by him
during the last ten years of his service on the ground that he did not
become a civil servant until after July 19, 1924, and that Part I of the
Civil Service Superannuation Act, and not Part II or Part IV, applied
to him, The suppliant protested and brought a petition of right seek-
ing a declaration that he is entitled to the benefit of Part II of the
Civil Service Superannuation Act and section 24(2) of the Publc
Service Superannuation Act and that his superannuation annuity or
allowance should be calculated on the basis of the average of the salary
received by him during the last five years of his service.

Held: That a person who has complied with the requirements of the
Public Service Superannuation Act has a statutory right to the super-
annuation annuity or allowance under it and that if it is wrongfully
withheld from him a petition of right lies for its recovery.

2. That in order that a person should be held entitled to the said super-
annuation annuity or allowance it must be shown that every condition
prescribed by the statute that created it has been complied with and
the onus of proof of such compliance lies on the person who asserts the
right.

3. That a per diem rate of pay is not a “yearly salary” or a stated annual
salary: Naylor v. Peacehaven Electric Light and Power Company,
Limited (1930-31) 47 T.L.R. 535 at 537 followed.

4. That at the date of the coming into force of the Civil Service Super-
annuation Act, namely, July 19, 1924, the suppliant was not subject
to the provisions of the Retirement Act in that, at such date, he was
not being paid a “yearly salary” and was not, therefore, a member of
the Civil Service for the purposes of the Civil Service Superannuation
and Retirement Act, within the meaning of section 2(a) of that Act,
and that, consequently, he did not come within the ambit of section 15
of the Civil Service Superannuation Act and Part II of that Act did
not apply to him.

5. That on July 19, 1924, the suppliant was not a civil servant within the
meaning of section 2(b) of the Civil Service Superannuation Act in
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that, at such date, he was not in receipt of “a stated annual salary”,
as required by the section, and that, consequently, he did not come
within the ambit of section 20 of the Act and Part IV of the Act did
not apply to him.

6. That it is a fundamental rule that, except in respect of procedure, a
statute shall not be construed as having a retrospective operation
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unless the intention that it shall have such operation clearly appears

in it, either in express terms or by necessary implication.

7. That an Order in Council, being delegated legislation, cannot have an
effect beyond that which is authorized by the Act which empowers its
enactment.

8. That the Governor in Council does not have authority to pass an
Order in Council unless the Act of Parliament under the authority of
which it is passed, either expressly or by necessary implication, em-
powers its passing.

- 9, That Order in Council P.C. 52/517 of April 6, 1925, was passed under the
authority of section 9(2) and 45B(1) of the Civil Service Act, 1918,
and there is no indication in that Act or in any Act empowering the
Governor in Council to pass an Order in Council having the retro-
active effect expressed in the Order in Counecil.

10. That the Governor in Council did not have authority to make Order
in Council P.C. 52/517 of April 6, 1925, retroactively effective to put
the suppliant in the position of being in receipt of a stated salary as
at April 1, 1924, as it purported to do:

11. That Order in Council P.C. 52/517 of April 6, 1925, was not effective to
entitle the suppliant to have his superannuation calculated on the
basgis of the average of the salary received by him during the last five
years of his service.

12. That the suppliant is not entitled to any of the relief sought by him.
PETITION OF RIGHT.

The petition was heard by the President of the Court at
Ottawa.

J. C. Osborne, Q.C., and Paul P. Hewitt for suppliant.
D. H. W. Henry, Q.C., for respondent.

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

Trar PresENT now (June 27, 1957) delivered the fol-
lowing judgment:

In his petition of right the suppliant, a retired ecivil
servant, prays for a declaration that he is entitled to the
benefit of Part II of the Civil Service Superannuation Act,
R.S.C. 1927, Chapter 24, and section 24(2) of the Public
Service Superannuation Act, Statutes of Canada, 1952-53,
Chapter 47, and that his superannuation annuity or allow-
ance should be calculated on the basis of the average of the
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salary received by him during the last five years of his
service and be paid to him on such basis retroactively to
May 20, 1953, the date of his retirement.

When the suppliant retired his superannuation was cal-
culated on the basis of the average of the salary received
by him during the last ten years of his service but he
contended that he was entitled to the benefit of having it
calculated on the five year average salary basis and this
petition was brought for a declaration of his right.

This is the first action under the Public Service Super-
annuation Act. It raises an issue of great importance, not
only to the suppliant and other persons whose positions are
similar to his, but also to the public at large.

The issue depends on whether the suppliant was a civil
servant to whom Part II of the Civil Service Superannua-
tion Act applied. And this, in turn, depends on the validity
of the purported retrospective operation of Order in Council
P.C. 52/517 of April 6, 1925.

I shall deal first with the relevant provisions of the Civil
Service Superannuation Act. Section 2(b) of that Act
defined “civil servant” as follows:

2. In this Act, unless the context otherwise requires, -

(b) “civil servant” means and includes any permanent officer, clerk

or employee in the Civil Service as herein defined,

(i) who is in receipt of a stated annual salary of at least six
hundred doliars, and

(ii) who is required, during the hours or period of his active
employment, to devote his constant attention to the perform-
ance of the duties of his position and the conditions of whose
employment for the period or periods of the year over which
such employment extends preclude his engaging in any other
substantial gainful service or occupation;

and sections 15 and 16, under the heading “Part II”,
provided:

15. This Part applies to civil servants who on the nineteenth day of
July, one thousand nine hundred and twenty-four, are subject to the pro-
visions of the Retirement Act.

16. Any such civil servant who, within three years after the nineteenth
day of July, one thousand nine hundred and twenty-four, elects to become
a contributor under this Act, shall have transferred to the Fund created
under this Act the amount standing to his credit in the Retirement Fund,
which amount ghall thereupon be deemed to be a contribution under this
Act, and such contributor shall, as from the date of such election, be
deemed to have waived his right to any payment or benefit under the pro-
visions of the Retirement Act and shall be subject to the provisions of,
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and entitled to all the benefits and privileges under, Part I of this Act to 1957
the same extent as if he had been appointed after the nineteenth day of MAB;;D ALE
July, one thousand nine hundred and twenty-four, and had been a con~ 0.
tributor for the period in respect of which he contributed to the Retire- TrHr QUEEN
ment Fund: Provided, however, that in computing the superannuation —
allowance of any such contributor, the average salary shall be based upon Thoin P.
the salary received by the contributor during the last five years of his

service.

If the suppliant was a civil servant to whom Part IT of
the Civil Service Superannuation Act applied he is entitled
to the computation of his Superannuation under the Public
Service Superannuation Act on the basis of the average of
the salary received by him during the last five years of his
gervice pursuant to section 24(2) of that Act. Section 9(1)
of the said Act provides:

9. (1) The amount of any annuity to which a contributor may become
entitled under this Act is an amount equal to
(a) the number of years of pensionable service to the credit of the
contributor, not exceeding thirty-five, divided by fifty,
multiplied by
(b) the average annual salary received by the contributor during any
ten year period of pensionable service selected by or on behalf of

the contributor, or during any period so selected consisting of
consecutive periods of pensionable service totalling ten years, or

and section 24 (2) is in these terms:

24. (2) For the purposes of paragraph (b) of subsection (1) of sec-
tion 9, the average annual salary received by a contributor who, on or
before the 19th day of July, 1927, elected under Part II or IV of the
Superannuation Act to become a contributor under Part I of that Act and
who has not, at any time since so electing, received any amount by way of
a return of contributions or other lump sum payment under this Act or
under Part I of the Superannuation Act, is the average annual salary
received by him during either period specified in paragraph (b) of sub-
section (1) of section 9 or the average annual salary received by him dur-
ing the last five years of his employment in the Public Service, whichever
is the greater. ’

It is clear that a person who has complied with the
requirements of the Public Service Superannuation Act has
a statutory right to the superannuation annuity or allow-
ance under it and that if it is wrongfully withheld from him
a petition of right lies for its recovery. But it must be kept
in mind that this statutory right resembles every other
statutory right in an important respect, namely, that in
order that a person should be held entitled to it it must be
shown that every condition preseribed by the statute that
created it has been complied with. The onus of proof of
such compliance lies on the person who asserts the right.
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1‘151 Consequently, to establish his right under section 24(2)
Mmmvmmm of the Public Service Superannuation Act the suppliant
Tre Quezn MUst show, inter alia, that on or before July 19, 1927, he
Thorson P, D2d elected under Part IT of the Civil Service Superannua-

—  tion Act. To do so he must show that he was a civil servant

to whom Part II of that Act applied and this means that
on July 19, 1924, he was a civil servant within the meaning
of the definition in section 2(b) of the Act and subject to
the Civil Service Superannuation and Retirement Act
R.S.C. 1906, Chapter 17. In order to show that he was a
civil servant within the meaning of the statutory definition
he must show, not only that he was a permanent officer,
clerk or employee in the Civil Service, but also that he was
in receipt of “a stated annual salary” of at least six hundred
dollars.

I now come to the facts and Orders in Council on which
the suppliant relies. The facts are not in dispute. A state-
ment of agreed facts was filed as an exhibit and this was
supplemented by evidence. The suppliant is a retired civil
servant. Commencing on or about 1909 he was a temporary -
employee in the Topographical Surveys Branch of the
Department of the Interior and received a per diem wage
for his employment. As from April 17, 1919, his position
was that of Chief of Survey Party and he was paid $9.00
per day.

By Order in Council P.C. 1958, dated December 16, 1920,
the Civil Service Commission was instructed and directed
to submit to His Excellency in Council lists showing the
temporary employees who were then regarded by the Com-
mission and by the Department concerned as of a perman-
ent nature, whose services were certified as satisfactory by
the Department and approved as such by the Commission
and who conformed to the regulations set out in the Order
in Council, and it was provided that such of the temporary
employees as might be granted permanent status by the
Governor in Council should have their rates of pay deter-
mined as provided in the Order in Council.

Under the authority of this Order in Council the Civil
Service Commission approved a recommendation from the
Deputy Minister of the Interior that certain temporary
employees of the Department, including the suppliant, be
granted permanent status under the terms of the said Order
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in Council and that their rates of pay be determined in

accordance with the regulations under it. This recommenda-
tion was concurred in by the Treasury Board and approved
by His Excellency the Governor General in Council on June
30, 1922, as Order in Council P.C. 208/1426, the perma-
nency to be dated from April 1, 1921, and the rates of pay
to be adjusted accordingly.

The suppliant thus became a permanent official of the
Department of the Interior. On August 23, 1922, the
Department notified him to this effect and informed him
that he must now contribute 5 per cent of his salary to the
Retirement Fund and make a back payment of $171.23 to
cover arrears for the period from April 1, 1921 to June 30,
1922, The suppliant made the contributions to the Retire-
ment Fund that he was thus directed to make. It was
apparently assumed that he was subject to the Civil Ser-
vice Superannuation and Retirement Act under which the
compulsory payments, which are deducted from his salary,
were made.

The next event in chronological order was the enactment
of the Civil Service Superannuation Act, Statutes of
Canada, 1924, Chapter 69, which came into force on July
19, 1924,

At that date the suppliant, although he had been granted
the status of permanency, was still on a per diem rate of
pay. He was, therefore, at that date, not in receipt of a
stated annual salary and, consequently, he was not a civil
servant within the meaning of the definition in section 2(b)
of the Act. It follows that he was not then a person to
whom Part IT of the Act applied. If there were no more to
be said this would be the end of his case.

But it was contended that by virtue of Order in Couneil
P.C. 52/517 of April 6, 1925, to which I shall refer later,
the suppliant was put in the position of being a civil serv-
ant within the meaning of the statutory definition retro-
actively to April 1, 1924, and that, consequently, Part II
of the Act did apply to him, as stated in section 15, and
that since he had made an election pursuant to section 16
he was entitled to have his superannuation calculated on the
basis of the average of his salary during the last five years
of his service.
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Thus the basie issue in the case is whether the said Order

Mazrmvoare in Council had the effect for which the suppliant contended.
Trr Queen 1f it did he is entitled to the relief sought by him.

Thorson P.

It is desirable to set out the circumstances under which
the said Order in Council was passed. At and following the
date of Order in Council P.C. 208/1426, of June 30, 1922,
the Civil Service Commission and the Department of the
Interior were engaged in a re-organization of the Topo-
graphical Surveys Branch of that Department and in a

- re-classification of positions therein and at the date of the

coming into force of the Civil Service Superannuation Act
the said re-organization and re-classification was still going
on. It was intended that the officials of the Branch should
be re-classified so as to give them a minimum and maxi-
mum yearly salary. On November 21, 1924, the Deputy
Minister of the Department in a letter to the Secretary of
the Civil Service Commission urged that the re-classifica-
tion should be hastened -and be dated from April 1, 1924,
so that the officials covered by it might make application
under the Civil Service Superannuation Act, which had

" recently been enacted. And it appears from a letter, dated

January 28, 1925, from- the Topographical Surveyors’
Society to the Chairman .of the Civil Service Commission
that the re-organization was almost completed and that it
was intended by the Commission that the Order in Council
putting the re-organization into effect would be retroactive
to April 1, 1924. But when the Commission’s report was
prepared it was stated in it that the re-organization was
to become effective on April 1, 1925. This provoked a strong
protest from the Director of the Topographical Survey of
Canada, as appears from a memorandum to the Deputy
Minister of the Interior, dated March 27, 1925. On the same
date the Deputy Minister sent the memorandum to the
Secretary of the Civil Service Commission and returned the
re-organization recommendation to him with the state-
ment that his Minister felt that he would not be justified
in joining in the recommendation as made and expressed
the hope that the Commission would see its way clear to
implement the undertaking given by the Chairman of the
Commission that the recommendation should be retroactive
to April 1, 1924. : '



-Ex.C.R. EXCHEQUER COURT OF CANADA [1956-19601

As a result, Order in Council P.C. 52/517 of April 6,
1925, came into existence. The report of the Civil Service
Commission on the organization of the Topographical Sur-
veys Branch of the Department, as modified by the Depart-
ment, was concurred in. This included a re-classification of
certain officials, of whom the suppliant was one, on an
annual salary basis and it was provided that the effective
date of the recommendations should be April 1, 1924.

It is contended on behalf of the suppliant that this Order
in Council had the retroactive effect of putting him in the
same position as if he had been in receipt of an annual
stated salary on April 1, 1924, and that, consequently, Part
IT of the Civil Service Superannuation Act applied to him.

On this assumption the suppliant, on April 16, 1925,
signed an election form in which he made application to
become subject to the Civil Service Superannuation Act.
On May 16, 1925, the Department of Finance acknowledged
receipt of his election. Subsequently, the contributions to
his credit in the Retirement Fund established pursuant to
the Civil Service Superannuation and Retirement Act were
transferred to the Fund established pursuant to the Civil
Service Superannuation Act.

On May 20, 1953, the suppliant was retired and his super-
annuation was calculated on the basis of the average of the
salary received by him during the last ten years of his
service on the ground that he did not become a civil servant
until after July 19, 1924, and that Part I of the Civil Serv-
ice Superannuation Act, and not Part II or Part IV,
applied to him. The suppliant protested and brought this
petition of right for a declaration of his right.

. After consideration of the careful arguments submitted
by counsel I have come to the conclusion, without doubt,
that the issue in this case must be resolved against the
suppliant. My reason for this conclusion, put briefly, is
that at the date of the coming into force of the Civil Serv-
ice Superannuation Act, namely, July 19, 1924, Part II of
the said Act did not apply to him for the reason that, at
that date, he was not a civil servant within the meaning of
the statutory definition in section 2(b) of the Act in that,
at such date, he was not in receipt of “a stated annual
salary” of at least six hundred dollars, and that Order in

50726—11
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Council P.C. 52/517 of April 6, 1925, was not effective in
law to remedy his inability to meet this essential
requirement.

I now set out the steps that have led me to this con-
clusion. In the first place, it is clear, according to section
15 of the Aect, that Part II of the Act applied to civil serv-
ants who, on July 19, 1924, were subject to the provisions
of the Retirement Act. On that date, the suppliant was not
s0 subject. When he was granted permanent status by
Order-in-Council P.C. 208/1426, of June 30, 1922, he was
not being paid a yearly salary. He was being paid on a per
diem basis. He was, therefore, not a member of the Civil
Service, for the purposes of the Civil Service Superannua-
tion and Retirement Act, within the meaning of section
2(a) of that Act which provided, in part:

2. The Civil Service, for the purposes of this Act, includes and con-
sists of,—
(a) all officers, clerks and employees in or under the several depart-

ments of the Executive Government who are paid a yearly salary,
and to whom the Civil Service Act applies;

Consequently, one of the conditions required before Part
II could apply to the suppliant, namely, that he should
be subject to the provisions of the Civil Service Super-
annuation and Retirement Act was not met. The fact that
he was informed on behalf of the Department of the
Interior that he had to contribute to the Retirement Fund
did not make him subject to the Act if in fact and in law,
as was the case, he was not so subject. The assumption
that he was subject to the Act was erroneous.

But this non-compliance with one of the requirements

of section 15 would not, of itself, disentitle him to the com-

putation of his superannuation allowance on the five year
average salary basis, for he became entitled to a yearly
salary on April 1, 1925, and would, therefore, if otherwise
qualified, come under Part IV of the Act, pursuant to sec- -
tion 20, which provided:

20. This Part applies to civil servants who on the nineteenth day of

July, one thousand nine hundred and twenty-four, are not subject to the
provisions of the Retirement Act or the Superannuation Act.

in which case he would still be entitled to the five year
average salary basis for the calculation of his super-
annuation. )
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But the serious bar to the suppliant’s success is that
on July 19, 1924, he was not a civil servant within the
meaning of section 2(b) of the Act, in that, while he was a
permanent officer, clerk, or employee in the Civil Service,
he was not in receipt of a “stated annual salary”, Of that
fact there can be no dispute. The records show conclusively
that up to April 30, 1925, he was paid at the rate of $9.00

per day. ‘
If any authority is required for the statement that a per
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diem rate of pay is not a stated annual salary it may be .

found in the judgment of Rowlatt J. in Naylor v. Peace-
haven Electric Light and Power Company, Limited* where
he said:

I can only say that where a person is paid £5 or £6 a week it is not
possible to say that he is engaged at an annual salary.
and later,

What is the salary? It is £5 or £6 a week, and I can only think that
those who appeared before Sir Harold Morris forgot to point out to him
that after all an annual salary is not 52 times a weekly salary. This is &
weekly salary. They are two entirely different and distinet things. If any-
thing turns on the words “annual salary”, as it does, you cannot say that
a weekly salary paid 52 times a year with one day over or two days over
is an annual salary. It is not.

A fortiori a per diem rate of pay is not a stated annual
salary.

Consequently, the suppliant’s case depends on whether
Order in Council P.C. 52/517 of April 6, 1925, had the
retroactive effect of making him in receipt of a stated
annual salary on July 19, 1924, when in fact he was then
being paid on a per diem basis. The Order-in-Council is
expressed to be retroactive to April 1, 1924, and it was
intended that it should have the effect for which the sup-
pliant contends. And it is clear that if it did have such
effect the suppliant would be entitled to the relief sought
in his petition.

The question whether the Governor in Council could
validly give the Order in Council the retroactive effect
claimed for it raises an issue that transcends the personal
interests of the suppliant and the other civil servants whose
~ positions are similar to his and in resolving it considera-
tions of personal sentiment must not be allowed to intrude
on the important legal principle involved.

1(1930-31) 47 TLR. 535 at 537.
50726—113
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Where a substantive right is involved the law leans
against giving a statute a retrospective operation. It is a
fundamental rule that, except in respect of procedure, a
statute shall not be construed as having a retrospective
operation unless the intention that it shall have such opera-
tion clearly appears in it, either in express terms or by
necessary implication: Vide Maxwell on Interpretation of
Statutes, 10th Edition, page 213, and the cases there cited;
Craies on Statute Law, 5th Edition, page 360, and the cases

- there cited. It is important to keep this fundamental rule

in mind in considering the validity of Order in Council
P.C. 52/517 of April 6, 1925, on which the suppliant relies.
But it was strongly urged before me that, in view of the
clearly expressed intention that it should have retrospective
operation, it should be construed as having such operation
on the ground that its validity should be assumed unless it
is shown that its retrospective operation was prohibited
by the Act under the authority of which it was passed.

Since the close of the argument I have given careful
consideration to this submission and am clearly of the opin-
ion that it would be highly dangerous and contrary to prin-
ciple to accept it. Why should the Court assume that the
Governor in Council, that is to say, the Government, should
have power to enact delegated legislation, for that is what
Order in Council P.C. 52/517 of April 6, 1925, was, enlarg-
ing the scope of the existing law, for that is what the
Order in Council purported to do? It sought to make Part
11 of the Civil Service Superannuation Act apply to persons
to whom it did not in fact apply. .

" In my opinion, the law does not sanction the assumption
referred to. The delegated legislation enacted by the Gover-

 nor-in-Council, that is to say, the Government, cannot have

an effect beyond that which is authorized by the empower-
ing Act. Thus it would be sound to state as a fundamental
principle that the Governor-in-Council does not have
authority to pass an Order in Council having retrospective
operation unless the Act of Parliament under the authority
of which it is passed, either expressly or by necessary
implication, empowers its passing. '

Order in Council P.C. 52/517 of April 6, 1925, was passed
under the authority of section 9 (2) and 45B (1) of the
Civil Service Act, 1918, Statutes of Canada, 1918, Chapter
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12, as amended. I have not been able to find any indica-
tion in that Act or, indeed, in any Act empowering the
Governor in Council to pass an Order in Council having
retroactive effect such as that expressed in the Order in
Council under review.

I am,. therefore, of the opinion that the Governor in
Council did not have authority to make Order in Council
P.C. 52/517 of April 6, 1925, retroactively effective to put
the suppliant in the position of being in receipt of a stated
annual salary as at April 1, 1924, as it purported to do.
The result is that Part II of the Civil Service Superannua-
tion Act did not apply to him and he is not entitled to have
his superannuation calculated on the basis of the average
"of the salary received by him during the last five years of
his service. He must content himself with the ten year
average salary basis.

I should perhaps make it clear, although the matter is
not before me, that this decision is not to be taken as neces-
sarily meaning that increases of salary may not be made
retroactive. ‘

The fact that the responsible administrative officers of
the various government departments treated the suppliant
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first as being subject to the Civil Service Superannuation

and Retirement Act and later as being a civil servant to
whom Part IT of the Civil Service Superannuation Act
applied cannot help him. The assumption of the various
departmental officers charged with the administration of
superannuation that Order in Council P.C. 52/517 of April
6, 1925, had the effect claimed for it did not give it such
effect. The suppliant’s right or lack of right is a matter of
law.

I should add briefly that I am not able to accept the
submissions of counsel for the suppliant that the combined
effect of Orders in Council P.C. 2958 of December 16, 1920,
and P.C. 208/1426 of June 30, 1922, was to make the sup-
pliant a permanent civil servant on a yearly salary as of
April 1, 1921, or that section 24 (2) of the Public Service
Superannuation Act gave the suppliant any greater right
-than he previously had.

Nor need I consider the submission of counsel for the

respondent that since the Governor in Council’s authority
was mererly to approve what was done by the Civil Service
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1?'5_7, Commission and the Commission did not fix the retroactive
Marrvoate date of Order in Council P.C. 52/517, it was outside the
TrE '{j,mN authority of the Governor in Council to approve it.

For the reasons given the judgment of the Court must
be that the suppliant is not entitled to any of the relief
sought by him in his petition of right and that the respond-
ent is entitled to costs.

Thorson P.

Judgment accordingly.

1955 BETWEEN

Feb 14,7 CIRCLE FILM ENTERPRISES IN-
PLAINTIFF;
1957 CORPORATED ..ovoovennonnnnnn,
Aug9 ,
—_— AND
CANADIAN BROADCASTING COR-
DEFENDANT.
PORATION oo,

Copyright—Copyright Act, RS.C. 1927, c. 32, ss. 20(3), 86(2)—The Copy-
right Amendment Act, 1931, 8. of C. 1931, c. 8, s. 7—Certificate of
registration of copyright prima facie evidence of ownership by person
registering certificate—Where plaintiff's title to copyright put in issue
author of work presumed to be owner of copyright, unless contrary
proved—Difference between prima facie evidence and proof.

The plaintiff brought an action against the defendant for infringement of
copyright. In its statement of claim it alleged that it was the owner
of the copyright in a work called “Golgotha”, of which the author was
one Chanoine Joseph Reymond, a French citizen, resident in Paris,
and that the defendant had infringed its rights by broadcasting it by
means of television from its station in Toronto. In its statement of -
defence the defendant denied that the plaintiff was entitled to any
copyright in the work. Counsel for the plaintiff relied on a certificate
of registration of copyright issued by the Commissioner of Patents who
certified that the copyright in the published literary work entitled
“Golgotha” by Chanoine Joseph Reymond, of Paris, France, was
registered in the Register of Copyrights kept at the Copyright Office
on February 5, 1952, in the name of the plaintiff and that under
section 36(2) of the Copyright Act the certificate of registration was,
in the absence of evidence to the contrary, sufficient proof of the
plaintiff’s entitlement to the copyright. Counsel for the defendant sub-
mitted that section 20(8) of the Copyright Act as amended in 1931
applied in the circumstances of the case and that under it the onus of
proof of the plaintifi’s title to the copyright, since it was not the
author of the work, lay on it and was not discharged by the mere

_ filing of the certificate of registration. As an alternative to his submis-
gion counsel for the plaintiff sought to prove the plaintiff’s title to the
copyright by producing certain documents and- proving their execution -
through the evidencé of the president of the:plaintiff,:
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Held: That there is a difference between prima facie evidence and proof.

2. That in an action for infringement of copyright, where the plaintiff is
not the author of the work in which he claims the copyright and the
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defendant puts in issue the plaintiff’s title to it, the onus of proof that ENTERPRISES

the author of the work is not the owner of the copyright rests on the
plaintiff and cannot be discharged merely by filing a certificate of
registration of copyright in his name,

3. That the execution of the documents produced on behalf of the plain-
tiff was not lawfully proved and the plaintiff has not proved its title to
the copyright.

‘4, That the plaintifi’s action must be dismissed.

ACTION for infringement of copyright.

The trial was held before the President of the Court at
Ottawa.

Redmond Quain, Q.C., and Hector Soubliére for plaintiff.

E. G. Gowling, Q.C., and W. R. Jackett, Q.C., for
defendant.

The facts and questions of law raised are set out in the
reasons for judgment. '

TEE PrEsIDENT now (August 9, 1957) delivered the fol-
lowing judgment:

This is an action for damages for infringement of copy-
right. The plaintiff alleges, inter alia, that it is the owner of
the copyright in a work called “Golgotha”, the author of
which was Chanoine Joseph Reymond, a French eitizen,
resident in Paris, and that the defendant infringed its rights
in April of 1953 by broadcasting it by means of television
from its station in Toronto. The plaintiff claims damages
in the sum of $20,000 on the ground that the television
showing reduced the value of the work for cinema perform-
ances and television and other purposes. It also claims puni-
tive damages of $1,000 and an injunction.

In its statement of defence the defendant, inter alia,
denies that the plaintiff is entitled to any copyright in the
said work and thus puts in issue the plaintiff’s title to the
copyright in it. If this issue is resolved against the plaintiff
that is the end of its case.

Counsel for the plaintiff relied on a certificate of regis-
tration of copyright, filed as Exhibit 9, and section 36(2) of
the Copyright Act, R.S.C. 1927, Chapter 32. The certificate

Inc.
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 was-issued by ‘the: Commissioner: of Patents: who certified - -

that the. copyright in the published literary work entitled
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351 “Golgotha” by Chanoine Joseph Reymond, of Paris, France,
Cmce  was registered under Serial No. 95504, in Register of Copy-
ENI;E‘,‘BS,SES rights No. 25, kept at the Copyright Office, on the 5th day
INC of February, 1952, in the name of Circle Film Enterprises
Canaduan Inec., of Hollywood, California, U.S.A., and that the first
c]i‘;gl‘;; pubhcatlon of the work was made May 4, 1934, April 12,
Corroramion 1935, and March 25, 1937, in Paris, France. Section 36(2)
Thorson P. Of the Copyright Act provided:

— 36. (2) A certificate of registration of copyright in a work shall be
prima facie evidence that copyright subsists in the work and that the
person registered is the owner of such copyright.
and. it was submitted on behalf of the plaintiff that the
registration of the certificate was, in the absence of evidence
to the contrary, sufficient proof of its title to the copyright
in question. Indeed, counsel for the plaintiff based its case

~ on this submission.

' Counsel for the defendant, on the other hand, relied on
section 20(3) of the Copyright Act, as amended by section 7
of The Copyright Amendment Act, 1931, Statutes of Can-
ada, 1931, Chapter 8, which, so far as relevant, provided:

20. (3) In any action for infringement of copyright in any work, in
which the defendant puts in issue either the existence of the copyright, or
the title of the plaintiff thereto, then, in any such case:

(a) The work shall, unless the contrary is proved, be presumed to

be a work in which copyright subsists: and

(b) The author of the work shall, unless the contrary is proved, be

presumed to be the owner of the copyright;

and it was submitted on behalf of the defendant that this
provision specifically applies in the circumstances of this
case and that under it the onus of proof of the plaintiff’s
title to the copyright in question, since it was admittedly
not the author of the work in which it subsisted, lay on the
plaintiff and was not discharged by the mere filing of the
certificate of registration on which it relied.

Thus the basic issue in the case is a narrow one, namely,
whether the mere filing of a certificate of registration by a
plaintiff who is not the author of the work in which he
claims copyright is sufficient proof, in an action for infringe-
ment of copyright where the plaintiff’s title to the copy-
right is put in issue, to rebut the statutory presumption
raised by section 20(3) that the author of the work is the
owner of the copyright in it.

I have no hesitation in determining this issue against the
plaintiff. There are several reasons for doing so.
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The issue is of considerable importance but it is com- 1957
paratively novel and there is little judicial authority bear- Cmeue
ing on it. The most direct judicial pronouncement is that of gyrereruses
Ferguson J. in Reliance Shoe Co. Ltd. v. Campbell Soup Co. 11:)0- '
Ltd. and Toronto Broadcasting Co. Ltd.}. In that case the Cawarnx
plaintiff sought an injunction against the defendants cﬁggﬁl‘;;
restraining them from broadcasting a radio programme Cosrorarion
under a name in which it claimed a copyright by assigh- Thorson P.
ment. It registered its alleged copyright and relied upon the —
registration as prima facie evidence that copyright sub-
sisted and that it was the owner of it. Ferguson J. rejected
this submission. At page 84, he said:

I do not think the plainﬁﬁ"s position is sound because although s. 36
of the Copyright Act, RS.C. 1927, c. 32, makes the certificate of registra-
tion of copyright prima facie evidence that copyright subsists in the work,
and that the person registered is the owner of such copyright, s. 20 makes
it clear that in any action for infringement of copyright, if the existence of
the copyright is put in issue the prima facie presumption raised by s. 36
no longer holds, and the onus is on the plaintiff to establish the existence
of the copyright.

I am in substantial agreement with this opinion except that
I do not accept the statement that section 36(2) raises a
prima facie presumption in favor of the person referred to
in the certificate of registration. In my judgment, the section
does not go that far.

It was unsound to say, as counsel for the plaintiff did,
that sections 20(3) and 36(2) of the Copyright Act are in
conflict with one another. They are not. The Act must be
read as a whole and full and fair effect given to each of the
sections. The adoption of counsel for the plaintiff’s submis-
sion would do violence to this fundamental principle of
construction for it would, in effect, render section 20(3)
meaningless. If it were right all that a person claiming copy-
right, in a work of which he is not the author, would have
to do before bringing an action for infringement of copy-
right would be to apply for a certificate of registration of
copyright and file it. When it is seen how easy it is to obtain
such a certificate the unreasonableness of the submission
becomes apparent. All that an applicant for registration has
to do is to make an application in accordance with Form H.
of The Copyright Rules, made and established by Order in
Council P.C. 3932, dated September 2, 1948. In this form

1(1951) 13 CP.C. 82.
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the applicant gives his name and address and declares that
he is the owner of copyright in the original work, giving its
title, the name and address of the author and the date and
place of its first publication. The applicant’s signature need
not be witnessed and he is not required to verify his state-
ments by affidavit or statutory declaration. He need not give
any particulars of how he derived his title from the author.
On the filing of the application and payment of the required
fee the Commissioner of Patents issues the certificate
applied for. The Copyright Office does not make any enquiry
or search and does not take any responsibility for the truth
of the statements in the application. Rule 29 makes the
applicant responsible for them. Rule 32 requires that the
application shall be signed by the. applicant or a duly

_ authorized agent. In the present case it was signed by the

plaintiff’s solicitor and no evidence was required or given of
his authority to sign for the plaintiff. Under the circum-
stances, it would be unreasonable to assume that the mere
filing of a certificate, obtained in this manner, would, in a
case within the specific terms of section 20(3), be sufficient
proof to establish the contrary of the statutory presumption
raised by that section.. An interpretation leading to such a
result, which in effect would nullify the specific provisions
of ‘section 20(3), is so unreasonable that, in the absence of
terms clearly compelling its adoption, it ought not be
attributed to Parliament.

Moreover, while section 36(2) is general in its terms sec-
tion 20(3) provides for a specific situation, namely, an
action for infringement of copyright in a work in which the
defendant puts in issue either the existence of the copyright
or the title of the plaintiff to it. Where only the title of the
plaintiff to the copyright is put in issue, as in the present
case, the section establishes that the author of the work
shall be presumed to be the owner of the copyright, unless
the contrary is proved. Thus in a case where the plaintiff is
the author of the work there is a presumption in his favor
that he is the owner of the copyright in it. This is in accord
with the principle that authorship of a work is the basis of
copyright in it. In such a case, if the defendant puts the title
of the plaintiff in issue the onus of proof that the plaintiff
has parted with the copyright lies on the defendant. But

under- section. 20(3), as' amended in- 1931, where-the plain--~ - - - -

tiff is not the author of the work-but claims copyright by
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assignment or otherwise from the author there is no pre- Bf_'f

sumption in his favor. On the contrary, the presumption is Cmcz
that the author is the owner and this continues unless the Ex%aﬁism
contrary is proved. In such case, the onus of contrary proof  Inc.

is on the plaintiff. It would be anomalous if this onus of CanabiaN
proof could be discharged by the mere filing of a certificate c]i‘;‘r’:;;
obtained in the manner described. CORPORATION

In this connection it is significant that, while section ThorsonP.
36(2) speaks of the certificate of registration as prima facie —
evidence, section 20(3) establishes the presumptions speci-
fied by it unless the contrary is proved, and it is well estab-
lished that there is a difference between prima facie evi-
dence and proof: vide, for example, Ontario Equitable Life
and Accident Co. v. Baker'.

Moreover, section 36(2), making a certificate of registra-
tion, obtained by an application for it without verification
of the allegations of fact in it, prima facie evidence that
the declaration of ownership of copyright made by the
applicant himself is true is a provision of an exceptional
nature not contained, for example, in the English Act or
required by the Berne or Rome Conventions. Under the cir-
cumstances, its application should not be extended beyond
its express terms. There is no need or justification for giving
it the large interpretation submitted by counsel for the
plaintiff. : \

Accordingly, I find that in a case to which section 20(83)
applies, that is to say, in an action for infringement of copy-
right, where the plaintiff is not the author of the work in
which he claims the copyright, and the defendant puts in
issue the plaintiff’s title to it, the onus of proof of the con-
trary of the presumption that the author of the work is the
owner of the copyright in it rests on the plaintiff. If he is to
succeed in his action he must establish according to the rules
of evidence the- transaction or transactions by which he
derived his title to the copyright from the author, its pre-
sumed owner, and he cannot discharge the onus which sec-
tion 20(3) lays on him merely by filing a certificate of
registration of copyright in his name. It is intended by the
section that a defendant who has put the plaintiff’s title in
issue should have an opportunity of testing the proof of
title put forward on the plaintiff’s behalf. The issue raised
by .it must be determined.as. section.20(3). provides_and.. ... ..

1119261 S.CR. 297..
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eannot be determined by resort to section 36(2). The plain-
tiff may file the certificate as prima facie evidence but it is
not sufficient to constitute the contrary proof required by
section 20(3) in a case to which it specifically applies.

The basic issue in the case having been thus determined
against the plaintiff it was incumbent on it to prove its
title to the copyright in question. Counsel for the plaintiff
sought to do so by producing certain documents in the
course of his examination of Mr. S. Waagenaar, the pres-
ident of the plaintiff, and proving their execution through
him. In doing so he made it clear that this course was an
alternative one and taken only in the event that his con-
tention of reliance on section 36(2) of the Copyright Act
should not be accepted by the Court. I shall set out the
attempted chain of title and then deal with the question
whether there was sufficiency of proof. The alleged chain
started from Chanoine Joseph Reymond, a resident of Paris,
who was said to be the author of the scenario of the film
“Golgotha”. The documents on which counsel relied and
which he filed as exhibits, subject to objection by counsel
for the defendant, are enumerated as follows, namely, an
assignment from Chanoine Joseph Reymond to La Societe
Ichthys Films, dated May 4, 1934, of all rights of film adap-
tation of the scenario “Golgotha” with dialogues in any
language; an assignment, appearing to be in the nature of
a pledge, from La Societe Ichthys Films to La Societe Films
Union, dated November 12, 1934; a transfer from Jean
Lepicard, said to be the trustee in bankruptey of La Societe
Films Union, to Leon Izembart, dated March 14, 1938; a
transfer from Leon Izembart to A.C.I. Films, dated
August 10, 1939, of all the films and film rights said to have
formerly belonged to La Societe Films Union and to have
been received from the trustee in bankruptecy; a transfer
from Chanoine Joseph Reymond to Leon Chalus, dated
November 9, 1951, of the right to adapt his work “Golgotha”
to television; an assignment from Leon Chalus to A.C.I
Films, dated November 12, 1951, of the rights said to have
been received from Chanoine Reymond; an assignment
from A.C.I. Films to S. Waagenaar, dated April 6, 1948, of
all its rights in respect of “Golgotha” in the United States

.and Canada and all its rights in respect of its contract

with one George McL. Baynes; and an assignment from
S. Waagenaar to the plaintiff, dated June 26, 1950, of all his
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rights in respect of “Golgotha”. These documents were filed E’f_’f
in the Copyright Office after the action had started and Cmous

certificates of such recording were filed as exhibits. ErMs

Mr. Waagenaar gave evidence in respect of some of the Ilgc
documents to the effect that he recognized some of the Cawapux
signatures in them, for example, those of Chanoine Joseph c,,s;’;‘;;
Reymond, Leon Izembart and Leon Chalus. Counsel for CORPORATION
the defendant objected to the filing of the certificates of the Thorson P.
recording of the assignments subsequently to the commence-
ment of the action but it is not necessary to deal with his
objection in view of the fact that the filing of the certificates
would not have added any strength to the plaintiff’s claim
of title even if they had been filed before the commence-
ment of the action. No presumption arises from the record-
ing of an assignment.

But counsel for the defendant’s objection that the plain-
tiff has not proved that it is the owner of the copyright is
serious: Indeed, it is unanswerable. The objection was two-
fold; firstly, that the execution of the documents was not
lawfully proved and, secondly, that even if their execution
was proved it was not clear what the rights of the plaintiff
were.

It should be kept in mind that in this case the defendant
has put in issue the plaintiff’s title to the copyright said
to have been infringed and that the parties are at arms
length. The defendant is, therefore, entitled to have the
issue which it has deliberately raised determined strictly
according to law. Moreover, the plaintiff has made a claim
for a large amount of damages and it cannot complain that
its claim is resisted. A chain is no stronger than its weakest
link so that if the plaintiff fails to establish any one link
in it the chain of title fails altogether.

It was proved that Chanoine Joseph Reymond was alive
at the date of the trial. It is an elementary rule that the
best evidence procurable must be given of the facts sought
to be proved: vide 13 Hals., Second Edition, page 528, para.
591(2). Since it is established that he was alive at the date
of the trial his evidence that he signed the transfer from
himself to La Societe Ichthys Films, dated November 12,
1934, would have been the best evidence of its execution
and such evidence was procurable for it could have been
obtained on commission. The fact that a commission would
have been expensive is no answer to the defendant’s objec-
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tion for if the plaintiff had succeeded its costs of the com-
mission would have been recoverable. This failure to prove
the transfer from Chanoine Reymond to Ichthys Films is
sufficient of itself to substantiate the defendant’s objection .
and destroy the plaintiff’s claim.

But there is a further flaw in the proof of title. Apart
from the fact that the alleged transfer from Jean Lepicard
as the trustee in bankruptcy of La Societe Union Films to
Leon Izembart, dated March 14, 1938, was not proved by
the signature of Jean Lepicard, there is no proof that Union
Films was in bankruptey or that the French law of bank-
ruptcy had been complied with in such a way as to warrant
the transfer to Leon Izembart. This difficulty is further
complicated by the fact that the rights of Union Films
appeared to have come to it by way of pledge from Ichthys
Films and there is no proof of how such pledge matured
into ownership if such was the case.

And it was also proved that Leon Izembart was alive at
the date of the trial from which it follows that the alleged
transfer to A.C.I. Films, dated August 10, 1939; was not
proved by the best evidence procurable, since the evidence
of Leon Izembart could have been obtained on commission.
There are other defects of proof of a similar nature.

What I have said is sufficient to show that the plaintiff
has not proved its title to the copyright in question. This
makes it unnecessary to consider the other objection raised
by counsel for the defendant, namely, that even if the execu-
tion of the documents had been proved they would not
establish the plaintiff’s right to the copyright claimed by it.

Since the plaintiff has failed to prove its title to the copy-
right it is not necessary to consider whether there was any
infringement of copyright by the defendant or any of the
other issues that might otherwise have had to be dealt with.

And I am of the view that, under the circumstances, I
should not deal with the question of damages or attempt to
assess them beyond saying that, in my judgment, the
amount claimed by the plaintiff was excessive.

It follows from what I have said that the plaintiff’s action
must be dismissed with costs.

Judgment accordingly.

N.B. The judgment herein was reversed by the Supreme
Court of Canada [1959] S.C.R. 602.
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BETWEEN: ‘

PAUL ZAMULINSKI ............ e SUPPLIANT;
AND

HER MAJESTY,.THE QUEEN ......... RESPONDENT.

Crown—Petition of Right—Civil Service Act, RS.C. 1987, c. 28, ss. 6, 88—

Civil Service Act, R8.C. 1952, c. 48, ss. 5, 19—Civil Service Regulations

approved by Order in Council P.C. 6700, dated November 17, 1949—
Section 118 of Civil Service Regulations added by Order in Council
P.C. 19641, dated January 7, 1964—Exchequer Court Act, RS.C. 1952,
c. 98, s. 18(1)(d)—Appointment of servants of Crown at pleasure—
Right of civil servants to have opportunity, prior to dismissal, of
presenting side of case to senior officer—Denial of right a cause of
action for damages.

The suppliant was a temporary employee of the Post Office Department
as a postal clerk in the Post Office at Saskatoon in Saskatchewan. On
September 9, 1954, the Postmaster at Saskatoon informed him by
letter that on the bagis of his being unable “to properly meet the
physical requirements” of his classification he was to be released from
the service and his services would not be required after September 25
and he was struck off strength on October 7, 1954. The suppliant com-
plained of his dismissal and, after voluminous correspondence by him-
self and others on his behalf seeking relief, brought a petition of right
in which he complained that his dismissal was wrongful and sought
(2) a declaration that his employment in the Civil Service of Canada
was still continuing and an order for wages, (b) a declaration that he
was wrongfully dismissed and unstated damages and (¢) damages for
not having been given, prior to his dismissal, an opportunity to present
his side of the case to a senior officer of the department nominated by
the deputy head. The suppliant’s case was based on section 118 of the
Civil Service Regulations which provided that no employee should be
dismissed, suspended or demoted without having been given an
opportunity to present his side of the case to a senior officer of the
department nominated by the deputy head and on the fact that he
had not been given the opportunity to which he was entitled under
the section.

Held: That section 19 of the Civil Service Act puts the long standing rule
that servants of the Crown, in the absence of law to the contrary,
hold office during pleasure into statutory effect and that the suppliant
has no right to the declaration sought by him that his employment in
the Civil Service of Canada is still continuing and that he is entitled
to wages.

2. That the suppliant did not have a contract of employment in the Post
Office, and that even if he had been a permanent employee, his
appointment, under section 19 of the Act, was at pleasure, which meant
that he could have been dismissed without cause or notice and even
arbitrarily, and that he has no right to damages for wrongful dismissal
in the ordinary sense of the term.

3. That section 5 of the Ciuvil Service Act gives the Civil Service Com-
mission a wide discretion to make regulations “as it deems necessary

175 -
1957

——
Sept. 30
Oct. 1-2

1957
Qct. 9



176 RC.de’E. COUR DE L’ECHIQUIER DU CANADA  [1956-1960]

1957 or convenient? for carrying out the Aet and that section 118 of the
7 " Civil Service Regulations was within its powers.
AMULINSKI } . ;
v. 4, That section 118 of the Regulations and section 19 of the Act must be
THE QUEEN read together and effect given to each.

5. That section 118 of the Regulations gives a civil servant whom it is
_ proposed to dismiss the right, prior to his dismissal, to have an oppor-
tunity to present his side of the case to a senior officer of the depart-
ment nominated by the deputy head and that when that opportunity
has been given to him the right to dismiss him at pleasure provided by
section 19 of the Act is in full force and effect.

6. That the suppliant was not given the right to which he was entitled
under section 118 of the Regulations and that this gave him a valid
elaim against the Crown arising under a regulation made by the
Governor in Council within the meaning of section 18(1)(d) of the
Ezxchequer Court Act.

7. That since the suppliant was deprived of a right to which he was
legally entitled he has a cause of action and a right to damages. Ashby
v. White (1703) 2 Ld. Raym. 938, 1955 applied.

8. That the suppliant is entitled to damages in the sum of $500.

PETITION OF RIGHT.

The petition was heard by the President of the Court at
Saskatoon. ‘

E. N. Hughes for suppliant.

G.H. Yule, Q.C., and D. H..W. Henry, Q.C., for respond-
ent.

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

THE PRESIDENT nOW (October 9, 1957) delivered the fol-
lowing judgment:

In his petition of right the suppliant, who was employed
‘as a postal clerk in the Post Office at Saskatoon in Saskatch-
ewan but was dismissed from his employment, complains
that his dismissal was wrongful and seeks in his amended
prayer for relief ,
(a) A declaration that his employment in the Civil Service
of Canada is still continuing and an order for wages.
(b) A declaration that he was wrongfully dismissed and
unstated damages therefor. ‘
(¢) Damages for not having been given, prior to his dis-
missal, an opportunity to present his side of the case to
a senior officer of the department nominated by the
deputy head.
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Certain facts are not in dispute. On August 6, 1951, the
Postmaster at Saskatoon assigned the suppliant to the posi-
tion of postal clerk at the Post Office at Saskatoon with
effect from August 13, 1951, the assignment being made
from an eligible list established in Ottawa on which the
suppliant’s name appeared.

The Civil Service Commission at Ottawa accordingly
issued a certificate for his appointment as a postal clerk,
grade 2, at an initial salary of $2,028 per annum for tem-
porary employment for a period not exceeding Septem-
ber 30, 1951. The temporary employment was authorized
under section 38 of the Civil Service Act, R.S.C. 1927, chap-
ter 22. Pursuant to this section the period of employment
was extended from time to time, the last extension, so far
as the suppliant was concerned, being to March 31, 1955.

~ On September 9, 1954, Mr. L. H. Duggleby, the Post-
master at Saskatoon, wrote to the suppliant as follows:
I am today advised by the Department that on the basis of your

being unable to properly meet the physical requirements of your classifica~
tion you are to be released from the Service.

You are therefore notified that your services will not be required after
Saturday, the 25th instant.

and caused this letter to be delivered to the suppliant by
hand. Mr. Duggleby wrote this letter pursuant to instruc-
tions contained in a letter, dated September 7, 1954, from
Mr. R. H. MacNabb, the Director of Operations in the
Postal Services Division of the Post Office Department at
Ottawa. In this letter Mr. MacNabb agreed with Mr. Dug-
gleby’s recommendation against the suppliant’s retention in
the service, contained in a letter from him, dated July 7,
1954, and instructed him to give the suppliant two weeks’
notice of release on the basis of being unable to properly
meet the physical requirements of his classification and to
furnish the Department with the usual separation from the
service form. After Mr. Duggleby had caused his letter of
September 9, 1954, to be delivered to the suppliant he
notified the Director of Operations on a form headed
“Separation from the Service” that the reason for the sup-
pliant’s separation was that he was “unable to properly
meet the physical requirements of classification”. and that
the last day worked by him was September 25, 1954. After
a grant of compensatory time and annual leave the sup-

pliant was struck off strength on October 7, 1954.
50726—12
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The suppliant immediately complained of his dismissal
and a voluminous correspondence took place between the
suppliant on the one hand and several persons on the other,
such as the Chairman of the Civil Service Commission, the
Deputy Postmaster General and the Department of Labor,
all at Ottawa, and Mr. Duggleby at Saskatoon. Other per-
sons also wrote on the suppliant’s behalf. For example,

.there was correspondence between Mr. R. R. Knight, then

Member of Parliament for Saskatoon and the Chairman of
the Civil Service Commission, and the Postmaster General,
between the Army and Navy Veterans and the Chairman
of the Civil Service Commission and the Postmaster Gen-
eral, and between the Saskatoon firm of Moxon and Com-

pany and the Deputy Postmaster General. Finally, there

was lengthy correspondence between the suppliant’s solici-
tors and the Civil Service Commission and the Deputy
Postmaster General. The correspondence extended from
September 17, 1954, to June 8, 1956, but the Post Office
Department. did not recede from its position and the sup-
pliant then brought his petition on June 22, 1956.

The suppliant’s case is based on section 118 of the Civil
Service Regulations which provides as follows:

. 116. No employee shall be dismissed, suspended or demoted w1thout
havmg been given an opportunity to present his side of the case to a
senior officer of the department nominated by the deputy head.

and his complaint is that he was dismissed without having
been given an opportunity to present his side of the case to
a senior officer of the department nominated by the deputy
head.
" The Civil Service Regulations, hereinafter called the
Regulations, were made by the Civil Service Commission
under the authority of section 5 of the Civil Service Act,
providing as follows:

5. The Commission may make such regulations as it deems necessary
or convenient for carrying out the provisions of this Act, including regula-

tions governing the performance by the Commission of its own duties
hereunder.

2. All such regulations shall be subject to the approval of the Governor
in Council and shall be published in the Canada Gazette.

This section was carried forward into section 5 of the Civil
Service Act, R.8.C. 1952, chapter 48, reading as follows:
5. (1) The Commission may make such regulations as it deems neces-

sary or convenient for carrying out this Act, including regulations governing
the performance by the Commission of its own duties hereunder.
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(2) All such regulations are subject to the approval of the Governor in 1957

. (S
Council. ZAMULINSKY

The Civil Service Regulations were originally approved Tus 16,‘UEEN
by Order in Council P.C..5700, dated November 17, 1949, Tpomson P.
and amended from time to time. Section 118 was added by —
Order in Council P.C. 1954-1, dated January 7, 1954, and
was in effect at the date of the suppliant’s dismissal. -

It is also necessary to keep in mind section 19 of the
Civil Service Act which provides in part as follows:
19. Except where otherwise expressly provided, all appointments to.

the Civil Service shall be upon competitive examination under and pursu-
ant to this Act, and shall be during pleasure; . . .. '

On the evidence before me I find as a fact that prior to
his dismissal from the service the suppliant was not given
an opportunity to present his side of the case to a senior
officer of the department nominated by the deputy head
but whether this fact gives him any cause of action in view
of the fact that his appointment was at pleasure is the
basic issue in this case. '

Before I proceed to consider it I should refer to the con-
troversial questions of fact raised by the witnesses at the
trial, even although, strictly speaking, the question whether
there were valid grounds for dismissing the suppliant is not
before me for determination in view of the fact that under
section 19 of the Act his employment was at pleasure and
he could, consequently, be dismissed without any grounds.

When the suppliant received the letter of September 9,
1954, it came as a shock to him and he thought that he was
being improperly dismissed. He explained that a war dis-
ability from which he had suffered had recurred when he
was working at the Post Office and that on January 26, 1954,
he had a seizure in his back and was admitted to a D.V.A.
hospital. He was there for 10 days and had a cast on for
10 weeks after that, but reported back to duty on May 29,
1954, and remained on full duty until his dismissal. Prior
to the receipt of the letter he had not received any indica-
tion of the possibility of his release from the service for
being unable to meet the physical requirements of his
classification. He had had a discussion with Mr. Duggleby
late in 1953 who then told him that he was recommending
his release because he was not capable of doing city sorta-

tion but there had not been any mention of his physical
50726—121
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E’fj classification. After he got the letter he did not discuss it
Zamuunsk: with anyone in the office. Mr. Appleton, his supervisor,
THE gzhmu knew his condition and had not said anything about it to
Thoreon P him and he believed that Mr. Duggleby thought that he

—  was physically capable of doing his work. He was doing the

same work as the other postal clerks in city sortation and
doing as much and as good work as they. The suppliant
complained that prior to his dismissal he was not given any
opportunity to present his side of the case to a senior officer
of the department nominated by the deputy head and his
evidence that he had not been given such opportunity is
uncontradicted. He felt that he was capable of doing his
work and wanted to convince a senior officer that he was
able to carry it.

The failure to give him the opportunity to which he con-
sidered himself entitled under section 118 of the Regula-
tions engendered in him a deep feeling of grievance, the
intensity of which is manifest in his lengthy correspondence.

Mr. Duggleby gave his account of why the suppliant
came to be dismissed. He was first assigned to the sorting
of letters for outgoing mail and later transferred to city
sortation. In the meantime, he had been tried in the regis-
tration, money order and postage stamp branches but,
according to his supervisors, his performance there had not
been quite average. Mr. Duggleby said that he was unable
to learn city sortation, his capacity being much below the
average. He spoke to the suppliant repeatedly urging him
to learn city sortation but his reply was that he could not.
On September 5, 1953, he wrote to Mr. MacNabb, the Direc-
tor of Operations, reporting the suppliant’s inability to
master sortation and expressing the opinion that he should
be advised that unless his services improved during the
coming three months consideration would be given to his
release from the service. On September 11, 1953, Mr. R. H.
MacNabb wrote to Mr. Duggleby concurring in his recom-
mendation. Mr. Duggleby read his letter of September 5,
1953, to the suppliant, who claimed that the statements in
it were all wrong and that he had been performing excellent
duties. On September 12, 1953, Mr. Duggleby wrote to the
suppliant putting him on probation for three months and
informing him that during that period he would be required
to improve his knowledge and practice of sortation of mail
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for city deliveries and that, failing such improvement, con- 1_9'5_7,
sideration would be given to his release from the service. In ZamuLnsxr
December, 1953, Mr. G. Appleton, the suppliant’s super- pug Qomex
visor, reported that the suppliant was unable to take his Thorson P
sortation test because of his physical condition and had =~ —
refused to take a miniature one on medical grounds. On
December 31, 1953, Mr. Duggleby wrote again to the Direc-

tor of Operations reporting that the suppliant had made

no improvement in his services and stating that it was
evident that he was determined not to do manipulative

duties and hoped that if he maintained his attitude stub-
bornly he would eventually be assigned to some type of
bookkeeping or desk work. In this letter he recommended

that the suppliant be released as being unsuitable for con-

tinued employment in the Postal Service. On February 3,

1954, the Director of Operations informed Mr. Duggleby

that the suppliant should be given until July 1, 1954, to

pass a case examination, otherwise consideration would be

given to releasing him from the service and on February 5,

1954, Mr. Duggleby wrote to the suppliant accordingly. At

the time, the suppliant was in hospital on sick leave. On

May 29, 1954, the suppliant reported back for duty and on

June 23, 1954, passed his sortation test. But this did not
satisfy Mr. Duggleby. On July 7, 1954, he wrote again to

the Director of Operations, enclosing reports from Mr. G.
Appleton and Mr. W. R. Van Veen. Mr. Appleton’s report

was that neither the quantity nor the quality of the sup-
pliant’s work had improved, that his normal output was far

below the average of the staff, that his attitude to the work

and other members of the staff was not satisfactory, that

his physical condition appeared to be not fit to perform the

duties required of his position, that the effect on the rest

of the staff was bad, that they resented having to work .
overtime, part of which was caused by having to carry the
suppliant, and he recommended the suppliant’s immediate
release. Mr. Van Veen’s report was that the suppliant’s
physical condition was not improving and he was unable to
properly perform the duties of his position, that his work

was mediocre and that his continued employment was
having a detrimental moral effect on the staff and he recom-
mended that unless his physieal condition improved he be
demoted ‘or serious consideration be given to his release
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35_7, from the service. On the basis of these reports and his own

Zamvuinsx: comments on the physical condition of the suppliant, Mr.
THE aUEEN Duggleby said that he could not recommend his retention in
Thorson E. the service. On September 7, 1954, the Director of Opera-
——  tions wrote to Mr. Duggleby, as I have already stated, and
then Mr. Duggleby wrote the letter of September 9, 1954,

to which I have referred, and had it delivered to the

suppliant.

Mr. Duggleby’s statement was generally supported by
Mr. G. Appleton, the suppliant’s immediate superior, Mr.
R. L. Lane, a postal clerk, and Mr. W. R. Van Veen, Mr.
Duggleby’s assistant. Mr. Appleton and Mr. Van Veen each
confirmed the statements in the reports which they had
made to Mr. Duggleby which he forwarded to the Director
of Operations with his letter of July 7, 1954.

I do not attempt to make any decision on the controversial
questions referred to beyond saying that the evidence before
me does not support the reason for the suppliant’s dismissal
assigned in the letter of September 9, 1954, namely, that he
was unable to properly meet the physical requirements of
his classification. I have already referred to the suppliant’s
emphatic statement that he was able to meet them. He
denied the truth of statements to the contrary made by Mr.
Duggleby and Mr. Appleton. His assertion of his physical
fitness is supported by other evidence. For example, the
annual efficiency report of August 26, 1953, signed by Mr.
Duggleby, contains the statement that the suppliant was
physically fit to carry out the necessary duties. And Mr.
Duggleby admitted on his cross-examination that he
believed that on September 9, 1954, the suppliant was
physically fit to carry out the necessary duties if he was
willing to do so and he agreed with the suppliant in his
statement that he was then physically fit. It was his opinion
that on September 9, 1954, the suppliant was able to per-
form his duties if he was willing to do so. And on his re-
examination he repeated his opinion that the suppliant had
the necessary ability and physical capacity to perform his
duties. A similar opinion was expressed by Mr. Appleton.
On his cross-examination he admitted that he thought that
the suppliant could have done his full work if he had wanted -
to. He mentioned that at times he noticed him walking on
the street and did not think that there was anything wrong
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with him. He noticed a steady improvement in his physical 35_“{
condition between July 7, 1954, and September 9, 1954, and Zamvrrvsx:
thought, as a layman, that on September 9, 1954, the SUP- Tup Quesx
pliant was in as good physical condition as he was himself Thorson P
and there was nothing wrong with his own condition. Mr. =~ — "~
Lane said that the men who were working with the sup-

pliant figured that he was capable of doing his job but was

not doing it. He thought that the suppliant’s physical con-

dition was improving. And Mr. Van Veen also admitted

on his cross-examination that he thought that the suppliant

was capable of doing postal clerk work if he wanted to do it.

Indeed, if I had been called upon to decide the matter I

would have found on the evidence that on September 9,

1954, the suppliant was able to meet the physical require-

ments of his classification and that the reason for the sup-

pliant’s dismissal assigned in the letter was not a true one. .

It is, therefore, easy to understand the suppliant’s sense of
grievance for he felt that if he had been given an oppor-

tunity pursuant to section 118 of the Civil Service Regula-

tions to present his side of the case to a senior officer
nominated by the deputy head he would have been able

to convince him that the reason given for his dismissal was

not a true one and the likelihood is that he would have been

able to do so. Whether that would have prevented his dis-

missal in view of the fact that his appointment was at

pleasure is another matter. His complaint is that he was not

given the opportunity to which he considered himself legally

entitled.

Here I may, I think, properly interject the opinion that
the Post Office Department at Ottawa has only itself to
blame for the unfortunate situation that has arisen. If the
Deputy Postmaster General had obeyed the requirements of
section 118 of the Regulations and nominated a senior officer
of the department and given the suppliant an opportunity
to present his side of the case to him before the dismissal
went into effect, as he ought to have done, the likelihood is
that the suppliant would not have launched any proceed-
ings. It cannot be said that the matter was not brought to
“the Deputy Postmaster General’s attention. On Septem-
ber 17, 1954, the suppliant sent a letter of complaint about
his dismissal to the Chairman of the Civil Service Commis-
sion and he replied on September 22, 1954, saying that since
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the matter of the release came within the jurisdiction of

Zamvuwsx: the employing department he was forwarding the corre-
Tax Quezy SPondence to the Deputy Postmaster General “so that he

Thorson P.

may nominate a senior officer of the Department to review
your case above your Local Office level and subsequently
reply to you direct.” But it is apparent that the Deputy
Postmaster General did not take any action in the matter.
Indeed, I find, notwithstanding his statements appearing in
correspondence subsequent to the dismissal, that he did not
comply with the requirements of section 118 with the result
that the suppliant’s dismissal went into effect without the
suppliant having been given the opportunity which the sec-
tion prescribed.

I now proceed to consideration of the issues of law
involved in this case. Some of them are simple. The sup-
pliant was a temporary employee of the Post Office Depart-
ment and had no right to permanent employment. More-
over, even if he had become a permanent employee his
appointment was during pleasure. Section 19 of the Ciwvil
Service Act, to which I have already referred, puts the long
standing rule that servants of the Crown, in the absence of
law to the contrary, hold office during pleasure into statu-
tory effect. Consequently, it may be said offhand that the
suppliant has no right to the declaration sought by him
that his employment in the Civil Service of Canada is still
continuing and that he is entitled to wages and his claim
for such a declaration must be dismissed.

I am likewise of the opinion that the suppliant has no
right to any damages for wrongful dismissal. Such a claim
connotes in its ordinary sense breach of contract, but in this
case the suppliant did not have any contract of employment
in the Post Office Department and certainly not a contract
that- was not terminable at pleasure. The fact that his
appointment was at pleasure under section 19 of the Act
means that he could have been dismissed without cause or
notice and even arbitrarily. The suppliant has, therefore,
no right to any damages for wrongful dismissal in the
ordinary sense of the term and his claim for damages there-
for must also be dismissed.

This leaves only the suppliant’s claim for damages for not
having been given an opportunity, prior to his dismissal,
of presenting his side of the case to a senior officer of the
department nominated by the deputy head.
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It was submitted that this is a claim under section 118 of
the Regulations. Indeed, the suppliant’s whole case depends
on whether he has an enforceable right under this section.
That is the real issue in this case. It is a novel one. It is
also an important one and not free from difficulty.

Mr. Henry for the respondent, with his usual careful
preparation, submitted that the regulation was ulira vires
and, in any event, did not create a legally enforceable right,
but was merely an administrative direction and that the
sanction for failure to obey the direction was merely a
matter for disciplinary action.

The nature of the service of a civil servant and the right
of the Crown to dismiss him at pleasure has been carefully
considered by the courts in many cases. Mr. Henry referred
to the following ones, namely, Smyth v. Latham'; De Dohse
v. The Queen?; Shenton v. Smith®; Dunn v. The Queen®;
Gould v. Stuart®; Young v. Adams®; Young v. Waller”; In
re Hales and Hales v. The King®; Denning v. Secretary of
State for India in Council’; Reilly v. The King'®; R. Ven-
kata Rao v. Secretary of State for India*', on which Mr.
Henry specially relied; Genois v. The King'?; Lucas v.
Lucas and High Commissioner for India'®; Rodwell v.
Thomas et al'*; Terrell v. Secretary of State for the
Colonies et al®; and Inland Revenue Commissioners v.
Hambrook'®. Mr. Henry submitted that these cases estab-
lished certain propositions or principles, namely, that the
principle of employment by the Crown at pleasure can be
impaired only by statute; that purported agreements and
rules as to procedure on dismissal, notice, term of office and
the like are without legal effect if they are not statutory;

1 (1833) 9 Bing. 692.

2 (1886) 3 T.L.R. 114.

318951 A.C. 229.

418961 1 Q.B. 116.

5[1896]1 A.C. 575.

6 [1898] A.C. 469.

7118981 A.C. 661.

8(1918) 34 T.L.R. 341 and 589.
2 (1920) 37 T.L.R. 138.

10 [1932] Ex. C.R. 14; [1932] S.C.R. 597; [19341 A.C. 176.
11 [19371AC. 248.

12 [1937] Ex. C.R. 136. .

13 [1943] P. 68.

14 [1944] K.B. 596.

15 119531 2 Q.B. 482.

16 [1956] 1 All ER. 807,
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that an employee of the Crown has no right of action against
the Crown if there has not been any breach of statute; and
that an employee of the Crown has no legally enforceable
right to continued employment by the Crown in the absence
of a statutory security of tenure.

Since the conclusion of the hearing at Saskatoon last
Wednesday, which lasted three days, I have reviewed all the
cases to which Mr. Henry referred and agree that they lay
down the principles stated by him but I have some observa-
tions to make. In Canada the right of the Crown to dis-
miss persons employed in the Civil Service of Canada is
statutory and it is not necessary to consider its source or
whether it is a term imparted into the contract of employ-
ment of the civil servant or whether consideration of public
policy demand its unimpaired maintenance. So far as em-
ployees .of the Civil Service of Canada are concerned the
right to dismiss them at pleasure is specifically set out in
section 19 of the Civil Service Act and no further enquiry
into the existence of the right is necessary.

And I have come to the conclusion that the case at bar
is distinguishable from the Venkata case (supra) on which
Mr. Henry specifically relied. In that case the appellant,
who held office in the civil service of the Crown in India as
a reader in the Government Press, Madras, fell under sus-
picion of being concerned in a leakage of information in
respect of certain examination papers, and was dismissed
from the service -and claimed damages for wrongful dis-
missal. Section 96B of the Government of India Act pro-
vided that “subject to the provisions of this Act and of
rules made thereunder, every person in the civil service of
the Crown in India holds office during His Majesty’s
pleasure, . . . .”” and the rules made under the section were
certain classification rules. One of them, Rule XIII, pro-
vided that without prejudice to the provisions of any law
for the time being in force, the Local Government might
for good and sufficient reasons dismiss any officer holding
a post in a provincial or subordinate service or a special
appointment. And another rule, Rule XIV, provided that
without prejudice to the provisions of the Public Servants
Inquiries Act, 1950, in all cases in which the dismissal,
removal or reduction of any officer was ordered, the order
should, except when it was based on facts or conclusions
established at a judicial trial, or when the officer concerned
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had absconded with the accusation hanging over him, be
preceded by a properly recorded departmental enquiry, and ZamoLinskr
the rule went on to prescribe how such enquiry was to be g Guesn
made. It was established that in the appellant’s case the Thorsen P
requirements of Rule XIV had not been satisfied. Accord- =~ —— "~
ingly, the appellant contended that the statute gave him a

right enforceable by action to hold his office in accordance - -

with the rules, and that he could only be dismissed as

provided by the rules and in accordance with the procedure

prescribed thereby. His contention was denied by the Courts

in India and their decision was affirmed by Lord Roche who

delivered the judgment of their Lordships of the Judicial
Committee of the Privy Council.

I must say that if the suppliant’s only claim had been
for damages for wrongful dismissal by reason of failure
to comply with a procedural requirement the decision in the
Venkata case (supra) would have been against him. I have
already dismissed his claim for wrongful dismissal. But that
is not his claim in paragraph (c¢) of his prayer for relief.
He does not in that paragraph claim damages for wrongful
" dismissal. His claim is for damages for not having been
given the opportunity, prior to his dismissal, to present his
side of the case to a senior officer of the department
nominated by the deputy head. That is a different kind of
a claim from a claim for wrongful dismissal. That kind of
a claim was not in the Venkata case (supra) and there is
nothing in the decision in that case that denies it. The kind
of claim that the suppliant makes in paragraph (¢) of his
prayer was not considered in any of the cases to which Mr.
Henry referred. Indeed, so far as I have been able to ascer-
tain, it has not been considered in any case previous to
this one.

Nor should the suppliant’s claim under paragraph (c)
be considered as the assertion of a right not to be dismissed
without having been given the opportunity to present his
side of the case to a senior officer of the department
nominated by the deputy head for a claim on such a basis
would, in effect, be a claim for wrongful dismissal and the
decision in the Venkata case (supra) would be conclusive
against it.

1957
——

There is, in my opinion, an essential difference between
the kind of a claim that was disallowed in the Venkata case
(supra) and the suppliant’s claim in paragraph (¢) of his
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135_'{ prayer for relief. The former was a claim for damages for
Zamvrunskr wrongful dismissal and was, in effect, a denial of the
Tar Queey CTOWN’s statutory right to dismiss at pleasure. But the sup-
Thoreon P pliant’s claim under section 118 of the Regulations is simply

— " a claim for damages for the denial of a right given by the

section and does not deny or impair or lessen the right of the
Crown under section 19 of the Civil Service Act to dismiss
the suppliant at pleasure. When the opportunity prescribed
by section 118 of the Regulations has been given the
Crown’s right to dismiss at pleasure is not affected in any

way.

It was agreed that the term “employee” in section 118
of the Regulations covered the suppliant, even although his
~ employment was of a temporary nature, but it was argued
by Mr. Henry that section 118 of the Regulations was ultra
vires. He reviewed the scheme of the Civil Service Act,
referring to its various sections, and submitted that the
function of dismissing employees of the civil service was
not vested in the Civil Service Commission, that section 118
of the Regulations tended to frustrate the policy of the Act
and operated as a clog on the right of dismissal of civil
servants prescribed by section 19 of the Act and, conse-
quently, was beyond the power of the Civil Service Commis-
sion to make and the Governor in Council to approve. I do
not agree. Section 5 of the Act gives the Civil Service Com-
mission a very wide discretion. It may make regulations “as
it deems necessary or convenient” for carrying out the Act.
Under the circumstances, I do not see how the Court could
contradict its expression of opinion and say that section 118
of the Regulations was beyond its powers. In my opinion,
its decision that section 118 was necessary or convenient for
carrying out the Act cannot be challenged and must prevail.

So I find that section 118 of the Regulations was intra
vires. That being so, it follows that the provisions of the
Civil Service Act and the regulations made under it, having
the force of law, must be read together and effect given to
each. Section 118 of the Regulations ought not, therefore,
to be construed as inconsistent with section 19 of the Act.
In that view of section 118 of the Regulations all that it
does is to give the civil servant whom it is proposed to dis-
miss an opportunity, prior to his dismissal, to present his
side of the case to a senior officer of the department
nominated by the deputy head. When that opportunity has
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been- given the right to dismiss at pleasure provided by
section 19 of the Act is in full force and effect. The intend-
ment of section 118 of the Regulations is plain, namely, that
before the right of dismissal at pleasure under section 19
of the Act is exercised the employee proposed to be dis-
missed should be given the opportunity prescribed by the
section. To the extent that it is of importance in the matter
of interpretation it may properly be said that if it is not
contrary to the public policy that a civil servant may be
dismissed at pleasure that before his dismissal goes into
effect he should be given the opportunity prescribed by sec-
tion 118 of the Regulations.

I, therefore, find that an employee of the Civil Serviee of
Canada has the right under section 118 of the Regulations
to be given the opportunity, prior to his dismissal, of pre-
senting his side of the case to a senior officer of the depart-
ment nominated by the deputy head. This gives him a claim
under section 118 of the Regulations and brings him within
the jurisdiction of this Court under section 18(1) (d) of the
Ezxzchequer Court Act, R.S.C. 1952, chapter 98, which
provides: '

18. (1) The Exchequer Court also has exclusive original jurisdiction
to hear and determine the following matters:

(d) Every claim against the Crown arising under any law of Canada
or any regulation made by the Governor in Council.

In my opinion, the suppliant has a claim arising under a
regulation made by the Governor in Council, namely, a
claim under section 118 of the Civil Service Regulations.
He had a right under that section to be given the opportu-
nity, prior to his dismissal, to present his side of the case to
a senior officer of the department nominated by the deputy
head. I find as a fact that this right was not given to him.
It is a fundamental principle that the violation of a right
gives a cause of action: vide Ashby v. White. Here there was
a denial of a right to which the suppliant was legally
entitled and he has a right to damages therefor.

It is difficult in a case such as this to determine the quan-
tum of damages, but the difficulty of assessing damages is
not a reason for not assessing them. I do not think that this
is a case for nominal damages. The damages were real but
they are difficult to determine. While I think it is obvious
from the evidence of Mr. Duggleby that he was determined
to get rid of the suppliant out of his Post Office and that if
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E’fz the reason assigned for his dismissal had been found to be
Zamounskr unsound another reason would have been given or the sup-
Tre Quezy Pliant would have been dismissed in any event, the sup-
Thorson P pliant had a right to the opportunity given to him by sec-

— 7" tion 118 of the Regulations and compliance with that right

would, in all likelihood, have given him longer employment
in the Post Office than that which he had and the wages for
such continued employment. It is difficult to say how long
that might have been. If the delay between Mr. Duggleby’s
recommendation of July 7, 1954 that he could not recom-
mend the suppliant’s retention in the service and Mr. Mac-
Nabb’s instruction of September 7, 1954, that he should be
dismissed with two weeks’ notice is any criterion, the time
of continued employment of the suppliant while the
machinery was being set up for giving him the opportunity
prescribed by section 118 of the Regulations might have
been substantial. And while it is not likely, in view of Mr.
Duggleby’s determination to get rid of the suppliant, that
even if he had been able to satisfy the senior officer of the
department appointed by the deputy head that the reason
assigned for his dismissal was not substantiated, he would
not have been dismissed on other grounds, or even without
grounds, the possibility that his ultimate dismissal might
have been delayed is a factor to be considered.

In view of these contingencies, all of them of an impon-
derable character, I think it would not be unfair to assess
the suppliant’s damages at $500 and I award this amount.

There will, therefore, be judgment declaring that the
suppliant is entitled to damages in the sum of $500. He is
also entitled to costs to be taxed in the usual way without
regard to limitation by reason of the amount awarded.

Judgment accordingly.
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BETWEEN: 351
Oct. 9
ALEX W. MITCHELL .................. APPELLANT; Ot 10

AND

THE MINISTER OF NATIONAL
REVENUE ...... e,

RESPONDENT.

Revenue—Income tax—Surtax—Income Tazx Act, RS.C. 1952, c. 148, ss. 8,
6(1), 82(1), 32(3), 32(4), 82(6), 67(1), 67(10), 67(11)—Surtaz on invest-
ment income—Dividends from personal corporations investment income
in hands of recewer.

In his income tax return for 1955 the appellant included the sums of
$27,648.08 received from Ruth Realty Company Limited and $5.77
received from Mitchell Consolidated Stores Limited as income received
from personal corporations. The two corporations were personal cor-
porations and the sums received by the appellant from them repre-
sented respectively their net rental income from real property. In
reassessing the appellant for 1955 the Minister added surtax on the
said sums. The appellant objected on the ground that the sums were
not investment income and not subject to surtax but the Minister
confirmed the assessment and the appellant brought the present appeal.

Held: That the income of the personal corporations was earned income in
their hands because it came to them as rental from real property but
the income of the appellant did not come to him as rental income from
real property. Under section 67(1) of the Act it was deemed to have
been distributed to, and received by, him as a dividend and was not
“earned income” in his hands within the meaning of section 32(5) of
the Act but “investment, income” within the meaning of section 32(4)
and subject to surtax under section 32(3).

2. That the appeal from the assessment must be dismissed.
APPEAL from income tax assessment.

The appeal was heard before the President of the Court
at Winnipeg.

D. C. McGavin for appellant.
F. J. Cross for respondent.

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

Tee PrEsmENT now (October 10, 1957) delivered the
following judgment:

This is an appeal from the appellant’s income tax assess-
ment for 1955. The facts from which it arises are not in
dispute. In the amount of taxable income reported by the
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appellant within the meaning of the Income Tax Act and

Mrrcreur, included the sum of $27,653.85 as income received by him
Mixemms op 1TOM personal corporations, made up of $27,648.08 from
Narmona. Ruth Realty Company Limited and $5.77 from Mitchell

REVENUE

Consolidated Stores Limited. When the Minister re-assessed
him for 1955, as appears from the notice of re-assessment,
dated November 16, 1955, he added surtax on the said sum.
The appellant objected to the addition on the ground that
the sum of $27,653.85 was not investment income of the
appellant within the meaning of the Income Tax Act and
surtax on it should not have been assessed to him. The
Minister confirmed the assessment on the ground that the
dividends deemed to have been received by the taxpayer
from the personal corporations of Ruth Realty Company
Limited and Mitchell Consolidated Stores Limited under
the provisions of subsection (1) of section 67 of the Act
were investment income within the meaning of subsection
(4) of section 32 of the Act. The appellant then brought his
appeal from the assessment to this Court.

The issue in the appeal is a narrow one, namely, whether
the amounts received by the appellant from the two cor-
porations referred to are subject to the surtax which the
Minister added. The determination of the issue depends on
whether the amounts were investment income in the hands
of the appellant or earned income. If they were the former
the surtax was properly added; if they were the latter the
addition of the surtax was erroneous. The determination
turns on certain sections of the Income Tax Act, R.S.C.
1952, Chapter 148.

Section 32(1) of the Act sets out the rates of tax payable
by an individual under Part I of the Act upon his taxable
income or taxable income earned in Canada, as the case may
be, for a taxation year. And section 32(3) provides for sur-
tax as follows:

32(3) There shall be added to the tax of each individual computed
under subsection (1) for each year an amount equal to 4% of the amount

by which the taxpayer’s investment income for the year exceeds the
greater of

(a) $2,400 or

(b) the aggregate of the deduction from inecome for the year to which
he is entitled under section 26.

Section 26 sets out the deduction from his income for the
year that may be made by an individual for the purpose of
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computing his taxable income for a taxation year, such as MITCHELL
for his status, children, and other dependents, ete. MINIsm oF

NaATIONAL

Whether the surtax under section 32(3) may be added Revenus
depends on whether the amount in respect of which it is to Thoreon P.
be added is investment income. Section 32(4) defines invest- =~ ——
ment income. It reads:

32(4) For the purpose of this section, “investment income” means the
income for the year minus the aggregate of the earned income for the

year and the amounts deductible from income under paragraphs (a), (¢)
and (d) of subsection (1) of section 27.

The said paragraphs set out the deductions from his income
for the year that may be made by a taxpayer for the purpose
of computing his taxable income for a taxation year for
charitable donations, medical expenses and blind persons.
And section 32(5) defines earned income. It reads:

32. (5) For the purpose of this section, “earned income” means .

(a) salary or wages, superannuation or pension benefits, retiring allow-
ances, death benefits, royalties in respect of a work or invention
of which the taxpayer was the author or inventor, and amounts
allocated to the taxpayer by a trustee under an employees profit
gharing plan,

(b) income from the carrying on of a business either alone or.as a
partner actively engaged in the business, and

(¢) rental income for real property.

It is assumed that the two corporations referred to,
namely, Ruth Realty Company Limited and Mitchell Con-
solidated Stores Limited were personal corporations within
the meaning of the Act. They were so treated by the Minis-
ter, for what such treatment is worth. Consequently, sec-
tion 67(1) of the Act must be considered. It provides:

67(1) The income of a personal corporation whether actually dis-
tributed or not shall be deemed to have been distributed to, and received

by, the shareholders as a dividend on the last day of each taxation year of
the corporation.

And consideration must also be given to section 6(i) of the
Act which provides:

6. Without restricting the generality of section 3, there shall be
included in computing the income of a taxpayer for a taxation year

(i) amounts deemed to have been received in the year by the taxpayer
under section 67 as a shareholder in a personal corporation;

The evidence before me established that the sum of

$27,648.08, the amount received by the appellant from
50726—13
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Ruth Realty Company Limited, was the net income of
Ruth Realty Company Limited coming to it as rental
income from real property. It was also proved that the sum
of $5.77, the amount received by the appellant from
Mitchell Consolidated Stores Limited, was the net income
of Mitchell Consolidated Stores Limited coming to it as
rental income from real property.

It was accordingly contended that the said amounts were
earned income within the meaning of section 32(5) of the
Act. In view of the evidence there is no doubt that the said
amounts were “‘earned income” in the hands of the personal
corporations referred to.

And it is clear that if an item of income is “earned
income” within the meaning of section 32(5) of the Act it
cannot be “investment income” within the meaning of sec-
tion 32(4) and, consequently, is not subject to surtax under
section 32(3).

But here I part company with counsel for the appellant.
He submitted that the nature of the income continued to be
rental income from real property in the hands of the appel-
lant as it had been in the hands of the personal corporation
and that, accordingly, the income received by him from the
said personal corporations was earned income within the
meaning of section 32(5) of the Act. I disagree. The income
of the personal corporations was earned income in their
hands because it came to them as rental income from real
property but the income of the appellant did not come to
him as rental income from real property. Under section
67(1) of the Act it was deemed to have been distributed to,
and received by, him as a dividend. As such it was properly
included in computing his income for 1955. It is, in my
opinion, clear that while the amounts were earned income
within the meaning of section 32(5) of the Act in the hands
of the corporation, they were not earned income in the
hands of the appellant. His income was not “rental income
from real property”, but income deemed to have been dis-
tributed to, and received by, him as a dividend. That being
0, it was not “earned income” in his hands, within the
meaning of section 32(5) but “investment income” within
the meaning of section 32(4) and, consequently, subJect to
surtax under section 32(3).
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I have considered the decisions in Black v. The Minister
of National Revenue' and Minister of National Revenue v.
Trans-Canada Investments Corporation Ltd2, to which
counse] for the appellant referred and on which he relied,
and do not find in either of them anything inconsistent
with the view that I have expressed. And sections 67(10)
and 67(11) of the Act, to which counsel referred, have no
bearing on the issue in this case.

In my opinion, the Minister was plainly right in adding
surtax to the amount reported by the appellant on his

return. His appeal from the assessment must, therefore, be
dismissed with costs.

Judgment accordingly.

BETWEEN:

MANITOBA DAIRY & POULTRY CO-

APPELLANT;
OPERATIVE LTD. ...............

AND

THE MINISTER OF NATIONAL

RESPONDENT.
REVENUE .......................

Revenue—Income tax—The Co-Operative Associations Act, S. of M. 19186,
c. 23—The Companies Act, 8. of M. 1932, c. 5—The Companies Aci,
RS.M. 1940, c. 36, s. 123, as amended, 8. of M. 1943, c. 6, s. 125,
s. 127(34), as added, 8. of M. 1947, ¢. 7, s. 138—8Substance of trans=
action rather than form to be regarded—Appellant a co-operative mar-
keting association for marketing members’ produce—Surplus earned
by appellant did not have essential quality of income to it—Surplus
earned by appellant not owned by it but held for members.

The appellant was organized as a co-operative association whose member-
ship consisted entirely of producers of poultry, eggs and dairy products
who marketed their produce through it. The members were not bound
to deliver any products to the association but its by-laws were made
binding on it and its members. Article 8A of the by-laws provided that
the surplus arising from the yearly business of the association should be
credited to the members entitled thereto in proportion to the volume
of business respectively done with it and also that the association
might borrow from the members for a revolving fund to enable it to
carry on business amounts up to their shares of the surplus in con-
sideration of the promise of the association to repay such amounts
as soon as monies became available for the purpose. When a member
delivered produce to the association to be marketed by it he received

1[1932] Ex. CR. 8. 2119561 S.C.R. 49.
50726—133
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an advance or first payment and awaited final payment. At the end of
each year’s operation the association made an accounting to its mem-
bers. At its annual meeting, held soon after the close of its fiscal year,
it passed a resolution, pursuant to Article 8A of the by-laws, whereby
the surplus for the past year was allocated and credited to the mem-
bers entitled thereto and the association borrowed from the members
a sum equal to the patronage dividends credited to them to be repaid
as soon as monies became available for the purpose. The Minister
assessed the association to income tax for each of the years from 1948
to 1951 on the surplus in each year on the ground that it had earned
the surplus from its business and was entitled to it. The association
appealed to the Income Tax Appeal Board which dismissed its appeals
and the appellant appealed from its decision to this Court. The issue
in the appeal was whether the surplus referred to was taxable income
of the associstion or held by it for its members to whom it must
account.

Held : That the case is not éssentially different in principle from The Horse
Co-Operative Marketing Association, Limited v. Minister of National
Revenue [1956] Ex. C.R. 393.

2. That regard should be had to the substance of the transaction under
consideration rather than its form and that it is the true nature of
the transactions between the members and the association that falls
to be determined. ’

8. That when the members delivered their produce to the association they
did not sell it to the association but delivered it to the association to
be marketed by it for them.

4. That the association was not a trading corporation, in the ordinary sense
of the term, and did not purchase its member’s produce from them.

5. That the appellant was not engaged in “an operation of business in
carrying out a scheme for profit making”.

6. That the appellant was a co-operative marketing association for the
marketing of its members’ produce. It was their marketing agency
and the means whereby, in their opinion, they would be able, by
co-operation with one another through it, to obtain more for their
produce than if they sold it to an outside organization and that when
thé association received the produce from its members and sold it it
did so as the members’ marketing agent and held the net proceeds from
the sale of the products in that capacity.

7. That the dealings of the members with the association was in their
capacity as members acting co-operatively through it as their market-
ing agent and not in that of patrons doing business with it.

8. That when the association earned a surplus from its business of handling
its members’ produce for them it did not earn it for itself, but for them
and it did not own the surplus.

9. That the surplus did not have the quality of income to the appellant
that was essential to its being taxable income in its hands, within the
meaning of the test used by Mr. Justice Brandeis in delivering the
judgment of the Supreme Court of the United States in Brown v.
Helvering (1934) 291 US. 193, in that its right to the surplus was not
absolute and it was not free to dispose of it or to use or enjoy it and
that the surplus had to be credited to the members and was held by
the association for them and on their behalf.
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10. That, in the alternative, if it should be considered that the member’s
delivery of his produce to the association constituted a sale of it by
him to it then the amount credited to him pursuant to Article 8A would
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be part of the cost of the produce to the Association and there would Pourrry Co-

be nothing left to constitute profit to it.

11. That the appeal from the decision of the Income Tax Appeal Board
and from the assessments must be allowed.

APPEAL from decision of the Income Tax Appeal Board.

The appeal was heard before the President of the Court
at Winnipeg.

W.B. Francis, Q.C.,and D. E. Gauley, Q.C., for appellant.
F. J. Cross, for respondent.

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

Tar PresiENT now (November 1957) delivered the fol-
lowing judgment:

This is an appeal from the decision of the Income Tax
Appeal Board', dated May 25, 1955, dismissing the appel-
lant’s appeals from its income tax assessments for the years
1948, 1949, 1950 and 1951.

The appellant, hereinafter usually called the association,
was originally incorporated on June 19, 1924, as Manitoba
Co-Operative Poultry Marketing Association under The
Co-Operative Associations Act, Statutes of Manitoba, 1916,
Chapter 23, upon the co-operative plan, pursuant to a
memorandum of association, dated June 12, 1924. The Co-
Operative Associations Act was repealed in 1932 by The
Companies Act, Statutes of Manitoba, 1932, Chapter 5, and
co-operatives were brought under Part VI, subsequently
Part VII, of the said Aect. Section 118 of that Act carried
forward into section 123 of The Companies Act, R.S.M.
1940, Chapter 36, which, as amended in 1943, Statutes of
Manitoba 1943, Chapter 6, provided:

123. This Part shall apply to applications for letters patent for the
creation of corporations to be operated on a co-operative basis, and to
those corporations when incorporated; and to corporations heretofore
incorporated under “The Co-Operative Associations Act” or any Act for
which it was substituted in the same manner as if they had been incor-
-porated by letters patent.

1(1955) 13 Tax A.B.C. 88.
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Thus the association, which had been incorporated as a

Maxmosa memorandum of association company, became, in effect, a

Damry &
Pouvrry Co-

letters patent company and stood in the same position as if

Orerative it had been incorporated under Part VII of The Companies

v.

MINISTER OF
NATIONAL

Act.
The appellant’s capital, which had originally consisted

Revanue of 20,000 shares of the par value of $1 each, was increased
Thorson P. on March 11, 1939, to 40,000 shares of the par value of

$1 each and on April 30, 1946, to 200,000 shares of $1 each,
the increase in each case being authorized by Supplemen-
tary Letters Patent under The Companies Act.

Prior to the years in question in this appeal, there was
another marketing association operating in Manitoba,
known as Manitoba Co-Operative Dairies Ltd., but early
in 1947 the appellant took it over by acquiring its shares
and assuming its liabilities. Then by Supplementary Letters
Patent, dated May 14, 1947, the appellant’s capital was
further increased to 500,000 shares of $1 each and its name
changed to its present one.

The issue in the appeal is a narrow one. It turns on the
nature of the transactions between the appellant associa-
tion and its members and the character of the surplus in
its hands at the end of each year of its operations. Was
this surplus taxable income of the association or was it held
by it for its members to whom it must account?

The association’s membership consisted entirely of pro-
ducers of poultry, eggs and dairy products who marketed
their produce through it. This appears from its by-law
relating to membership. Article 11(1) provided:

The term “Member” when used herein shall include “Shareholder” and
“Membership Fee” shall include the cost of a share of capital stock.

And Article 11(2) (a) read as follows:

Membership in the Association shall be extended to all persons who
market agricultural products through the Association. A formal written
application for membership shall not be necessary, but delivery of agricul-
tural products for marketing shall be accepted by the Association as the
equivalent of an application for membership.

And Article 11(2)(b) should also be considered. It pro-
vided:

There shall be deducted and retained by the Association out of the
first and subsequent settlements to any person who has marketed produets

through the Association, including shareholder members, a total amount
equal to the par value of sufficient shares in the capital stock of the
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Association to bring such person’s holdings up to a total of ten shares of 1957
$1.00 each; provided, however, that deductions from members’ settlements "

. ANITOBA
for the purpose of payment of the purchase price of shares shall, unless "Dsmy &
the purchasing member directs larger deductions, be limited to the following Pourrry Co-

amounts: OPERATIVE .
(1) Deductions for purchase of shares of new members shall be limited v,
to $1.00 for the first year, and $2.00 per annum thereafter until paid; - MINISTER OF
(2) Deductions for purchase of additional shares by members already gﬁm
holding one share shall be limited to $2.00 per annum until paid. —_—
Thorson P,

—_—

Moreover, it appears to have been intended that the mem-
bership should be confined as far as possible to bona fide
producers. For example, Article 4(1) provided:

The Directors shall have the general management and control of the
business of the Association and shall have power:

(a) To allot, and approve the transfer of shares in the capital stock
of the Association, but with power to refuse the allotment, or
transfer of any of the said shares to anyone other than a bona fide
producer of poultry and dairy products.

The members were not bound by contract to deliver any
products to the association but its by-laws were made bind-
ing on it and its members by subsection (3A) of section 127
of The Companies Act, which was added to it in 1947,
Statutes of Manitoba, 1947, Chapter 7. This subsection pro-
vided as follows:

The by-laws of the corporation shall bind the corporation and its
members to the same extent as if they had respectively been signed and
sealed by each member, and contained covenants on the part of each mem-

ber, his heirs, executors and administrators, to observe all the provisions of
the said by-laws, subject to the provisions of this Act.

This enactment obviated the necessity or desirability of
individual contracts between the association and its
members.

One of the association’s by-laws, Article 8A, provided for
the manner in which the surplus in the appellant’s hands at
the end of each year of its operations must be dealt with
and for the creation of a revolving fund by the association
borrowing sums of money from the members and subse-
quently repaying the borrowed amounts. While this article
was passed prior to the enactment of subsection (3A) of
section 127 of The Companies Act I assume that the subsee-
tion gives statutory binding effect to it. Article 8A provided:

(1) After payment of expenses, making proper allowance for deprecia-

tion, and after setting aside necessary reserves, the surplus arising from
the yearly business of the Association shall be credited to the members
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1957 entitled thereto in proportion to the volume of business which they have

MAN'ITOBA respectively done with the Association, with appropriate differences for the
Damy & different kinds of produce delivered by each.

Poortry Co- (2) In consideration of the Association promising to repay to each
OPER;:NE member, without interest, and as soon as monies become available for that
0. purpose in the revolving fund heretofore established by it, such sums as
MiNisTER OF the Association may borrow hereundér from year to year, each member
NATIONAL of the Association agrees to lend to the Association this year, and in each
Revenue hereaft id ¢ £ 1 to th
A year hereafter upon said terms, a sum of money equal to the amount of
Thorson P. the patronage dividends credited to him by the Association, or such part
—_— thereof as the Association may desire to borrow, and the Association is
by virtue hereof authorized to apply the said dividends of each member on
the said loan during such time as he remains a member of the Association.

(3) The Association may repay the said loans, or any part thereof, at
any time without notice or bonus.

The association’s fiscal year ended on January 31 in each
year and its annual meeting was held soon thereafter. At
each of the annual meetings held in 1948, 1949, 1950 and
1951 following soon after the close of the fiscal year in such
years the following resolution was passed: _

BE IT RESOLVED, that pursuant to provisions of Section 8-A of
the general By-laws of the Association, the surplus for the past year be
allocated and credited to the Members entitled thereto and that the
Association do borrow from the said Members a sum equal to the amount

of patronage dividends so credited to them to be repaid as soon as monies
become available for that purpose.

A description of the organization of the appellant associa-
tion and the manner in which it operated was given by Mr.
J. T. Monkhouse, its president and managing director. The
area served by the association was the Province of Mani-
toba but a few shippers from Saskatchewan used its mar-
keting facilities. The control of the association was vested
in its members who were 35,000 in number, distributed
among 70 locals divided into 7 districts. The members of
each local met at least once a year to elect a delegate or
delegates to attend the annual meeting of the association.
There were, of course, other meetings of the locals called
for the discussion of questions affecting their co-operative.
The delegates elected by the locals attended the annual
meeting of the association which was held shortly after the
end of its fiscal year. At such meeting the delegates received
reports from the management on the operation for the fiscal
year just concluded and passed a resolution pursuant to
Article 8A allocating to the credit of the individual mem-
bers the surplus in the hands of the association from such
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operation. The delegates also elected directors for the cur- Bfl
rent year, one for each of the districts. During the year the Manrrora
members were kept fully informed of the activities of the po'Z¥&

association. OFPERATIVE
L.

Mr. Monkhouse then gave a general description of the NNz oF

association’s facilities for handling its members’ produets, “Narrowar
consisting principally of poultry, eggs and cream, and of a REVENUE
member’s transaction with it. The association had 5 killing Thorson P.
plants, 41 egg stations and 9 creameries. If a farmer wished —
to deliver live poultry, that is to say, turkeys, ducks or
fowl, to the association he delivered it to one of the killing
stations. There the poultry was killed, packed and sent to
a local market or into storage for future sale either in one
of the Manitoba cities or outside. On the delivery of the
poultry the farmer received an advance payment on the
basis of a grade statement handed to him and then awaited
final payment in respect of the poultry delivered by him
during the year, knowing that the association would make
a full accounting to him at the end of the year’s operations.
If the farmer wished to dress the poultry himself he could
deliver his dressed poultry and was dealt with in the same
way as if he had delivered live poultry, the only difference
being that if he delivered live poultry he was charged with
the cost of killing and such cost was deducted from his
advance.

If a farmer delivered eggs to one of the association’s egg
stations the procedure was similar. He received an advance
payment on the basis of a grade statement of the eggs
delivered and a final payment later.

When a farmer shipped cream to one of the association’s
creameries it was graded and he received an advance pay-
ment based on its grade and butter-fat content. The
creamery then manufactured the cream into butter and
this was sold by the association for the best price obtainable.
At the end of the year a full accounting was made to the
cream shipper on the basis of his total shipments, with a
proper deduction for the cost of manufacturing the butter.

There was one creamery, namely, at Brandon, that
received milk. The shipper received an advance on the milk
delivered by him based on the price fixed by the Milk Con-
trol Board. The association pasteurized the milk, bottled it
and sold it to residents of Brandon. The final aceounting to
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E?_'{ milk shippers was based on the butter-fat content of the
Manrroea milk in the same way as if they had delivered cream. And it
Po%ﬁ‘;‘géo_ should be noted that the milk shippers were all also cream

OPiRiﬁWE shippers.

MiNTeR oF At the end of the year’s operation there was a final
NamonaL accounting by the association to its members. At the annual
RIVENUE  meeting called after the close of the fiscal year a resolution
Thorson P. was passed whereby, pursuant to Article 8A of the by-laws,

T an appropriate amount out of the year’s surplus was
credited to each member by allocating the same to him. But
the amount so allocated and credited was not then paid to
him but was loaned to the association, also pursuant to a
resolution under Article 8A, and the amount of such loan

was repaid to the member later.

Mr. Monkhouse also gave particulars of some other mat-
ters. In 1949, 1950 and 1951 the association conducted what
was called a “Turkey Pool”. This was a seasonal activity
of short duration. When the shipper delivered his poultry to
this pool he received an advance payment at the time of
the delivery and his final payment at the end of the year.

There were several activities of the association which Mr.
Monkhouse deseribed as incidental. One of these was the
operation of hog ranches. Hogs were purchased in order to
make use of the buttermilk from the creameries, which
would otherwise have had to be hauled away. The hogs were
sold and the proceeds of their sale in excess of their cost
were considered as a réduction in the cost of butter manu-
facture. Another auxiliary operation was the renting of cold
storage lockers for the use of members living near the
creameries at Dauphin and Brandon. This was a service to
such members and was rendered at cost. Another incidental
operation was that of a subsidiary called Canadian Poultry
Sales. The association had originally employed a sales
agency to sell its members’ products in markets other than
its local ones such as in Montreal, Toronto and overseas, but
in the years in question it used Canadian Poultry Sales, a
subsidiary co-operative established by it in conjunction
with the Saskatchewan Co-operative Creameries, to dispose
of its members’ products in such outside markets, The
association paid this sales agency for the service rendered
by it. It collected the amounts for which the products had
been sold and returned the net proceeds of the sales to the
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association thus rebating to it the cost of selling less 1957
expenses. The amount thus returned was a reduction in Manrrosa
expense and, consequently, entered into the association’s Po?,fﬁi%o_
surplus. Another small operation, the sale of ice cream, was OPERATIVE
carried on at one creamery only, namely, at Brandon. It was v,
dealt with in the same way as if butter, instead of ice cream, Mﬁfﬁg‘;ﬂ”
had been made and sold. Reference was also made to the Revenus
purchase of some butter from Canadian Government stores Thorson P.
but.Mr. Monkhouse explained that this had been purchased —
to meet the association’s sales commitments and any earn-
ings from the transaction had been used to reduce selling
costs and, consequently, to increase the amount of the
association’s surplus.

Mr. Monkhouse stated that any member could ship his
produce to the association and only a member could do so.
All shippers to it became members. The directors fixed the
amount of the advance payment from time to time. This
was usually less than the market price but might be equal
to it. The final payment was by way of an allocation or
credit of the appropriate part of the surplus pursuant to
Article 8A, as already described.

Mr. Monkhouse gave as an example of a transaction
between a member and the association what had happened
in his own case. He had shipped poultry, eggs and cream in
each of the years in question. On each shipment he received
an advance based on a grade statement of the produce
delivered. At the end of each year an allocation of the sur-
plus was made to him pursuant to Article 8A. And, to illus-
trate the conclusion of his transaction, he stated that the
amount allocated to his credit in respect of his deliveries in
1948 was finally all repaid to him in 1955.

Three witnesses were called for the appellant to show the
course of a transaction between a member and the associa-
tion from the delivery of the member’s produce to the
receipt of his final payment, Mr. A. McPhail, a poultry and
egg shipper, Mr. A. Guild, a poultry, egg and cream shipper,
and Mr. E. S. Jackson, the appellant’s secretary-treasurer.

I shall deal first with the evidence of Mr. McPhail. He
had been a member of the appellant association since 1926
and had shipped poultry and eggs to it. He participated in
the Turkey Pool of 1948. On December 11, 1948, he deliv-
ered poultry to the association’s local agent at Rossburn and
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received a grade statement showing the number of birds, the

Manmoea number of pounds of each and the amount to his credit,

Datry

" Pourtry Co-

together with a cheque for $34.92. He considered this to be

OPFi‘R;DTIVE a first payment on his poultry. On March 1, 1949, he

v.

MiINISTER OF
NaTroNaL

received another statement showing the grade of the poul-
try delivered by him, the number of pounds, the price, and

Ravenve the value, which came to $38.55. From this amount the
Thorson P. advance of $34.92 had been deducted leaving a balance of

$3.63 and a eash ticket for this amount was attached to the
statement. This closed his 1948 Turkey Pool transaction.

I now turn to his deliveries other than as a participant
in a Turkey Pool. For example, on July 28, 1948 he
delivered poultry to the association’s shipping point at
Brandon and received a grade statement, called a dressed
poultry produce voucher, showing number of birds, grade,
number of pounds, price and value coming to a total of
$68.37, less processing and transportation charges of $9.49,
and received a cheque for $58.88. This was a sample trans-
action. Similarly, on December 4, 1948, he delivered eggs to
the association and received a statement, called a produce
record, showing the grade of the eggs, the number of dozens,
the rate and the amount coming to a total of $5.49 and a
cheque for that amount. This was another sample trans-
action. Mr. McPhail stated that he had made other ship-
ments of poultry and eggs to the association in each of the
years in question and that when he made deliveries he
received statements from the association similar to the ones
referred to. Subsequently, he received statements showing
the amounts of the additional payments that had been
allocated to him. These are, in my opinion, important. I set
out the statement regarding his poultry shipments as
follows:

MANITOBA DAIRY & POULTRY CO-OPERATIVE LTD.
Owned and Operated By Over 30,000 Farmers—1950

A. McPhail,

Vista, Man.

Dear Member:

Your association being a co-operative finances on a revolving surplus
fund. This means that your savings are not immediately payable in cash,
but are allocated each year and then borrowed from the members to
provide the necessary finances for carrying on the business.
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At this time we are pleased to advise you that your additional payments 1957
based on the savings realized by your Association are as follows:

i ; MaNr1TOBA
Lbs. of Poultry shipped in 1947 @ 252% .....cvvvvvveninnnnnnen. $897 Damrv&
“ o« “ «“ “ 1948 @ 494% ..iiiiiiiiniiiiiiiiiaaa $18.46 PouLrry Co-
“« @ o« “ 1909 @ 1M eeerieeeeeiiiiinn § 557 OFERATIE

These will be paid out in accordance with our By-laws, subject to the MINI:’.‘[‘ER oF
approval of our members at each General Annual Meeting. On this basls = Namonar
1947 savings—less deductions for shares—must be paid in full before any REeveENUE
additional earnings for 1948, or later years, can be made. —
Thorson P.

This statement was filed as Exhibit 12. There were similar
statements regarding his additional payments in respect of
eggs, filed as Exhibits 15 and 16. Exhibits 12, 15, and 16
show the totals of the amounts of his additional payments
as follows: for 1947, $8.97 for poultry and $8.61 for eggs,
or a total of $17.58; for 1948, $18.46 for poultry and $1.43
for eggs, or a total of $19.89; and for 1949, $5.57 for poultry
and $6.98 for eggs, or a total of $12.55. On June 15, 1951,
Mr. McPhail received $4.31 on account of his $8.61 for eggs
and on September 1951 $4.49 on account of his $8.97 for
poultry. In each case he received a statement with his
cheque showing for the year ending January 31, 1948, his
share of the surplus at $8.61 for eggs and $8.97 for poul-
try. These statements were filed as Exhibits 17 and 13
respectively.

I now turn to Mr. Jackson’s evidence to show what finally
happened in Mr. McPhail’s case. He stated that there was
a list showing what produce each member had delivered.
This list was compiled by stations and he had gone through
the lists that would include Mr. McPhail’s name and veri-
fied the amounts of his deliveries of poultry and eggs. Mr.
Jackson then produced a statement, called Patronage
Dividend Record, filed as Exhibit 22. This showed the total
‘allocations to Mr. McPhail of $17.58 for 1947, $19.89 for
1948 and $12.53 for 1949. The record showed that these
amounts were all borrowed by the association and that the
amounts so borrowed were repaid later. For example, the
amount of $17.58 was repaid by $8.80 in 1951, corresponding
with the amounts of the cheques for $4.31 and $4.49 received
with the statements, Exhibits 17 and 13, and the balance of
$8.78 in 1953; the amount of $19.89 for 1948 was repaid in
1954 and the amount of $12.53 for 1948 in 1956.

The evidence of Mr. A. Guild was of a similar nature. He

shipped eream as well as poultry and eggs. With each ship-
ment he received a grade statement and a cheque for the



206 R.C.de’E. COUR DE L’ECHIQUIER DU CANADA  [1956-1960]

}_9,5_3 amount shown on it. Later, he received statements similar to
Manmosa Exhibits 12, 15 and 16 and then statements similar to
pMRY & Exhibits 13 and 17 and with them a cheque for the amount
Orsrarive of the payment shown on them. His Patronage Dividend
,T,],) " Record, filed as Exhibit 23, showed that his total allocations
Mﬁﬁg‘;ﬁ" came to $112.53 for 1947, $73.44 for 1948 and $92.14 for
Revenve 1949, The Record also showed that $2.00 was deducted for
Thomon P. Shares from the amount of $112.53 for 1947 and that the
—  balance of $110.53, all of which was loaned to the associa-
tion, was repaid to him by $57.03 in 1951 and $53.50 in

1953, that the amount of $73.44 for 1948 was repaid in 1954

and that of $92.14 for 1949 in 1956.

Mr. McPhail, whose evidence impressed me favorably,
explained that he could have delivered his produce to
organizations other than the appellant association but
made his deliveries to it because, to use his words, “we had
formed a local to handle our own products, poultry and eggs,
and we believed we could obtain a better price than we could
obtain from other organizations”. The association told its
members in advance what they were to get. In most cases
it was equal to the price quoted by competitors but in some
cases it could be less. The members expected that the
association would sell their produce to the best advantage
and anticipated that it might be shipped and sold at outside
points or stores until prices might be higher. Mr. McPhail
was familiar with Article 8A of the by-laws and it was his
understanding of the reference in it to the term ‘“the surplus
arising from the yearly business of the Association” that
the association was carrying on a business and that a sur-
plus would arise from it. In his view, the business consisted
of “the handling of our produce until it reached the con-
sumer” and he considered that a surplus would arise on the
sale of the products in various markets for a price that
would allow a surplus, meaning thereby an excess of
receipts over expenses and the advance payments that had
been made. By “our produce” Mr. McPhail meant his own
produce and that of his neighbors who were members of
the association and, while he had no contract whereby the
property in his produce continued to be his and expected
only money in return for it, he considered that the net
proceeds of its sale was his.

Mr. Guild’s evidence was essentially to the same effect
although on his cross-examination he was confused in some:
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of his statements, but I am satisfied that this confusion was ‘1351

one of terminology and not of substance. I\%xm'mg:
. AIRY
Mr. Guild was not alone in his confusion of terminology. PouLrsy Co-

It showed on the forms used by the association. But the con- Opﬁﬁm

fusion was substantially cleared away by Mr. Jackson. He , v =
stated that the amount received by a member on the deliv- Narowau
ery of his produce to the association was a first payment or RavaNve
an advance. Its amount was determined by the management Thorson P,
on a day to day basis and approximated the price paid by =~
competitors. When a member delivered his produce to the
association it did not purchase the produce from him and

Mr. Guild’s statement that it did so was erroneous. The use

of the term “purchase” to describe the association’s receipt

"of its members’ produce was erroneous and such terms as

“price” and ‘“‘value” appearing on the statement, called

dressed poultry produce voucher, were inaccurate. The term

“price” should have been read as meaning “initial payment”

or “advance”.

Then Mr. Jackson explained the so-called final payments.
The member’s entitlement to his share of the surplus was
that it was his portion of the proceeds from the sale of his
produce after deducting the expense of selling it and the
advances or first payments that had been made to him. In
* that view, there were errors in the headings used in such
statements as Exhibit 17 and 13 which Mr. McPhail
received. For example, Exhibit 13 showed certain headings,
one of which was “your share of surplus”, under which the
sum of $8.61 appeared, which, as I have stated, was Mr.
McPhail’s allotment of surplus for eggs delivered in the
year ending January 31, 1948. This statement was accurate.
The other headings were “Credit to Share Acc’t”, $4.30 and
“Patronage Dividend”, $4.31. “Credit to Share Acc’t”,
according to Mr, Jackson, was not a correct heading. It
should have been called “Balance Still to be Paid”, for that
is what it really was. I agree with this view. The amount of
$4.30 was never credited to Mr. McPhail’s share account.
The heading “Patronage Dividend” $4.31 was, likewise, not
accurate. Actually, it was part of the sum of $8.80 shown
as Exhibit 22 as a loan repayment made to Mr. McPhail in
1951. And the said sumn of $8.80 was a part repayment of
the loan of $17.58 which Mr. McPhail had made to the
association of the amount of the total allocation to his credit
out of the surplus for the year ending .January 31, 1948, for
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25_7, his deliveries of poultry and eggs during that fiscal year.
L]gﬁz;goga And the heading “Patronage Dividend Record” on Exhibits
Povrmy Co- 22 and 23 was not an accurate one. It should have been
OPELRATIVE simply “Credit Record” or something of that sort for what
».  the statement recorded was the amount of the allocation
Mﬁ;’igﬁg" out of surplus and what was done with it, such as allocation
Revenve in payment of shares and allocation to loan account, and
Thorson P. then the statement recorded the repayments of the loans
—  and the balance of loans remaining unpaid. This closes the

statement of the facts.

I now come to the conclusion to be drawn from the facts.
Counsel for the appellant relied strongly on the decision of
this Court in The Horse Co-Operative Marketing Associa-
tion Limited v. Minister of National Revenue'. But before
I deal with its applicability I should refer to counsel for the
respondent’s admission regarding the appellant association’s
Turkey Pool operations and his argument in support of the
assessments.

During the course of the hearing he stated that the
amounts of the final payments made to members in respect
of the Turkey Pools operated in 1949, 1950 and 1951 were
not taxable income to the appellant association and that it
had been improperly assessed in respect of them. I agree. It
follows that to the extent that such amounts were included
in the assessments the appeals against them must be
allowed. Here I must say that I do not see any fundamental
difference between the association’s Turkey Pool operations
and its ordinary ones. The only difference appears to have
been that a member who participated in a Turkey Pool
received his final payment at the end of the appellant’s
fiscal year instead of lending it to the association and wait-
ing for the repayment of the loan.

I now set out counsel for the respondent’s argument in
support of the assessments, as I understood it to be. He
confined it to his interpretation of the meaning and effect
of subsection (3A) of section 127 of The Companies Act
and Article 8A(1) of the appellant association’s by-laws.
His submission was that the members of the association
contemplated that it would carry on a business from which
a surplus would arise and that such surplus as had arisen

- had been earned by it from its business and belonged to it.

1[1956] Ex. CR. 393..
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This was not a case, so the argument went, where the 1957

association was required to account to its members for the Manirosa
portion of the surplus that belonged to them but rather one Pw;};‘;‘;“éo‘
where they contracted for a portion of such surplus after Orerarve
it had been earned by the association and it was urged that v,
what was to happen to it after it had been earned could not Mﬁﬁ?gﬁ:"
alter the fact that since it had been earned by the associa- Revenuvr
tion from its business it belonged to it and was taxable TyomonP.
income in its hands. It was also submitted that this case @ —
differed from the Horse Co-Operative case (supra) in that

there was no by-law in this case similar to By-law No. 15

in that case, but that, on the contrary, Article 8A of the

by-laws of the appellant association was quite different from

By-law No. 15 in the case referred to.

I am unable to accept counsel’s submissions in support of
the assessments and have come to the conclusion that this
case is not, in reality, essentially different in principle from
the Horse Co-Operative case (supra). There are several rea-
sons for this conclusion.

It is, T think, clear that the appellant association was a
true co-operative within the meaning of section 125 of The
Companies Act which provided:

125. A corporation hereafter incorporated shall be deemed to be
operated on a co-operative bagis, if provision is made in its letters patent
or by-laws,

(a) that no member have more than one vote;

(b) that no member, other than a corporation member, vote by
proxy; and

(¢) that the surplus funds arising from the business be distributed
wholly or in part among the members or amongst members and
patrons, in proportion to the volume of business which they have
done with or through the corporation.

I am also of the view that Article 8A of the appellant
association’s by-laws was within the ambit of section 138(1)
of The Companies Act which provided:

138. (1) A corporation may, subject to its letters patent and memoran-
dum of agreement, enter into any contract or arrangement with its mem-
bers or patrons for or incidental to dealing with commodities of the kinds
the corporation may lawfully deal in and for carrying out the objects and
purposes of the corporation, and may advance money to its members or
patrons as part payment for commodities delivered or agreed to be deliv-
ered to it.

and that the appellant association operated under this see-

tion rather than under section 139.
50726—14
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It is essential in a case such as this that regard should be .

Mmrrom had to the substance of the transaction under consideration

Damry &

PourtrY Co-

rather than its form: vide Inland Revenue Commissioners

Orzratve o, Eccentric Club Ltd.. Thus, it is the true nature of the

v.

transactions between the members and the appellant as-

MINISTER OF goy0intion that falls to be determined.

NarioNAL
RevENUB

As 1 see it, it would be contrary to the fact to say that

Thorson P. when the members delivered their produce to the association

they sold it for the amount received by them on their
delivery of it. They did not. The evidence is conclusive to
that effect. The members delivered their produce to the
association to be marketed by it for them. That was the
reason for the association’s existence. It had been formed
so that the members could co-operate with one another
through it in the marketing of their produce, and the fact
is that they did market their produce through it. That it
was intended that they should do so appears clearly from
the provision in Article 11(2)(a) of the by-laws that
“Membership in the Association shall be extended to all
persons who market agricultural products through the
Association”. Membership in the association implied of
necessity marketing through it. The evidence of Mr.
MecPhail is to the same effect. Conversely, and notwith-
standing the terms used in some of the documents referred
to, the association did not purchase its members’ produce
from them. It was not a trading corporation, in the ordinary
sense of the term, engaged in the buying and selling of
poultry, eggs, and dairy products for its own profit. If it had
been its members would have been entitled to participate
in such profit by receiving dividends in their capacity as
shareholders. But their rights to an appropriate portion of
the association’s surplus did not depend on their sharehold-
ings. That had nothing to do with the matter. The fact is
that the appellant association was a co-operative marketing
association for the marketing of its members’ produce, and
when it earned a surplus from its business of handling its
members’ produce for them it did not earn it for itself, but
for them. In my opinion, it is clear beyond dispute that
the appellant association was not engaged in “an operation
of business in carrying out a scheme for profit making” for
itself, within the meaning of the test laid down by Lord

1[1924] 1 X.B. 390 at 414.
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Justice Clerk Macdonald in Californian Copper Syndicate 1_9f_7,
v. Harris*. On that ground alone it would not be subject to l\%mnog:

tax on its surplus. Pourtey Co-
. . OpEraTIVE
Nor can it be said that the members were entitled to their — L.

appropriate portion of the appellant’s surplus as patronage y; = =
dividends. Their dealings with the association were in their Naronaw
capacity as members acting co-operatively through it as “oen°"
their marketing agent and not in that of patrons doing busi- ThorsonP.
ness with it. I make this statement without hesitation and
notwithstanding the use of the term patronage dividend in

article 8A(2) of the by-laws and Exhibits 13, 17, 22 and 23.

The term was misdescriptive and its use erroneous.

The fact of the matter is that when the members delivered
their produce to the association they did so in order that
it should market their produce for them and on their behalf.
It was their marketing agency and the means whereby, in
their opinion, they would be able, by co-operation with one
another through it, to obtain more for their produce than
if they sold it to an outside organization. And when the
association received the produce from its members and sold
it it did so as the members’ marketing agent and held the
net proceeds from the sale of the produce in that capacity.

Moreover, I find, as I did in the Horse Co-Operative case
(supra), that while it may be conceded that the appellant
association had earned the surplus referred to it did not
own it. The surplus did not have the quality of income to
the appellant that was essential to its being taxable income
in its hands, within the meaning of the test used by Mr.
Justice Brandeis in delivering the judgment of the Supreme
Court of the United States in Brown v. H elvering®, to which
I referred in the Horse Co-Operative case (supra). The
appellant’s right to the surplus was not absolute and it was
not free to dispose of it or to use or enjoy it. In view of
the Article 8A of the by-laws there was only one thing that
could be done with it. It had to be credited to the members
in the manner specified by the article and the association
had no option in the matter. Article 8A is confirmatory of
the fact that the appellant did not own the surplus but
held it for its members and on their behalf.

1(1904) 5 T.C. 159 at 165. 2 (1934) 291 US. 193.

50726—143
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351 In the- alternative, as in the Horse Co-Operative case
%ﬁg(@s (supra), if it should be considered that th.e member’s
Pourmey Co- delivery of his produce to the association constituted a sale
OPERAIVE ot it by him to it it is manifest that it was a condition of

v such sale that the amount paid on the delivery of the

MINISTER OF
Namonat produce was only a first payment on account and that the
RevexvE balance was to be paid after the close of the year’s opera-
Thorson P: 41,18, as specified in Article 8A. In that view of the trans-
action between the members and the association the
amounts credited to the members pursuant to Article 8A
would be part of the cost of the produce to the appellant
association and there would not be anything left to con-

stitute profit to it or taxable income in its hands.

Only one other matter requires comment. It was in-
timated to the appellant association that it might be subject
to income tax on its surplus and it set aside a portion of it
as a contingency reserve to pay it and paid it under protest
on the understanding that if it should be held that it is not
subject to tax the amount paid will be refunded to it and
the amount so refunded will be credited to the members
pursuant to Article 8A of the by-laws in the same manner
as the rest of the surplus.

It follows from what I have said that the appeal from the
decision of the Income Tax Appeal Board and the appeals
from the assessments must be allowed and the assessments
set aside. The appellant is also entitled to costs to be taxed
in the usual way. ‘ =

Judgment accordingly.
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. 1956
BeTWEEN: - —

Sept. 17-21,
JOSEPH MURRAY RIDDELL ........... PrAINTIFF; 02‘;1,;_2{3_’2

AND 1957

——

PATRICK HARRISON & COMPANY | Dee. 20
. DEFENDANT. -
LIMITED ..........ccviiiiia..

Patents—The Patent Act, 1936, 8. of C. 1935, c. 32, ss. 2(d), 36(1), 47—
Invention defined in claims to be considered—Presumption of validity
of patent—Omnus of proof of invalidity not easy to discharge—Unitary
and simple result essential to validily of invention of combination—
Obuvious use of elements of combination not proof of obviousness of
combination—Variation in elements of apparatus not a defence to
charge of infringement if substance of invention taken—Ambit of
claims dependent on language used—Onus of proof of infringement on
plaintiff—Claim for invention tnvalid unless invention described in
specification—Foreign patent not admissible to interpret validity of
claim in Canadian patent.

The plaintiff sued for infringement of his patent No. 423375 for “Shaft
Sinking Apparatus”, called the Riddell Mucker, which had for its
object the performance by mechanical means instead of by hand of
the “mucking” operation in mine shaft sinking, meaning thereby the
removal of the loose rock or other material at the bottom of a mine
shaft, called “muck”, resulting from a blasting operation done in the
course of sinking the shaft. The defendant attacked the claims for lack
of novelty and inventiveness and denied infringement.

Held: That the Riddell Mucker was very useful. Its advent marked a
great advance in mine shaft sinking, not only in time saved but. also
in the number of men required.

2. That the Riddell Mucker met with marked commercial success.

3. That- what has to be considered in a patent case is the invention as
described in the specification and defined in the claims rather than
that described in the evidence.

4. That there is & statutory presumption of the validity of a patent under
gection 47 of The Patent Act, that the onus of proving its validity is
on the defendant, that where there has been a substantial and useful
advance over the prior art, ag in the present case, the Court should
not make the onus of showing the invalidity of the patent an easy
one to discharge and that the defendant has not discharged it.

5. That the fact that the component parts of an apparatus were old is
irrelevant in the case of the invention of a combination if the com-
bination itself is new.

6. That it is essential to the validity of a patent for a combination inven-
tion that the combination should lead to & unitary and simple result,
that the unitary and simple result of the plaintiff’s invention was the
more expeditious and economic sinking of a mine shaft and that this
was not attributable to any of the elements but flowed from the
combination.



214 RC.del’E. COUR DE I’ECHIQUIER DU CANADA  [1956-19601

1957 7. That prior to the date of the plaintiff’s invention no one had conceived

——
RinpELL

PaTRICK

or formulated the idea of the combination of elements for use at the
bottom of a mine shaft which the plaintiff had devised, described and
claimed.

HARRISON & § That the fact that the use of some of the elements of the combination

CoMPANY
LiMITED

may have been obvious does not warrant the conclusion that the
combination was an obvious workshop improvement. The question is
not whether the use of any particular element was obvious but
whether the use of the combination was obvious.

9. That if the plaintif’s combination was obvious an apparatus for mechan-

10.

11

ized mucking would have been developed long before the plaintiff’s
apparatus was devised, that its'success in solving the problem that
mucking by hand presented after many attempts to solve it had not
succeeded, and in solving the difficult problems involved in devising a
mucking machine that could effectively and safely be used at the
bottom of a mine shaft is a strong indication that it was not a mere
workshop improvement over the prior art and that there was inventive-
ness in it.

That even if the defendant’s apparatus did have some advantages over
the plaintiff’s that fact does not free the defendant from liability for
infringement if, apart from such advantages, it took the plaintiff’s
invention. The basic issue is whether the defendant, “dealing with what
he is doing as a matter of substance, is taking the invention claimed
by the patent”. Nobel's Ezplosive Company, Limited v. Anderson
(1894) 11 R.P.C. 115 at 127 applied.

That -a patent is not to be defeated because subsequent inventions
improved the patented article or because of such improvements prac-
tically no articles were made in accordance with the specification or
because of variations in details that do not affect the substance of the

. invention.

12,

13.

14.

15.

16.

That there was no reason why a witness for the defendant should not
be permitted to say that he could not see in the defendant’s appa.ratus
certain of the features specified in claims in suit.

That there was no real difference between the defendant’s apparatus
and the plaintiff’s, that all the integers of the plaintiff’s combination
were present in the defendant’s apparatus, either exactly or with varia-
tions of insignificant importance, that in each case the integers were
combined in the same way, that the variations in some of the integers
in the defendant’s apparatus did not effect any change in its unitary
result over that which flowed from the use of the plaintiff’s apparatus
and that the combination of integers that made up the defendant’s
apparatus was essentially the same as that which the plaintiff invented.

That the plaintiff was entitled to define his invention in the claims in
such a way as to protect himself in the enjoyment of the monopoly of
his invention, that he was the master of his claims, within the breadth
of his invention, and entitled to draft them “in words wide enough to
secure the protection desired” and that “the precise ambit of the claim
must depend on the language used”.

That the onus of proving infringement was on the plaintiff and that he
has discharged it.

That it is 2 basic rule of patent law that an invention cannot be validly
claimed unless it has been described in the specification in the manner
required by law and that this requirement was not complied with so
far as claim 11, a method or process claim, was concerned.
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17. That it is not permissible to interpret the validity of a claim in a

Canadian patent by resort to a patent issued in another counfry
where the law and practice may not be the same as in Canada.

18. That the plaintiff’s action, except as to claim 11, should be allowed.
ACTION for infringement of patent.

The trial was held before the President of the Court at
Ottawa.

G. E. Maybee, Q.C., and W. L. Hayhurst for plaintiff.
Cuthbert A. Scott, Q.C., and John Aylen for defendant.

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

Tae PreEsDENT now (December 20, 1957) delivered the
following judgment:

These two actions are for infringement of Letters Patent
423,375, dated October 24, 1944, and issued to the plaintiff,

the inventor of the invention covered by it. The second.

action was brought because of an alleged infringement
subsequent to the date of commencement of the first one
-and the two actions were tried together. The plaintiff seeks
damages and an injunction.

The defendant alleges that the Letters Patent are invalid
for the reasons set forth in the particulars of objections and
it denies infringement. The attacks on the patent, to which
I shall refer in greater detail later, are, basically, the usual
ones of lack of novelty and inventiveness. There are thus
two issues for determination, the first being whether the
invention described and claimed was patentable and the
second whether the defendant infringed the plaintiff’s rights.

In the specification the plaintiff’s invention is entitled
“Shaft Sinking Apparatus” and is said to relate “to appara-
tus for mucking while sinking mine shafts and particularly
to operator-controlled, power-operated mucking machine for
enabling rapid and economical excavation of the blasted
material at the bottom of mine shafts during the shaft
sinking operations”. Its object was to perform the mucking
operation in mine shaft sinking by mechanical means
instead of by hand. “Mucking” is a technical term mean-
ing, in effect, the removal of the loose rock or other material
at the bottom of a mine shaft resulting from a blasting
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operation done in the course of sinking the shaft. Thus, the
apparatus was called a mucking machine and was known as
the Riddell Mucker.

~ Before proceeding to -consideration of the invention I

Lmvrmep - should set out the state of the prior art. Evidence of this
Thorson P. @0d of the attempts to solve the problem involved was

given by the plaintiff who is the Professor of Mining
Engineering at the Michigan College of Mining and Tech-
nology at Houghton in Michigan. Prior to his appointment
he had a long practical experience in mining and mine shaft
sinking,. , _ , ‘

In this case we are concerned with vertical mine shafts
of rectangular shape of the type known as hang shafts. As
such a shaft is sunk it is necessary to construct a shaft
frame. This serves two purposes, namely, one to prevent the
walls of the shaft from caving in and the other to enable
the shaft sinking operations to be earried on. The frame is
built in sections as the shaft is deepened, each section being
called a permanent set. The first set is suspended from a
bearer set consisting of horizontal members, called bearers,
inserted into the rock walls of the shaft. From time to time
as the shaft is deepened similar bearers are inserted into
the walls. This is what is meant by the term “hang shaft”.
The permanent sets are hung from the bearer sets which
carry. the weight of the sets suspended from them. Each
permanent set has three compartments, one for use for the
various services, such as ladder way, pipe way, electrical
power cables and signal wires and other equipment, and the
other two for handling the shaft men and the blasted
material. The members that divide the set into the three
compartments are called dividers. Each permanent set is
connected with the one immediately above it by vertical
members, known as studdles or posts, their nature and
manner of connection depending on whether the shaft frame
structure is of steel or of timber. As the frame is constructed
it is necessary to use blocking between it and the walls of
the shaft to keep the frame in plumb alignment.

Here I should describe the steps taken in a shaft sinking
cycle where the mucking was done by hand. There were
four operations. Firstly, holes were drilled into the bottom
of the shaft according to a planned pattern of drilling, either
benching or full eut. Then the holes were charged with
explosives and the explosives detonated. This blasting broke
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up the rock or other material, the blasted material being
described as ‘“muck”. Then the mucking operation took
place or, before it did so, a permanent set was added to the
sets already in place. The materials for the set were lowered
through one of the compartments and the set was con-
structed underground and connected with the one imme-
diately above it. Finally, the mucking operation took place.
This was done by hand by the shaft men working at the
"bottom of the shaft. They shovelled the blasted material
into a large muck bucket. When it was filled it was hoisted
to the surface by a cable operated from a hoist at the surface
and emptied there. If there was a single drum hoist two
buckets were used, a full one going up and an empty one
down, but a double drum hoist might be used in which case
there would be three buckets in the circuit, a full one going
up, an empty one at the bottom ready to be filled and an
empty one going down. The mucking operation continued
until all the blasted material was removed and the bottom
made ready for another shaft sinking cycle.

The hand mucking operation was done under difficult
and time consuming conditions due to the fact that the
shaft men had to shovel through loose rock without having
a solid and even bottom from which to shovel and had to
work in restricted quarters. As a consequence, the sinking
of mine shafts was a slow and expensive operation. The
specification states that 40% to 60% of the time spent in
the conventional method of sinking mine shafts was used
in shovelling the loose blasted rock and hoisting it to the
surface. In the statement of defence it is alleged that this
statement is misleading and inaccurate but Professor
Riddell confirmed its accuracy. Moreover, it is supported
by Peele’s Mining Engineers Handbook, Third Edition,
1941, a treatise generally accepted as a reference work by
mining engineers. I am satisfied that the statement is true
and I so find.

Prior to the invention several attempts had been made
to devise mechanical means to facilitate the removal of
blasted material from the bottom of a mine shaft. Profes-
sor Riddell gave particulars of these attempts in a compila-
tion filed as Exhibit P-16. These included a device, called
a sackborer, for excavating soft or unconsolidated material,
which is not now in use, an orange-peel excavating bucket
operated from a crane on the surface for use in a drop shaft,
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with which we are not here concerned, and a device for use
when the drilling was done by benching instead of by full
cut and the muck was thrown up in a slope against one
wall so that it could be scraped or rolled into. a muck bucket
reclining on the slope. Then he described what was called
the Butte method of shaft-sinking. This consisted of hand
mucking into loading trays or pans, hoisting them and
dumping their contents into a car mounted on a cage. This
required a specially designed cage. Later, there was a
modification of the Butte method whereby the loaded trays
or pans were dumped into a skip which was hoisted to the
surface. But while the Butte method eliminated some of the
hard work of hand mucking there was a substantial amount
of hand mucking still to be done. There was also another
method whereby a mechanically operated seraper was used
to gather up the muck, go up a slide and dump the con-
tents into a muck bucket. In addition, there were several
mechanisms in the forms of shovels for excavating hori-
zontal openings underground and loading the contents into
a car but they were not used in vertical shafts, except in
the case of the Butler Shovel which could be used in a large
shaft and the Eimco Rocker Shovel which could remove
some of the broken rock. Likewise, clam shell and orange-
peel buckets were not successful in vertical shafts. Thus,
while some progress had been made in solving the problems
of hand mucking it was not until the Riddell Mucker was
devised that mucking was really mechanized. I should add
that there are cases where mucking is still done by hand
and I may also say that the Butte method and the scraper
method have gone into the discard.

Professor Riddell then gave an account of how he came
to make his invention. In the summer of 1941 he was
engaged in sinking two mine shafts at Barberton in Ohio.
He was then the manager of the mining division of a com-
pany that had the contract for sinking the shafts. He had
recently gained knowledge of the operation of a single-line
clam shell excavating bucket, commonly called simply a
clam shell, and conceived the idea that it might be used for
mucking. He made an arrangement to have one sent to him
for trial purposes and experimented with it by lowering it
into the mine shaft and operating it from one of the drums
of the main hoist at the surface. He found that there was
sufficient room at the bottom of the shaft to swing the clam
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shell over the muck bucket and empty it but it was not
possible when it was being opened to control the discharge
of its load into the muck bucket. The experiment was not
successful. Professor Riddell then sent for a two-line clam

shell bucket, one line being a holding line to enable the.

clam shell to be raised or lowered and the other a digging

line enabling it to be closed or opened. This was lowered . .

into the shaft and operated from the main hoist at the
surface in the same way as the previous one. Its use was
found satisfactory for it was possible to control the closing
and opening of the clam shell. This was the first stage in
the experiment.

Then Professor Riddell considered that the clam shell
might be operated from a track frame with a carriage on it
on which hoists to operate the clam shell and a propelling
motor to move the carriage could be mounted. Drawings for
such a structure were made on October 29, 1941, and an
apparatus in accordance with them was built. The first
apparatus had a one-wheel drive for the moving of the car-
riage but it was found that this was not satisfactory and
revised drawings to provide for a two-wheel drive were made
on November 26, 1941. The apparatus according to these
drawings was assembled on the surface by mounting it on
two wooden horses, like trestles, about twenty feet high and
the clam shell was suspended from the carriage by cables
connected with the two hoists on it. A quantity of muck
was dumped on the ground and the experiment of how it
could be disposed of proceeded. The structure was left there
for about two and a half months so that the men who were
to work with it could be instructed in its use. This might
be called the second stage in the experiment.

Professor Riddell then set out some of the problems that
had faced him. He was anxious to design an apparatus that
would be safe and there was the problem of selecting the
proper equipment. He realized that it was possible to make
a combination of blasting set and track frame by sacrificing
certain features of a blasting set. He defined a blasting set
as a structure that is hung beneath the latest placed per-
manent set in a shaft with a three-fold purpose, namely,
to absorb part of the shock of a blasting operation, to accord
a partial shielding of the men working at the bottom of the
shaft from material falling from above, and to serve as a
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staging from which to work when constructing an addi-
tional permanent set. Some of the features of the blasting
set were incorporated into his apparatus by placing the

HarrisoN & track frame on the peripheral members of a blasting set, or

CoMPANY

Livrmep by putting them under it, but other features, namely, the
Thorson P. partitioning members, had to be eliminated for it was

necessary to keep the track frame open for proper operation
of the clam shell. The elimination of the partitioning mem-
bers ordinarily in a blasting set made it necessary to put
sufficient strength into the peripheral members to withstand
the impact of the blasting. It was also necessary to take
steps to protect the carriage. Consequently, it had to be
strong and rigid. And it was conceived that the bottom of
the carriage could be protected by hoisting the clam shell
to its highest position and locking or chaining it in place
immediately below it. It was, of course, also necessary to
make the dimensions of the carriage such as to permit the
free passage of the muck buckets through the compartments
designed for them. There were also other problems, such as
designing something that could be easily moved as desired,
and perforating the bottom of the carriage so that the opera-
tors, two at first and later only one, could see what was
happening at the bottom of the shaft. And consideration
had to be given to matters of economy of cost and
maintenance.

When the time came for -taking the apparatus under
ground the superintendent who was working under Profes-
sor Riddell declared that as soon as it was put underground
he would leave the work because he considered it an unsafe
piece of mechanism and two of the miners made a similar
declaration. There were also some other difficulties with the
other men but Professor Riddell was able to answer them
saying that he would live on the job himself for 48 hours
and that if it did not perform safely or efficiently he would
have it taken out. When the apparatus was taken under-
ground on February 21, 1942, the superintendent and the
two miners left the job. About half the working force was
neutral about the device and the others were opposed to it.
But after 48 hours the men were all in favor of it. Professor
Riddell then filed his application for a United States Patent
on July 30, 1942, and his application for the Canadian one
on June 3, 1943, and the Canadian patent was issued, as
already stated, on October 24, 1944,
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The evidence is conclusive that the Riddell Mucker was
very useful. Its advent marked a great advance in mine
shaft sinking, not only in time saved but also in reduction
of the number of men required. In the specification it was
stated, “As a result of the improved shaft sinking arrange-
ments, there is a time saving of 25% to 75% of the time
involved in mucking the loose blasted rock as compared
with usual hand methods, and this may be accomplished
with 50% to 75% less labor”. It was alleged in the state-
ment of defence that this statement was misleading and
inaccurate but Professor Riddell stated that it was correct
and his evidence on this point was not contradicted. It is
substantiated by what happened at Barberton. Professor
Riddell had introduced his mucking machine into the No. 2
shaft there at about the midpoint in sinking it. At the same
time the No. 1 shaft was being sunk with hand mucking.
A progress record for the sinking of the two shafts was
kept and the details are set out in a paper filed as part of
Exhibit P-18. It is not necessary to set out the details of
the record, it being sufficient to point out that the advance
per day in sinking No. 2 shaft after the Riddell Mucker was
introduced was 8.33 feet, whereas the corresponding advance
in sinking No. 1 shaft by hand mucking was 6.80 feet. And
it is also noteworthy that, aside from the time saved in
mucking, there was also an appreciable decrease in the
time of the other tasks, such as drilling, loading and smoke
delay, and steel shaft installation. In his paper Professor
Riddell said that it appeared reasonable to conclude that
the greater part of these time savings were attributable to
the conservation of the physical reserve of the underground
crew by the elimination of hand mucking. Later, in a study
filed as Exhibit 39, Professor Riddell estimated that the
saving in cost as between mechanized mucking by his
apparatus and hand mucking was between 57 and 61 per
cent or, to put it in dollars, between $31.45 and $37.92 per
foot. I find that the statement in the specification to which
I have referred is substantiated.

There was also the evidence of Mr. H. Gustafson relating
to the use of the Riddell Mucker in sinking a shaft at
Ironton in Michigan, in 1946. Mr. Gustafson had been the
engineer in charge of the operation. The shaft had been
partly sunk by hand mucking into a loading tray which
was hoisted into a skip, which I have referred to previously
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as the Butte shaft sinking method. Then it was decided to
deepen the shaft and use the Riddell Mucker. Detailed
records were kept of the entire operation, showing the times
for drilling, charging, smoke delay, other delays, mucking,
installing steel and total time both in hours and in man
hours. This record was filed as Exhibit P-27. It was possible
from this record to compare the results of the hand muck-
ing with those of the Riddell Mucker in the same shaft and
under the same conditions. The comparative: results were
filed as Exhibit 28. As in the case of the record at Barberton
it is not necessary to set out the details of the comparison.
The increase in the rate of progress of the mucking by the
Riddell Mucker over the hand mucking was 24.57% and the
decrease in shaft labor man hours was 50 to 52%. The over-
all increase in the rate of progress for all operations was
13.67% and the decrease in shaft labor in man hours 43 to
25%. It should, perhaps, be stated that at Ironton the
Riddell Mucker was not in precisely the same form as at
Barberton. There was a difference in the construction of
the car or carriage. The base or platform was not underslung
below the rails but was above them and the carriage was
more readily removable. Otherwise, there was no difference,
the combination being essentially the same.

Moreover, the evidence establishes that in addition to
being useful, and no doubt because of its usefulness, the
Riddell Mucker has met with marked commercial success.
It has been widely licensed in the United States under the
plaintiff’s United States patent and in Canada under its
Canadian one. A list of licensees was filed as Exhibit P-24
and a graph showing a steady increase in the number of
licenses as Exhibit P-25. In addition, it has been widely
used in other countries where there is no patent coverage,
namely, Mexico, Chile, Cuba, Belgium, Yugoslavia, Spain,
Australia and South Africa. The comment in the profes-
sional and trade journals, compiled and filed as Exhibit
P-18, has been laudatory of the machine and method. For
example, in the February, 1943, edition of Mining and
Metallurgy, the official organ of the American Institute of
Mining and Metallurgical Engineers, an article by J. A.
Carpenter spoke of the machine as giving excellent promise.
Then in the February, 1951, issue of the Engineering and
Mining Journal A. H. Hubbell, in an article in the nature
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of an annual review, said: “The Riddell shaft mucker con-
tinues to be the most popular means of mucking vertical
shafts mechanically. It has served in sinking more than
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sinking costs and increased the sinking rate”. And in the o0 p.

February, 1953, issue of the same journal the same author
said: “Mucking, always mean when dore by hand, is at
its meanest in shaft bottoms. Mechanization of shaft muck-
ing is one of the outstanding achievements in mining. The
number of devices for this purpose have multiplied”. And
the author went on to say: “for mucking vertical shafts the
Riddell shaft mucker continues to hold a substantial lead.
It has seen service in practically all the important mining
districts in the U.S. New Mexico has had 12 installations,
Canada 8, Mexico, Europe, Africa and South America 10,
collectively”. - And in the mid-March, 1955, issue of the
Engineering and Mining Journal, an article by Roger Pierce,
under the heading “Shaft-sinking Equipment” stated: “Rid-
dell’s patented mucker for vertical shafts is an accepted
standard. This unit . . . has eliminated much of the labor
involved in shaft mucking”. While these extracts from jour-
nals are not proof of the facts stated I allowed evidence of
them to be given as indications of the reaction of the pro-
fession to the machine and its work and the general accept-
ance of it. Moreover, I have no doubt that the statements
in the articles could have been proved. It should, however,
be pointed out that the commereial success of the plaintiff’s
invention was achieved by the Riddell Mucker in forms
that were variations of the apparatus specifically deseribed
in the specification and illustrated by the accompanying
drawings. I shall deal with this matter in greater detail
later. '

After the plaintiff had made his invention there were
several other attempts to devise satisfactory mucking
machines. Several of these were tried out and later discarded
in favor of the Riddell Mucker. But there were some other
machines that were suceessful, such as the Bucyrus Erie
Hydromucker and the Cryderman Shaft Mucker, so that it
cannot be said that the Riddell Mucker occupies the whole
field. Moreover, many of the large Canadian mines do not
use it. But, while that is so, Professor Riddell made the
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statement that up to the time of the action his apparatus
had handled more cubic yards of material in Canada than
all the other mechanical muckers combined. I see no reason

Hamnison & for not accepting his statement.

ComMpANY
LimrTeD

In the course of his evidence Professor Riddell described

Thorson B, the manner in which his apparatus was used. During the

blasting operation the frame with the carriage on it was
connected with the lowermost permanent set with the clam
shell hoisted up and locked or chained immediately under
the carriage in the manner already described. In order to
accommodate the apparatus, when it was in that position,
it was necessary either to take out the dividers in the per-
manent set above it or to leave them out until after the next
lowest permanent set was put in place. After the blasting
had been done and the smoke fumes had been cleared away
care was taken to clear all loose rocks from the timbers so
that they would not fall on the shaft men when they were
working. When that had been done the frame was lowered
to its desired position by the various devices used for the
purpose. Then the necessary material for the construction
of another permanent set was brought down and it was built
and attached to the one above it, the dividers in it being
either put in or put back if they had been previously
removed. When the permanent set had been put in place,
usually without the dividers, the apparatus was then
lowered and temporarily attached to the bottom of it and
preparations were made for the mucking operation. The car-
riage was manned, the necessary connections were made to
the motor and the hoists on the carriage, the clam shell was
unlatched and lowered to the bottom, an empty muck
bucket was also lowered, the shaft men went down to- the
bottom and the mucking began. The operator on the car-
riage controlled the clam shell. When it had seooped up a
load it was hoisted and moved so that it was above the muck
bucket. It was then tripped open by one of the shaft men.
This operation was repeated until the muck bucket was full.
It was then connected with the hoist cable which had been
disconnected from an empty bucket and hoisted up ‘to the
surface and emptied there. The operator of the carriage
could see what was happening below him and by moving
the carriage as desired could lower the clam shell as required.
There were also tag lines on the clam shell by which the
shaft men could pull the clam shell over near the corners
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and sides. When all the muck was removed the bottom of
the shaft was again ready for another drilling and blasting.

While Professor Riddell gave an account of how he eame
to make his invention and gave a general description of the
manner of its operation it must constantly be kept in mind
that what has to be considered in a patent case is the inven-
tion as described in the specification and defined in' the
claims rather than that described in the evidence. I, there-
fore, now turn to the specification. It is, I think, desirable
in this case to refer in detail to the description of the inven-
tion substantially as it appears in the specification. By rea-
son of the fact that I do not add the figures in the drawings
to these reasons I have omitted the identifying numerals
that appear in the specification. I have already referred to
the fact that in it the invention is entitled “Shaft Sinking
Apparatus” and that it “related to apparatus for mucking
while sinking mine shafts and particularly to operator-
controlled, power-operated mucking machine for enabling
rapid and economical excavation of the blasted material at
the bottom of mine shafts during the shaft sinking opera-
tions”. It is also stated that it is an object of the invention
to- provide improved shaft sinking equipment capable of
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substantial decreases in the time and labor costs of shaft. -

sinking and the provision of a simplified equipment which
may easily be built at low cost from readily available mate-
rials. The invention with which we are concerned in this
action is an apparatus for use down in a rectangular mine
shaft and is illustrated in Figures 2, 3, 4 and 5 of the draw-
ings accompanying the specification. Its construction and
operation are clearly and fully described. It is a combina-
tion of parts enumerated briefly as follows, namely; & tem-
porary set forming a trackway, a car serving as a platform
on wheels running on the tracks, a propulsion motor on the
car for moving it from one end of the shaft to the other,
hoist mechanism on the platform for operating an excavat-
ing bucket suspended from it, and an excavating bucket for
picking up the blasted material at the bottom of the shaft
and dumping it into a muck bucket.

- After describing how the permanent sets are fastened to
each other by short vertical studdles, which are fastened to
the sets by riveting, welding or bolting to splice bars, and
sets, the method of fastening being dependent upon the

50726—15
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351 material used and the apparatus available and after describ-
Rooeu.  ing the four steps in a shaft sinking cycle where the muck-
Pamicz 1N is done by hand the specification states that the removal

%Ag;lsggy& of the blasted rock is accomplished by the invented mucking
Lo Machine and then proceeds to describe the composition and
Thorson P operation of the invention. This, of course, involves a
orson P. .. . . .
——  description of each element of the combination and how it
cooperates with the other elements to accomplish the
unitary result of the combination. Firstly, a temporary set
is positioned below the lowest permanent set. This may be
composed of standard railroad rail sections. The side frames
and end frames are fastened together in any suitable man-
ner as, for example, by welding or bolting and may be
stiffened by channel irons if desired. Shapes other than rail-
road rail sections may be utilized for the purpose but rail
shapes may usually be obtained locally at low cost and their
use is recommended. Then the specification describes the
manner in which the temporary set is operated. It is
arranged to be supported from the permanent set above it,
by temporary studdles at each of the corners of the tem-
porary sets. The studdles are conveniently made in angle
iron shapes and are provided with holes at the upper end
for temporarily bolting them to the splice bars. In addi-
tion, there are hoisting devices which may be differential
chain blocks positioned at the corners or ends of the tem-
porary set. These hoists are connected at their upper ends
to the permanent studdles or to the permanent sets and at
the lower end to the temporary set or temporary studdles.
When it is desired to lower the temporary set the tem-
porary bolts between the temporary studdles and the splice
bars are removed and the hoists are lowered so as to pro-
vide space below the lowermost permanent set for another
permanent set, which thereupon becomes the lowermost
one. Thereupon, the temporary set is again supported by
temporarily bolting the temporary studdles and the splice
bars. If desired, the main hoisting cable may be attached
temporarily to the set to allow lowering to a new level.

There are other particulars regarding the temporary set.
It may, if desired, be made slightly smaller than the per-
manent set so as to be capable of being lifted in the level
position upwardly within the confines of the permanent set.
If desired, also, the temporary set may be suspended at the
corners by cables or chains attached to the permanent sets
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above or the cables may be run to the surface. Furthermore,
the corner cables may operate as a hoist for withdrawing
the temporary set to a considerable elevation above the
bottom, as during severe blasting, or for removal at the end
of the operations and for lowering during working opera-
tions. It is obvious, of course, that if the temporary set is
to be lifted within the confines of the temporary sets the
dividers in them between the compartments would have to
be removed or, in the alternative, not put in until later.

Secondly, it is stated that the side members of the tem-
porary set form a trackway upon which there travels a car on
wheels. The car comprises a plurality of cross-frame mem-
bers and hangers at each end of them extending upwardly
around the outside of the side frame members of the tem-
porary set. The upper ends of the hangers are bent and
receive angle brackets which are bolted in place with
another angle bracket. The angle brackets and the hangers
are provided with bearings through which an axle shaft
extends. Upon the end of the shaft there are wheels which
are spaced so as to roll along the side frame members. At the
opposite side of the car there are additional hangers similar
to the ones referred to and upon them there are mounted
wheels which are rotatable upon stub axles. The hangers are
stiffened by brace rods. The manner of construction
described is illustrated by Figures 3, 4 and 5. Here I might
interject that a drawing of the car in perspective was shown
on page 3 of Exhibit P-17. It is apparent from the figures
and the drawing that the platform of the car is underslung
below the side members.

Thirdly, there is a motor on the car. Upon one end of
the axle shaft there is a chain sprocket upon which the chain
operates. It also runs on the drive sprocket of the motor,
which may be either a reversible air motor or ‘s reversible
electric motor. There is a convenient operator control so
that the operator on the car may control the motor so that
the car may remain at rest or be propelled to the right or to
the left as desired. It is apparent that the propulsion is from
one end of the shaft to the other, that is to say, in the direc-
tion of its long axis for that is the only direction which it
can go.

Fourthly, there are hoisting machines mounted upon the
central portion of the car. These may be of either the air
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driven or electrical motor driven type and are provided with
operator controls. The hoisting drums provide winding
spaces for hoisting cables which serve as suspension and
operating cables for the clam shell excavating bucket. If
desired the controls may be brought to a central eontrol
portion by suitable mechaniecal, electrical or pneumatic con-
nections, and the central control position may be on the
car, above the car on a perch fastened.to the permanent
framing of the shaft, or below the car in a position to be
operated by a workman at the mucking level.

Finally, there is a deseription of the clam shell bucket
and its operation. It is preferably mouned so that it is sus-
pended along approximately the central line of the reec-
tangular shaft and it is of sufficient size that when it is
open it has a reach of between 50% and 75% of the width
of the rectangular excavation. It initially excavates the
material along the central portion of the shaft. For clean-
ing the corners and sides an operator at the bottom of the
shaft “worries” the shovel -against the side walls and
corners so that practically no hand cleaning is needed. Dur-
ing the excavating the shovel is lowered open and is then
closed, hoisted and the load lifted to an elevation above the
muck bucket. The car is then moved sideways until the
clam shell is over the muck bucket and the load is dumped.
During the time the muck bucket is resting on the rock heap
at the bottom the hoist cable by which it is hoisted to the
surface may be looped out of the way.

The specification then makes the statement that many
obvious variations will be apparent to those skilled in the
art and are intended to be within the purview of the inven-
tion therein illustrated, deseribed and claimed. I shall refer
to these variations later when I come to consideration of
the issue of infringement.

The specification ends with 11 claims, all of which are
in suit except claims 8 and 9 which relate to circular shafts.
The claims in suit read as follows:

1. An apparatus for sinking mine shafts having permanent sets posi-
tioned at fixed intervals vertically along the walls of the shaft, from near
the surface to a position a short distance above the ‘bottom of the shaft
where excavation is done, comprising a peripheral frame having substan-
tially the same shape as the cross-sectional shape of the shaft being sunk,
said frame having a load carrying rail spaced outwardly a short distance
from the mine shaft wall, a platform extending across the mine shaft, said
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platform having a lesser cross-sectional area than the frame so as to

present an unobstructed space alongside the platform for hoisting excavated:

material, wheels on the platform positioned so as to bear upon the rail to
be supported thereby, releasable support members extending from the
permanent sets of the mine shaft to the peripheral frame for supporting it,
a power hoist positioned on the platform, a power operated excavating
bucket suspended from the hoist and operated thereby, and power means
connected to the platform wheels for moving the platform on the rail
within the confines of the mine shaft excavation.

2. The combination set forth in claim 1 further characterized in that
the power operated excavating bucket is a clam shell bucket of a size such
that when open it extends across a major part of the mine shaft cross-
sectional area.

3. An apparatus for sinking mine shaft of rectangular cross-section,
having permanent sets spaced vertically in the shaft excavation and con-
nected together by permanent studdles, comprising a temporary set having
a peripheral contour like the permanent sets of the mine shaft and having
load-bearing rail surfaces spaced along the opposite sides thereof, discon-
nectable temporary means for suspending the temporary set in a substan-
tially horizontal plane below the lowermost permanent. set, a platform
having a length slightly less than the distance across the rectangular mine
shaft from one load bearing rail surface to the other, and a width substan-
tially less than the other cross-sectional dimension of the mine shaft,
wheels on the platform positioned so as to roll upon said rails, reversible
operator controlled power means mounted on the platform and connected
to wheels thereof for moving the platform sidewise along thé rails within
the confines of the mine shaft and operator controlled power operated
excavating shovel means suspended from the platform.

4. The combination set forth in claim 1 further characterized in includ-
ing hoist means connected to the permanent set of the mine shaft and the
peripheral frame for lowering the frame as the shaft is excavated and tem-
porary means connecting the permanent. set and peripheral frame for stiffly
supporting the peripheral frame during excavating operations.

5. The apparatus set forth in claim 4 further characterized in that the
power operated shovel comprises reversible operator controlled air-motored
clam shell excavating bucket.

6. The apparatus set forth in claim 4 further characterized in that the’

excavating shovel comprises a clam shell bucket operable along a plane
extending across the rectangular mine shaft from one rail surface to the
other.

7. The apparatus set forth in claim 4 further characterized in that the

excavating shovel comprises clam shell bucket operable along a plane
extending across the rectangular mine shaft from one rail surface to the
other, and the clam shell bucket is suspended substantially midway between
the rails and when opened has a dimension more than 50% of the distance
across the mine shaft from one rail to the other.

10. An apparatus for sinking mine shafts of rectangular cross-section,
having permanent sets spaced vertically in the shaft excavation and con-
nected together by permanent studdles comprising a temporary set having

a peripheral contour substantially like the permanent sets of the mine shaft

and having load-bearing rail surfaces spaced along the opposite sides
thereof, disconnectable temporary means for suspending the temporary set
in a substantially horizontal plane below the lowermost permanent set,
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a platform having a length slightly less than the distance across the
rectangular mine shaff from one load bearing rail surface to the other, and
a width substantially less than the other cross-sectional dimension of the
mine shaft, wheels on the platform positioned so as to roll upon said rails,
reversible operator controlled power means for moving the platform side-
wise along the rails within the confines of the mine shaft and operator con-
trolled power operated excavating shovel means suspended from the
platform.

11. A method of sinking a mine shaft, which comprises positioning
permanent sets at fixed intervals vertically along the walls of the shaft to
a short distance above the bottom of the shaft, suspending a temporary set
from the lowest permanent set, supporting a movable carriage on said
temporary set and arranging a power operated excavator on said carriage,
and operating said excavator to remove loose material from the shaft
bottom.

I find no difficulty in determining the issue of validity
of the patent in favor of the plaintiff. There is, in the first
place, a statutory presumption of its validity under section
47 of The Patent Act, 1935, S. of C. 1935, chapter 32, from
which it follows that the onus of proving its invalidity is

on the defendant: vide The King v. Uhlemann Optical Co. .

And in O’Cedar of Canada Ltd. v. Mallory Hardware Prod-
ucts Ltd? 1 expressed the opinion that, in view of this
statutory presumption, where there has been a substantial
and useful advance over the prior art, as is the case here,
the Court should not make the onus of showing the invalid-
ity of the patent an easy one to discharge. In my opinion,
the defendant has not discharged it in the present case.

It was alleged, in effect, on behalf of the defendant that
the plaintiff’s apparatus was not patentable, that its com-
ponent parts were old, that their use in mine shaft sinking
practice was well known and obvious, that such use required
merely the exercise of mechanical skill and that, conse-
quently, there was no invention.

There was complete agreement on the part of the wit-
nesses that certain materials and devices used in the con-
struction of the apparatus were well known before the
invention. It is obvious, of course, that in sinking a mine
shaft certain operations remained the same whether the
mucking operation was mechanized or done by hand. Thus,
there was nothing new about such structures as permanent
sets, blasting sets or temporary sets or such appliances as
studdles, splice bars, channel irons, cables, chaings, or other

1119501 Ex. C.R. 142 at 161. 2119561 Ex. C.R. 299 at 318.
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means connecting permanent sets or lowering or suspending
temporary sets, or such things and devices as muck buckets,
hoisting cables and single or double drum hoists. Nor in con-
nection with the plaintiff’s apparatus was there anything
new about such things as railway rails, a car or carriage
running on wheels, a motor, a chain and sprocket, hoists,
a single or double line clam shell excavating bucket and its
suspension from a carriage or the means of operating it.
Indeed, Professor Corlett went so far as to say that all the
elements in the apparatus, such as railroad rails, wheels,
axles, platforms, propulsion motors, hoists, clam shells,
muck buckets, guide ropes and the like were old. There was
one exception to this. The carriage element had to be
specifically designed for the reason that mine shafts were
not standardized and it was rare to find two mine shafts
with the same horizontal configuration. Thus, the carriage
had to be designed to suit the requirements of the shaft:
there had to be sufficient width between the rails to allow
a large muck bucket to pass between them and the other
dimension had to be such as to clear the compartments.

But the fact that the component parts of the plaintiff’s
apparatus were old is irrelevant in the present case for his
invention is a combination. And it is established, as stated
in The King v. American Optical Co.* that it is not neces-
sary to the validity of a combination invention that its
elements should be new. Indeed, all of them may be old. If
the combination is the invention, then it is immaterial that
the elements are old if the combination itself is new. There
is support for this statement in British United Shoe
Machinery Company Ld. v. A. Fussell & Sons Ld.?; Baldwin
International Radio Co. of Canada Ltd. v. Western Electric
Co. Inc. et al®; and Terrell on Patents, 8th Edition, pages
79-81. These cases also warrant the statement in the
American Optical Company case (supra) in which, at page
355, I set out the test of what constitutes a patentable
combination invention in the following terms:

Tt is essential to the validity of a patent for a combination invention,
apart from considerations of novelty and inventive ingenuity, that the
combination should lead to a unitary result rather than a succession of
results, that such result should be different from the sum of the results of

1119501 Ex. C.R. 344 at 355.
2 (1908) 25 R.P.C. 631 at 656, 657.
3[1934] S.C.R. 94 at 104.
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the elements and that it should be simple and not complex. The elements
may interact with one another provided they combine for a unitary and
simple result that is not attributable to any of the elements but flows from
the combination itself and would not be possible without it.

And, aceording to Lord Tomlin in British Celanese, Ld. v.
Courtaulds, Ld.!, if a combination of old integers is to be
patentable their working inter-relation must be such as to
produce a new or improved result. In my opinion, the plain-
tiff’s apparatus meets this test. The unitary and simple
result of the combination was the more expeditious and
more economical sinking of a mine shaft, as already ex-
plained. This was not attributable to any of the elements
but flowed from the combination. And this unitary and
simple result was a new and improved one.

And I am satisfied that the combination had all the neces-
sary attributes of patentability. The evidence that it was
new is conclusive. In the particulars of objections it was
alleged, inter alia, that if there was any invention in the
subject matter of the patent it was not conceived by the
plaintiff but by one A. C. Johnson and also that the patent
was invalid because the apparatus therein deseribed and
claimed was not novel but was within the common knowl-
edge of the art and was previously commonly used, having
been disclosed in the prior publication of certain specified
patents and in the prior knowledge of certain specified per-
sons. These allegations are unfounded. There was no basis
for saying that the invention was conceived by A. C. John-
son. It was not. Moreover, the defence of anticipation by
prior publication was abandoned, and properly so. And
there was no evidence of anticipation by prior use. Evidence
of certain patents was adduced on behalf of the defendant
as evidence of the prior art but I have no hesitation in find-
ing that such evidence really had no bearing on the issues
under consideration in this case and I see no reason for
making any reference to any of the patents filed on behalf
of the defendant. In my opinion, the novelty of the inven-
tion is beyond dispute. No one had previously eonceived or
formulated the idea of the combination of elements for use
at the bottom of a mine shaft which the plaintiff devised
and has desecribed and claimed.

1(1935) 52 R.P.C. 171 at 193.
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Nor is there any need to repeat what I have said about
the usefulness of the plaintiff’s apparatus and its com-
mercial success. The attribute of utility was abundantly
present.

And I reject the suggestion that the invention was an
obvious workshop improvement because the use of some
of the elements of the combination may have been obvious.
Such a conclusion is unwarranted. The question is not
whether the use of any particular element was obvious. but
whether the use of the combination was obvious. The
danger involved in determining the obviousness or otherwise
of a combination by ascertaining whether the use of each
‘of the elements was obvious was pointed out by Lord Jus-
tice Greene, in delivering the judgment of the Court of
Appeal in Albert Wood and Amcolite v. Gowshall Ld..
There he said, at page 40: '

The dissection of a‘combination into its constituent elements and the
examination of each element in ordér to see whether its use was obvious
or not is, in our view, a method which ought to be applied with great
caution since it tends to obscure the fact that the invention claimed is the
combination. Moreover, this method also tends to obscure the facts that
the conception of the combination normally governs and precedes the selec-
tion of the elements of which it is composed and that the obviousness or
otherwise of each act of selection must in general be examined in the light

of this consideration. The real and ultimate question is: Is the combina-
tion obvious or not?

I do not see how it could reasonably be contended that the
plaintiff’s combination was obvious. If it had been, an
apparatus for mechanized mucking would have been devel-
oped long before the plaintiff’s apparatus was devised, for
there had been many attempts to solve the problem that
mucking by hand presented and they had not succeeded.
The fact that the advent of the Riddell Mucker was hailed
as a remarkable achievement is a strong indication that it
was not a mere workshop improvement over the prior art.
The problems involved in devising a mucking machine that
could effectively and safely be used at the bottom of a mine
shaft were difficult ones. Quite apart from the statutory
presumption in favor of the validity of the plaintiff’s patent,

I have no hesitation in finding that there was inventiveness

in the. plaintiff’s concept that the elements that he used

1(1937) 54 R.P.C. 37.
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could be combined for use down in a mine shaft in such a
way as to accomplish the mechanization of mucking and his
effective and safe embodiment of it.

Thus, all the necessary attributes of patentability were
present in the plaintiff’s apparatus and it was fully described
and clearly defined. I find that claims 1, 2, 3, 4, 5, 6, 7 and
10 are valid. I shall deal with claim 11 later.

Thus far I have not found any difficulty in this case.
Indeed, after hearing the evidence and the arguments of
counsel, I am of the opinion that the only real issue is that
of infringement. This turns on whether the apparatus used
by the defendant in sinking a mine shaft for the Lyndhurst
Mining Company Limited north of Noranda in Quebec
infringed the plaintiff’s patent. If it did, then it is agreed
that the defendant also infringed at other places and that
the quantum of damages should be determined on a
reference. .

Evidence relating to the infringement was given for the
plaintiff by Professor H. R. Rice, head of the Department
of Mining Engineering at the University of Toronto, and
Mr. Patrick Harrison, the defendant’s president, on his
examination for discovery, and for the defendant by Mr.
George Smith, the defendant’s chief engineer, and Professor
A. V. Corlett, head of the Department of Mining Engineer-
ing at Queen’s University.

It is desirable at the outset to describe the defendant’s
apparatus as used at Lyndhurst. There was an inspection
of it by Professor Rice on May 19, 1955. He made the neces-
sary measurements and notes and then did a pencil drawing
which was filed as Exhibit P-30, of which a photostatic copy
was shown on Page 7 of Exhibit P-17. This shows the
important features. The apparatus was being used in the
lower portion of a shaft measuring 7/ by 17’8”. The shaft
frame was of timber. The drawing shows a frame construc-
tion of several sections, the upper ones representing the
permanent sets of a three-compartment shaft and the lower-
most one the defendant’s apparatus. This was a frame con-
struction consisting of a rectangular timber frame at the
bottom, vertical posts at the four corners and diagonal brac-
ing made of iron or steel pipe, and a rectangular timber
frame on top of the posts, the connections being by mild
steel plates. On page 7 of Exhibit P-17 the whole frame is
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designated as “blasting set” but this notation together with
other notations was put on the drawing by Mr. Hayhurst of
counsel for the plaintiff when he was examining Mr. Harri-
son for discovery. But Mr. Smith spoke of the lower rec-
tangular frame as the blasting set. I shall refer to the con-
fusion in the use of the term “blasting set” later. On the
lower frame there was a trackway of two rails of 6” wide
flange structural steel which butted against the cross timber
of the rectangular frame and was connected to it with plates
and angle irons and U bolts, thus keeping the rails fixed and
apart. On the trackway thus formed there was a carriage
on wheels running on the rails and on the platform of the
carriage there was a single drum hoist and also a reversible
air motor. Below the carriage there was a clam shell
excavating bucket suspended from the hoist on the carriage
and operated by it. The clam shell was suspended substan-
tially midway between the rails and operated across the
shorter dimension of the shaft in the same way as shown on
Figure 5 of the patent drawings and opened to a width of
78 inches as compared with a width of 52 inches between the
rails. There was an air cylinder attached to the clam shell
and an air line operated from above. The whole apparatus
was suspended by chain blocks from a permanent set above
it and carried by safety cables and safety chains and eould
be lowered by tightening the chain blocks and removing the
safety chains. Thus far the description of the defendant’s
apparatus has been a general one. It indicates the presence
of all the elements comprised in the plaintiff’s invention
with variations in some of them.

But Professor Rice went further than this. In reply to
questions from counsel for the plaintiff he found in the
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defendant’s apparatus all the features of the plaintiff’s

invention as defined in claim 1. I summarize this portion of
his evidence. The defendant’s apparatus was an apparatus
for sinking mine shafts having permanent sets positioned at
fixed intervals vertically along the walls of the shaft, from
near the surface to a position a short distance above the
bottom of the shaft where excavation was done. The appara-
tus comprised the following elements. It had a peripheral
frame having substantially the same shape as the cross-
sectional shape of the shaft being sunk. As a matter of fact
Professor Rice said that, in plan, it was co-incident with
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the outside members of the permanent sets. The frame had
a load carrying rail spaced outwardly a short distance from
the mine shaft wall. Professor Rice put the distance at
18 inches from the outside of the frame to the inside of the
rail. This did not include what is called the overbreak
between the outside of the frame and the actual rock wall
of the shaft. There was a platform extending across the
mine shaft. The platform had ‘a lesser cross-sectional area
than the frame so as to present an unobstructed space along-
side the platform for hoisting excavated material. The
measurements taken by Professor Rice bore out this state-
ment. The platform measured 46” by 51” and the frame
7. X 178" so that there was room for hoisting the muck
bucket into the compartment intended for the purpose.
There were wheels on the platform positioned so as to bear
upon the rail to be supported thereby, two wheels on each
side. The safety chains and safety cables already referred
to constituted releasable support members extending from
the permanent sets of the mine shaft to the peripheral
frame for supporting it. A power hoist was positioned on the
platform and a power operated excavating bucket was sus-
pended from the hoist and operated thereby and there were
power means connected to the platform wheels for moving
the platform on the rail within the confines of the mine shaft
excavation. Professor Rice stated that on the platform there
was a single drum air hoist, and also a reversible air motor
connected to an axle of the carriage by sprockets and a
roller chain, together with the necessary controls, and that
the clam shell was raised and lowered by the hoist. =~
This evidence was substantially confirmed by Mr. Harri-
son on his examination for discovery so that I need not
refer to it further. Unless this evidence is shown to be
unfounded it substantiates the plaintiff’s contention that
the defendant’s apparatus as used at Lyndhurst infringed
the plaintiff’s invention as defined in claim 1. And, in that
event it would not be necessary to consider the other claims.

While Professor Rice was not asked any questions .about
the other claims there can, I think, be no doubt that if he
had been, he would have found in the defendant’s apparatus
all the features of the plaintiff’s invention as defined in
claims 3 and 10 and it would have followed that the features
included in claims 2, 4, 5, 6 and 7 would also have been
found.
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The evidence of Professor Rice was not disturbed to any
extent by Mr. Smith. He described the defendant’s appara-
tus from a practical point of view. The defendant first used
its mechanical mucker at Malartic Gold Fields in June,
1954. It did so as the result of knowledge gained by one of
its suppliers who had made a tour of the mines in South
Africa. At the time, Mr. Smith knew of the Riddell Mucker
and gave as his reason for not acquiring it that from all the
reports they had heard of the Riddell Mucker it was not
putting up as great a footage as the defendant was getting
by hand mucking. When the apparatus was first used at
Malartic it was not quite satisfactory. There was trouble
with the air-actuated clam shell. The power of the air
cylinder was too great for the members of the clam shell
and they gave way. The defendant then cut down the power
of the air cylinder and strengthened the members of the
clam shell. Otherwise, the apparatus used at Malartic was
used at Lyndhurst. Mr. Smith then gave his evidence about
it. He stated that the defendant took a standard blasting

set and placed a trackway on it. I shall comment on this

statement later. The rails were said to be ordinary railway
rails. Mounted on the tracks was a carriage—a cut-down air
trammer complete with air motor drive through a chain and
sprocket. The other features consisted of a superstructure
built up over the frame of the air trammer embodying a
canopy for the protection of the operator, guide shoes that
would run on the permanent guides of any shaft, means of
attaching the main hoist cable to the carriage to move it up
or down in the shaft, a single-drum air hoist mounted on
the carriage and an air-actuated clam shell excavating
bucket suspended by a cable from the air hoist. The carriage
came with the motor on it and the single drum hoist was
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readily available. The clam shell was suspended by a single

line which merely raised and lowered it but the opening and
closing of it was by compressed air from an air cylinder. The
action was different from that of a line from the hoist. The
clam shell had its jaws open when it was dropped into the
muck pile and the action of closing the jaws by the use of
compressed air from the air cylinder forced them into the

muck. But when the two line clam shell was used the closing

of the jaws by the digging line caused an upward pull. The
air cylinder was not up on the carriage but formed part of
the clam shell and was controlled by an air line.
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Mr. Smith then proceeded to enumerate what he con-
sidered to be the advantages of the defendant’s apparatus
over the plaintiff’s as specifically deseribed in the specifica-
tion and illustrated in its accompanying drawings and I set
them out. In the first place, so he said, the defendant used
a standard blasting set to start with, whereas the plaintiff’s
peripheral frame had to be specially fabricated. Next, the
defendant’s shaft mucker had a trackway mounted upon
the blasting set, whereas the side members of the plaintiff’s
peripheral frame formed the trackway upon which the car-
riage ran. Furthermore, the defendant’s carriage could be
readily removed from the shaft bottom to the surface for
maintenance repairs, whereas the carriage on the plaintiff’s
apparatus was not readily removable. Then Mr. Smith said
that the defendant’s carriage afforded the operator excellent
visibility of the operations at the bottom of the shaft. He
was able to see through the hole between his feet and on
each side between the rails and the inside members of the
frame down to the bottom of the shaft. It was Mr. Smith’s
opinion that the operator of the Riddell Mucker would have
less chance of seeing what was going on at the bottom of the
shaft than the operator of the defendant’s shaft mucker.
There were other alleged advantages. The defendant’s
mucker gave better protection to the timbers of the per-
manent sets and:the upper rectangular frame could be used
as a staging for placmg the next permanent set. And there
was also the advantage in the positive action of the clam
shell in the defendant’s mucker, to which I have referred,
making for a more assured load and a greater chance of the
full capacity of the clam shell being used: Thus also a single
drum hoist was used instead of a double drum hoist or two
single drum hoists. The advantages to which Mr. Smith
referred were . advantages, not differences, and were
improvements. '

On his cross-examination Mr. Smith admitted that at
Malartic Gold Fields the defendant did not use the frame
construction subsequently used at Lyndhurst but only the
lower portion of it, that is to say, the portion without the
four corner posts and the top frame. Mr. Smith also admit-
ted that he knew that the mucker used by the plaintiff’s
licensee at Fecunis Lake had a frame like that used by the
defendant at Lyndhurst and that the Fecunis Lake shaft '
was sunk before the defendant began its work at Lyndhurst,
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although he said later that he had not himself seen the
operation at Fecunis Lake but had read about it later. And
he did not know who, in the defendant’s employ, had con-
ceived the idea of putting the posts and the top frame on the
frame that had been used at Malartic. Mr. Smith also cor-
rected his earlier statement that the rails on the defendant’s
apparatus were ordinary railway rails. They were of 6” wide
flange structural steel with a square 2”7 X 2” top welded on
it on which top the wheels of the carriage ran.

Some of the alleged advantages enumerated by Mr. Smith-

were disputed. For reasons that I shall refer to later I do not
agree that the defendant used a standard blasting set upon
which it mounted its trackway any more than the plaintiff
did. And, while Professor Rice admitted, on his cross-
examination, that the defendant’s carriage was simpler in
design than the plaintiff’s and more readily removable than
that specifically described in the specification and illustrated
in the accompanying drawings, there was the counter-
balancing advantage of greater safety in the plaintiff’s
apparatus. And it was disputed that the layout of the
defendant’s carriage and the placement of the operator on
it gave greater visibility of what was happening at the
bottom of the shaft than was afforded by the plaintiff’s
apparatus. In my opinion, such greater visibility was not
established. The advantages of the “bird cage” arrangement
used by the defendant at Lyndhurst were limited to cases
where the rock wall was safe and there was no danger of
flaking, as explained by Professor Riddell, as set out later
in these reasons.

But even if the defendant’s apparatus did have some
advantages over the plaintiff’s that fact does not free the
defendant from liability for infringement if, apart from such
advantages, it took the plaintiff’s invention. The principle
to be applied by the Court in dealing with the issue of
infringement is well settled. It was clearly stated by
Romer J. in Nobel's Ezxplosive Company, Limited v.
Anderson' as follows:

Several cases were cited to show the canons of construction on which
the Courts have acted in different cases relating to infringement. But it
is not necessary for me to deal with these cases in detail, for I desire
emphatically to state that, in my view, one principle only governs all the

cases, . . .; and that principle is this: In order to make out infringement,
it must be established, to the satisfaction of the Court, that the alleged

1(1894) 11 RP.C. 115 at 127.
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infringer, dealing with what he is doing as a matter of substance, is taking
the invention claimed by the patent; not the invention which the Patentee
might have claimed if he had been well advised or bolder, but that which
he has in fact or substance claimed in a fair construction of the
Specification.

Thus the basic issue in this case is whether the defendant
took the invention claimed by the patent. ‘

Before I deal with the evidence of Professor Corlett
relating to alleged differences between the defendant’s
apparatus and the plaintiff’s I should set out the facts
regarding the variations which the plaintiff made in his
machine. So far as the evidence goes the only mine shaft
in which an apparatus constructed exactly as specifically
described in the specification and illustrated in the accom-
panying drawings was used was at Barberton. Professor
Riddell could not recall its use anywhere else. There were
subsequent variations in design but no changes in funda-
mental principle. For example, it was possible to make
changes in the controls so that the carriage could be man-

-aged with one operator instead of two. There was also a

change in the means of supporting the track frame; instead
of being bolted solidly to the lowermost permanent set it
was hung by rods or cables, which made for less rigidity
and greater capacity to withstand blasts, but this did not
prevent the support members. from being releasable or dis-
connectable within the ambit of these terms in the claims.
But the evidence was more concerned with two other varia-
tions. One of these was used in the shaft that was sunk
immediately after the shaft at Barberton. This was a timber
frame shaft, whereas that at Barberton was a steel frame
one. An adjustment was made to accommodate the scheme.
In this modification there was a trackway on a timber
rectangular frame and there was a change in the manner of
securing the carriage. This modification was exemplified in
a model of the apparatus filed as Exhibit P-5, of which an
artistic drawing in perspective was shown on page 5 of
Exhibit P-17. Here I might add that a perspective of the
construction strictly according to the specific description in
the specification and illustrated by the accompanying draw-
ings was shown on page 3 of Exhibit P-17. The construc-
tion shown there was of steel, whereas that exemplified by
Exhibit P-5 was of steel and timber. In the former the side
members of the peripheral frame being of railway rails con-
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stituted the trackway on which the carriage ran, whereas
in the latter the trackway of railway rails was laid on the
timber rectangular frame or, to put it in another way, a
timber rectangular frame was put under the trackway. Pro-
fessor Riddell agreed with Professor Corlett that it would
have been possible to use a steel construction in a timber
frame shaft but it was not advantageous to do so, for a
timber frame under the trackway, being of a greater hori-
zontal area than it, would give greater protection against
the effects of blasting to the permanent sets above than the
trackway itself would have done. The reason for this seems
clear. The permanent sets in a timber frame set would
require greater protection from blasting than those in a steel
frame one and that could better be given by putting a
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timber rectangular frame under the peripheral frame of the

trackway than by using a peripheral frame of steel by itself.
This change would also involve a change in the manner of

securing the carriage. In the apparatus specifically described.

and illustrated there were hangers, spoken of in the evidence
as side members, extending upwardly around the outside of

the side members of the peripheral frame, their upper ends -

being bent over the rails and receiving angle brackets bolted
in place. In that way the carriage was secured so- that it
could not be derailed. It followed, of course, that this device
rendered it less readily removable than it would otherwise
have been. When the apparatus was being devised the prob-
lem of safety was a matter of vital concern and. the device

was a precautionary safety measure. It will be remembered:

that there was objection at Barberton to taking the appara-
tus down into the shaft on the ground that it would be
unsafe. At that time, the feature of safety from derailment
was an important one. Moreover, at Barberton it was never
necessary to remove the carriage. But, if it had been, it
would have taken only 15 minutes to do so. This could have
been done by disconnecting the side members, putting a
proper sling under the platform and hoisting it up by the
cable operated from the hoist at the surface. Subsequently,
it was found satisfactory to modify the device. The side
members were eliminated and the problem of safety met by
going into an underslung construction with a relatively low
centre of gravity, but Professor Riddell stated that projec-
tion pieces that went below the track frame were bolted to

50726—16
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the carriage and held it in place. According to the evidence
of Mr. Gustafson, in the apparatus used at Ironton the base

'of the carriage was not below the rails but above them. The

HareisoN & platform was still underslung below the axles of the carriage
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but not underslung below the rails. It was thus made more
easily removable without elimination of the safety feature.
In my opinion, the modifications exemplified by Exhibit P-5
were not departures from the principle of the patent but
were covered by it. The variations were in matters of detail
but the combination remained essentially the same.

This is also true of the other variation. This was some-
times called the “bird cage” arrangement. It consisted of
a rectangular frame with a trackway on it, similar to that
exemplified in Exhibit P-5, with vertical posts at its four
corners and another rectangular frame resting on the four
posts. This variation was first used in the Fecunis Lake
Mine shaft that was sunk by Temiskaming Construction
Company and Inspiration Mining and Development Com-
pany, these companies being licensees of the plaintiff under
a license, dated December 1, 1953. The work was done by
these companies in the deepening of a shaft, the upper por-
tion of which had been sunk by the defendant. The “bird
cage’” arrangement was used by the licensees after a consul-
tation with Professor Riddell. He was asked what he
thought and his reply was that it was all right to use it,
provided that the rock wall of the mine was very secure and
there was little or no danger of sealing, that is to say, of
rocks falling from the walls on the workmen below. The
bird cage arrangement, a model of which was filed as
Exhibit P-6, had certain advantages over the frame exem-
plified by Exhibit P-5. In the first place, if it was used it
was not necessary to take the dividers out of the lowermost
permanent set or to leave them out when it was constructed
for there was enough room in the bird cage between the
lower rectangular frame and the upper one to accommodate
the carriage and its operator. There was also the advantage
that the top frame of the bird cage could be used as a staging
from which to construct and connect the next permanent
set, whereas, if the Exhibit P-5 frame was used, the car-
riage was in the way and planks had to be put over it or it
had to be hoisted up into one of the compartments. But the
arrangement exemplified by Exhibit P-6 had a disadvantage
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in that, since it was desirable to maintain a fixed distance
from below the frame to the bottom of the shaft, it followed
that there was a longer distance of unprotected rock wall
below the lowermost permanent set than if a frame such as
that shown by Exhibit P-5 had been used, which meant a
greater hazard for the men at the bottom of the shaft. Thus
the use of the bird cage arrangement was limited to cases
where its use was rendered safe by the fact that the rock
walls of the shaft were very secure and the danger of scaling,
if any, was slight. Under the circumstances, I find that the
so-called “bird cage” arrangement used by the plaintiff’s
licensees at Fecunis Lake was merely a variation in detail of
the apparatus specifically described in the specification and
illustrated by the drawings and that the combination
involving its use was essentially the same as that described
in the specification and defined in the claims.

Here I might add that even if the defendant’s apparatus
had patentable advantages over the plaintiff’s, which is not
suggested, and even if the plaintiff’s apparatus was, except
at Barberton, used in a form that was a variation of the
form specifically described in the specification and illus-
trated in the drawings, the plaintiff’s invention is not to be
defeated on that account. There is support for this state-
ment in the judgment of the Court of Appeal in Edison and
Swan Electric Light Co. v. Holland* where it was held, inter
alia, that the patent was not to be defeated because subse-
quent inventions improved the patented article, or because
in consequence of such improvements practically no articles
were made in accordance with the specification. A fortior: it
is not to be defeated because of variations in details that do
not affect the substance of the combination, for that is the
invention,

I should also clear away the confusion in the evidence
regarding the use of the term “blasting set”. Professor
Riddell agreed with Professor Corlett’s definition of a blast-
ing set as a temporary set suspended under the latest placed
permanent set to protect the permanent sets from damage
by flying rocks during the blasting phase of a shaft sinking
cycle and Professor Rice gave a definition to the same effect.

1(1889) 6 R.P.C. 243.
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Professor Riddell explained that a standard blasting set was
independent of all other frame work and was ordinarily
hung from the latest placed permanent set by chains or

Hareson & other hanging devices, and not by studdles, in order that
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there should be freedom rather than rigidity so that the
blasting set should be better able to absorb the impact of
“the blasting ‘and so better protect the permanent sets from
damage. An illustration of the common form of a blasting
set was shown on page 31 of Exhibit P-16 and described in
detail on page 29. There it was spoken of as a “blasting
shield”. According to this view of the term the substruec-
ture of the Riddell Mucker was not a blasting set. And
Professor Riddell did not claim that it was. He made it quite
clear in discussing the problems that faced him at Barberton
that he could make a combination of blasting set and track-
way by sacrificing some of the features of a blasting set, such
as, for example, the partitioning members corresponding to
the dividers between the compartments of the permanent
sets, for, of course, they had to be eliminated in order that
there should be a clear view of the bottom of the shaft from
between the rails of the trackway. Consequently, Professor
Riddell agreed that his peripheral frame was not a standard
blasting set. He admitted that the use of the Riddell Mucker
did not eliminate the use of a standard blasting set. If it
was to be used it would have to be moved up to the bottom
of the permanent sets. On the other hand, a standard blast-
ing set was not necessarily required, But if the substructure
of the plaintiff’s apparatus was not a blasting set, in the
ordinary sense of the term, neither was the “bird cage”
frame of the defendant’s apparatus or its lower rectangular
frame a blasting set. Professor Riddell was, therefore, right
when he said that he did not agree that the defendant
mounted its carriage on a standard blasting set or that the
motor was resting on a blasting set or that the track frame
on his own drawing, filed as Exhibit G, was a blasting set,
notwithstanding the fact that he had so marked it, or that
the rails referred to in Exhibit H were mounted on a blast-
ing set. Mr. Smith was, therefore, strictly speaking, in error
when he said that at Lyndhurst the defendant took a
standard blasting set and placed & trackway on it. Tt did
not. The lower rectangular frame of the defendant’s appara-
tus on which the trackway was placed was not a “standard”
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blasting set. Nor was the frame shown on page 7 of Exhibit i’fz
P-17 a blasting set in the ordinary sense, although it was s0 RmoeLL
designated by counsel for the plaintiff and such designation p,rpicx
was accepted by Mr. Harrison on his examination for dis- Héggsng&
covery. Indeed, Mr. Smith admitted, on his cross-examina- Limrreo
tion, that it might be a misnomer to call the “bird cage” L, o

frame a standard blasting set. And so it was. —

But if the term “blasting set” is used loosely or is used to
describe the support for the carriage, the peripheral frame
of the plaintiff’s apparatus, which was Professor Riddell’s
so-called combination of blasting set and trackway, with
the necessary sacrifice of some of the features of a blasting
set, was just as much a blasting set as the substructure in
the defendant’s apparatus. In neither case was there a
“standard” blasting set but in each case an attempt was
made to afford some of the protection that the use of a
standard blasting set would have given. It may, therefore,
be said that in each case there was a modified form of blast-
ing set with no difference of substance between them.

I now come to consideration of Professor Corlett’s evi-
dence. He was called to prove that there were differences
between the defendant’s apparatus as used at Lyndhurst,
with which he was familiar, and the plaintiff’s or, to put it
more nearly accurately, to show that there were features
in the plaintiff’s apparatus as claimed that were not present
in the defendant’s. The claims were read to him and he was
asked whether he saw the various features specified in them
in the defendant’s apparatus. Counsel for the plaintiff
objected to this line of questioning on the ground that it
involved interpretation of the claims, a function exclusively
for the Court and not for experts, but subsequently with-
drew his objection. In my opinion, most of the alleged differ-
ences, if not all of them, could have been made the subject
of argument by counsel and interpretation by the Court
without the evidence of Professor Corlett, but there were
some questions of fact involved and I did not see any reason
why he should not be permitted to say that he could not
see in the defendant’s apparatus certain of the features
specified in the claims. Since Professor Corlett’s evidence
was s0 strongly relied upon by the defendant, I shall deal
with it in detail and make my findings in respect of each
matter of contended difference. And first, I shall consider
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the features specified in claim 1 which Professor Corlett did
not see in the defendant’s apparatus. He did not see “a
peripheral frame having substantially the same shape as the

Hareison & cross-sectional shape of the shaft being sunk”. What he

CoMPANY

mem meant was that he did not see a peripheral frame such as
Thoson . tR&6 specifically described in the specification and illustrated

in the accompanying drawings. What he saw was two rails,
on which the carriage, or platform as it is deseribed in the
claims, rode on wheels, and they did not close to make a
frame. Then, he said that he did see a peripheral frame,
namely, the blasting set. Professor Corlett’s answers illus-
trate the difficulty suggested by counsel for the plaintiff. He
submitted that the term “peripheral frame” might properly
include either the whole “bird cage” arrangement of the
defendant’s apparatus, as shown on page 7 of Exhibit P-17
and as exemplified by Exhibit P-6, or only the lower por-
tion of it. But we are concerned with the kind of peripheral
frame on which the wheels of the platform ran. Here Pro-
fessor Corlett was in error when he said that the rails do
not close to make a frame. They do. The evidence is that
they butted up against the end members of the so-called
timber blasting set and were secured to them by angle irons
so that the trackway formed a frame. In the plaintiff’s
arrangement, as shown by the drawings, the peripheral
frame was itself the trackway on which the wheels of the
platform ran. Similarly, there was such a peripheral frame
in the defendant’s apparatus. It could be either the track-
way by itself, consisting of the steel rails and the timber
ends against which the rails abutted and to which they were
secured by the trackway, or the trackway together with the
so-called blasting set on which Mr. Smith said it was placed.
In my opinion, there was a “peripheral frame” in the
defendant’s apparatus, namely, the trackway, consisting of
the rails and the end members of the so-called blasting set,
and the fact that it was placed on the so-called blasting set
does not divest it of the character of being a “peripheral
frame” within the meaning of the term as used in the claim.

Next, Professor Corlett did not see the “said frame having
a load carrying rail spaced outwardly a short distance from
the mine shaft wall”. In his opinion, the defendant’s appara-
tus had a load carrying rail placed more than a short
distance from the wall. There is no substance in this
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attempted differentiation. The term “short distance” is rela~

tive. The evidence indicates that the rails in the plaintiff’s
apparatus, as shown in the drawings, were nearer to the
shaft wall than those in the defendant’s apparatus but even
if the rails in the defendant’s apparatus were farther away
from the shaft walls than those in the plaintiff’s they were
still only a short distance from them. The purpose of the
requirement is clear, namely, that the rails should be placed
such a sufficiently short distance from the walls that there
would be enough room between the rails for the muck
bucket to pass between them.

Then Professor Corlett did not see “a platform extended
across the mine shaft”. Here I might comment that the
word “platform” is not used in the disclosures portion of the
specification, except in respect of cir¢ular frame shafts with
which we are not here concerned, but its meaning is clear.
Professor Rice suggested that in the plaintiff’s apparatus,
as shown by Figure 5 of the drawings, the platform con-
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sisted of the planking of the carriage and that in the

defendant’s apparatus it was the deck of the carriage. Pro-
fessor Corlett’s reason for saying that he did not see the
defendant’s platform extending across the mine shaft was
that it extended only part of the way across the mine shaft
and was, therefore, not across it. But when the claim spoke
of the platform as extending across the mine shaft all that
was meant was that it extended in the direction of the short
axis of the shaft or at right angles to the long one. No one
in his senses would have read the word “across”, in the con-
text in which it appears, as indicating that the platform in
the plaintiff’s apparatus extended all the way across the
shaft, for that would have involved an inoperative and
impossible operation.

Then when Professor Corlett was asked whether he saw
in the defendant’s apparatus a “platform having a lesser
cross-sectional area than the frame so as to present an
unobstructed space alongside the platform for hoisting
excavated material” he replied that he saw a platform hav-
ing a lesser cross-sectional area than the frame, but did not
see an unobstructed space alongside the platform for hoist-
ing excavated material. In his view a space alongside the
platform meant a space between it and the side member of
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Eﬂ the frame, whereas the unobstructed space in the defend-
Romoen  ant’s apparatus was at the end of the platform, that is to
v say, in front of and behind it but not alongside it. But

PATRICK
HarrisoN & “gJongside” means “along” or “parallel to the side of” and

%ﬁf&? since the platform has four sides ‘‘alongside” may mean
Thomson p, 2l0ng the front or along the back or along either of the other
—  two sides. What is meant is that the platform is so much
smaller in cross-sectional area than the shaft that between
it and the end of the shaft in the direction of its long axis
there is an unobstructed space for hoisting excavated mate-
rial. The difference between the two platforms is due to the
position of the operator on the carriage. This is shown by
photographs filed as exhibits. The photographs of the
defendant’s carriage, filed as Exhibits I, J, X and L, show
that the operator faced in the direction of the long axis of
the shaft with the result the platform was longer in the
direction of the long axis than in that of the short one. It
followed, of course, that the unobstructed space for the
hoisting of the excavated material was either in front of the
operator or behind him and, consequently, in that sense,
either in front of the platform or behind it. On the other
hand, Exhibit M shows that the operator of the carriage in
the plaintiff’s apparatus faced in the direction of the short
axis of the shaft with the result that the platform was
longer in the direction of the short axis of the shaft than in
that of the long one. And it followed that the unobstructed
space for the hoisting of the excavated material was on
each side of the platform and, therefore, alongside. Conse-
quently, it does not matter in the least whether the un-
obstructed space is deseribed as being alongside the platform
or in front of or behind it. The unobstructed space is the
same in each case, namely, the space between the side of
the platform, whether called side or front or back, and the
end of the shaft in the direction of its long axis. All that is
required is that the area of the platform should be restricted
so that when the carriage is moved as desired there shall not
be any obstruction in the way of making use of the com-
partments in the permanent sets for the purpose for which

they were intended. -
Next, in respect of claim 1, Professor Corlett did not see

in the defendant’s apparatus “wheels on the platform posi-
tioned so as to bear upon the rail to be supported thereby”.
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In his view, the wheels in the defendant’s construction were
not on the platform but under it. There is no merit in this
attempted distinction. It was obviously not intended by the
claim that the wheels should be on the platform, in the sense
of being on top of it. What is plainly meant is that the
wheels should be connected to the platform so that it should
run on the rails on wheels. Since in each case the platform
ran on wheels it could properly be said that there were
wheels on the platform. And that was as true in the case
of the defendant’s apparatus as in that of the plaintiff’s.

Finally, Professor Corlett did not see the excavating
bucket in the defendant’s apparatus as being operated from
the hoist on the platform. His reason for that statement
was that in the case of the defendant’s apparatus the clam
shell was opened- and closed by compressed air from an air
eylinder on the clam shell. But it was conceded that there
was an operation of the clam shell from the hoist in that it
was lowered and raised therefrom and, to that extent, it was
operated from the hoist on the platform.

Thus, in respect of claim 1, subject to what I have to say
about the defendant’s general argument, I do not see any
real difference between the defendant’s apparatus as used
at Lyndhurst and that of the plaintiff as defined in claim 1.

There were no differences in respect of the limitation in
claim 2, so that I now turn to the features in claim 3 which
Professor Corlett did not see in the defendant’s apparatus.
He saw a temporary set having a peripheral contour like
the permanent sets of the mine shaft, but he did not see
such a set “having load-bearing rail surfaces spaced along
the opposite sides thereof”. What bothered him was the
word “along”. The rail surfaces were removed from the sides
of the shaft and positioned independently of the location of
the peripheral frame. If “along” meant the same as “along-
side” he could see the rail surfaces spaced along the opposite
sides of the shaft. Rail surfaces spaced along the opposite
sides of the shaft mean that they were parallel to the
length of the shaft or extended through its whole length or
from one end of the shaft to the other. That feature was
present in the defendant’s apparatus. ‘
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Next, Professor Corlett did not see “a platform having
a length slightly less than the distance across the rectangular
mine shaft from one load bearing rail surface to the other,
and a width substantially less than the other cross-sectional
dimension of the mine shaft”. In his view the lengith of the
platform had no connection with the distance across the
mine shaft and there was a similar difficulty with regard to
its length. I have already, in dealing with claim 1, referred
to the fact that by reason of the placement of the operator
on the carriage, the platform in the plaintiff’s apparatus was
longer in the direction of the short axis of the shaft than in
that of the long one from which it followed that such
dimension was spoken of as its length, whereas the other
one was called its width. In the defendant’s apparatus the
dimensions of the platform were reversed, the dimension in
the direction of the short axis being less than in that of the
long one. And this difference in dimensions is, of course,
related to the fact that the rails in the plaintiff’s apparatus
are farther apart and, therefore, spaced a shorter distance
from the walls of the shaft than those of the defendant’s
apparatus. That was, perhaps, partly due to the fact that
at Barberton the shaft was 8 feet in width, whereas at
Lyndhurst it was only 7 feet. But, in my opinion, this
difference in the shape at the platform, due as it was to the
placement of the operator, is not of any significant impor-
tance, It would be absurd, in my opinion, to suggest that
the invention, as defined in claim 3, should be defeated
because the platform in the defendant’s apparatus was
longer by 5 inches in the direction of the long axis of the
shaft than in that of the short one, whereas the platform
in the plaintiff’s apparatus was longer in the direction of the
short axis than in that of the long one.

And Professor Corlett did not see “wheels on the platform
positioned so as to roll upon said rails”. In his view, the
wheels in the defendant’s apparatus were under the plat-
form and not on it but he conceded that if wheels on the
platform meant wheels connected with it then he saw such
a feature in the defendant’s apparatus. '

Finally, in respect of claim 3, Professor Corlett did not
see “reversible operator controlled power means mounted on
the platform and connected to wheels thereof for moving the
platform sidewise along the rails”. In his view, the platform
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in the defendant’s apparatus moved lengthwise and not
sidewise. There is no substance in this contention. “Length-
wise” and “sidewise” are relative terms and the relationship
has already been referred to. In the plaintiff’s apparatus the
operator faced in the direction of the short axis of the shaft
so that any movement of the platform must be to his right
or left and, consequently, sidewise, whereas in the defend-
ant’s apparatus since the operator faced in the direction of
the long axis of the shaft the movement of the platform
must be forward or backward and, consequently, lengthwise.
But the fact of the matter is that in each case the platform
moves from one end of the shaft to the other in the direc-
tion of its long axis for, obviously, there is no other direc-
tion in which it can move. Thus it makes no difference
whether the movement is deseribed as “sidewise” or “length-
wise”. The terms both mean a movement in the direction
of the long axis of the shaft.

Only a brief reference need be made to claim 10. It is
essentially the same as claim 3 except that it is somewhat
broader. It does not refer to wheels on the platform but
speaks only of means for moving it sidewise along the rails.
And it speaks of a temporary set having a peripheral con-
tour substantiolly like the permanent sets of the mine
shafts.

And no detailed reference need be made to the other
claims in suit. Claim 4 is dependent on claim 1 and claims 5,
6 and 7 are dependent on claim 4.

In my opinion, the evidence of Professor Corlett:does not
show any real difference between the defendant’s apparatus
and the plaintiff’s. On the contrary, it indicates that all the
integers of the plaintiff’s combination were present in the
defendant’s apparatus, either exactly or with variations of
insignificant importance, and that in each case the integers
were combined in the same way. The variations in some of
the integers of the defendant’s apparatus did not effect any
change in its unitary result over that which flowed from the
use of the plaintiff’s apparatus. The reason for that is clear,
namely, that the combination of integers that made up the
defendant’s apparatus was essentially the same as that
which the plaintiff invented.
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Counsel for the defendant contended that the defendant’s
apparatus did not infringe the plaintiff’s patent. In his argu-

Pamcg Tnent he sought to confine the plaintiff’s invention, primar-

Harrison &
CoMPANY

ily, to the car or carriage specifically described in the

Livrrep  Specification and illustrated in the accompanying drawings
Thomon P, 20d then to the carriage and the peripheral frame described

in the specification. At one stage of his argument he sub-
mitted that the carriage was the invention and, at an other
stage, that it was the essential part of the invention and
that the carriage and the peripheral frame were a single
assembly designed for the purpose of preventing the car-
riage from being derailed during the shaft sinking opera-
tions. In this view of the invention, he was willing to
concede that the plaintiff’s apparatus had the necessary
attributes of patentability but submitted that in these
respects the defendant’s apparatus was so different from the
plaintiff’s that it did not infringe. Counsel drew attention to
the provisions of the specification for variations in material
or design and enumerated the specified variations and sub-
mitted that, since the specification did not refer to any
variations for the carriage or the peripheral frame, no varia-
tion of them was permissible under the patent. From this it
followed that such variations of the plaintiff’s apparatus as
that used at Ironton and exemplified by Exhibit P-5 or the
“bird cage” arrangement used at Fecunis Lake and exempli-
fied by Exhibit P-6, were not within the ambit of the pro-
tection of the patent. Put generally, the argument was that
the particular carriage and peripheral frame which the
plaintiff had specifically described in the specification and
illustrated in the accompanying drawings were essential
parts of his combination and that, since it was not specified
that any alternate means might be used for such carriage
and peripheral frame, the plaintiff’s invention as claimed
must be confined to a shaft sinking apparatus having as
two of its elements a carriage and peripheral frame of the
kind specifically described and illustrated and that, since the
carriage and temporary set in the defendant’s apparatus
were different the defendant’s apparatus did not infringe. It
was conceded that if claims 1, 3 and 10 were valid and
infringed the other claims in suit, except claim 11, were
also possibly infringed.
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I do not agree with the argument thus put forward by 351

counsel for the defendant. The plaintiff’s invention was not RuoerL
confined to an apparatus.having the carriage which was puex
specifically described in the specification and illustrated in Hé\gms:l{jY&
the accompanying drawings and the peripheral frame Lrurep
described and illustrated. A carriage and a peripheral frame = o
were, of course, essential elements in the apparatus, in the —
sense that it would not be possible to have a mucking
machine for use down in a mine shaft without them. But

it would not be fair to say that all that the plaintiff invented

was the carriage and peripheral frame specifically desecribed

and claimed. It is manifest that what he invented was a
mucking machine. That was an invention of a combination

of which the carriage and peripheral frame were only ele-

ments. It was necessary to have a peripheral frame as a
trackway for the carriage or platform and to have the latter

as a base for the motor and hoist and of such shape and size

that it would not interfere with or obstruct the work of
removing the muck. In the specification the plaintiff gave

the best description of the carriage element of his invention

of which he was then aware but he did not thereby limit his
invention to the use of such a carriage. What he was con-

cerned with was a machine that could be effectively and

safely used at the bottom of a mine shaft and so mechanize

the mucking operation. Having made that invention he was
entitled to define it in the claims in such a way as to protect

himself in the enjoyment of the monopoly of his invention.

He was, in a sense, the master of his claims, within the
breadth of his invention, and entitled to draft them “in

words wide enough to secure the protection desired”, as

Green L.J. put it in R.C.A. Photophone, Ld. v. Gaumont-
British Corporation Ld. et all. Consequently, he could, if

he had so desired, have so drafted his claims as to confine

his monopoly to that of a combination having the carriage

and peripheral frame specifically deseribed in the specifica-

tion and illustrated in the drawings and, if he had done so,

the defendant might not have been liable for infringement.

But the fact is that the plaintiff did not put any such limita-

tion in his claims. And, as Lord Wright MLR. put it in the

case just cited, at page 186, “the precise ambit of the claim

must depend on the language used”. There is no limitation

1(1936) 53 R.P.C. 167 at 205.
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in the claims that would warrant support for the submis-
sions of counsel for the defendant to which I have referred
and I reject them.

The onus of proving infringement is, of course, on the
plaintiff but I have no hesitation in finding that he has
fully discharged it. In my judgment, the defendant has
taken the invention claimed by the patent within the mean-
ing of the principle stated in Nobel’s Explosives Company,
Limited v. Anderson to which I have already referred. The
fact that its apparatus was not exactly the same as the
plaintiff’s does not free it from liability. There is infringe-
ment of a patent when the real substance of the invention
covered by it is taken: vide The Rheostatic Company Lim-
ited v. Robert McLaren and Company Limited* where The
Lord Justice Clerk (Aitchison) said:

The broad test of infringement is whether the alleged infringer has
taken the real substance of the invention as claimed, what Lord Cairns
called “the pith and marrow” of the invention. The devices need not be
absolutely similar, there may be variation, either addition or subtraction
or substitution, and in each case it must be a question of fact whether the
variation makes any real difference or is merely a distinction without a
difference. An infringement is rarely an exact replica of the device infringed.

Vide also the statement to the same effect by Lord Morton
of Henryton in Raleigh Cycle Coy Ld. et al. v. H. Miller and
Coy Ld.Z2 That is the case here. The combination in the
defendant’s apparatus was substantially the same as that
of the plaintiff’s. The unitary results flowing from the com-
binations were the same in each case. Indeed, it could not
be otherwise for there was no real difference between the
two combinations. The defendant’s apparatus was plainly
an infringement of the plaintiff’s patent.

Under the circumstances, I have come to the conclusion,
although my views inclined otherwise in the course of the
trial, that it is not necessary in the present case to con-
sider the doctrine of mechanical equivalence. In my opinion,
the facts do not call for resort to its application. There was
infringement without it.

1(1936) 53 R.P.C. 109 at 118, 2 (1948) 65 R.P.C. 141 at 159.
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There remains the question of claim 11, the process or
method claim. Its validity was strongly disputed by coun-
sel for the defendant. He submitted that it was objection-
able for two main reasons, one that it was too broad and the
other that the process claimed in it was not described in the
specification. I agree with his submissions. Section 2(d) of
The Patent Act, 1935, defines “invention” as follows:

2. In this Act, and in any rule, regulation or order made under 11:
unless the context otherwise requires,

(d) “invention” means any new and useful art, process, machine,
manufacture or composition of matter, or any new and useful
improvement in any art, process, machine, manufacture or com-
position of matter;

Thus, it is clear from this definition that the invention of a
process, which may be called a method, is a different inven-
tion from that of a machine, as the plaintiff’s apparatus
was. And while the patent would not be invalidated by
reason only that it was granted for more than one invention,
vide section 37(1) of the Act, it is a basic rule of patent law
that an invention cannot be validly claimed unless it has
been described in the specification in the manner required
by the law. The legal requirement has been made statutory
by section 35(1) of the Act which provides in part as
follows:

35. (1) The applicant shall in the specification correctly and fully
describe the invention and its operation or use as contemplated by the
inventor, and set forth clearly the steps in a process, . . . in such full,
clear, concise and exact terms as to enable any person skilled in the art
or science to which it appertains, or with which it is most closely con-
nected, to . . . use it . . . In the case of a process he shall explain the
necessary sequence, if any, of the various steps, 80 as to distinguish the
invention from other inventions . . .

I am satisfied that this requirement has not been complied
with so far as claim 11 is concerned. The plaintiff’s appara-
tus has been correctly and fully described in the specifica-
tion. It is defined as an apparatus and elements comprising
it have been deseribed. It is a mucking machine. The man-
ner of its operation has been explained in such a way that
any person skilled in the art could operate it as successfully
as the plaintiff himself. But I am unable to find in the
specification, which I have read several times, such a correct
and full description of the process or method defined in
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1957 claim 11 as the law requires, or any explanation of the neces-
Roover, sary sequence of the various steps in the process. Professor
pamce Riddell described the method in his evidence but I am

HamisoN & unable to find the necessary description in the specification.
Lurmp  (On that ground alone, without further comment on the

Thorson P. undue breadth of the claim, I find claim 11 invalid.

I should add that in the course of the trial I ruled against
the admissibility of the plaintiff’s United States patent.
Counsel for the defendant sought to file it for the purpose
of showing that claim 11 was not in the United States
patent and that, consequently, it was invalid when intro-
duced in the Canadian application, as being too broad.
Thus, it was sought to use the United States patent to inter-
pret the Canadian one. In my opinion, it is not permissible
to interpret the Vahdlty of a clalm ina Canadlan patent by

and practice may not be the same as in Canada.

For. the reasons given, there will be judgment in favor
of the plaintiff declaring that the claims in suif, except
claim 11, are valid and have been infringed by the defend-
ant and granting the injunction sought. If the parties are
not able to agree on the quantum of damages there will be a
reference as to damages to the Registrar or a Deputy Regis-
trar of the Court and judgment for such damages as may
be found on the reference. The plaintiff will also be entitled
to costs to be taxed in the usual way.

Judgment accordingly.
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BETWEEN: 355
Apr. 18-22,
RELIABLE PLASTICS CO. LIMITED ....PLAINTIFF; 2529
AND 1958
LOUIS MARX & COMPANY INC. ABIEI
and LOUIS MARX & COMPANY DEFENDANTS.
OF CANADA 1LTD. .......... ..

Patents—Action for impeachment and declaration of non-infringement—
Action for damages for threats—Trade libel—Slander of title—Injurious
falsehood—The Patent Act, 1935, S. of C. 1935, c. 82, ss. 47, 66, 60(1),
60(2)—The Unfair Compelition Act, 1933, S. of C. 1932, c. 38,
ss. 11(1)(a), 11(1)(c)—Statute of Monopolies, 21 James 1, ¢. 83—
Presumption of validity of patent—Onus of showing invalidity not easy
to discharge—Simplicity of putting idea into effect not an indication
of obviousness—Claim for “transparent plastic” not too wide—Sale of
articles made prior to issue of patent nmot an infringement—Mere
threat of infringement action not a cause of action—No cause of action
for threats if no evidence of malice and statements not false.

The plaintiff made an open face, one-piece polystyrene injection moulded
bagatelle or pin-ball game called Fire Ball, using a thermoplastic poly-
styrene that could be melted. In 1952 the first-named defendant pro-
duced an enclosed game which forced the appellant to make a change
in its game. In 1953 the plaintiff’s Fire Ball game went off the market
and it then produced three cheaper plastic pin-ball games. These were
produced prior to July 14, 1953, the date when Canadian patent No.
494,947 for a Ball Control Game Apparatus issued to the first named
defendant. Subsequently, the plaintiff produced other pin ball- games.
On August 6, the second-named defendant, a subsidiary and Canadian
licensee of the first named defendant, wrote to approximately 125 per-
sons in the plastic toys and games trade, including some of the plain-
tiffi’s customers and purchasers, stating that it intended to enforce the
patent and prosecute infringements of it and notifying the addressees
of the letter accordingly. The plaintiff then brought an action for
impeachment of the patent and a declaration that its games did not
infringe its claims and for damages alleged to have been sustained
by it as the result of the letter. The defendants counterclaimed for a
declaration that the patent was valid and had been infringed by the
plaintiff and for an injunction and damages.

Held: That the defendants’ game was not anticipated by any prior patent
or publication and that, while there were elements in it that were old,
there was no doubt that it was new.

2. That the defendants’ game had great commercial success and its utility
was proved beyond dispute.

3. That there is a statutory presumption of the validity of the patent
under section 47 of The Patent Act, 1935, and the onus of showing its
invalidity is on the party attacking it, that where there has been a
substantial and useful advance over the prior art, as in the present
case, the Court should not make the onus of showing the invalidity of
the patent an easy one to discharge and that the plaintiff has not dis-
charged it in the present case.
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1958 4, That the fact that it was easy to put an idea into practice and that
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all that was needed to do so was to apply well-known techniques to
well-known substances does not prevent the embodiment of the idea
from patentability if the idea itself involved the exercise of inventive
ingenuity. Hickton’s Patent Syndicate v. Patents and Machine Im-
provements Company Ld. (1909) 26 R.P.C. 339 applied.

Inc.etal. 5. That the simplicity of putting an idea into effect is not an indication

6.

that the idea was not inventive or that it would be obvious to a person
skilled in the art.

That the fact that the inventor saw the plaintifi’s Fire Ball before he
finally produced his invention does not deny his invention, that his
game would not have been obvious to a person skilled in the art and
that the necessary element of inventive ingenuity was present in it.

7. That the statement in the claims in which the term “transparent plastic”

appears that the lower ends of the ball intercepting elements referred
to in them should form rivet