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Royal Commission on Customs and Excise 

To His Ezcellency the Governor General in Council. 

i 
The Commissioners appointed to investigate the administration of the 

Department of Customs and Excise of Canada beg leave to ~ a k e  their final 
report as follows:- 

I' APPOIN'I'MENT, POWERS AND DUTIES OF COMMISSIONERS 

I 

I 

On the 5th day of February, 1926, the House of Commons unanimously 
resolved,- 

" That a special committee of this House, consisting of nine members, 
be appointed forthwith to investigate the administration of the Depart- 
ment of Customs and Excise and alleged serious losses to the public 
treasury because of inefficiency or corruption on the part of officers of 
the Department and others, and that such investigation extend back over 
such period of time as the Committee may decide, and have regard to 
all matters affecting the prevention of smuggling, the prosecution of 
offenders, the seizure, storage and disposal of smuggled goods or goods 
seized for purposes of excise or other taxes, the appraisal of goods for 
revenue purposes, the collection of Customs and Exci~e duties, the knowl- 
edge of Ministers or officials of offences or irregularities affecting the 
public service in mid Department, the efficiency of the administration 
thereof, and the necessity of safeguarding the public revenue and the 
public treasury, and that such Commibtee has power to send for persons, 
papers, and records, to adjourn from place to place, to print the evidence 
taken before the Committee and to report from time to time." 

In pursuance thereof, the special Committee thereby appointed reported to 
the Houze of Commons, and their report was adopted on the 18th day of 
June, 1926. 

On the 29th day of June, 1926, the House of Commons resolved ~na~nimously 
.Z that the following paragraph should be added to  the Committee's report:- 

" Since the inquiry indicates that the smuggling evils are so exten- 
sive and their ramifications so far reaching that only a portion of the 
illegal practices have been brought to light, your Committee recommends 
the appointment of a judicial Commission with full powers to continue and 
complete investigating the administration of the Department of Customs 
and Excise znd to prosecute all offenders,and that sucl~ jlxdicial Commission 
should consist of a Judge to be named by the two Judges of the Exchequer 
Court of Canada, said Judge acting as a Commission, to have all the 
powers conferred upon such Commission under the Public Inquiries Act. 
The said Con~n~ission to have powers to make findings and recommenda- 
tions and to report the same to Parliament at the opening of the next 
~ession together ~ i t h  the evidence talcen before the said Commission." 

- 8 

By an Order in Council, July 20, 1926 (P.C. 1161), the Honourable Sir 
Franqois Xavier Lemieux, Chief Justice of the Superior Court of the Province 
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(of (2uebec, was : ►ppointc d ('c» t " ►ni ss i ouer p ur<unut to the pro v ision s of Part I
of the l'ublic. Inquiries Act,cl ► : ► pier 10.1 (if th(! Itev i secl Statutes of Cnnnc'n,
190o,

to continue and co ► nplete the s . ► id investigation of the administration
of the Depar•tment of Cu s ton ►s and Excise of Canada ; that he shall
have as full and the like power , in that c onnection as were originally
ccuntnittecl to sucl ► Committce of the Ilou se of Commons as nfor ~ ,.aid,
and that l i e shall have po wer to make findings and reconnnendntions
front time to time cÎuring the inquir y and to report the saine w itli(tl ► e_
evidence taken before hin i or at his direction to Your Excellency in
Council for su bmi ~! sion to P:ur livuent a t the opening of the next session
thereof . "

By a ► suhse quen( Order in Couucil cl :clcd September 28, 1926 ( 1?.C, 14 67),
the s :;i ► 1 Honot•a ►blc Sit- F rançois Xavier Lc ► nieux, Chief Justice of the Superior
Court of the Province of (Zuebec, ( .'I ► : ► irnuun ; the Ilonotu•able James Thomas
13ro xv n, Chief Justice of the Court of King's 13ench, Saskatchewan ; and the
I(ouom• : ►ble William Henry 1V right, ; c Ju Q tice of the Supreme Court of Ontario,
were appointed ('onuui SS iuners pursuant to the prov i s ions of Part I of the
Inciuiriec Act (chapter 10-1 of the Hc v isecl Statutes of Canada, 190 6j to continue
:u i d complete tl ► S said iurr<ti}:ation di the administration of tl ►e Departmeut
of Customs and l~;xci se of Canada, and tc, inquire into and report upon the
matter, set forth iii the S ,ticl Order in Council w ith the full and the like powers
in ih - it connectiKn a s were orit;innlly committed to such Committee of tue
Hou se of Conm 1 bns , and to have power t o un : ► ke findings and recommendations
front tin ► e to time diiring the incluirv , and to report the sanie w ith the evidence
taken beforn theni at. their discretion to 1Ii ~z F;xccllency in Council for submis-
sirn ► to Par!'.-aient. from time to ti m e as rccei v ecl from the said Commis s ion .

By the said Order in ( 'ouncil it w ,c~ ftu•tiLcr ordered that the said Commi s -
-, ion S l ► oulcl have the power to continue the ini•c•~tigations already commeneed by
the said lite Honourable S ir Frnu o~ ois Xavier Lanieux, and that all b v iclcn ve
already taken before the ~, ; ► i d ('omn ► i,sioner shoul ► 1 be available to and might
be used by the sa i d Commission as if t : ► ken beforc . t1 ► v m .

The Honourable Sir François Xavier I .e ►nicux having resigned, by Orders
in Council dated the 11t1i day of November, 1926 (P .C . 18-14 and 1845 respec-
tive!y), the Honorable .1au ► es 'i'I 1 o111 as Brown was appointed Chairman of
the said Connni .-~s iou, and the Honourable Ernest Roy, Yui sne Judge of the
Superior Court . of ti ►e Province of Quebec, was cluly appointed Commissioner
in the place and ste :►cl of the Hctnot► rg~k Sir Yrançois Xavier Lemieux ,

By it subsequent Order in Council p . ► s sed .on the 14th day of Jnnunry,1927
W.C. 67), it was ordered

„t6 ► ct a supplementary Comtni , :4 o 11 cio issue to the s :cicl the Honourable
Jaunes Thomas Brown, the Honorable 11'ii!i .cm Henr y Wright, and the
Honourable Ernest Hey, authori z ing tl ► em, it addition to the powers
already conferred, to inquire into and report upon all matters coming
unclvr the administration of the :\tini ster of Cu s toms and Excise which
affect the public ; revenue of Canada or relate to the operations of any
person or corporation ownin g , operating or 'employed in connection with
any business carried on tuncier the provisions of the Excise Act or tao
Customs Act or any rcgulations made thereunder, or which are incidentalor closely related to any of the mst#ers or things ]tereinbefore or in the
said Commission mentioned or referred to, and that they be authorizedby the :,aicl Commission to be' issued in that behalf to exercise all or anyof the powers mentioned in section 11 of the Inquiries Act ." .

f
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OFFIt:I':It "' O F (,t) TN I M I " ;̀1O\

(;ott scl to the ('otn ► ni s, iu ►t were ssppi ► intcsl by ( lrcler, in Council in the
l er=ons o f I-Ionour :sblc N. W . Hmvcll, si .C., smil \lr . R . L. Calder . K .C ., as
seniors, and Messrs . R . B . l . :s w and Gordon Lindsay as junior 's .

Air . Paul Leduc was ;tppointccl and : c•tcsl st , ltc(;i~trstr to the C'ummi ss ion . •
The fitut of Clarkson, Gordon and 1)il«•ortls were appointed auclitor s , and

took charge of the account ancv and ms d iting n•ork of the (btniuis s ion under
the direction of Bir. A . E. \stsfi .

Major A . . 1 . Cawilron . si ~u pcrintcndent of tl!c Royal ( ' :u► ncli :ut 'N [ountesl
l'olive, was si ssigncii to take charge of =ncls dutie .=, pertstining to the work of th(
Commission it s ("une w itl ► in the -~ ccipe of h is c,Ifice .

The reporting and stenographic worl . tt• :is p e rforutesl uncler the supervision
and direction of fir<t, Air. E. C. Young, and s tshseclucutly , M r .` E . \iclcl .

ACI'IV1TIE's OF ('(111 MISS ll)\'

Public -e,_s ion s of tlse Commi ss ion were licld 'in every province of the
Dominion at tlse following point s : V irtoria , Vancouv u r, Calgary, Regina,
Ottawa, Toronto, Homilton, W indsor, Niagara Falls . \lontrestl . Quebec, St .
John. Halifax and Charlottetown .

Our fir s t public session was held at Ottawa on Nm cmber 17, 192 6 , and out,
lu=t pub li c s e s ~ion was held at Ottst w st . 'Septetnlscr 1 4 , 1 927 . 1)tn•ing practic-
: ► lly all flic intervening pe iucl, the work oi the Commission occttpiecl and
received the unsliviciecl attet ton o f your Commi ~is ioncr, .

At the opeïsing scs s ion o tlsc Cotnnsi :: :iolt, the Chairman made the fcillott•-
int; annotmcemcnt :-

" It n-sight he well for nie al s o at thi~: time to state in a very concise
W : ► V. ju s t what ►natlcra we are spcrialh cuncernecl w ith . As I scc it, they
can be cnuutcr,itecl tmcler five heaclings :---

l . Smuggling of all de scription~ which i s cün ► lucted on a Commercial
ba~i~ ;

2 . Any seriou s brencbcs or practicc, in evav ion of the Excise régu-
lation s ;

' 3. I)erelicti on of duty on the part o f ofl lcial~ connectccl w ith the
1)ep ► rtment of ( ; u s totu? and EA ci se, both of the inside and outA de
~crvice ;

4 . The operation o f the 'I'renh• made bet ween the Dominion of Can-
ada and the United States of Amet•iea for the prevention of smuggling at
the International bounct a ry , and whether any antctrlment to the Tre a ty
is necessary or desirable ;

5 . Cons tructive sugge s tion s , whether of a legi s lative or stdtninistrst=
tive character, which may be cle s irable to assure th- surpression o ;
~mu ;;t;ling and the better enforcement of the Cu~t~~m~ and f~sci se laws .
And let tne say furthet, in conclusion, that the Commission is prepared
to sit, in every important centre, in every province of the Dominion where
informatio n of rt material or s ub itttntial chnrsicter is available bearing
on the se matters, and if anyone has knowledge of such information lie
will be rendering n public service by notifying counsel and the Commis-
sion to that e ffect. "

Similar stnnouncements as to the work of tite Commi ssion and the desire for
info*m:ttion from . all available sources 'Nti•cre made at the opening se ss ion of the
Commission wherever the Commission sii t, and the w idest publicit,y was give n
to such announcements through the press .
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Crnm '~ cl for the Commission in an effort to ,wcure every assistance and all
useful information pu«ible invited the co-operation of the Attorneys-General
of each of thc Provinces and of the Boards of Trade in the important centres
thro ►lghout tLe Dominion . . I

'I'his w;v clone to give pnblicity to the aims and work of the Commission,
aud to sce ►u•e from all possible source., any information and Suggestions that
ulight be helpful

. The auditors of the Commission have under instructions of Parliament o r
the Govcrn ►nent investigated the operations of every brewery and distillery in
Canada and hf-e also investigated the of ► erations of every company or indi-
riclual whcre, front information received or otl ► cr«•isc, it appeared there were
;tn V n• . ► S i,n ; ► l ► lc grounds for so doing. Inclu ► lint; thci~c nlncle for tl ► e Y►trlia-
me.ntarv ('ourlnittee, the investigations embraceci 106 breweries and distilleries,
99 export houses ►u ► c1 other lictnor houses, and 207 other commercial concerns .
This audit by the at ►ditors, we believe, ha s been lnc ► st thorough and se•trchinl;
and in ► ualn• cases as elsewhere in our reports has shown grave irregu-
l .u•ities, with ccmserit ►cnt '.o4s to the revenue of the country .

The evidcnce of all wihle,scs was takcn tmclcr oath or zolc ► nwaQit•matiou .
Althc ► uç*,h a few fmrson ., who~e evidence Nv ►ts\dessirable were not available, either
through sicl :ness or b y evading service of our snblloenn, practically all the
witncsses n•1 ► o se evidence We ctici clesirc apllearecl before its . Such witnesses
gave information which en ► thlecl it ., to ► unlce reasonably thorough investigation
of the particular mattcrs in hall(] .

All cleft,utn ► cntal files and information have at all tintes been made avail-
nble to Its ancl We have been gi V en every assistance by the Millister of 'National
Rerenne .mul the clcpartntenlsl officials .

In all cases where th(- conduct or business Operations of inclividu ►► ls or cor-
porations wa s called in question or becainc the subject of invcstit;ation, 's; uch
partiez, were affonled the fullest oI ►Ilortunitti• of defence mnd rellresentation b y
cotlnsel .

We have matie ► uam• inve'stigations on which we con=ider no report nece :-
s ►try . We have refwrtecl on onl y such cases as appear to nlerit se►mc attention.
In ulanv cases the unh• source of information ►tvnil ►thle to It,, w as the harty
whose conduct was called in question . Such eviclence was ttsnally given only
: ►fter protection ttncier the Canada Evidence Act was claimed and consequently
coulcl not be used in any l ► rmectltion against .t ► clt lltn•t1fS even though such
fn•ozccntion might seem clesirttble .

We have recomulendeci 1 ►rosec•ution only in cases of flagrant irregnl . ► ritie s
and then only where there is a reasonable prospect of çectn•ing a conviction .

Front time to time, we made lnteri ►n Reports numbered 1 to 8 on matters
which appc .ued to it,, to require e,u•1}• attention, an(] ou`,otl ►er mtttters, which
though important ctid not concert) the gen~ rnl achniuistrlttion of the I)eli ;trt-
luent, we made special Interim Reports numbered 9 and 10 .

FINDINGS AND K)••:COi11TIENDATIOT'fi

Yoür Commissionert at this point desire to call attention to the magnitude
of the tnsk ~ommitted to them, niunel y inter alin to in vestigate the admini s tra-
tion of the Department of Çustoms and Excise .

It might be opportune to note the development and growth of the branches
of the I)epnrtment now designated the Department of National Revenue .

Prior to 1919, the Department of Customs and the Dep ►trtment of Inland
Revenue functioned as two separate departments tinder two different heads . In
that, year, these departments were merged and since then have been ncimini :,tercd
under one AIinister of the Crown .
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The dutie z, pertaining to the departments have been largely augmented by
reason of the various measures passed to increase the rc•yenue, namely the
Special War Revenue Act, 1915, the Business Yrofits. War Tax Act, 1916, and
the Income War Tax Act, 1917 .

In the fiscal year ending March 31st, 1914, the re venue collected by the
arious Departments now merged in the Department of National Revenue was
h, sum of $126 .417,980 .43, and in the fiscal year ending March 31, 1927, the

amount collected by the same Departments had increslsed to the suit of $345,-
241 .967 .01 :

,Thehe importance of this Department will be apparent w hen it is stated that
the total amount collected by all . the Departntents of Govermnent in the lttst '
mentioned fiscal year was $398,695,776 .38 .

Under these conditions, it is evi , ient that the most efficient and intelligent
methods of c>rganization should be adopted . Our investigation, however, has
disclosed that the changes in the organization necessary to meet the changed
conditions have not been made .

Your Commissioners consider that in this report, they should first deal
with the ldtiniinistrs+tion of the Department at its headquarters, Ottawa .

HI:AD(.2UARTFRS AD\1INISTRATION

REflULATIONS :

The regulation~ )f this I)epartment are very numerous but have not been
for some years revised or consolidated, and as a result it is difficult for the
officials to be fully conversant with tlie, regulations governing their duties .

In the course of our inquiry, we discovered that. many of the officials in
the outside ports were not aware of the existence of regulations which directly
concerne+t the duties imposed upon them, resulting in non-observance of such
duties, a lack of uniformity in the different ports and in unnecessary corre-
spbndence with the Department at Ottawa .

This matter is of primary importance, anc, we recotmnend .that'a revision
nnd consolidation of the various regulations be undertaken as soon as possible .

We are also of the opinion that the Department should prepare and issu e
to the .various oflicials a mamutl of instructions defining the duties of the vari-
otts officers and containing a stmtmary of the regulations pertaining to their
work .

BuaF.4u OF INFORMATION :

At present there is no well defined systetn of furnishing information to the
officials of chunges in regulations, of rulings made by the various branches of
the Department at Ottawa, of cases decided in the courts touching the adminis-
tration of the law affecting this Department, of the methods adopted in various
parts of the country to evade the Customs laws and regulntir,n .3, or cf informa-
tion of both interest and assistance to the various officlale in the discharge of
their duty .

We are of opinion that an Information Bureau should be established, and
that at regular intervals, a periodical containing information along the lines
mentioned should be issued to the various officers in the serv ;ce. This would
tend to keep the officials it . :ose touch with t11e,aork of the L`e»artment, and
tend to promote uniformity in the various ports throughout the Dominion .

This Bureau would serve as a clearing house to answer all inquiries respect=
ing matters thàt .officers in the outside ports might wish to make, and also serve
to give to the public through the port officers any information concerning the
Customs or tariff schedules that might reasonably be required . :

It would also provide an efficient medium of communicating informatio n
of an urgent nature to the port officials.

aa7 ►a-3
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APPRAIB/ LS :

This question tou e hes bot only the 'administration at the Department in
Ottawa, but extends thtough all the ports in the Dominion

. It has been recognized and niust be admitted that a proper system of
appraisal lies at the very base of the Customs administration . It is almost
axiomatic that the staff of appraisers should possess the necessary expert and
technical knowled ge to enable them to discharge their duties efficiently . The
present systém fails to provide a staff of'appraisers to meet theFe requirements.
At present there is a Dominion appraiser known as a textile appraiser, but
there should be a staff cf I)ominion appraiser - possessitlg éxpert and technical
knowledge of the . various con :màdities they are call ed upon to aphraise .

The duties of these officers should he to exercise a general supervision over
the appraisers at the different ports, visit the several ports from time to time",
as occasion might require, and instruct and assist the various port appraisers'
in their duties .

These Dominion appraisers might constitute a Board of Appraisers to
whom an appeal might be taken front the appraisal by any port appraiser, and
their deciQion as to value should be final . This Board should not have juris-
d iction to determine any question of la w , or as to the cla ssification under which
the goods appraised should " fall . These u ►atters should, in our opinion, be
decided b y it National Revenue Board, with w hich we deal elsewhere .

Our inquiry has sho wn that the present system of appointing appraisers
or other officers requiring expert or technical knowledge is unsatisfactory, and
we are convinced that where expert and technical knowledge is required, the
examination of the applicants for positions should be conducted by those who
are specially qualified to act in the premises. I -

We are of opinion that all appointments to the office of appraiser at the
different ports of the Dominion should be r ;ade by the 'M inister after examina-
tion of the applicant s by the Board of Appraisers .

We quite recognize that thi s method of appointment would conflict with
the system no w in vogue under the Civil Service Act, but not withstanding this
we are of opinion that this method should be adopted .

We suggest that the Board of Dominion Appraisers when constituted should
supers,41c the pre sent Board of Customs in a ll ntatter and duties relating to
apprai sal .

CONSULAR AGh .N-s :

We are of the opinion that a proper sy :tem of consular agents in the var-
ious countries -exporttng large quantities of goods to Canada might with great
advantage to the service he instituted . These consular agents should be sta-
tioned at the strategic points or places from which the greatest volume of ex-
ports to Canada originate, and might also act as trade agents to advise and
assist in the promotion and establishment of trade between Canada and the
countries in which they are located .

Their duties pertaining to the work of appraisal should be to inquire into
and report upon all exports to Canada, to certify to the invoices and report any
matter that would be of interest or assistance to the appraisers at the port of
entry into Canftcin . They should be required to keep in close touch with pre-
vailinf, prices and trade conditions in the various localities where they are
stationed .

It' is not intended to suggest that these cons,ular agents would in any way
supplant or interfere with the appraisal system already established, but would
net as, a very important auxiliary to the appraisers in their work . Such a
system would operate as a Check against the dumping of goods into this country
and against undervaluation and other frauds on the revenue .
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The consular agents should be familiar with tue Customs forlns and have -
a good general knowledge of business. 7

The experience in other countries where the system is in force has shown
that it may be made self-sustqining by making reasonable charges for the
services rendered .

S F:IZURF;S :

The present system of d isposing of seizures appears to be cumbersome an d
calculated to re sult in delay, denial of justice and often in a loss to the revenue .
Under the present system, th e seizing officér makes' his report (K.9), to the

- Department at Ottawa, and notice is then gk en to the . person wi.)osé goods
were seized requiring him to file his defence within 30 clays. -

When this period has expired, the facts are reviewed by the law clerk, who
makes his report and recommendation and forwards same to the general cxecl :-
tivo assistant, who reviews the 9ame, and sends it to the Deputy Minister, w ho
in turn reviews the same and the report finally goes- to the M inister, who has
the final right of review and decision . This system has resulted in great delay
and a grrat accumulation of undecided c w~ es, and ought to be radically
changed.

We suggest that after the time has expired for the defence to be filed, the
matter shpuld be submitted to and F,djudicated upon by a board or court of
three officials whose decision 0hould be final on all questions of fact, but in case
a question of law is involved, an appeal might be allowed to the courts . This
Board should, Ave think, be the Board of National Revenue, whose constitution
and juri sdiction we shall define elsewher~ in this report .

As an ,lltcrnati',~ i procedure, we would suggest that instead of the three
officials dealing w ith the seizure separately and successively . as at present, it
should be disposed of by the same three officials acting collectively .

We note that under the present system the seizing o fficer is very often not
made aware of the nature and particulnr s of the defence filed, if any, and thus
has no oplwrtunity of meeting or answering the same, nor_ is lie advised of the
reasons for the final deci s ion . This practice ought to be remedied.

SAI.F: OF l' ORFEITEI) t iooDS :

The evidence disrlo ses'thnt the present method of dealing w ith the sale or
di ., posal of forfeited goods doe. not follow proper, bbusiness methods . The goods
in many instances are retained for an unreasonable length of time, causing
deterioration and often entire loss .

Our opinion is that when the decision has been finally rendered forfeiting
the gooüs, the same should be forwarded to some central point *hich affords a
market for goods of the class seized, and sold w ithout delay .

It was given in evidence before us that in certain cases tenders are asked
for the goods, and these tenders must be referred to Ottawa for accep tance. The
delay consequent has often resulted in the sale proving abortive, and a resultant
loss to the revenue . The regulations in this respect should be changed .

PRE V ENTI V E SERVICE :

We note that by Parliamentary action in connection with the special vote
to the Department of National Revenue, a large sum of money was voted for
the creation of a Special Preventive Service, and we learn that in pursuance of
this vote, some radical and beneficial changes have been made in connection
with this service .

In our view, the duties pertaining to the, officers in thq Preventive Service
are such as require special aptitude, and cannot in generai be fulfilled by the
appointment of persons from clerical or other positions in the service .

sono-a1
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The centralization of this service at headquarters appears to have been a
tnist,lken policy, as it tended to create delay both in the conduct of the seizure~
and in the prosecution of offenders .

We would suggest and recommend that. ruuier the chief preventiVe officer .
tllcrc shuuld he regional officers having urisdiction over defined territory not
too great in extent as to prevent them from being in close touch with the activi-
ti" of the officers under their command . ,

In connection with the future nppoilitment of inembers of the Preventive
Service, we would recommend that nll aphlieant~ should be examined and
reported upon by the rhief regional oflicers in the respective districts as to their
special qualificcltions, and that the I1linister should have the right of appoint-
ment from those so reported as ~~ligible .

We are also of the opinion that no officer of the Preventive Service shoiilcl
be entru-teci with any duties in connection t•herewith until lie has had at course
of training, either by being as ;-ociated with or attached to some preventive
force, orb~; a course of training with the plesent Royal Canadian \-Iountecl
Police, or otherwise for a limited period, and that such t.raining should col>sist

• not only in police work but in ir.struction in reference to Customs laws and
ret;ulutions . so that when the ofiic?r is duly inctalleci in the service, he would
have an intelligent working knowledge of his ciuties . and he able to executr the
saine with the necessary tact and coortesy .

In the interests of efficiency and uniformity of control, we further reconl-
memi that all prcventivc otlicers in connection with this I)epartrnent should be
merged in one force, not subject to the provisions of the Civil Service Ac`. .

INVESTIGATION BRANCH :

Our view is after (In(- consideration of the matter that it is expedient to
create an investigation branch with n dit'ector or chief officer at the head of the
organization who would report and lie responsihle to the "IMinister of National'
Revenue .

To us it appears an open question of policy whether the chief officer in thi s

the ,ll.inistcr .
ofllcer or be respon,l ) e d ►rectly to

The services of the inveztigation branch would be of a nature ;cuxiliary to
the preventive service . This force should be in close touch with the CuAoms
agents or consular agcnts in the event . of that rystem being established in all
the countrics outside of Canada .

In our view, this branch should be composed of trained men who have a
good knowleclge of accountancy and are also familiar with the law, regulations
and organization of the I)eparhnent . Their duty, should be to investigate all
reported cases of fraud on the .•evenue, to have the power to examine books and
records relating to Customs entries in the custody of importer-.;, to investigate
and report upon the prices of the imported articles in the country of origin and
generally to carry on all investigations relative to all frauds on the revenue .

The recônnnendations we have made in respect of appointments to the
Preventive Service should apply also to the method of appoinhnent• in this
branch

. ENFORCE\tEIQT OF L :\ Ws RE r,ATI N G 'r0 NATIONAI . REVENUE :

Closely allied to preventive work is the enforcement of the laws and regu-
lations . We see no reason why parties committing frauds on the revenue should
not be proceeded against with the saine degree of promptitude and efliciency
as usually characterizes prosecutions for enforcement of the provisions of the
Criminal Code . This, according to the evidence, has not been so in the past .
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For this purpo,e, competent counsel should be retained by tL'c Department
throughout the Dominion to act in such matters . They would thus become
fiuniHar with the National Revenue laws and regulations and be prepared to
act promptly when called upon, and could be consulted by the Preventive
Officers and other officials having similar responsibility in making seizures and
in instituting and conducting prosecutions .

It would also appear a►Ivisable at least so far as smuggling is concerned that
instructions from the Chief Regional I'reventive Officer for prosecutions should
be sufficient .

~Io1FTt}a

: We found in very many casses that the pre .ent system of awarding and
pay inn moieties was un .- atisfactory . Under the existinA regulations as they were
at the date of our in ►luir

' v
, the officer of the I)epartment kno Nw as the seizing

officer was entitled to share in the moieties in case his salary was under a certain
statetk amount . This provi s ion was intended to : timulate such officers to
act:vity in connection with sciztu•es but had the effect of le N-s ening the interest

of the ot her ofticer s of the port and in some instances led to an arrangement

w I ► creby certain of the junior ofl'icers would make the seizure and share the
tr, -l icties with the Collector or other superior officer . - This practice tends to
weaken discipline, and the dcs irabüity of the system is questionable .

We believe that if no officer was pertuitted to share either directly or
indirectly in any of the moieties, it would have a bene ficial effect on the service .

It~ i s one of the duties of all officers of the Department to detect any violations
oP the Customs Act or regulations, and to take all nccessary actions to have the

offender ►Icalt with according to law, and this duty should be pcrformed w ithout
any such incentive as would flow from the a warding of moictic s .

One of the chief objcct - of the moieiy system of award is to induce those
out,ide tL e ser v ice who have information or who are in a position to secure
information to impart the saine to the service. In many cases such informant

never €;ets any award at all, although he has clonc . his full duty and in most

ca ses the distribution of the award when made is not made for many months,
in some cases ~ everal years after the information is gi ven or the seizure made .

The legi s lation contained in section 37 of chapter 50 of the Statutes of 1927
i s a s tep in the right cGre :tion, and when regulations are made thereunder should
in a marked degree improve the situation . That legislation, however, does not

appear to go far enough as it provides only for the case where goods are seized,
and for payn►ent of all amount ba s ed on the value of such goods . In many
cases, penalties are imposed or infractions of the Customs law or regulations

where no goods are ,; e ized, and under the prerent practice there is little or nothing
left for distribution to the informant, by «•a y of moiety after payment of
expenses .

When information is given by anyone outside the service, which lca& to
seizure, fine or conviction, a minimum - nward of it reasonable amount should be
pnid forthwith ; the balance, if any , might then await the result in accordance
with the present prrcticé . Even for such balance there does not appear to be

observance of the law and regulations by port officers and the manner in which

any good reason for the great dclay< in pa~ments l tut utofore c.herienced .

I N-Srt;cTIO N :

Our inquiry has ► lis ; losd that the present system of inspection 'does not
function stitisfactorily . I+or various reasons, the inspection has developed into
an audit, an inspection of records and documents . In our view, the most useful
feature of an Inspection : Branch would be to investigRte and report upon the



the officers perform,their duties, so that the . Departanent might be possessed of
a ll material information respecting the officers and so that a high standard of
efficiency may be maintained . Our conclusion frnm the evidence is that very
little, if any, attention is given to this phnse of an in :apector's work .

AUDITING :

We have found that thê audit as çonduetcd by the different branches of
the I)epartnient is neither prompt nor thorough : This refers p:irticularl)• to
that made by the sale- t.as auditor, . Either f'ro'nt lack of sufficient officers or
from the incoiupeténce of the auditors, the audit in the Sales Tax Branch is
greatly in : ► rreiu•s . In sonie cases no audit has yet been made, tin([ in other cases
onlr fit long intervals . The whole situation in this regard is highly unsatis-
factorv .

We found that the auditurs in most ca ses prior to their appointment as
such were without any experience in accounting or auditing and only gained
wltat knowledge or skill they do porsess from experience in connection with
their NVork in the I)cpartment .

As it result of the investigation made by the auditors of the Commission,
it is rniuiifest that the audits made by the Sales Tax Branch were superficial
and inefticicnt, resulting in Ver1' considcrable los .-; to the revenue .

We are of opinion that none but persons with special training in account-
ancy should be appointed to this brancli of the service, and the t :ositions should
not be filled as at present by prolnotiôns from other positions in the Depnrt-
ment of officers who have had no training or experience in accountancy or
auditing .

We therefore recommend that the appointment of auditors be made in the
manner we have recommended for (lie appoint :nent of skilled or expert officials
in other branches of the service .

There are at present two sets of nuditors employed by the Department in
connection with the collection of sales tax and income tax and there is some
duplication which might be and should be avoided .

We believe that if the collection of sales tax was trrcnsferred and entrusted
to the Lrcome Tax Branch, there would be considerable economy effected ; R
more unifôrm and thorough system of auditing followed, and less inconvenience

, to the taxpayers, and we recommend that this change be made .
It mit:ht also he noted that both of these syatems of taxation are in a sense

war mensures and are being from time to time changed and we think it would
te more bgical to have them consolidated in one department .

\' 4c A N CIr ~ IN & <1FF :

It was stated in evidence before us that the practice invariably followed
was that in case an employee of the Department was approaching superannua-
tion age, he was allowed six months' leave of absence with pay, and thus the
pceition did not become vacant pntil the expiry of this six months' period, so
that no steps could be taken in the interim to fill the vacancy, as none in point
cf law existed .

_ .. . ..li- .

After the expiry of the six months, the Civil Service Commission takes
s teps to fill the vacancy, and this %,ery often is b y way of promotion, and when
the appointment is so made another Vacancy is created, and so on dow•n' tLe
whole line of employées, 3o that, the ultimate result is that it takes a very`eon-
siderable time to fill all the varanc.ies oecasioned by the superannuation of the
official first mentioned. This lias resulted in very serious disorganization of
the work of the Department and of the ports .
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The intprided effect of the present aysteul - is to give the official it retiring
allowance equal to, six months' pay . However cles'~able this may be, it should -
nct be allowed to impair the efficiency of the servit!-3, and the rernedy kiught to
be found eitherinthe making ;of a provision giving the official a retiring allow-
nnce etjttal - to six rrlonths' pay in addition to the' superannuation âllowanee to
which he may be otherwise entitled, or el--e it should beabolished entirely .

These tire now under the direct control of the Civil Service Commi .sïon .
As we have, been entrusted with the duty of reporting upon all matters• ielating
to the administration, we consider. it incumbent upon us~ to report upon the
prevailing systems in all branches, and on the desirability of any changes tha t
might appear to us as proper to be made .

From the evidence given by the Chairman o f the Civil Service Commission,
it would appear that in the filling of vructincies, pn .motions are confined almost
exclusively, if not entirely, to the officials in'the port where the vacnncy occur

s and to residents in that particuhir conlmuuitv. In our view, this is an undersir-
able system and may prevent the most competent ol5ciicl 'being promoted or
transferred to fill a vacancy . Our observation of the different officials who gave
evidence before us, and the general corilition of affairs in manV of, the ports,
i.onvin: e us that in very many of the -maller port .-, there are officials who hav e
attained the highest post it ., that port and are eminently qualified to fiil higher
iinct more important posts elsewhere should the same be open to them . Under
the present system, they are denied the chance to be promoted, and thus merit
has been made subordinate to seniority and residence in it particular centre .

We would retvmmmrvd that in all rases of vacancies, the Minister should
have the right to tran-.ler An official from one port• to another to fill such vacancy
but before such trr.nsfer can be made, the inspector who is in charge of the
district in which t' ► e appiieant for transfer has functioned shoulcl be consulted as
to the qualificatiolis .

An alternative lrietllocl would be for the applications to be made to the Civil
Service- Commission, and they in turn would submit the applicants to suc h
examination as might be deeme(l proper and submit the names of those qualified
to the 2\1inister who would make°the selection and transfer from the list so
furnished .

In our view the 'Minister should also have the right, to transfer ân official
from one port to another .

HELIEVlNG OR -O CCASIONAL STAFF :

In our investigations, we found thtit the present provision for filling
temporUry vacancies in the di.Reront ports lacked system and calls for some
improvec; methods .

Whel e a temporary vacancy occl. ? in a port, there does not appear to be =
any re,erve staff froir. which can be drawn officers to fill the vncancy, and very
often the work becomes congested or neglected, resulting in delays and detriment
to the public service . . ~

This condition might be remedied by the creation of a relieving staff. This
staff could also be used to supply nee ileci assistance in ports where seasona l
officers are required owing to pressure of work at certain stated ' seasons of the
year .

It has been brought to our attention that in some instances where collector-
ships or other important offices in the service have become Vac.ant, the vacancies
htïve been temporarily filled by inspectors, and thereby the force of this branc h
of the service has been diminished in number and in puint of efficiency .
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It would appc~tr that . thi s force had been resorted to bce~tuse it contains
sotüe ra:perienced o ffi cials who can readily fill any post in the ser v ice . In our
view, as emphasized elscw licre, the inspection staff holds positions of great
importance, and rectuire ..s to be kept up to the t ► ighe si t S t andard of efficiency .
We c~onsider : thut the iiisflectiun :~ tatï 6 lioulcl not be dimin 6hed or depleted . in
favour of cu ► y othcr branch of the :~erv ice unless the present force is materially
incréascd, so that there w ou1cC alwicys be some irt~~l)iia~c: of thatsta ff available
to fi ll va ► a nc i ► ,; in colicetorsl ► ips or other important post- .in the various ports ,
w ithout impairing the eHïc ienc y of the in .,prcticm br:tnch of tlcc 4 r v ice .

(b) To hear all appeals under the Income Tax Act, Special War Revenue
Act, and all other Acts administered by the Department of Nntiorinl Revenue ;

(c) To .adjcadicate upon all seizures made by the Department or its officers ;
(d1 To bca .r and determine all other matters that are now within the juris-

diction of tie Board of Customs ;

(c) And generally to hear and determin~ such other matters as might be
assigned to it .

question of vaiucs, which .will be finally decided by, the Board of Appraisers ;

Provinces, and two other members, one of whom should have experience in
Customs matters, ai,d be thot'oughly conversant with the Customs Act, the
regul ►ltions .ani l the practices, while the third member should be one possessed
of business tra:ining .

The jurisdiction of tbis I3onrd should be :-

(a) To hear all appeals from rulings in Customs matters, except as to the

NATIONAL REVENUE, BOARD .'

'I'1 ► e 13oar,t of Custonts as at prc-ent c•onstitUtecl does not appear to operate
satisfactorily,' :1lltllc llresent nmmluers of this Board are Customs otficert . 'l'he,ir
duties are in some re : pcets judicial and the nminbexs should be removed from
dcp,irhncntal intluence, and have all the authority and indtpendcncc of it court .

No written record is kc:pt of the ekülence sub ►uitted, nor me any l'ea8ons
or grounds of decision ctssignccl. Obviously this is a defect as a Iccision of any
Board whiclc reviews previous rulings can be of the greatest value -lnl,y when
it givc:, the grounds or reasons of its decisions . To be of the t ;reatest benefit
to the ser%,iec, the-e decisions and tbr grounds upon wbicl ► the saune are based
should be cominunicated to tl ►c various officials of the I)rpartulent for their
future gui ►lv ►cc.

Another defect is that tl ►e present Board does not take evidence under
oatb, and in connection with nlatters that cocue before it, it tivould appeor that
it A•cry often lias to decide upon important questions of filet . It is manifest
that in such ca ses tl ► e evidence should be taken uncier oath .

The present Board sits only in Ottawa, and this appears to be objection-
able. It has to decide upon matters arising in thedifferent parts of the
Donüüion and parties who have business with the Board have to attend at great
expense both in time and nloney, and very often they subn : :t to what they coll-
sicter an mijust ruling ratl ►cr than t;o to tlie expense of carrying their case to
the 130ard of Customs .

These are the principal defects in the present system, but though iew in
number they are serious in import . _ I

We have considercd the matter in the light of the defect, in the present
system and of the experience elsewhere in dealing with matters cu!nnlittecl to
it similar tribunal and our conclusion is that ti ►e Board of Custonls as at present
constitutecl " l ► oulci be abolisbed, and in lieu thereof there should be created
it Boac <l of 'National Revenue, composed of a chairman, who should have all
tlle qualifications now required of it Judç;c of the Superior Courts of any of the

i
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This Board or Court !houlcl hohl sittiûgs in each of the Provinces as busines s
warrants .

It should also have the power to appoint one. of its inembers or one of its
oHicicils to hear 'and determine pro forma seizures, that is, aeizures where n o
defence is entered to thc notice swit out-ur.der the prescnt . system by -th

e i~epartmem.
Utlrler the prcitiosecl''sy sten'i ; we would recommend thnt'itll matters rClating

to seizures, nntices, etc . ; be under the control and direction o f this Board .
The constitutiur. of the present Board of Rai? , rny Coimnissaners migh t

to ►► very large cxtrnt be adoptcd in the organizlitian and opcr,ltion of this
Boiucl with such changes is the nature of the work inigl► i. ."quire .

The ~lecisionof the Board shotild be final on all questions except im matter s
of law in which case therc shoillcl be all appeal to the Supreme Court of Canada .

SALE OF UNCI .AIJfEI1 GOOnS :

The evidence pretiented to its shows that there is an undue accwntilntioii
of unciaimecl goocl ,- in so ne of the ports, resulting in it deterioration of the
gootis and congestion in the warehouse where the saine are stored . This con-
dition should not be allowed to continue, but the gocN(s should be disposed of
with promptitude . .

LtcF:N S F:S A N D I ]CxNSF)F:~ :

There are it variety ~f colatianies who conduct business as liceniëes of the
Government, sucl ► as brewers, di tillers, drug companies and vinegar companies .
These licensees by virtue of their licen e are privileged parties and are expected
to conduct their business in accordance with the laws and regulations govern-
iFig the same, and ahould co-operate with the Government in th e the observance
of all mattnrs perttt ining thereto .

Our investigations have disclosed the fact that many of these licensees
have been guilty of most flagrant and persistent violation of the laws and regu-
lations which--they are supposed to observe . They have in this way abused the
special privilego granted to them, and have by improper or deceitful methods
defrauded the revenue .

llany penalties have been prescribed by Statute for such irregularities and
offences, and a rigid enforcement of the laws in that regard is desirable . Appar-
ently, however, this is not sufficient . Some of these licensees have hACn fine d
again and again and still persist in their improper practices .

In Interim Report No. 4, we dealt with this matter . at Çonei length and
recommended tehat-we repeat here, that the M inister should be g`vcn powt,r to
refuse, suspend or cancel the license. No othçri punishment pro• .ided appe,,r,
to bc ,mtlicient under certain circumstlinces .

Where the management is shown to be guilty of a serious infraction of tl ► e
law, the license could be suspended for n limited time and where the niismannge-
ment is persistent, the license could be suspended pending a complete change in
management or entirely cAncelled as the case might require . This, of course ,
should not, be-clone without giving the licensee a hearing. ;

In the event of a Board of National -Revenue being establighed, as recom-
mended elsewhere, such Board could be empowered to hear applications for
suspension or cancellation, and the application could be made at the instiga-
tion of the Minister or of the Government of the province in which such license e
has its head office or in which it operates : Inthis way, we believe the difficulties
that are referred to and emphasized in section IV of Interim RepoF't No . 4 as
to some of these licensees would be entirely overcome .

We also think greater care should be exercised by the Department in con-
sidering the application for licenses, as in the past, accorp .:„ : to the evidence ,
these licenses have been granted too often as a mere matter o14crm.

~a1
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importations , and we think that in the interests of the revenue, the Customs
Act should .l)e :- u nmended as to provide that persons importing good s for re-sale
in their business should be required to keep a complete record of all importa-
tions, and . shou.ld also be recuired to retain all vouche;rs, in voices, and corre-
,pondence con ;.ecteci. therewith for sA rea~onnble period and that a proper pen-
alty be imposed fordefault in compliance with such requirement .

As the Delinrtmént ha s supervision o ver:breweries and distilleries and other
lice ► rees under the Excise Act, we would recommend that in order to facilitate
the proper examination of the production and operations of each distillery and
brew cry , a ct of books should be required to be kept b y the hoL -ler of évery ~
license and that such books shoüld contain all the necessary information to
enable the dcpartment a l ofl5einls to check the returns made by the licen s eets ,
and to inve=tigate any alleged irregularities in connection with the conduct of
the business of such licensee= . This would facilitate the w ork of the officials,
and wouhl not operate a s a hardship upon any of the licei l ,eeç .

concerned with the colleçtion of the revenue have been greatly hampered in
their investigations,by reason of the failure of certain importer := to keep books

- of accounts and record- containing the nece. snry information ►nrespect of their-

Our investigation lias tlisclosed that the Custonis officials and all parties
BOOKS OF ACCOUNT :

C l- s To.\ fs ENTRIES :

A great deal of evidence presented to us was directed to show tl v method
of enterin g guods for duty under' the present system, and the abuses incident
thereto . In the larger ports most of the entrie : are made by brokers authorized
by the importer to make such entries . The broker is required to make an
affidavit absolute in its terms ~_-, to the correctness of the invoice presented by
him. In point of fact, the broker cannot in almost . every instance truthfully
make such an affidavit . The affidavit in question if made by a broker s hould
he so changed as to require him to swear only to the best of his know ledge,
information and belief .

In order that the revenue may be properly protected, we think that every
entry made by a broker 'should be supplemented by an affidavit from the
importer, or sonie person in his eniploy who possesses knowledge of the facts
deposed to . - In order to carry this into effect, a bond should be given by the
importer or thé broker upon entry of the goods conditioned that an affidavit
will be produced within a stated time front the importer himself verifying the
accuracy of the invoice, and in default of the production thereof, the bond
would become forfeited to the Crown . .

PORT ADMINISTRATION

We have dealt in the foregoing portion of this report with matters that
affect, in a generliff4tvay the administration of the various ports, but there are
a few others which specially concern the details of administration of these ports .
We rÇfer tot-

(d) Lack of instruction of officers ;
hts staff ;

(b) Selection of packages for examination ;
(c) Co-operation between the Preventive 'Service and the Collector an d

(e) Power to suspend officers .
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inattention to their duties of the officials entrusted with the duty of orderin g

~
We found in our inquiries that the packages rontaining a large percentage

of the i ►n(wrt5 into Canada were notnumbered or so mnrkcd as to permit o f
identification of the content,by reference to the invoices .

There is a regulation requiring the packages to' be so nknrkcd or numbered .
This regulation was generally disregarded And apparentiy its existenee was
unknown to the officials at the various ports . The result of the .failure- to
requi ; compliance with this .regulation has in many case .,! resulted in an itrtper-
feet and incorrect appraisal, as the selGctipn of a package which was not repre-
sentntit•e in any sense of the entire shipment or entry was in"cbnschuence made ,

We found in many cases the requisite number of packages was not ordere d
up for examination as required by the Customs Act, but this was owing to the

t!p the saine for examination .
In some cases it would work great inconvenience and cause congestion in

the examining warehouse if one package in ten of a large shipment was ordered
up for examination, but we think this difficulty could be ►uet by reduiririg the
collector under his .own signature to approve of loss than that number, in whic h
case a report of his consent should be forc,•ardeit to the I)epnrt ►nent at Ottawa :

We are of opinion that where the goods are either so bulky or packed in
such a manner as to render it, inndvisable or inconvenient to have the]

*
n opencd

in the examining warehouse that they should be opened in the warehouse of the
importer in the presence 'and tinder the supervision of an officer of the depart-
nient .

We found also that in some of the ports the goods were transferred from
the train or vessel to the examining warehouse by carter or carrier in the employ
of the importer. This praetice should he discountenanced .

In several of the ports there was asignal~ lack of co-operation between th e
Prcventit•e Service and the collector and his staff . In some cases it was not
known to the collector whci•the preveittive officer at that point was, or whetht ;r
or not there was one appointed . Under these circumstances, there was no
cxehange of information between these oiiicers . There should be the elosejt
co-operation between these two branches of the service in order to make for
the greatest efficiency .

' Our investigation also disclosed that thereis no method or systen ► whereby
officers appointed or promoted to posts receive any instruction from thei r
superiors .

They have been expected to acquire working knowledge through their own
efforts and observations . This has resulted in niRny instances in the ôfficerf .
failing to acquire an intelligent conception of their duties .

In connection with port ad ► ninistration,- one of the most outstanding defects
was the failure of all branches of the port to have affidavits or declarations
required by the Customs Act taken properly . In most cases, the affidavits wer e
not sworn at all ., This was owing in part to the lack of proper instruction and
supervision . , This .rnatter we found to be so general that we thinkAt is af -gûffi'-
c ►ent importance to ,call for a special direction to every collector instructing
hin ► to ses that in future all oaths or declarations are properly administered .

Under the present practice, it appears that the Cdllector . has no power to
suspend any of his subordinates, no matter what the offence may be, but i t
requires him to report the circumstances to the I)epsrtment And await instruc-
tions . We do not think this is desirable . as it a!%rds the iwmngdoct an qppar-
tunity to prevént detection on account of the intervening delay. , We believe .
that the collectormshotild be entrusted with the power of suspension and would
recc~mri►end that the' regulations be amended to give effect thereto.
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l'oltT; OF ENTRY

In variou.= sections of the country we have taken evidence as to the
necessity for thf~ large number of ports of entry that no«" exist, and the result
of such evidence has i~onvincc:d us th ;it• .j very substnntinl reduction should be
►n, ► de in tl ► e . number of part-s and out-ports .

This redï ►ction was recommended by the apecittl committee of the House

This change would, in our view, extend the Customs facilit•ies to -n ►nny

of Commuons in their rehôrt ; iSee paragraph 16 )
The cvicltnce,d'iscloses that at the close of the fiscal, year 'M ►► rch 31, 1926 ,

tl erc were in Canada 148 ports, 358 out-ports, 219 preventive station,, and 48
post offices where rcvénue was collected, mnking a grnnjt total of 773, or exclucl-
inf; the post ofliccs, 725 .

In our view, this number is unnecessarily large and might be very materially
reclured without clctriment to the public service or nny inconvenience to business
interest. .

Apprnisers who are called upon to value the imports would be fewer . and
consequently greater uniformity in appraisal would prçvail . ,One of the wenk-
nesses that we have noticed is that in ►i great many of the ;smallcr ports, the
Collector has manifold duties toperform, among others the wo1!k of ,in appraiser,
for which in many instances he has no qualifications whatevçr .

The reduction in the number of ports would to a considerable extent
centralize the , ► pprnisal work and place it in the hands of co ►►petentappraisers .
to the great r► !ivm ► tat;e of, the revenue.

The change we rccomtncncl would appear to be drastic t1nd might interfere
with the pre.ent, facilities available for importers in some of the smaller ports,
but we «vuld suggest that in lieu of the present service thej~e should be intro-
duced it systerr► whereby all postal and express parcels whi~h at present form
the bulk of t he entrie, passed at some of the outports would be detained at the
nearest port and there appraised . After appraisal the goocl~ would be sent in
bond by post or express to the post office or expices office neaIstto the rc~idencc
of the ►mportet , .ind the postmaster or express agent, at these ~oints could collect
the duty under instruction., from the port where the ent,r-r was passed .

place, where the saine are not now available .

S :llt'C1GI,INC

Our investigations disclosed that smuggling for commercial purposes was

of their duties in that respect. They acted as if their sole duty was to receive

in process of organization and we are not in a position to state whether such

in certain sectiow, of the country somewhut prevalent while in others it wa,; *
confinecl. largci .~- to individual smuggling. Generally speaking, there was no
cllicient border patrol, a nd in mcuty instance, the C~usto ►ns houses were not
loc;ttc•d in strategic positions to give the oflicërs rea.onable opportunity of
detecting or preventing smuggling . A considerable number of the ofhcers
appeared to be apathetic to inclividiinl smuggling, and made no serious effort
to prevent some. Their conduct would indicate that they had a misconception

entries and payment of duties by thotie willing to pay same .
Along the Atlantic coast there w as a large amount of smuggling by. the

medium of vessels, mostly schooners. In this region there we-t e no proper means
of transportation for the preventive officers . There were not enough bonts and
the boats that were in the service generally speaking had neither speed no r
equipment to properly cope with the situation .

Before the cotnp)etion of our investigation, a special preventive force was

force is sufficient to meet, the situation . The evidence showed that a stron g
- preventive force vas nee ed,
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We have already noted that the location of the Customs house was not in
all cases suititble,- and we also found that at various border points, the present
facilities for tac examination of automobiles is entirely inadequate. .,This con-
dition has developed with the growth of the automobile traffic . .

The evidence taken by its established that smuggling of cigarettes and
liquom was carried on on `u very extensive scale .

I+;vidence was given in regard to :the cigarettes that , the prïce in Canada
was ro much higher than elsewhere that it offered an inüucement or incentiv e
to tue smuggling of,thiQ litie of goods . The difficulty of detection of smuggling '
of these goods is another reason for the prevalence of the practice, and even
with all efficient preventive force, this condition would still obtain to some
extcnt. ~

One of the factors in the price of cigarettes in this country is the high
excise duty levied on sanie . There «,as evidence given before us that would
indicate that it material redttction in the excise duty would materially dim-
inish smuggling ~c :thout seriously affecting the revenue.

In seeking it cause for snntggling of liquor on sUch an extensive scale a s
we found to exist, we had evidence presented to its which indicated that one
of the reasons was the present high price of liquor in Canada, ow~ .ig to some
extent, to time high Customs tariff on imported liquor and the hign excise duty
on liquor mainufactured in Canada .

''I'he incentive to ihe smuggling of liquor is the possibility of very larg e
profits to the smttggler . This is possible because of the great difference in price
betwecn liquor legally manufactured or, imported and that smuggled . This
difference in price is duc to a material degree to the high tariff on i .nported
liquors and the high excise 'duties, on liquors mamtfactured in Canad-th é
Cusioms duty being $10 per gallon }while the excise duty is $9 per gallon. It
may well be that with the profit to thc smuggler substantially reduced, lie will
be loath to take the risks incidental to his operations .

A s the sale of liquor in Canada is largely, if not altogether, in the hands
of the various liquor boards of the provinces, the full benefit of a reduotio ncould not be realized unless with the co-operntion of the provincial ituthorities .

At present liquors exported to a foreign country are exempt from excise
ana sales tax, and there has been evidence addueed before its showing that
considerable quantities of liquors alleged to be for export to foreign countrieswere in point of fact smuggled br.ck into Crinada . This condition 'offers another
inducement to the smuggler, and we have elsewhere suggested that these taxeshe imposed .

Another result of the present high price of liquor is
prevalent practice of illicit manufacture of same.

CERTAIN FORMS OF FRAUDS ON THE REVENUE

'l'his question presents itself under various heads, and it is . difficult to
atiempt detailed classification of same . For the purposes of this,, report, we
consider that a general classification may be made as follows : (This does no t
include direct smuggling) .

1 . Undervaluation .

Undervaluation would appear to be widespread and embrace many forms
of evasion . Under this heading fall varied irregulnrities and unlawful pràe-
.tices employed by importers to defraud the revenue. One of the more frequent
met]lods used is as follows :-

Presentation of false invoices with the entry of the goods. - In some in-
stances the-invoice is furnished by the `exporter who forwards two invoices ,

ë~ •:.~~~u: :~.~..~. a~ ,a, ;~ .=~~
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one for presentation . to the customs authorities, and the other for the importer,
the latter showing the correct value, while the former shows a lower value
and is prepared for the express purpose of defrauding the revenue .

2. Uvcrvaluation .

At first it might be difficult to understand how this could operate as a fraud on
the revenue, but its purpose primarily is to avoid imposition of the dumping
duty, so that- in the result although the duty rollected would appear to be
larger than that hroherly chargeable on the actual price haid for the goods,
yet this price Vnight be so much below the current market price in the country
of origin as to render the ,:aine liable to pay the dumping duty, nnu in the
result the revenue would be defrauded, as the duty pnid on the correct value
plus the` dumping duty Would exceed in a ll cases the duty charged on thc
inflated value .

3 . .1tak i ng of ~Si{tl► t enh•ies, although the irtvoicc is ovailable .

Yresen# .► tion of invoices showing a higher price- than that actually . paid .

The importer ; in some instances infor ► ns the customs officials that the
invoice is not available and makes a sight entry which often states the value
to be lower than that, disclosed on the in voice. It is the duty of the importer
under the exi s ting regulntions to complete the sight entry by the presentation
of invoices , but this duty on the part of the importer is very often neglected
and overlooked by the official-a . We propose as a remèdy that where a sight
entry is made a çleposit should he made or bond given by the importer rôndi-
tioned that lie w ill within a certain limited time . produce the regular invoices
and perfect the entry .

4 . Non-payment of amending entries .

In certain cases we have found that the importer relinquished his right
to the packages for warded to the ex ;lmin:ing warehouse, preferring this alter-
native to paying the additional dutic- called for by the amending entry .

5 . tVisdescrilition of goods .
In some instances the goods are not properly describcl : and the misdescrip-

tion is resorted to in order to secure it lower rate of duty .

6. Misdescription of quantities .

of business . The quantities are sometimes stated as very much less than what
they really are. The reu►edy for this is for the examining officers to check
the quantities stated in the invoices xcif,h the goods examined .

7 . A different ► iser of the goods from that stated in the entry .

The tariff contain s certain provision,, that whére goods are imported for a
certain specific purpose they are to he admitted at a low rate of duty, or in
so e cases duty-free, whereas when imported for certain other purposes they
arsubject to a duty at :1 higher rate . In more than one instance given in
e~~ ience before us goods that were stated to be for a certain specific use were
afterwards sold by the importer, who was a dealer, an d applied to an entirely
different use . This would have resulted, in the cases mentioned, in n substantial
loss to the -revc+nue, but. was detected and additional duty, recovered .

As a remedy for this condition, we would suggest that in all such cases
where qoods are imported by a dealer and there is an alternative rate of duty,
the higl ►er rate of duty should be collected, and the importer allowed to make
application for a refund or rebate of the excess of duty paid . We would also

This method is a very difficult one to detect generally owing to the volume

♦



recommend that iii all Oese cas" the itnporter shouldbe. required to keep bôoks
of account showing the names of the customers and the uses to which the goods
are to be applied, and .hat,these records should be available to the customs

In the course of our inquiries we have ascert,ained and had illustrated tha t
the existing .legislation is not sufficient to properly'proteçt the revenue and we
deem it within our duties to suggest amendments to correct any defects that
may exist or to provide for any conditions that• the present legislation did no t
conteaaplate .

In addition to legislation necessary to give eQect to the recommendations
made elsewhere in our r-ports, including interim reports, we make the followin g
recommendations

: rebate, they may be exarmned and inveitigated by the proper .officers,
officials fit all reasonable finies, and that 011 any application for a refund o r

It sometimes happens, as the evidence shows, that goods are imported into
it foreign country to be there manufactured and exported te Canada . In the
course of the manufacture sevcH processes are employed but in the invoice
presented to customs, the c~tst of the materials and one or more of the processes
only are shown, and the cost of some of the processes oinitted . This obviously
results in a loss to the revenue. , :

againct to some extent by requirinF the oatli of declaration made on entry of iie
goods specified that the peice indicated in the invoice ineh*des charges of this
and the like nature .

10 . Omitting to show costs of di,/ferent processe.,i of manufacture .

fraud could in most cases lie detected by the officers in eec*tng that these charges
were included in the .invoicÇ and adcled to the price . In the past such, practices
have succeeded in their objéct largely through the carelessness or neglect . of the
officials . This might he guarded against by requiring the declaration made on
entry to cover theso iteni s .

9. O»aitting co nunissiiin s paid to foreign agc id s on purchascs .
This is it methoxl that is occasionally practised, and could be providecl

with certain importers whose -purpose is to defraud the revenue . This fôrm of
It. was developed in `evidcrïce before us that this is a very comunon prHetic e

8 . . .
The v ►nission of packiri4, frëig,ht and insrirqncc ciiurgeQ prior to

~_ .
shiamënt .

11 . Discounts .
Numerous instances have been given before us of invoices presented to the

customs authorities in respect of entries of goods showing discounts alleged on
the face of the invoice to be trade discounts whereas in fact the same were cash
discounts .

The present Act allows n cash discount, of 2,1 per cent; but frequently a
larger percentage is sillowed by the exporter who shows the same as a trade
discount on the face of the-invoice, thereby misleading the officials and defraud-
ing the revente . lletection of this method of fraud would properly fall within
the duties of the investigation branch, if the same were. established, as recam-
mended by this report .

We have cited these various classes of fraud in order to show the necessity
for the creation of ,in nrganization sufCicient to cope with frauds of this character .
we think the investigation Ur,mch would serve such put-pose .
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The general concensus of opinion of witnesses examined bcfore us who ha d
to do with prosecutions was that the prov is ion ;+ of this .section as .to punishment

saine as to the proper iuterpret . ► tion to be placed upon this section, and we thiirk
it ïlesirable that Ie'ttislution shouid1be passed to clear tip the difiiculty, and that
section 154 with the complementt ry section 210. which provides the procedure
and l ;c ►~alty, should heso amendcd as to permit of thcseïzure of the vessel an Y -
wliere within territorial waters or within the distance of one league from dhore .

It would also appear desirahle, that legislation should Se enacted to provide
for the eizurc outside of territorial waters of any vessels registered in Canada
engagecl or stispei:ted of being engaged in smuggling operations into Canada .

We think such legislation would matcrially improve the situation, particu-
larly on the castern coitst of C, ►nnrlct where smuggling b y vessels aplmars to be a
very prevalent practice .

Our attentionl ►as also been drftwnto the provisions of sections 96, 98 (1),
and 246 of the Customs Act, and to the judicial interpretation which hact recently
been placed thereon .

'l'lie decision referred to points out that under section 96 the duty of the
tnaster of every vessel bound outwards from any port in Canada to any foreign
port, or to any place within Canada çoastwise or by inland navigation is to
deliver to the collector a report outwards giving the L)articulars as required b y
that eection, but that under section 246 already referred to there is no penalty
for making it false entry outwards, and that, the penalty prescribed in that
section is limited in its application to answering falsely or untruly questions or
violating certain other provisions in respect to the voyage .

The provisions a :,. to the entry outwards is thus ineffectite and it appears
to tts to be n proper case for lef;islatide action, as we have found in the course
of our investigation that fal,e entries outwards have been made in respect of
nt,iny vcssel•.

Our investigations tlisclo-:e that in the case of several prosecutions for
violations of section 206 of the Customs Act, great difficulties were met in secur-
ing convictions owing, it was alleged, to the reluctance or repugnance of Jurors
to convict when the minimum penalty to he imposed was one year's imprison-

It was represented to us by officia!,; of the I)eparttnent, also by Counsel for
the (_'onïmission, tliat doulrts had nriçciï and wëre still existing as to the powers
of the otfiïcers, under section 154 of the Customs Act to seize vessels in territorial
tvttters when outside : the distance of one ,leagme mentioned in the said section .
It wouid appear .that the view of theDeliartanent has not at all times been th e
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In our iuterim Report No . 3 Nvc recomm6nded certain amendments to
Section 101 of the Customs Act, and note that in the legislation passed in the
year 1927 the changes tt•liich we recommended were made and the Act in its
)re,:ent form appears to completely cover the situation which confronted its in
Ic ;tlin~; with in trr~nsthr shipments of liquor .

ment .

profitnble the smuggling of such liquor back into Canada .
in the intereQts, of the revenue and as a means of rendering less probable and

instead of operatina only as tt de.terrent• to the Commission of the offence oper-
ates with greater effect in preventing the securing of convictions and the punish-
ment of the offender.

We note that in the Act passed in 1927, being an Act . to amend the Customs
Act (17-18 George V, Chapter ,50) , the cogr. : te sections of the Customs Act,
namelti 187, 192, 195, 196, 197 were amended so as to provide alternative pun-
ishment to imprisonment, and we are of the opinion that . section 206 should be
amended in n similar manner.

ie are of opinion that the 'legislation nempting from taxes intoxicating
liquors made in Canada when released from bond for export should be :repealed
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TREATY WITH THE UNITED STATES

There was committed to it ., inlrr alia the duty of inquiring into and reportirig

the oflicers of thé Uuiteci Statc . lio~crnmcnt who were particularly charged with

We are convinced that the export houses are established in practicall y

on the operation of the Treuty made between the Dominion of Canada tmd the
United States of Ameriea dated June 6, 1924, for the suppress ion ' of smuggling
along'the .Internntional boundary_ between the . Dominion of, Canadu . and :the
United States of America, and as to whether the said Treaty is-being carried out
according to the 'declnrecl intent thereof, and as to'Whether any amendments to
the said Treaty are necessary or desirable to insure the suppression of atnuggling,
and genenilly to consider and to réporf what legislative-'or administrative
measures in addition to those set forth in thr report of the 15péeial Customs
Committee submittecl to the flou~e of Commons on the 18th day of June, 1926,
are necessary or desirable to insure the suppression of :mugt;ling~ a w', the enforce-
ment of the Customs and Excise laws of Canada

. In pursuance of theduties so entrusted to us, we took cvidence in the vari-
ous parts of Canada, and especially those place. bordering on the International
boundary where the smuggli~ was pm~•rilcnt . 11'e also had a conference with

the clttty of suppressing smuggling .
After due consideration of the evidence and of the representations macle by

the ofticer., of the United States,, we have concluded that notwithstanding th e
provisions of the said Treaty and the regulations of the Department to carry
the same into e ffect, smuggling is still persisting ' on a somewhat extensive scale .

This smuggling has been greatly facilitated by individuals, firms and cor-
poration ., carrying on business in certain provinces in Canada as exporters of
liquors . In Interim Report No. 3, we dealt w ith certain phases of this matter
and made certain recommendations in respect of in trcuasitu and coastwise ship-
ments of liquor, and legislative action followed with beneficial results.

At the time of the Treat y and s ince considerable qitantiti,s of liquor, upon
which exci se clutic, had not been paid , were exportcd in bond for alleged destina-
tions other than the United States . The Customs Act- and the regulatioris -
thereunder require _ that in , uch cases it bond should lie given requiring • liquors
to be exported out of Canada to the port named it : the Customs entry,l~lcî► d
requiring a landing certificate front the proper ofliccrs of the port of destination,
and that in default of the obtaining of such l :indingcectifieate and compliance
with the other conditions the bond should become due and payable .

The evidence .adcluced before us disclosed that a great majority of such
.s hipments iiever reachecl the named destination, and therinference was strong
that the liquor comprised in such shipments had been smuggled into the United
States . In many ca ses lrindine certi ficates were produced to Customs that our
investigation showed to be forged and fraudulent . In some cases the bonds were
released, but in other cases the nenartmcnt was not satisfied, and the bonds aie
still outstantiing. We have dealt with this aspect of the matter in our Interim
Report No. 10 .

For some time past an additional method has been adopted which is to -- I l
expot•t duty-paid liquor. The practice is to enter at Customs the liquor as
being for export to certain pôrts in the United States, but the liquor is never
landed at a port recognized by the United States authorities, and is smuggled
into that country in various places where there are no recognized ports o r
customs houses .

Many regulations have been framed and enacted for the purpose of meetin g
this method of smuggling, but they have proved ineffective . -

every case for the sole purpose of selling liquor to be smuggled into the United
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States and that they exist for no legitimate purpose whatever . Some of these
export houses have Customs bonds, and we would recommenci that all thes e
bonds be cancelled .

As all of the Provinces of (' : ► nacia have cither iissuntecl control over the
sale of liquor or have p,-ohibiteil it altogether, the principle of the I)oherty Act
should in our opinion he externle<l to prohibit the export from any of these
provinces by nn)'one other than the Provincial Governmenfs or t1 ►e mnnit-
facturer.

.~Ve also exlircs~ our rntire concurrence in,thc recomniéndation of the ~pecütl
Committee of the lieuse of ('ommons as contained in paragraph 10 of that Com-
miltee's report . An effective metliod of' carr'ving out the intent of the Treaty
referred to would be to prohibit clearances `to vessels or vehides of all kinds
cirr t,yingit cargo of liquor to the United ~litec ; ccntrary to the laws of that
country .

Reviewing the whole situation, our conclusion is that if these suggestion,,
are adopted and embodied in legislation or regulation, no ainemlment to the
Treaty is neccssar}• to carry out its true intent and purpose :

A('K~O11•LEI)C~ :~11,~7 ~ti
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