
7 EDWARD VII ., SESSIONAL PAPER No . 123 a

11 EP<)10 '

T 9)FI T il i :

K o ~.rAL L0-N2M r SS ION

A. 190 7

LIFE IN s U R:.A N ~.~` E

PRINTED RY ORDER OF PARLIAJlF,'N T

OTTAWA
PRINTED BY S. E . I)A W SON, l'RINTr7RjTO THE KIN(.S MOST

EYCF: LLF:NT,`DIAJF.STY

1907 %
[No. 123a-1907]



7 EDWARD V11 ., 8'-ESS1ONAL PAPER No. 119 a

CONTENT S

The Canada Life Acstirance, Company ., . . . . . . . . . . . . . . .

The Sun Life Assurance Company . . . . . . . . . . . . . . . . . . .

The Mutual Life Assurance Company . . . . . . . . . . . . . . . . .

The Confederation Life Association . . . . . . . . . . . . . . . . . .

The Federal Life Assurance Company . . . . . . . . . . . . . . . . .

The London Life Insurance Company . . . . . . . . . . . . . . . . .

The North American Life Assurance Company . . . . . . . . . . .

The _lfanufacturers Life Assurance Company . . . . . . . . . . . .

The Dominion Life Assurance Company . . . . . . . . . . . . . . . .

The Excelsior Life Insurance Company . . . . . . . . . . . . . . . .

The Home Life Association . . . . . . . . . . . . . . . . . . . . . . . . .

The Great West Life Assurance Company . . . . . . . . . . . . . . .

The Northern Life Assurance Company . . . . . . . . . . . . . . .

The Imperial Life Assurance Company . . . . . . . . . . . . . . .

The National Life Assurance Company . . . . . . . . . . . . . . . . .

The Royal Victoria Life Insurance Company . . . . . . . . . . . .

The Continental Life Insurance Company . .

The Crown Life Insurance Company . . . . . .

The Central Life Insurance Company . . . . . .

The Sovereign Life Assurance Company . . . .

The Union Life Assurance Company . . . . - -

The Monarch Life Assurance Company . . . . . . . . . . . . . . . . . . . •

The Mutual Reserve Insurance Company . . . . . . . . . . . . . •. . . .

The Commercial Travell,;rs Mutual Benefit Society . . . . . . . . . .

The Supreme Court of the Independent Order of Foresters . . . . . .

The Catholic Mutual Benefit. Association . . . . . . . . . . . . . . . .

The Canadien Order of the Woodmen of the World . . . . . . . . . .

The Subsidiary High Court of the Ancient Order of Foresters . .

General Observations and Reeommendations . . . . . . . . . . . . . .

A . 1907

6

17

31

33

41

45

17

52

63

64

66

79

82

84

91

92

94

97

98

101

105

111

115

116

117

152

155

168

160



ROYAL COMMISSION ON LIFE INSIIRANCE

7 EDWARD A. 1907

PAGE .

160

1. The Share which Policyholders ou ; ht to have in the Active Super-

Statement of Topics Discussed

vision of the M a n a g e m e n t . . 161

II. Pelation of Directors to Policyholders, &c . . . . . . . . . . . . . . . . . . 166

III . Mutualization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ' 168

IV. Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 168

V. Investntents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18 5

VI. Valt:ation of Polic y Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . 187

VII . Lapse and Surrender Values . . . . . . . . . . . . . . . . . . . . . . . . . . . . 188

VIII. Standardization of Policies . . . . . . . . . . . . . . . . . . . . . . . . . . . . 189

IX. Distribution of Surplus . . . . . . . . . . . . . . . . . . . . . 189

X . Returns and Publicit}• . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 190

TI. The Insurance Department . . . . . . . . . . . . . . . . . . . . . . . . . . . . 192

XII. Fraternal Societies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 195

1III. State Insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 199

XIV. Contractual Uniformity throughout Canada . . . . . . .

Amalgamation ^nd Transfer . . . . . .

Other Topics . . . . . . . . . . . . . . . . . . .

Gain and Loss I:xhibit . . . . . . . . .

Verification of Returns . . . . . . . . .

British and Foreign Companies and Trustees for . . . . . . . . . . . .

200

201

201

201

202

202

Assets held for Canadian Policyholders in British and Foreign Companies . 202
Incorporation of Managers and Agents . . . . . . . . . . . . . . . . . . . . . . . . . . 203
Provincial and .lt u iicipal Tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203
Form of Returns . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 203
Promissory Notes given for Premiums . . . . . . . . . . . . . . . . . . . . . . . . . . 203
Government Approval of Premium Rates . . . . . . . . . . . . . . . . . . . . . . . . 203

Daposit of Securities with Superintendent . . . . . . . . . . . . . . . . . . . . . . 1) 0 4

Suggestion to make all Business Participating . . . . . . . . . . . . . . . . . . . . 204
Restricting Shareholders' Dividends . . . . . . . . . . . . . . . . . . . . . . . . . . 904
Sutnmary Determination of Rights . . . . . . . . . . . . . . 204
Conclusion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 201

1



7 EDWARD VII ., SESSIONAL PAPER No . 123a A. 1907

REPORT OF THE ROYAL COMMISSION
ON LIFE INSURANC E

His Excellency, the Govérnor General of Canada, in Council :

The Commissioners rppointed under the terms of the Royal Commission, dated
the 28th February, 1 906, issued under the provisions of chapter 114 of the Revised
S:atutes .of Canada, intituled `An Ac t respecting Inquiries concerning Public Mat-
ters,' and the Order in Council thereunto annexed :

' 1 . To inquire into,
(a) the general subject of life insurance and life insurance systems in Can-

ada ;
(b) the operations of the various companies chartered by the Parliament of

Canada, or by any province and licensed tinder the Insuranc0 Act, transacting
lifo insurance in Canada, including expenses of management, invesntent of funds
and other allied questions .

`2 . To make the like inquiry, as far as deemed necessary, into the operations
of cc npanies other than those chartered by the Dominion or province, transact-
ing in Canada tne business of life insuran ne.

`3 . To inquire into the operation of the laws of the Parliament of Canada
relating to and governing the business of life insurance, both as regards Cana-
dian companies and companies other than Canadian, and to consider and report
upon any amendments thereto that may be deemed necessary.

`4 . That the Commisyioners . so appointed have power to employ expert
assistance, to summon before them witnesses and require them to give evidence
on oath orally or in writing or on solemn affirmation, if they are persons entitled
to affirm in civil matters, and to produc ; such documents and things as such
Commissioners deem requisite to the full investigation of the matters herein-
before referred to, and generally to exercise all the powers conferred by the said
Act, '

have the honour to submit their report embodying the results of their inquiry and
their recommendations in connection w ith the various matters into which they were
directed to inquire, as well as the proceedings had and the evidence taken before them .

Simultaneously with the appointment of your Commi=sioners, Mr . Henry T .
Ross, of Bridgewater, Nova Scotia, was appointed-Secretary of the Commission, and
Mr. George F. Shepley, K .C., was appointed counsel for the conduct of the inquiry,
with whom was associated Mr. W. N. Tilley, as junior counsel . The government of
the province of Ontario appointed Mr . I . F. Hellmuth, K.C . , and Mr. G . R . Geary,
counsel to represent the policy-holders of that province before the Commission, and
M r . Calixte Lebeùf, K .C., was appointed by the government of the province of
Quebec, counsél to represent the policy-holders of that province . The Commissioners
appointed M r . Miles M . Dawson, of the city of New York, consulting actuary.

The Commissioners met at the office of the Chairman in the city of Ottawa . on
Monday, the âth March, 1306, for the purpose of organization, and also to conGider
the best means of satisfactorily discharging the important d•.tie s imposed upon them .
After due notice had been given, the first public meeting of the Commissioners was
held in the city of Ottawa on the 7th March, 1906, when the text of the Commission
was read and announcement was made that the Commissio .tere w)uld proceed with
the public inquiry on the 14th day of March, in the city of Ottawa .

123a-1
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The Commissioners have, during the itimiiry; made a careful examination of the

statutory laws upon the subject o` insurance, not only of-the Dominion, but also of
the different provinces, and have considered the bcaring of such laws upon the subjects
under inquiry.

The Commissioners have also thou ;ht it proper to ascertain the views of persons
skilled in the subject, upon many poin', and front different aspects of the important
matters with which the Commission has had to deal .

The Coinmissioners have examined into the operations of the various companies
chartered by the Parliament of Canada or by any province and licensed unde : the In-
suranco Act, transncting life insurance business in Canada, of which the fol ;owir.g is a
complete list, namely :

(1) The Canada Life Assurance Comp;uny, iucorpornted by the Act of 1849
the late province of Canada, 12 Vic ., cal 168 ;

(2) The Sun Life Assurance h~ .rnp;my of Canada, incorporated by Act 18 6 5
of the late province of Canada, 28 Vie., cap . 43 ;

(3) The Mutual Life Assuranco Company of Canada, incorporated by 1869
Act of the Legislature of Ontario . 32 \'ic., cap . 17 ;

(4) The Confederation Life A>s',ciation, incorporated by Act of Par- 1871 •
liament of Canada, 34 Vie, cap . 51 ;

(5) The Federal Life Assurance Company of Canada, incorporated by 1874
Act of the Legislature of Ontario, 3S \'ic ., cap. 68 . Incorporated in 1898
l,y Act of the Parlianucnt of Canada, 61 Vic ., cap. 103 ;

(6) The London Life Insurance Company,_incorporated by Act of 1874
the Legislature of Ontario, 37 Vic ., cap . 85 . Dominion extension of char-
ter, 1584, 47 Vic., cap . 8 9 ;

(7) The North American Life Assurance Company, incorporated by 1879
Act of the J'arliament oi Canada, 42 Vie ., cap . 73 ;

(8) 'rl .e Manufaeturcra Life Insurance Company, incorporated by 1887
Act of the Parliament of Canada, 50 Vic ., cap. 104 ;

(9) The Lonuinion Life Assurance Company, incorporated by Act 1889
of the Parliament of Canada, 52 Vic ., cap . 95 ;

(10) The Excelsior Life Insurance Company, incorporated by letters 1889
patcnt, August 7, 1889, under `The Ontario Joint Stock Companies '
Letters Patent Act .' Dominion license, 23rd June, 1897 ;

(1 1 ) The Home Life Association of Canada, incorporated by Act of 1890
the Parliament of Canada, 53 Vic ., cap . 46 ;

(12) The Great West Life Assurance Company, incorporated by Act 1891
of the Parliament of Canada, 54 Vic ., cap . 115 ;

(13) The Northern Life Assurance Company of Canada, incorporated 1894
by Act of the Parliament of Canada, 57 Vic ., cap. 122 ;

(14) The Imperial Life Assurance Company .of Canada, incorpo*at3fl 1896
by Act of the Parliament of Canada, 59 Vio ., cap. 50 ;

(15) The National Life Assurance Company of Canada, incorporated 1897
by Act of the Parliament of Canada, 60 Vic ., cap. 78 ;

(16) The Royal Vict,ori ;, Life Insurance Company, incorporated by 1897
Act of Parliament of Canada, 60 Vic ., cap. 81 ;

( 17) The Continental Life Insurance Company, incorporated by 18 9 9letters patent, Ontario ; Dominion license, 31st December, 1901 ;
(18) The Crown Life Insurance Company, incorporated by Act of 1900

the Parliament of Canada, 63 Vie., cap . 97 ;
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(19) The Central Life Insurance Company, incorporated by letters 1901
patent, Ontario, Dominion license issued 20th May, 1905 ;

(20) The Sovereign Life Assurance Company of Canada, incor- 1902
porated by Act of the Parliament of Canada, 2 Ed . VIL, cap. 102 ;

(21) The Union Life Assurance Company, incorporated by Act of 1902
the Parliament of Canada, 2 Ed . VII ., cap. 109 ;

(22) The Monarch Life Assurance Company, incnrporateà by Act 1904
of the Parliament of Canada, 4 .Fd . VII., cap . Oit

Fraternal SOc}F.EtCS .

(23) The Commercial Travellers' Mutual Benefit Society, incor- 1882
porated under the provisions of R. S. 0., 1887, cap . 107. Dominion
license, February, 1889 ;

(24) The Supreme Court of the Independent Order of Foresters, 1989
incorporated by an Act of the Parliiment of Canada, 62 Vic ., cap . 104 ;

(25) The Grand Council ot the Catholic Mutual Benefit Associa- 1890
tion of Canada, incorporated in Ontario, 1890 ; incorporated by an Act
of the Parliament of Canada, 55 Vic ., cap. 90 ;

(26) The Canadian Order of the Woodmen of the World, incor- 1893
parated by Act of the l'arlian.ent of Cana0a, 50 Vic., cap . 92 ;

(27) The Subsidiary High Court of the Ancient Order of Foresters 1898
in the Dominion of Canada, incorporated by an Act of the Parliamen t
of Canada, 61 Vic., cap. 91 .

The following table collects information showing the magnitude of the interests
involved in the operations of Canadinn insurance companies .
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With regard to the British companies doing business in Canada, the Commis-

sioners have thought it proper to obtain and have obtained valuable opinions from
British actuaries and insurance managers upon subjects with which the Commission
has had to deal .

The Commission has also availed itself of the proceedings and evidence taken dur-
in, 1°00 before a Committee of the House of Lords upon certain aspects of the sub-
ject c,f insurnnce, and has also had the, advantage of examining the report of that
Conmittec. 'l'hese proceedicws are among the papers accompanying this report .

With regard to United States cotnpanies doing business in Canada, the Commis-
sion'.ias treated as part of the material before it and available for its purposes the evi-
dencc taken before and the report made in February, 1906, by the Joint Committee
of the Senate and As.einhly of the State of New York, appointed to investigate the
affairs of life insurance companies .

The Commission has also had in opportunity of examining the report of a Com-
iuis?ion appointed to recodify the insurance laws oî the Cotmnonwealth of 1lfassaehu-
setts, made to the Governor of the Commonwealth in June, 1906 ; the report of a Com-
mittee on Uniform Lr'gislatiou app,inted at a Conference of Governors, Attorneys-
General and Insurance Conunisiioner, held at Chicago on 1-2 February, 1906, com-
monly known as `the Committee of Fiftet .n' ; the report of a sub-committee of the
Committee of Fifteen, appointed to consider standard forms of and t,tandard provi-
rions for life insurance policies ; the report of another Committee appointed at the
same Conference to consider the subject of Annual Accounting and Distribution of
Surplus ; the report of a Committee appointed by the Governor of the State of Indi-
nna, to investigate, anior,g other subjects, the Ir^,ranco Department of that State and
the condition of Legal Reserve Companies d ing business in that State, and an ad-
vance abstract of a report made by a Legis' .ttive Insurance Investigating Committe.e
of the State of Wisconsin, bearing date the 12th December, 1900 .

In some cases of United States companies this information has been supplemented
by specific inquiry, as w

;'t more fully appear from this report, but the Commission
has deemed it inexpedient to prolong this inquiry by examining independently into
the matters of fact with which the reports of the committees mentioned above have
dealt .

CA\'AllA. LIF.>; ASSURANCE COI► iPANX.
This is the oldest of T he Canadian life insurance companiea, and had its originin a meeting held in Iiamilton on the 21st August, 1847, at which certain conclusionswere
reached by those present, looking towards the foundation of a life insurance com-pany . This meeting was followed by a deed of settlement, dat !d lst January, 1848,which provided for the constitution and government of the cou .pany, conformably tothe conclusions arrived at by the ;neeting.

The capital stock was fixed by the deed at £50,000, divided into 500 shares of £100each . fhe deel provided for the election of a Board of Directors, and expressly nom-
inated the first board, consisting of 20 persons The deed further contained suitableprovisions for the transaction of the proposed company's business, and for the govern-ment of the company by means of by-laws and regulations, for the making of whichthe deed made ample provision . The provisions of the deed with respect to pro fi tswere as follo ws :-

` That for the first two years no dividend of interest or profits shall be made,
but the same, after defraying the expenses of management, shall be retained to
answer contingencies, and that thereafter it shall be in the power of the directors
to appoint and declare dividends to be made among the shareholders in propor-tion to their respective shares, provided always that it shall be in the power of
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the directors for the time being to lay aside and accumulate such parts of the
profits as they may deem advisable, and provided further that it sball be in the
power of the directors, from time to time, to allot and divide to and among the
assurers upon the participation scale, at the rate of 75 per cent of the profits to
arise and be rea ;ized from this branch of the company's business in proportion to
the amounts of premiums paid up by him, her or them . '

The deed conferred authority upon the directors to appl3 for an Act of Parlia-
ment, or a Royal Charter, incorporating the company, and ` to alter, modify or amend
the whole of the terms of the constitution of the company so as to meet the views of
Parliament .

In 1849, on April 25, by an Act of the late province of Canada (12 Vic., eap . 168),
the Canada Life Assurance Company was incorporated. The capitalization provided
for in the Act followed the terms of the deed, and the insurance pow3ra con Urred were
as follows :-

` To make and effect contracts of assurance with any person or persons, bodies
politic or corporate, upon life or lives, or in any way dependent upon life or lives,
and to grant or sell annuities, either for lives or otherwise, and on survivorships,
and to purchase annuities, to grnnt endowments for children and other persons,
and to receive investments of money for accumulation, to purchase contingent
rights, whether of reversion, remainder, annuities, life policies or otherwise, and
generally to enter into any transaction depending upon the contingency of life,
and all other transactions usunlly entered into by life assurance companies, in-
cluding re-assurance . '

In this respect also, the Act followed the provisions of the deed .
With respect to profits, the Act conferred upon the directors, in the management

clause, power t o
' Allot and divide among the assurers upon the participation scale, so much

of the profits realized from that branch, and at such times as they may think fit .'

And also power to
`Declare and cause to be paid or distributed to the respective atockholders any

dividend or dividends of profits in proportion to the shares held by them, at such
times and seasons as they shall think proper, or add the same to the paid-up por-
tion of the capital stock ;

thus enlarging the power conferred upon the directors in respect of profits by the Deed
of Settlement.

Power was also conferred upon the company to increase its capital stock to a
sum not •.xceeding 9250,000, or $1,000,000.

The powers of the company so incorporated with regard to investments, so far as
they are necessary to be coiFidered, were conferred in the following words :-

'But it shall be lawful, nevertheless, for the said corporation to purchase and
hold, for the purpose of investing tl .erein, any part of their funds or money, any
of the public securities of this province, the stocks of any of the banks or other
chartered companies, and the bonds and debentures of any of the incorporated
ci .liea or towns or municipal districts, and also to sell and transfer the same, and
also to make loaas upon or purchase bonds, mortgages and other securities, and
the same to call in, sell and reloan as occasion may render expedient '

By the Act 42 Pic ., cap. 72, certain amendments were made in the powers of
the company with regard to the division of profits . The Act recites a petition by
the company, representing that--

` The direct>rs have heretofore allotted and divided among the persons
assured upon the partioipation scale 75 per cent of all the profits realized from
the entire business of the company, and that in view of the increasing business

i
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it is or may be desirable to vary the relative proportions in which such profit a
should be allotted and divided as between the shareholders and the persons as-
sured.'

The Act goes on to provide that the directors, instead of continuing to allot the
profits as mentioned in the recital, are authorizFd :-

- `In their discretion to mal:e such new allotment and division of such pro-
fits among the persons assured on the participation scale and the shareholders
of the company, at such times and in such manner as they may think fit, and
also from time to time to alter or vary the relative proportions in which such
profits shall be allotted and divided as between such assured and the sharehold-
ers ; provided always that the proportion of such profits allotted to such assured
shall not be less than 90 per cent the .eof ard the proportion to the shareholders
shall not exceed 10 per cent thereof . '

By the same Act power was given to the directors to establish agencies or branches
within the Dominion of Canada or elsewhere and it was provided that in addition
to the powers in that behalf contained in the Act of Incorporation, the directors
might invest the funds in any of the public securities of the Dominion of Canada,
or of any of the provinces thereof, or of Great Britain and Ireland, or of any foreign
state or country, no greater amount being invested in the securities of Great Britain
and Ireland or of any foreign state or country than :night be required for the pur-
pose of complying with the requirements of the country or foreign state for carrying
on the company's business through its agencies established or to be established .By the Act 5G Vic ., cap. 99, it was nrovided, in order to remove doutts as to
the directors' power of investing moneys in Canada,

`That they have had and shall have power to inveat the funds of the company
in the bonds or debentures of any iwinicipalities in Canada and in mortgages on
real estate in any of the provinces or territories of Canada, and they may in-
vest.such funds in the•bonds or debentures of any of the states of the United
States or of any municipalities in the United Kingdom or in the United States
or in mortgages on real estate therein ; but the amount so invested in the UnitedIiingdom ,;hall not at any time exceed the reserve upon all outstanding policies
in force in the United Kingdom, and .the amount so invested in the United
States shall not at any time exceed the reserve upon all outstanding policies in
force in the United States . '

At the date of i-vicorporation £2 or $8 per share, amounting in all to $4,000, had
been paid on account of the £50,000 capitalization then presently existing, and no
further payment was made in 'cash by the shareholders from that date till the year
1856, when the authority to increase the capital to £250,000 Was exercised by the
company, and the sum of $24,780.50 was called up in cash . In the meantime, how-
ever, between the years 1849 and 1856, inclusive, $35,590

.50 had been applied by way
of bonus or dividend in payment on the capital stock

. In the succeeding years, from
1857 to 1865 inclusive, the cash payments by sharehol4ers in respect of their stock
were, by yearly decreasing amounts, raised to a total of $63,673

.60, while bonusesor dividends out of profits were further applied so as to make the total paymentsfrom this source g61,426
.50, making in all $125,000 paid on account of'the total capi-tal of $1,000,000.

In the year 1900, after the passing of the amendments made to the Insurance
Act in the year 1899, and under certain circumstances which will be discussed more
fully in a later part of the report, the remainder of the capital stock was called up ;and between the years 1900 and 1903, $875,000 was accordingly paid by the share-
holders which, with the $125,000 paid up in the year 1865, made the full $1,000,0M
of authorized capital .

Down to the year 1865, inclusive, the shareholders received dividends in addition
to the amount ($61,426 .50) applied in payment of their stock, as follows :-
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Year .

1858 . .
1857 . .
1858 . .
1850 . .
1860 . .
1861 . .
1802-
1863 . .
1864 . .
1865 . .

Per Cent . Capital .

E 33,350
64,378
83 .733
08,550

110,120
110,440
122,930
124,090
124,520
124,002

•And between the years 1866 to 1890 inclusive, they were paid divirlend5 as fol-
lows :-

1888 to k88t1 . . .
1870 . . . . . . .
1871 to 1874 . . .
1875 . . . . . . .

.1876 to 1879 . .

Capital .

5 1 025,000 .
8 with an extra of :8 per share .
8
10 " with an extra of 117 per El :are.

1 5
15 " with an extra of $17 .50 per Phare.
1 5
17; " with an extra of i25 per ehare.
20
20 with an extra of $25 per Phare.

From 1891 down to 1899, inclusive, dividends were paid to shareholders amount-
ing to 20 per cent per annum upon the paid-up capital, besides a special bonus of
$25 per al!are, or in all $62 .500, paid in 1895 .

Sinc3 the capital was increased to $1,000,000 regular dividends at the rate of 8
per cent ($80,000) per annum have been distributed to the shareholders .

In the early history of the company rates of interest were high, and' expenses
were upon a moderato scale to which the methods of insurance of recent years present
no parallel. The first reserves were computed upon the basis of 6 per cent, and the
rates of commission to agents prevailing in the earlier history of the company were as
low as 10 per cent on initial premiums, and 7+} per ent on renewals . These were
the rates of commissions paid to district agents in 1862 . Between that date and 188" ,
there had been a gradual increase in the case of initial premiums from 10 per cent to
about 20 per cent, and in 1887, the rate was iilcreased to 35 per cent . In 1900 it was
increased to an av .-rage of probably 50 per cent, commissions in respect of some
classes of insurance being then fixed as high as 55 and 60 per cent .

The Hon . George A . Cox, the president of the company, formed his first connec-
tion with it in the year 1862, becoming in that year the local agent of the company
at Peterborough . The limita of his agency were enlarged from time to time until
1887, when the seat of the agency, then known as the Eastern Ontario Branch, was
removed from Peterborough to Toronto, and the rates of commission re-adjusted .

In 1892, Mr. Cox went upon the Board of Directors under circumstances which
call for some observations. He had before that data become largely interested in
many important financial institutions . He was president of the Canadian Bank of
Commerce, the founder and almost sole owner of the Central Canada Loan and Sav-
ings Company, connected with and in control of the Toronto Sai ings Company, and
was closely identified with other large and important business and Snancial interests .
He had been earnestly devoted to the business of the Canada Life Assurance Conl-
pany, the success of which was, no doubt, in a large degree due to his zeal and in-
dustry in the territory covered by his agency. The stock of the company strongl y

Year. I Per cent.
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appealed to him as an investment, and lie had, from time to time, increased his
early small holdings, till, in the year 1891, the year preceding his going upon the
board, he either held or controlled 4S9 shares of the capital stock .

Among so me of the members of the board there appears to have been a feeling
of alarm at the growing po wer of Mr . Cox. There are indicated upon the minute" ;t wo grounds upon which this alarm was ba s ed ; one the danger of undue influence o riontrol falling into any one hand ; the other, the danger to the independent manage-
ment of the company involved in the acquisition of a preponderance of its stock by
one of its servants or employees .

On the other hand, Mr. Cox seems to have be en firmly pressing his claim to a seat

management of the same, free from any interference by Mr . Cox, so long as lie held

on the boa rd . lie thought lie had been unfairly treated by the board upon the occas-
ion of removing the Eastern Ontario Agency from Peterboro' to Toronto after the com-
pletion Of the cotupany's new Toronto building. IIe removed t ne o ffi ce of the Central
Canada Lorin and Savings Company at the same time, and had expected office accom-
modation for that company in the new building, and attributed his being disappointed
in that respect to çertain members of the board . he says lie then determined that liewould himself go upon the board, and that they should go off.

The result, was that negotiations were entered upon by the board and Mr. Cox,Nv hich finally resulted in his election in 1892 . upon the terms of his vesting 400 shares
of the stock held by 'him in three trustees, who were to have the sole control and

the position of director, lie, however, receiving the dividends upnn them .
The instrument vesting the 400 shares in trustees provided that, upon Mr . Coxceasing to be a director, the shares shouid be retransferred to him .
Upon this arrangement Mr. Cox was elected to the board at the annual meeting in---\[ ;irch, 1892 .
In January, 1897, Air . Cox desired a retransfer of the shares held in trust, feeling,as lie said in a letter written during the discussion, that he could not any longer pro-

perly occupy a seat at the board with his stock held in pledge as a guarantee of his
good bchaviour . He was, as lie quite understood and intimated in the correspondence,
entirely master of the situation at this time, as, by resigning his seat at the board, he
could compel a retransfer of the shaTes, and his ownership and control of stock at that
time would, no doubt, have re-insured his re-election . The board yielded to the requestof \1r.- Cox, and accordingly his shares were released from the trust . At the sametirue, owing to objections made by Mr. Cox, two gentlemen, who lived in Montreal,
retired from the board, and their places were taken by Mr . Alexander Bruce and Mr.B. E. Walker. _-- ---

In January, y900, \ir . Cox was elec t_rd_ presid -en t, i . Ramsay retiring upon a
pension of $12,000 per annum, provision for which was made by the purchase of an
annuity, the purchase money of which entered into the general expenditure account of
that year. The retirement of Mr. Ramsay had been provided for as early as 1897,-in
an agreement under which he was to continne as general manager so long as he should
be able to efficiently discharge the duties of that position, and until the board should
express a desire for his retirement ; and upon his retirement be paid an allowance of .$12,000 a year during his natural life .

When Mr. Cox became president and general manager, his son, Mr. E. W. Cox,
who, up to that time, had been in partnership with him in the office of agent for the
Eastern Ontario Branch, became assistant general manager ; and another son, Mr.H. C. Cox, succeeded the firm as agent for the branch . Hon. Mr. Cox paid his son, E.W. Cox, $40,000 for his half interest in the business, and handed over the whole agency
as a gift to the other son, H . C. Cox. Mr. Cox's salary, as president and generalmanager, for 1 900 and 1901 was $20,000 per annum. Mr. E. W. Cox's salary as
assistant general man9ger was at first $0,000, but was subsequently raised to $7, 500, towhich Mr . Cox added $5,000 from his own salary of $20,000, making his son's saiary
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$12,500 and his own $15,000 . In 1903 and 1904 Mr . E . W. Cox received a salary of
$15,000 , and in 1905 a salary of .$20,000, lion . Mr. Cox receiving $15,000 . Since the
year 1900, when Tir. H. C. Cox took over the agency for the Eastern Ontario branch,
lie has been in receipt of net profits in respect of the agency ranging from $12,850 .90
in 1901 (the minimum), to $19,895 .25 (the maximum), in 1904 .

.lir, Cox had, in 1896, added to his Eastern Ontario Agency the Michigan branch,
under an arrangement by which lie purchased the agency from the person who, prior
to that, had been in charge of the branch . He applied the profit of the branch from
the year 1890 to 1895 in wiping out the charge upon the business cre, .'cd by the pay-
ment of the purchase money ; and from 1896 to 1899 the branch continued to show n
profit which Mr. Cox was receiving. In 1900, when lie became president, the arrange-
ment with Mr. II. C. Cox covered this territory also, and the profits of the Michigan
branch, in the six years that have elapsed since then, aggregate about $11,000.

With regard to the Ottawa agency, the statement made is thnt lhe Ottawa agent .
Mr . IIaycock, had transferred to a person from whom he had borrowed n considerable
sun: of money, a one-half interest in the earnings of the agency . The Ottawa agency
was a sub-agency of the Eastern Ontario branch, and Mr . Cox, while h~• as manager of
the Eastern Ontario branch, arranged that this loan should be taken up . ' For this
purpose a company was formed, called R. Ii . Haycock S. Sons, Ltd ., with a capital of
$40,000, of which $20,000 was issued to the Eastern Ontario branch and was pledge d
with the Canadian Bank of Commerce for a loan of $15,000, guaranteed by Mr. Cox .
The amount of this loan was used to discharge the agent's indebtedness and for other
purposes connected with the agency, and one-hmlf of the profits of the Ottawa branch
has since been paid to the agent, and the other half has been applied in reducing the
loan made by the bank, until at the date upon which the inquiry took place the same
stood at $9,000.

There seems to be no written record of the transaction, and in form at least, half
the capital stock in the Otta%va agency is, subject to pledge, owned by the Eastern
Ontario branch . Mr. Cox, however, states that on payment of the balance of $9,000
and the release of the stock from the pledge to the bank, the agent will be entitled
to all the stock of the company so as to reinstate hitn as sole owner of the business .
It seems unfortunate that so important a transaction should rest upon nothing more
tangible than the recollections of the parties .

The Hon. Mr. Cox now owns or controls 57 per cent of the capital stock of the
Canada Life Assurance Company.

Before discussing the subject of the strengthening of reserves by the company in
anticipation of therequirenients_ofthe_legisletionof_1899, reference should_bo_made

an equivalent advantage in reduction of premium . If the profits exceeded 1} per cent

to what are known as the minimum policies issued by this company, the holders of
which were, or appeared to be, more noticeably affected by the method adopted in
strengthening the reserves, than the holders of any other class of policy, inasmuch as
the result in the case of those who had taken their profits in cash, was to reduce the
face of the polioy by creating a lien upon it. The history of the minimum policy
was v9ry fully given by Mr. Cox. It was adopted to give the policyholders an imme-
diate participation in anticipatad profits by way of reiuce i premium ra'e3 . The manige-
ment, having regard to the profits earned in previous years, assumed that they would
never in any year fall below 11 per cent by way of bonus addition to the sum assured,
and made an equivalent reduction in the premium . The company proposed to recoup
itself in respect of the premium reduction by retaining the profits to the extent of the
1J. per cent . If the profits amounted to exactly 11 per cent in any year, the company
retained all ; the holder of the minimum policy received none, having already received

the minimum policyholder was entitled to the benefits of the excess ; if they fell below
11 per . cent the deliciency was made a lien upon his policy. It appears that for some
years after the minimum policy was adopted the profits always exceeded the 11 per
cent, When, howevef, the large drain upon the divisible profits was made for thq pur-
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poso of strengthening the reserves, the result was the crentionof two successive liens
upon such minimum policies as had taken the excess profits during the intermediate
period in cash instead of by way of bonus addition . One of these was for the differ-
enCe between the 1 1 per cent and the declared bonus addition of j per cent ; the other
for the difference between the 1 1 per cent and the declared bonus addition of 1 per cent .
In the ease of those who had taken the excess profits durint ; the intermediate period by
way of bonus addition, the creation of these liens did not impair the face policy value,
because they were not large enough to wipe out the bonus additions .

Before the legislation of 1899 , the government standard for reserves was the Hm .
table and 471 per cent . The company had vnlued its policies upon this basis in 1880 .
It is in proof that afterwards there was n considerable reduction in the current rate of
interest obtninnble upon investments . In 1894 the reserves were placed upon the basis
of the American Experience 'l'ablo and 4 per cent, the result being to increase the
reserves by a suni of $S95,000 or ther.nbouts, provision for which was made by setting
apart out of profits npproximntely $500,000 . In 1898 n sum of $225,000, and in 1899 a
sum of $275,000 were set apart out of profits, and treated as a reserve liability in anti-
cipation of whnt was deemed to be an imminent necessity for further strengthening the
reserves, and in 1 8 :1 9 , when the legislation was passed, the liabilities contained a net
insurance reserve calculated upon the American Lxtx ricuce Table with 4 per cent, an d
tbese two special appropriations, nmounting to $500,000. The Glovernment stnndnrd
existing prior to the legislntion of 1899 had, therefore, been considerably exceeded in
the compnny's valuation . In 1900 the company nppc,ir, to linve vnlued its policies
upon the Actuaries' Table with 4 per cent interest, and in 1901 the ultimate require-
mmnt of the legislation of 1893 was anticipated by computing the reserves in respect of
nil business written prior to 1900 upon the Hill . table with 31i per cent . In the menntime
and in respect of new business, the company had, since January 1, 1900, been comput-
ing the reserves upon the IIui . table with 3 per cent, thus adopting a basis of valuation
producint,* in iespect of the new business lnrgez reserves than the ultimnte Govern-
ment requirement .

The result of these alterations in the basis of reservo was to absorb in 1894, np-
proximntely . $500,000 ; in 11,09, npproximntely, $1,070,000 ; Pnd in 1901 . npproximntely,
$995,000. which would otherwise have been nvnilnble'for distribution of profits . The
whole of these suis would . of course, have been taken out of profitq ultimntely hrol
the compnny tnkcn the full time given by the statute for valuing upon the statutory
bnsis . 'l'ho contrnst drawn is . therefore, between an immediate strengthening of re-
serves up to the legislative requirement, and a gradual strengthening, tnking ndvnn-
tnge of the full statutory period . _

-- ------- - - __
It" wilt-bé -mmémbéred that in Ôctobcr, 1900, the balance of the capital stock,

$875,000, was called up. The capital, however, has not. been treated as impaired in
the process of strengthening the reserves, but the whole of the moneys used for thnt
purpose have been taken out of profits .

In 1899 (62-03 Vie ., cap. 99), the company applied for and obtained an Act
which, nntong other things, gave the policyholders of the company certain voting rights
in respect of the e,ection of directors . They were not by the Act given any other voice
in the management of the company's affairs, or at the meetings for which the statute
made provision . They were entitled separately to elect six of their number, holding
certain policy qualitâcstions, as directors . The shnreholders were give a separate
right to elect nine dire .tors . Thirty days' notice in writing was required by the Act
to be given by some policyholder qunlified to vote, of the naine of any person, other
than a retiring director, intended to be proposed for election . Proxies were per-
mitted, but every policyhold,~r's proxy wns_required to be .in-the bands of --the secre-
tary at least twenty days before the meeting at which it was to be nOted upon . Incase of a vacancy, the board filled the vacancy from the class of qunlified shareholders
or qualified polic^holders, as the case might be. The directors selected by the policy-
holders were not :mitted to have any voice in the question of the proportion of profits
to be allotted to the shnreholders . This Act WAs passed on the 10th July, 1899 . The
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records of the company disclose that in the year -1900, 1905 policyholders were repre-
sented out of a possible 6,500 . In 1901, 293 out of a possible 7,230. In 1902, 266 out
of a possible 7,230 . In 1903, 253 . In 1904, 204. In 1905, 403 out of a possible 8,632 .
In 1906, 768 out of a possible 8,800 . The policyholders' proxies appear to have been
all or nearly all made out to the president and the vice-president .

In the year 1900, when the balance of the stock was called up, the company was
about to make very considerable extensions of its business in other countries ; and the
evidence of Mr. Cox, the president, would seem to indicate that in his view and that
of the Board of Directors, the calling up of the balance of the capital stock was due
to these proposed extensimis, although he also says that it was desirable to have the
additional capital to attswer any possible shrinkage in assets under investment, by
reason of a drop in tbz rate of interest or otherwise .

In another part of his testimony he speaks of the policy of the company as
being a` forward' policy, involving meeting foreign companies in their own territory,
rather than confining the comr~tition to the Canadian field .

With the standing and reputation which the company undoubtedly possessed in
1900. it is difficult to arrive at any sound economic reason, from the standpoint of
policyholders, for calling up the ~875,000 capital . Mr. Cox says : `It would improve
the standing of the company in the United Kingdom and the United States,' but no
real necessity for the step is indicated . IIe points out that the bringing in of this
additional capital has been followed by a reduction in the rate of dividend from 30
per cent to 8 per cent. His language is as follows (pp. 988-989) :-

'I will ask you to bear in mind that the $1,000,000 paid in by the shnreholders
earns at the average rate of the company's invested funds about $ 1 7,000, leaving
only abo,.it $,1 3,000 per year from the profits of the company to make up the 8 per
cent which they received as dividends. It took practically the saine nmotmt to
pay 30 per cent on the $12 .5 ,000 prior to 1 9 00 . '

The 30 per cent is made up of the 20 per cent dividends and the bonus of $25 per
share paid in 18 19 5 .

It is mnnifest that there is nothing to limit the management for the future to 8
per cent dividends. Up to 10 per cent of the total 'profits' the statute permits the
sl ►areholders to take, and the possible dividends are bounded by this percentago only .

But it is equally manifest that if the inl . :eent carning poNver of the additional
capital is only 4 - 67 per cont, its engagement in the concerns of the Canada Life with-
out any real need is a simple method of raising that earning power to 8 per cent, the
difference, under whatever name, being unnecessarily taken away from the policy-

-lib ërs wlïes© acéûnitilütiôns anvë ënrnëd it:
There seems to be no reason to doubt that the competition engendered by the in-

vasion of the Canadian field on the part of foreign companies, together with the like
competition engendered by the invasion of the foreign field by this company, with
others, has done much to enhance the expenses of Canadian insurance companies,
especially in respect of the initial cost . The gain and loss exhibit prepared by the
company shows this in very precise terms . In the year 1905 the cost of first year in-
surance exceeded all provisions made for that cost by approximately $450,000 .

The observations of your commissioners upon the general subject of excessive cost
and excessive ratio of expense to income will have their appropriate place in the gen-
eral observations which are to be offered after a discussion of the peculiar features of
each particular company. It would appear that in the case of this company, a very
marked increase in expenses and in the expense ratio coincided with the acquisition
by Mr. Cox of the controlling interest in the capital stock of the company . The signi-
ficancc of this circumstance is, however, lessened by the fact that the experience of
other similar Canadian comprniea has not, to any marked extent, differed from the
experience of this company.

It is first to be observed that the company has always taken the widest possible
view of the powers conferred by the original Act of incorporation (12 Vic ., cap. 168) .
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In that statute occur the words ' The stocks of any of the banks or other chartered
.!ontpanies,' and the view taken of its powers by the board of directors from time to
time has been that this langttage is sufficiently wide to enable investments to be made
in the stock of any company having a Dominion or provincial charter, without regard
to the natnre of its undertaking or the field of its operations . This difference be-
tween the charter of this company and the General Insurance Act must be borne in
mind when the propriety of certain investments made by the company is considered .
It is also to be obsen•ed that the powers of investment conferred by the General Act
have not been substituted for special pre•esisting powers of investment, and there
seems to be no roont for doubting the soundness of the contention of this and otltcr
companies that the powers set out in the general Act are cumulative and do not impair
any such special pott•ers . The langunge of the (;eneral Act is as follows :-

' The said Act is hend y amended by adding thereto the following section :
prot idc,l that nnthing therein contnined shall be construed to diminish, impair,
or in any way take away or limit any power of lending or investing now pos-
sc s,s rd by any vumpouy therein mentioned or referred to.'
l'orrespondcnce . which was put in evidence, between the company and the De-

p ;n•tutctt of In., uranco. togcthcr with the opinion of the I)epartmont of Justice with
regard to the invc:ttnewt power, of tlic company, has bcen mode a part of the record .

'l'he absoiute control, re,tl or p)tentinl, residing in tho president and general
maunger, mul in whiclt his stoekholdine and offices secure hiut, have to a mnrked ex-
tent inllucnk•(d the int•cshutvts of the company, which have been made to serve not
only the intcrest .q o f the Canada : .ifc Assurance Company, but also his own inter-
ests and the interests of other institutions in which he was, largely concerned . IIe
says lie has always made the in+.erc .fs of the Canada Life Assurance Company his
first and chief concern, but nia- v of the investntr2nts made by or on behalf of that
company have been made to serve other interesti as well . The dual position and con-
flicting interests of Ur. C o x in tt,an .• of these transaction,; have been most clearly de-
fine(] . The Cvntral Canada Loat and Savings Compnny, in wltich there is it large,
indelxndent. shareholding, is tnidcr Air . Cox's control to such au extent that to uso
his own huil;uaiee, we nre to treat it as being himself . This company has been very
largely intcrcsted in the promotion of enterprises of it more or less speculative nature,
the sttccess of which largely depends upon facilities for carrying and marketing the
stocks and bonds of those enterprises . -Air . Cox fins, front time to time, as he frankly
stated, brout:ht about the investment in securities of this description, of the fund.s
of the Canada Life Assurance Company, in aid of transactions in these securities on
his own part and on the part of other institutions which he controls . He has not
ltesitate(i front time to time, as occasion seemed to arise, to lenCl the moneys ol the
Canada Life to others to assist them in carrying similar securities . Upon one occa-
sion, referred to hereafter, when lie was himself, both directly and in respect of some
of his tnts'ness associates and some one or more of the institutions in which he had
it controlli~ig interest, largely concerned in maintaining the market price of a security
of this description . ho made use of the fuuds of the company to purchase the secur-
ity for the express purpose of strengthening or upholding its market price.

It will be useful to examine some of th9 transactions of the company, having re-
gard to the common interest of Mr . Cox in the vnrious transactions and his relation
to the varions persons and corporations dealt with by the company . IS;"may be pre-
mised tlutt the Provident Investment Company, in whose name some of the transac-
tions were carried out, is owned exclusively by Mr

. Cox and not merely controlled
by him, and that the Dominion Securities Corporation, incorporated in March, 1 901,
under the General Companies Act of the Province of Ontario, with certain pôwérs of
buying and selling and carrying on n brokerage business in stocks, bonds and other
securities, was eeclusively owned by the Central Canada Loan and Savings Company .
After its formation many investments of a class which had hitherto been made di-
rectly by the Canada

Life Assurance Company was made by and through the Domin-
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security of snares or Domin ►on Coal stock. Of these loans, three, nmomrtinp to
about $20,500 in all, were made to employees of the Canada Life Assurance Compnny,
who appear to have been carrying the stock on mnrgin, and one of $500,000 to the
Dominion Securities Corporation .

Between April, 1902, and April, 1903, the Canada Life Company purchased the
stock of the Dominion Coal Company to the extent of $447,5(K), and between April
and July, 1903, reduced its holding by sales to $ 300,000.

In January, 1904, more of this steel ; ($10,000), was purchnsed by the company .
In 1902, the Dominion Coal Company, which had a bond debt of $2,704,500 . a

preferred stock of °'3,000,000 and a common stock of $15 .000,000, leased all its pro-
perty and undertaking to the Dominion Iron and Steel Company at a fixc3d rentnl of
$1,600,000, which rental was fixed with a view to the payment of the interest upon
the bond debt, which was 6 per cent, and a dividend of 8 per cent upoit both the
deferred and common stock . There seems to be no doubt that before the lease w as
actually executed those who were interested in the Dominion Coal Company or likely
to be interested in it, had some idea of what was contemplnted ; and the result was
that the stock rose from 64 in January of 1902, to 123 in March of the saine year ;
then in April it rose to 144 ; in may it fell to 141 ; in June it fell to 141 j ; in July,
137 j ; in August, 144 ; in September, 147 ; in October, 135 ; in November, 131 ; in
December, 1321 ; in January, 1903, 132j ; in February, 130 ; in 3farch, 1271 ; in
April, 112 ; in May 110 j ; in June, 991 .

The Dominion Securities Corporation, acting for Mr . Cox, in February, .1farch
and April, 1902, purchased and sold for him 6,000 shares of this stock .

It has also been disclosed that a syndicate was formed in May, 1902, for the pur-
pose of making profit in buying and selling Dominion Coal Company stock . The
parties to the syndicate and their interests were as follows :-

Assurance Company loaned approximately $1,150 .000 to various borrowers upon th e

Commencing with February, 1902, and ending with June, 1 :103, the Canada Life

examined into .
it is believed that all dealings bearing upon the inquiry were disclosed and fully

interested, in so far as it seemed likely that such inquiry was relevant . In the re.ul t

The Commission made an exhaustive inquiry, as will nppenr in the evidence and
oxL ' ts, into the books and affairs of all the other companies in which Mr. Cex was

were cnrr ► ed on down to the date of the investigation .

ion Securities Corporation as intermediary to the profit of the Dominion Securities
Corporation . The transactions so carried through were numerous and large, an d

Canadian Bank of Commerce . . . . . . . . . . . . . . . . . .
General Canadian Loan and Savings Co . . . . . . . . . . . . . .
Homo and Foreign Securities Co . . . . . . . . . . . . . . . . . .
Pellatt & Pellatt . . . . . . . . . . . . . . . . . . . . . . . . . . . .
F. Nicholls . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
B. E. Walker . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
J. H. Plumtner .. . . . . . . . . . . . . . . . . . . . . . . . . . . .
Atlas Loan Co . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
McCuaig Bros . & Co . . . . . . . . . . . . . . . . . . . . . . . . . .

Per cent,
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The total purchases of the syndicate during its operations were $2,609,183 .72, and
its total sales were $1,127,846 .11, having a balance of $1,481,337.61, representing the
cost to the syndicate of 11,400 shares, which were distributed on 30th April, 1903,
when the syndjcate was dissolved .

Mr. Cox was himself interested in Dominion Coal stock, having had a holding as
for back as 1898 .

The Dominion Securities Corporation had borrowed $500,000 at ô per cent from
the Canada Life Assurance Company, secured by the guarantee of the Central Canada
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Loan and Savings Company, being one of the loans by the Canada Life on the Dom-
inion Coal stock mentioned above, the moneys for that purpose having been largely
borrowed by the Canada Life Assurance Company at 5 per cent, _ In connection with
this loan the Canada Life Assurance Company secured from the Dominion Securities
Corporation an option to purchase a thousand shares of the stock at 70, which was sub-
~vquently exercised, the transaction being part of the purchases totalling $447,500 above
rrferred to .

In April, 1 903, the Canada Life Assm-ance Company's board authorized the pur-
cliase of 1,000 shares of Dominion Coal Company stock, togethcr with 1,000 shares of
another stock (Twin City), and in connection with that purchase Mr. Cox states that
the Bank of Commerce, of which lie was the president, was acting in concert with the
Canada Life Assurance Corupany, purchasing a like quantity of both stocks . He also
states that the object of the purchase was to strengthen the market, as the market for
these securities was then declining, and to protect his own holdings and the market
generally . This is manifest, because, so far as the Canada Life Assurance Company
was conce-1 .1, it~ a;iLcvgh th--- market was falling, might then have been
disposed of at a profit .

Investments were also made by the Canada Life Assurance Company in the bonds
of the Dominion Rolling Stock Company and the Cape Breton Real Estate Company,
subsidiary companies of the Dominion Coal Company, of $27 6 ,000 each. An invest-
:uent was also made in the bonds of the Dominion Iron and Steel Company to the
extent of $ 100,000.

The transactions by way of purchase with the Central Canada Loan and Savings
Company, the other self of Mr. Cos, and with the Dominion Securities Corporation,
the creature of the Central Canada Loan and Savings Company, were numerous and

-profitable to tho,e institutions . Following is n summary of them :-

1900-Ottawa Electric Bonds . . . . . . $ 269,000
Toronto Railway Bonds . . . . . . . . . . . . . . . . . . 200,000
Canndian \'orthern Bonds . . . . . . . . . . . . . . . . . . 200,000
Canadiitn Northern Land Orant Bonds . . . . . . . . . . 300,000

1901-Toronto Haihvay Bonds . . . . . . . . . . . . . . . . . . 50,000
Toronto Electric Light Bonds . . . . . . . . . . . . . . . . 350,000
Tho Eingston and Pembroke Ry . Bonds . . . . . . . . 300,000

1902-Toronto Railway Bonds . . . . . . . . . . . . . . . . . . 26,000
Bay of Quinte Bonds . . . . . . . . 150,000
Doininion Rolling Stock Co . . . . . . . . . . . . . . . . 300,000

1903-Imperial Rolling Stock Co . (Trust Account with
Central Canada Loan and Savings Co . and
Canadian Bank of Commerce) . . . . . . . . . . . . 1,333,000

Montreal I.ight, tleat and Power Bonds . . . . . . . 250,000
Wyandotte & Detroit Railway Bonds . . . . . . . . . . . . . 60,000
Père Marquette Railway Bonds . . . . . . . . . . . . . . 2,50,000
Vancouver Power Bonds . . . . . . . . . . . . . . . . . . 250,000
Lake Erie and Detroit Railway Bonds . . . . . . . . . 25,0M

190-1-Minneapolis Street Railway Bonds . . . . . . . . . . . . 26,000
Union Electric, St . Louis . . . . . . . . . . . . . . . . . . 200,000
Homilton Cataract Power . . . . . . . . . . . . . . . . 100,000
Cape Breton Real Estatc Bonds . . . . . . . . . . . . . . 180,000
Dominion Rolling Stock . . . . . . . . . . . . . . . . . . 80,000
Sao Paulo . . . : . . . 200,000
Crow's Nest Ele-Aric L . and P . Bonds . . . . . . . . 125,000
Toronto and York Radial Bonds . . . . . . . . . . . . 100,000
Morrissey, Michel and Fernie Bonds . . . . . . . . . . 100,000
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1005-Winnipeg Electric Railwny . . . . . . . . . . . . .
Niagara, St . Catharines and Toronto Bonds . .
Grand Trunk Pacific Bonds . . . . . . . . . . . .
Now Brunswick Coal and Railway Ponds . . . .
Lindsay, Bobcaygeon and Pontypoul Bonds . .
La Clede Gas Co., St . Louis . . . . . . . . . .
Dominion Coal Ii,»As . . . . . . . . . . . . . . . .
Shawinigan Water and Power Bonds . . . . . .
Portland Electric Bonds . . . . . . . . . . . . . .
Imperial Rolling Stock B o n d s . .

g 25,000
50,00 0

125,000
50,000

500,000
100,000
71,000

250,000
100,000
250,000

Theso transactions indicate to your commissioners that the funds of the company
were employed with the utmost freedom in transactions with institutions in which Mr .
Cox was largely interested . In many of these transactions the conflict of Air . Cox's
interest with his duty is so apparent that the care of the insurance funds could not
always hnv . been the sole consideration .

A transaction having a different significance should also be referred to. In Octo-
ber, 1902, a large loan was made by the company to A . E. Ames & Co., upon the se-
curity of the Metropolitan Bank and Sao Paulo stock . At December 31, 1902, the loan
amounted to $389,500, and was secured by 1,800 shares of Metropolitan Bank stock
and 1,040 shares of Sao Paulo . '

On that day, being the last day of the year, A . E. Ames & Co. appear to have dis-
counted a note with the Canadian Bank of Commerce, out of the proceeds of which
they paid off the loan from the company, and the parties went through the form of
releasing or transferring the securities ; but on Janunry 2„ 1903, the company paid
off the bank and received the shares back .

Although it is represented that this transaction did not result from a desire to
conceal this loan from the Insurance Department, it was certainly calculated to have
that effect, and it is impossible to givé credence to the theory that there was any real
paying off of the loan, in view of the circumstances .

There should be borne in mind also the letters of September 10, 1902, and Decem-
ber 15, 1902, from the Department to the Minister of Justice, in which securities of
the Sao Paulo class were being questioned. It is difficult to believe that there was no
connection between the raising of the question by the department and the temporary
calling in of the loan at the critical date of the annual return .

THE SUN LIFE ASSURANCE COMPANY OF CANADA .

--- --- -- - - - - -- _ -This company was ineorporated in 18-65 by anAct of th© lnte province of Canada
(28 Vic ., cap . 43), under the name of 'The Sun Insurance Company of Montreal .'
As incorporated, the cc :npany had powers in respect of fire, marine, accident and
guarantee insurance, as well as in respect of life insurance ; but, with the exception
of some accident insurance, which may be disregarded for the purpose of this report,
none of the powers conferred by the Act, except in respect of life insurance, have ever
been exercised, and the powers in respect of fire and marine insurance were expressly
taken away by subsequent legislation .

The original capitalization provided by the Act was $2,000,000, in shares of $100
each .

Section 16 of the Act, which provided for the sharing of profits with policy
holders, was as follows :- .

' It shall be lawful for a majority of the said directors, if they shall deem
it for the interest of the said company, to return to the holders of policies or
other instruments, such part or parts of the actual realized profits of the company,
in such parts, shares and proportions, and at such times and in such manner as
123a--2
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the said directors may deem advisable, and to enter into obligations so to do either
by endorsements on the policies or otherwise ; provided always, that such holders
of policies or other instruments shall not be held to be in anywise answerable for
the debts or losses of the said company, beyond the amount of the premium or
premiums which may have been actually paid up by him, her or them . '

The Act further contained a provision that before commencing the lifo depart-
ment of the business, $S00,000 of the stock should be subscribed for, and an additional
sum of $100,000 paid up and invested in securities of the province, for the special
security of the assurances on lives to be effected with the company .

The powers of investment conferred by this Act are subsequently the same as
those conferred upon the Caunda Life Assurance Company by its original Act of
Incorporation .

The Act also made the corporate rights conferred by its subject to the provisions
of any general enactment thereafter to be passed with referenee to insurance coin-
panics or the business of insurance.

In 18 7 0, before the company had commenced to do business, the Act was amended
(33 Vic ., cap. 56) .

By the amending Act the Act of Incorporation was extended, so that the capital
stock was to be $1,000,000, with power to increase the same in sums of not less than
$1,000,000 to a sum not exceeding $ 1 ,000,000.

The general privilet ;es of insurance compnnies with respect to obtaining licenses
on the detlosit of $50,000 were extended to the compnny as fully as if the company had
complied with the requirements of the original Act .

The business of life and accident assurance was to be established and maintained
as a distinct branch of die business, and the authorized capital stock of $1,000,000
was t(i be applied solel .%• to that branch, with a power of increasing the same to
$2,000,000.

The similar provisions made in respect of fire, marine and guarantee insurance,
which were to be established ami maintained as a distinct branch under the name of
the General Branch, may be (list •arded, save to observe that there were to be seper-
ate tlCcoUllts of stock, and the expenses, protïts, claims, losses, liabilities and assets
under that branch were to be kept separate.

Section 11 forbade any director or other officer to borrow the c:ompany's funds
or become surety for any borrower.

The securitie ; which the vompany might hold were to include the securities of the
Dominion of Canada or of any of the provinces comprising the Dominion .

In the following year the company began bnsiness, and obtained an Act of Parlia-
ment (3-1 Vic ., cap. 53), çhanginâ_its_n1 ►1ne_to_the_Sun MutualLife Insurance Com-
pany of Montreal, and restricting the powers of the company to life and accident
insurance, repealillg for that purpose all inconsistent provisions of the incorporating
and amending Acts .

Two further Acts may be referred to, both Acts of the Parliament of Canada ;.,ne, the earlier, passed in 1882 (45 Vic., cap . 100), again changing the name of the
company to the Suit Life Assurance Company of Canada ; reducing the qualification
of directors front 50 to 25 shares and giving the company, in addition to the powers
given by the Act of Incorporation in respect of investments, the power t o

`invest their funds, or any part thereof in the public or other securities of Great
Britain or any of her dependencies, or of any foreign state or states, whenever it
sbali be necessary so to do, in order to enable the company to carry on business
in such foreign state or states, and in such manner as the directors may elect, and
may, from time to time, va'ry or sell the said securities and investments, or pledge
the sanie as occasion may require ; provided always, that the investments of the
company in the securities of any foreign state or states for the purpose of carrying
on business therein as aforesaid, shall at no time esceed the ainount necessary
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to enable the company so to do in accordance with the laws of such foreign state or
states .'

The other Act was passed in 1897 (61 Vic., cap . 82), and wakes further provision
in respect of the powers of investment, in the following t,erms :-

` The Sun Life Insurance Company of Canada, hereinafter called " the com-
pany " may, in addition to the powers heretofore conferred upon the company ; invest
its funds in ground rents on reni estate or mortgage security thereon, in an)- pro-
vince of Canada, and in or upon any bonds or debentures of any state of the
United States, or of any municipality in the United States, or in mortgage on real
estate therein ; but the amount so invested in the United States shall not at any
time exceed the reserve upon all outstanding policies'in force in the United States ;
and such reserve sall be calculated upon the bm,is prescribed by the Insurance
Act . '

The company commenced business in 1871 with a subscribed capital of $500,000, of
which 10 per cent was paid up, and in 1876 another 2k per cent Nvns paid up, making the
the total paid up capital $62,000. The paid up capial remained at that ligure until
1897, the company havit)g in the meantime prospered and no other capital being at any
time required .

In the year 1897, however, the company was proposing to enter into business in the
State of New York, and under the law of that state was required to have a paid up
capital of $100,000 . This was arranged for by an issue of further capital stock to the
amount of $200,000, at a premium of $30 per share, and the new stock so issuocl was
called up to the extent of 1 5 per cent . The total amount received by the company,
therefore, in respect of each share of the new issue was $45, of which $ 1 5 was on
account of the sharo and $30 the premium . At the same time a bonus of 2h per cent
was declared upon the original subs~ription of $500,000, making that also stock upon
which 15 per cent had been paid . This bonus was paid out of the profits of the con ► -
pany .

From 1897 down to the present time, therefore, the total capitalization of the com-
pany has been $700,000, upon which 15 per cent or $105,000 has been paid up, disre-
garding, of course, the premium of $30 per share upon the issue of 1897 .

The company did not at that time extend into the State of New York, because of a
requirement of the Insurance Department of that state that $10,000 should be deposited
to cover and secure the expense of preliminary investigation, which the company
declined to do .

It is made plain by the evidence that the issue of new stock was not necessary for
any financial reason connected either-with-the-operat .ions-of-the company-in Canada or- -
with the proposed extension into the State of New York .

It is to be observed that the management of this company have had differences
with the Department as to their investments, and as to the classification of accounts
and other matters of detail . The company has constantly adhered to its own view
without regard to the view of the Department .

In the conduct of the affairs of the company there does not seem to have been
any serious diversity of view among the directors . Although the president and secre-
tary (Mr. Robertson Macaulay and Mr. T. B. Macaulay), own or control only 1,740
shares out of the 7,000, it has appeared that the policy of the president has been al-
ways adopted by the Board of Directors to as great an extent as if there had been a
more absolute control of the stock . The personnel of the board has remained practi-
cally the same since 1891, the only changes being the removal of some of the members
by death and their places being filled .

It was disclosed in the evidence that the conmpany invested in the seaurities of a
certain undertaking, and 'portions of these securities were handed over to certain mem-
bera of the board on the same terms as the company acquired it . holding. It is

.128a-2}
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reasonably clear that by this transaction the members of the board so obtaining these
sc~ uritic*; ilid so on more advantageous ternis than would have been possible for them
as individunls . It is claimed that this was in pursuance of an arrangement made
when the acquhing of the securities was discussed at the board, but there is no
written evidence of such arrangement . The verbal testimony does not oven establish
that there was any proposal, when the matter was before the board, by any director
but one that the iuvestment should be shared with any of the directors of the company,
and as to that single director there is a completô absence of proof that he specified
nny~ particular quantum of the stock, or that either he or the company became_ in-
nny way bound to divide the purchase . It had to be conceded that if, before .th6 frans-
action was earried out, either fie or any other director had sought tô enforce the
alleged understanding, lie was not in a position to do so ; and-also that, if the invest-
ment had turned out to be air undesirable one, it wüûld have been impossible to en-
force upon either the director mentioned or any of the other directors any obligation
to take any share in the venture.

The theory of the company has always been that the capital stock was entitled
to interest, besides its ascertained share of profits . So far back as 1892 . interest has
been allowed in addition to such proportion of the profits as the directors chose to
allot to shareholders . A shareholders' account has been kept, to which has been
credited not only the interest but also the proportion of the profits allotted to them
from time to time, and it is out of this account that the dividends have been ~7eclared .During 1891, and the first half of 1892, dividends at the rate of 12 per co it, and
rince and including the latter half of 1892, at 15 per cent, have been declarcA, be-
sides the bonus of 2k per cent upon the old stock in 1897 .

Carrying to the credit of the shareholders' account the ascertnincd pr1nortion o f
profits and interest has not, however, enabled the company to pay these .ividends,
and front time to time the directors have resorted to various devices for the purpose
of inerwising the shareholders' account, so its to enable it to pay the dividends which
have I,cen paid .

Tho first of tlicsc devices was to credit the practically defunct accident branch
with cmisiderable sums of money, upon the theory that that branch in years past had
been charged more thnn its proportion of the general expenses of the company . The
accident br,unch heing so credited out of the current profits, the siuns so credited were
brought into the shareholders' account for the purpose of augmenting it and so en-
abling tüe dividends to be paid . Three sums were so credited to the accident branch
and brought in to the detriment of the policyholders and in case of the shareholders ;82,(kN in 15 015 ; $1 ,000 in 1900 ; and $30,000 in 1iJ02 ; and the evidence is that thereare ;-i11 at the credit of the accident branch considerable sums of money, the inten-
tion being to bting thesc also into fhe shareholders' account . it is manifest flint in
revising the charges made in past years to the accident branch, the directors of the
present day have undertaken to overrule what may be presumed to have been the well
informed and deliberate decision of the directors of former years as to the proper pro-
portion of expenscs to be charged to that branch, and your commissioners think it
clear that the revision was undertnken solely as a device for maintaining the share-
holders' account .

Another improper means by which the shareholders' account has been enabled to
provide the dividends paid to shareholders is by similarly revising the rate of interest
allowed upon capital in addition to its share of the profits in past years . The method
adopted has been to go through the years as far back as 1877 and to allow, instead
of the rates which were allowed, a rate of 6 per cent, which has been improved at 6
per cent, compound interest, from 1877 down . The result of this has been to bringinto the shareholders' account $9,088 .34 (in 1901) ,

., third method of swelling the shareholders' account has been to go back to the
year 1897, when the new capital was issued at a premium of $30 per share, and to
bring into the general sbareholders' account interest, compounded at 6 per cent, upon
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that premium. This revision of the earlier dealing with this premium, to the pro-
judice of policyholders, was also, in the opinion of your commissioners, impropqr .
in this way the shareholders' account was swollen in 1905 by the sum of $37 . 930.73 .

Still a fourth method of maintaining the ehareholders' account was to take out of
moneys realized upon the sale of investments largo sums, in addition to the proportion
of profits allotted to the shareholders . This is claimed to have been done by way of
anticipation of profits to be ascertained and declared in the future, the suggestion
being that when the time arrives for the distribution of these profits, the shareholders,
upon the principle of distribution which has been adopted, will be entitled to the sums
so forestal?ed, or greater sums .

In mary resmots tho methods of bookkeeping adopted by this compan,y are not
only defective but likely to mislead and deceive . An account has been tnnintained,
under various names, having as its ostensible object the recording of profits and losses
on the sale or realization of investments in the nature of stocks and bortds . In the
main, the credit side of this account is, though incomplete, intelligible hi principle,
assuming the propriety of this method of bookkeeping, innsmuch as it records actual
cash profits made on the sale or realization of securities . As this account has grown in
magnitude and importnttce, however, the cash profits shown upon the credit side have
been made use of by means of fictitious entries upon the dcbit side to confuse and con-
ceal the truc state of other assets and investments of the company, and its income and
expenditure. Assets and securities in respect of which there has been depreciation,
anticipated loss or loss in fact have been treated as made good out of the profits shown
upon the credit side of this account . An an example, large arrears of interest upon
certain nrortgnges have been made to appenr as having been collected, the profit m- do
upon the sale of other securities (stocks and bonds) being depleted for that purpose .

Expenses which ought to have, been included in expen o account and returned
as expense3 in the government returns,'hnvc been similarly wiped out and concealed
by being taken out of these profits .

Balance due from agents, which were not entitled to be treated as assets, have
been made good out of the same source .

In connection with the ngents' balances another irregularity, which <loes not con-
cern the account just dealt with, should al. .~o be referred to . Where there has been
a considerable balance bue by agents `A,' `B' and `C,' and a considerable Malice due
by the company to agents ' X,' ' Y ' and ' Z,' the latter being an undoubted liability,
and the former an naset which the company was not entitled to include in its return,
the onehns beenset off agaipst the other so that, to the extent of the excluded nsset,
the admitted liability has remained undisclosed .

This company's favourito field for investment has been securities of companies
promoted for the establishment of what are called public utilities . The policy of the
directors has been to invest in these promotions at an early stage, with the hope of
reaping such advantages as the development of thes3 schemes prouiised .

One feature of these investments which has apparently recommended itself
particularly to the Board of Directors has been the allotment or distribution of what
are called `bonus' sto,!ks among the subscribers to the early issues of bonds, and the
company has purchased largely bond securities of enterprises of this kind, receiving
therewith the bonus stocks and holding the latter with a view to their ultimately
earning dividends and so acquiring a market value.

Among theso enterprises is that of the Shawinigan Water and Power Company.
This company's stock did not represent any real investment of capital, but was issue([
as fully paid up. The promoters of the scheme found the money for its development
by issuing and selling to the public the bonds of the company secured upon the un-
dertaking, the lure to the public being gilded with accompanying transfers of the
stock by way of bonus . This familiar method of promotion-objectionable though it
is in the opinion of your commissioners-is not uncommon in the history of such
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enterprises, and seems to have appealed strongly to the speculative instincts of the
board .

In May, 1901, n purchnse was made by the company of the bonds of this enter-
prise for $50,000, par vnlue, at 95 ; and in February and March, 1902, two other pur-
chnses were nmde, each of $25,000 par value, both at 98, making altogether a purchase
of $100,000 of these bonds, par value . The capitalization of the company was $6,-
000,000, of which it was stated that $5,910,500 had been issued as fully paid up . Mr.T. B. Macaulay says that lie did not at all suppose that anything like that suni of
money had ever been put up by anybody in cash or in assets .

At that time the Shawinigan Company was authorized to issue bonds to an amount
not excecding 75 per cent of the paid up capital, and it was part of this issue that the
company so purchased . It is not clear that at the date of the purohnse the Shawinigan
Company was in operation, though Mr. Macaulay says his recollection is, ` that the plant
was in partial operation, but was not complete . '

In November, 1902, the Shawinigan Company borrowed from the Sun Life Assur-
ance Company $250,000 at 6 per cent, upon the security of bonds of a new temporary
issue, to the par value of $313,000, the lenders receiving as the consideraticn for the
lnnn a bonus in so-called pnid-up stock of the company to the par value of W16 ,000 ,In .liny,-1 9 03 ; n firn cer Iônn npon the temporary bonds of the Shawinigan Com-
pany was nmde, the sum loaned being $100,000, and the security pledged being bonds
to the par value of $111,000. The lenders in this case received 15 per cent of the
amount loaned (or $15,^00), in so-called bonus stock .

The earlier of these two loans seems to have been part of a total underwritten loan
of $650,000, the company being n subscriber with others to the amount loaned by it ;
and the later of the two loans was apparently part of an underwriting, of a total loan
of $250,000.

Both these loans mature(] in November, 1903, and it was then arranged that inter-
est upon the loan, amounting to $6, 600, should be capitalized, making the total amount
of the lonn $356 .500 . At this date the company was pressing vigorously to have the loan
pnid off, and indeed was not in funds to carry it . The end of the year was approaching
and the banking account of the company would have shown a large overdraft had some
arrangement not been made. It was agreed that the Merchants Bank-which was the
banker of the company-should loan $200,000 upon the note of the Shawinigan Com-
pany, endorsed by the Sun Life Assurance Company, and should take over a proportion-
ato part of the securities held . This left the company carrying $150,500 of the loan,
including the $6,500 of capitalized interest, and the Shawinigan Company agreed to
hnnd over further bonus stock to the e: .tent of 10 per cent upon the whole debt so
arranged, or $3 6,700, including the bonus upon the capitalized interest .

By the arrangement the bank was to receive a proportionate part of so much of
this bonus as was attributable to the $200,000 assumed by it, having regard to the time
during which the bank's money should remain lent . The note to the bank was at six
months front the 19th November, 1903, and, therefôre, would have matured on the 22nd
11iay, 1004 ; but on the 1st March, 1004, the Sun Life Assurance Company borrowed
*200,000 from the bank, paid the note and took back the securities and the bonus stock,
less $3,500 of that stock, the bank's share . The Shawinigan Company was paying 0
per cent, and'the Sun Life Assurance Company paid the bank 5 per cent for the money
loaned to release these securities. The company was then reinstated in the position of
lender to th© Shawinigan Company, to the extent of $358,500, for which they held
bonds to the value of $424,000 in pledge, and in respect of which they held and were
entitled to retain bonus stock to the face value of $172,200. This, of course, was in
addition to the $100,000 of bonds which they had directly purchased in 1901 and 1902 .
In August, 1904, the $100,000 of bonds were sold at a profit, and in the same month, or
in September, the loan was extinguished by the company becoming purchasers of bonds
to the extent of $411,000 par value, without any . bonus stock, at 85 and interest. In
1905 these bonds were also sold at 90 and interest, so that a profit was made in respect
of them also.

9
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The $172,000 of bonus stock continued to be carried by the company, and was
omitted from the government returns .

The connection of the Sun Life Assurance Company with the public utility
enterprise now included in the Illinois Traction System forms an important chapter
in the history of the company .

In the fall of 1902 the management of the company, which has always apparently
been surrounded by an obedient board, took up the poticy of extending the company's
investment in the direction of traction and kindred schemes . It is manifest that the
reason underlying this important change in the company's policy was that mortgage
and municipal securities and the like (lid not offer sufficient opportunities for making
large speculativo profits. At page 2890 of the evidence Mr . T. B. Macaulay says :-

'I I know our policy was to dispose of municipal debentures .
I Q . They were only bringing 4 or 411 A . Yes, and we considered it good

investment to drop those things and take up this one, . . . . . . . . . . . .
` Q. Wàs not the great inducenent to go into this rather than to go into other

investments of an equally safe character, the fact that out of this you hoped to
reap largo profits in addition to the interest an your money i A . Undoubtedly .
We consider safety is the first thing, but if we have the choice of two investnnents
equally safe, . then we are bound to take the one with the best return .

At page 2885 he says ;-
` We were abandoning mortgages and of all the new forma of investments

that opened before us, we considered that traction securities were the most
desirable for many reasons .
` Q. Now, you have just stated in the last sentence that you uttered, an answer
to my question ; you were abandoning a class of security which you had been
investing in largely in the early part of your hi5tory----that is mortgage aecuri-
ties-and you were seeking to substitute what you considered the most desirable
form of investment that you knew of, that is these traction securities9 A . Yes.

` Q . And that, you say, was the policy which you were advocating . A. Yes .
`Q. Were you enquiring . . . . . . . .among those who were projecting roads, or

among those whose enterprises were complete and in a fairly satisfactory position,
or how were you doing in regard to that ? A . We wished to see in thô first place
all those that we had already any of the bonds of, and then while we wished to
get a grasp of the entire situation, for educational purposes, yet we wished prir.ci-
pally tb get into touch with companies that might be likely to bring out securities
of their own in the near future. Companies that were absolutely completed-and
would not be likely to bring out any new securities would not interest us,becauso
we had business in view, and we wnnted to get into touch with corporations likely
to have bonds issued ,

`Q. I take it you wanted to get into touch with corporations which were pro-
jecting works?-A. Yes .

`Q. So that you might furnish the money for financing the works and so have
your securities a charge upon the undertaking4-A . Yes . '

In pursuance of this policy the management laid before the board on November
4, 1902, a proposition looking towards the carrying out of this policy, and th9 result
was that Mr. T. B. Macaulay and Vice-President Kingman were authorized by the
board to visit the States of Ohio, Indiana, 711inois and Michigan `to look over the
whole gtound .'

Before starting upcn his mission, Mr . Macaulay addressed thirty-five circulars to
persons whose names lie found in the Street Railway Supplement to the Commercial
and Financial Chronicle of Now York, all of them being presidenta or managers of
companies which seemed likely to be uugaged in enterprisee suited to the manage-

ment'e new policy. Among thosa from whom replies were received was a gentleman
nsmed MôI(inley,'of -Champaign, 'I11 .
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Mr. McKinley, who is a profrssionnl promoter, describes himself as :-

`The manager of about a dozen gNS, electric light, street railway and inter-
urban railway properties which I have promoted and financed in the, enst . '
He says :

`New hro, ) o s itions are offered me constantly, many of which are not attrac-
tive and sonie o^ensionally have a great deal of inerit .'

Aniong other propositi„ns which his reply puts before Mr . Macaulay are two, one
of wliicl ► is spoken of as the Danville property, and the other as the (3as, Electric,
Light, St(,nu ► 11ent and Street Hailn•ay Systems of Urbana and Champaign . Thesetwo protwrtic,,; and the connecting link of a projected inter-urbnn railway between
them, were the nucleus of the J1linois Traction System .
the field -llacaulay and Air. I{iugman proceeded to Chicago, saw n large proportion of

ield which they had intended to covër, nnd spént ` between one and two days' of
the time in looking over Air. McKinley's scheme. Subsequently Mr. McKinley visited
Montreal, and the matter began to take shape . The ultimate plan adopted was to
foru► a parent company, whose as.sets should be the capital stock of certain subsidiary
co►upanie : ; that the Sun Life Assurance Company should find the money for the
purpose of pirrchasinr the subsidiary stock in pursunnee of th ;s plan, and that the
subsidiary companies should then issue their bonds which were to be given to the
Assurance Company in payment of its advances .

It was arranged that -Air. McKinley should put up one-third of the cash necessary
to purchase the-se various stocks, fin(] that the Assurance Company should put up two-
thirds, and that in the end th ., Assurance Company and Mr. McKinley should be
equally interested in the finanCnl results . The company put up its share in the form
of loans to Mr . 11[cliinley, with which the stock was purchased . Between Januaryand .lfarch, 1 903, the Assurance Company advanced to McKinley, $365,400, with
which he purchased the shares of two contemplated subsidiaries, the Vermilion Rail-
way and Light Company, and the Urbanas and Champaign Railway . Gas and ElectricCompany . The pr.rent company then proposed to be incorporated was to be known
U q the naine of `The Illinois Railways and Light Company . '

The two subsidiaries whose stock had so been purchased appear to have been
united in a further subsidiary company, known as the Danville Urbana- and Cbnm-
paign Railway Company, and that company's bonds, to the estent of $1,000,000, were
equally divided between McKinley and his associates upon the one hand, and the
Asgurance Company and certain of its directors and their friends on the other band .

The $500,000 to which the Assurance Company was entitled was distributed as
follows :-

The Assurance Company received bonds to the estent of $406,000 in discharge of
the debt of McKinley for $365,400 .

The President of the Assurance Company rece :ved $13,000 of the sama bonds ; thesecretary, $50,000 ; _lfr. II. R. Macaulay, $10,000; Director Ifinguiau, $10,000 ; birec-tor Tasker, $ 6 ,000; and a,l[r . Stevenson, $5,000 ; all of which was paid for at the
advantageous rate fur which the Assurance Company had stipulated .

It seems manifest that from the first the management of the Assurance Compai ►y
was actively engaged in the promotion of the pirent and subsidiary companies. They
were to nominate one-half of the board of the parent company which was to own all
the subsidiary companies' stock . From the beginning Mr. T. B. Macaulay controlled
and managed all that was dore, no doubt contulting Mr. McKinley from time to time,
but reta'ning with a firm hand the reins of management . This is made abundantly
manifest by the c,rreyrondenctj between himself and the attorney whom he nominated ,

The first parent company was incorporated in the State of New Jersey and its capi-
talization was $3,000,000, which was equally divided between the Assurance Company
and its directors and friends mentioned above upon the one harul, and air . McKinleyand his associates upon the other . Of the $1,600,O90 of stock wbioh fell to~ the Aeeu-
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ranee Company, $1,218,000 was taken by it ; $39,000 by the president ; $150,000 by the

Commissionnera tho Assurance Company held $658,900, and $5,822,000 common, of

the following circumstances : Mr. McKinley offered this $580,000 of preferred stock

secretary ; $30,000 by H. R. Macaulay ; $30,000 by Ijirector Kingman ; $18,000 by
Director Tasker ; and $15,000 by Mr . Stevenson. This bonus stock was, of course,
issued to them as fully paid, and the othcr $1,500,000 was issued to McKinley Ali,] his
associates in the same way.

Mr. Macaulay and Mr. McKinley were naturally looking about for other subsi-
'diary schemes and companies to be brought within tha domain of the parent com-
pany. Indeed the policy upon which the management of the Assurance Company ha d
embarked pravented them from standing still . To extend and consolidate their in-
terests_ was a vital necessity . Others were seeking to occupy the field which they ha d
opened, and to have permitted this would have been to invite disaster. Accordingl y
in December, 1003, we find auother subsidiary company incorporated, called the
Decatur, Springfield, and St . Louis RaihSay Company. This company purchased the
Decatur Street Railway, a local undcrtaking; and wüs intended to ncquiro certaiii g as
and è'r:ctric franchises in that city and to build a line of railway from Decatur west-
ward to Springfield . Di$iculties arising, hocever, under the state law, the proposition
assumed a somewhat different form . Three subsidiaries were substituted for the pro-
posed Decatur, Springfield and St . Louis Railway Company : (1) The Decatur Ligh t
Company, to acquire and operate the Decatrr Street Railway an d the Decntur gas
and electric franchises and plant . (2) The Illinois Central Ttaction Company, to
build a railway between Decatur and Springfield,nnd (3) The St . Louis and Spring-
field Railway Company, to buil a railway from, Springfield south towards St . Louis .
With regard to the enterprises which the parent company had thus to purchase, $7s0,-
000 of its stock was issued by way of purchase money to the vendors .

At the sanie time a new parent company was formed called The Illinois Traction
Company. This company was incorporated in the State of Maine to escape the cor-
poration tax of the State of New Jersey . The capitalization of the new company,
which acquired all the assets of the old company, was originally $4,000,000, divided a s
follows : $1,600,000 preferred and $2,400,000 common stock.

As the subsidiary enterprises have grown and multiplied capitalization has in-
creased, and the total authorized amotunt now is $11,000,00'v, of which $4,000,000 i s
preferred and $7 .000,000 common . The actual amount outstanding is $3,274,300 prc-
fered, of which at the time the matter was made 6e subject of inquiry before you r

which the Assuranco Company holds $3, 6 25,400 .
The holdings of the Assurance Company are all bonus stock . $580,000 of th e

preferred stock, however, was acquired for the company and some of its directors unde r

to the Assurance Company in exchange for bonds of subsidiary companies to th e
amount of $353,000 .

This was considcred a desirable transaction by the management, and it was
arranged and carried out about December 31, 1904 . Subsequently some of the directors
claimed that there had been an understanding at the board meeting when the transac-
tion was authorized to be carried through, that they should be permitted to take part in
this purchase of preferred stock, and a month later entries were Liade by which the
trensaetion was put upon that footing. This is the transaction in respect of which
your Commissioners have already pointed out that there w9s no minute at the boar d
meeting of any such arrangement, and that it had to be onceded that there was n o
binding arrangement which could have been enforced either by or against the "l irectors.
The directors in this manner acquired $223,100 out of the $580,000 of preferred stock,
as follows : T. B . Macaulay, $94,900 ; A . K ingman, $ 4,600 ; R. Macaulay, $48,100 ; S.
H. Ewing, $20,000 ; J. R. Dougall, $5,000 ; 11facPhers.in estate, $2,500.

Thé preparation and signing, in the following September, by R . Macaulay, S . H.
Ewing, A. Kingman and J. R. Dougall of a memorandum intended to explain and
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justify this dealing with the directors, in the opinion of your Conunis : ioners indicates
doubts on the part of the directors themselves as to the propriety of the transaction ,

It is unnecessary to follow the course of development of the enterprises of the
Illinois Traction Company . Below will be found a list of the subsidiary companies,
with a statement of their bonded debt, and of the investments, so-called, of the ©ssur-
auce Company in the various bond issues . This, of course, is in addition to the
enormous holding of bonus stock, both preferred and common .

18,760,000i 7,000,000i 6,758,292

---------------
It is plain to your Commissioners that the large interest of the Assurance Com-

pauv in these various enterprises is greatl~ in excess of the limits of reasonable invest-
ment . Apart from nuy question of statutory power, it seems to your Commissioners
that to engage the funds of an insurance company in enterprises of this character to
such in extent as necessarily to involve the directors of the insurance company in
promotion, construction and management, is foreign to the purposes of an insurance
comp,atty and calculated to imperil its funds . In the opinion of your Commissioners,the etub .vking upon such enterprises is no legitimate function of an insurance coln-
~any and is a misuse of powers of investment, however wide . It does not seem to your

ommissioners that the success or failure of any particular undertaking has any
l,e'c)ring upon the question of principle involved, or affords any true standard of
proprioy. Other enterprises, similar in character, as will be seen in a later- part
of this report, have ended in serious loss, although the directors were so sanguine
in regard to them as their evidence showed them to be in the (;ase under discussion .lir. liacaulay, who no doubt voiced the company)s policy in this respect, was
apparently much alarmed at the suggestion that theso securities ahould now be con-
verted at a profit as he claimed to be possible . He looked upon this suggestion as
involving an 'awful sacrifice to the polioyholders .' (page 2919) .
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'Q. You say you could realize at a profit? A . We certainly could ,
t'Q. But you would be abandoning all ideas of these graud prospeetive profits

which you see in the future.-A. I'recisely. We wonld be giving that oNer to the
brokers and specnlators. '

Notwithstanding the magnitude of the amount already at stnk~, the field is not
yet completely occupied . Mr. Macaulay says : (p a ge 2919 .) ,

I Q. With these large views of yours, for the future of this traction scheme,
you no doubt expect and intend to put large sums of mrnney in it in addition to
what you have put in .-A. My idea is that the Illinois Traction Compally . as
a field for investment, will be one into which money can be put with profit for
about another couple of years . After that the field will be pretty well occupied
and we will have to look elsewhere.

Q. Do you expect and intend to take part in the putting in of further money
during those couple of years?-A. Unquestionably .

Q. And you expect and intend to take a large part?-A. Unquestionably.
Q. And bear a large additional expenditure?-A . Unquestionably '

That enterprises which are so favourably viewed by the management of this
company may sometimes fail to answer the large exp .?etntion of profit entertained, and
may sometimes result in serious loss, is shown in the case of some similar enterprises
in which the company engaged .

Among these are what may be spoken of as the Appleyard enterprises . Apple-
yru•d occupied the same position with regard to these as McKinley did with regard
to Illinois Traction .

The Appleyard enterprises were said by Mr . Macaulay to have had the sonie in-
herent merits as the Illinois Traction, and the unsatisfactory result of the opcra-
tions in them he attributed largely to two circumstances ; first, mismanagement by
Appleyard ; secondly, absence of control by the Assurance Company . Ife says :-

(page 2922. )
` Q. Who was Appleyard? Did lie occupy the same position with regard to

this system as McKinley did with regard to the other?-A . Y es, except that
there was all the difference of a mile between the two men .

Q. But his attitude towards the proposition was the same as the attitude of
the other man?-A. Yes, with this difference, that lie controlled these other
things .

Q. Who?-A . Appleyard controlled the Ohio property, while under the way
we fixed things with 11lcêinley ; 11ic6inley did not control them . '

Page 2929 :-
Q. You did not invest in these without thinking they were Al stocks?-A .

Yes, but our judgment was not as matured then . It was not •somnd .
Q. Is this loss wholly explnined by want of experience on the part of the

investor?-A . We would have had no loss at all but for tho wrong doing of lir .

.lppleyard .
Q. When you say wrong doing, you menn incompetence?-A . Incompetence

and wrong doing, mismanagement right through and through .
Q. Well, do you think that .you hnve any insurance against mismnnngementin

other quartera?-A . We know that this lins taught its -one leagon, and that is the
importance of control . There was no trouble at all with those properties, except
llr. Appleyard . If they had been controlled by Mr. McKinley, or any other first-
class man, there would have been no trouble at all . If we had been able to exercise
control in the same way as we have the power in the Illinois Traction Company,
not only would we have had no trouble, but we would have made an immense
amount of profit . One lesson we draw from this is the importance of being able
to control the policy, and doing the thing we have been doing-

Q. And underlying all that is the personality of the man in charge4-A .
Yes.'
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Page 2930 :-
Q. Take, for instance, the Cornwall Street Railway, that did not turn out

in its early maturity to be a good investment?-A . No .
Q. And I think practicaly that has involved a life insurance company run-

ning it?-A. Fes .
Q. Do you consider that desirable?-A . I do not. Your Honour, we have

learnt c o rtain things from our experience with investments .
Q. But you do not mean to say that you have learnt all there is to be learned?

-A. No, but w hen we have learned a leason-
( 1 . If you are an apt pupil you would be learning year aft Q r year?-A. Yes .
Q. And the thing that seems rosy this year may not be rosy five years later

in your expcrience?-- :\ . Possibly so, but when we have learnt n thing to be bad,
we have learned it . The Appleyard lesson burned into us the importance of man-
ngemeüt, and the 0,rnwall affair burüéd into us another lesson, the importance of
population . Now there was no trouble at all with the Cornwall Street Railway
except the lack of population-

Q. Really do you tell us tha t you had to go through the experience you had
with the Cornwall Strect Railway to have that propositior, burnt into you, to
learn it lesson ?- :1 . In the first place that was our very first investment .

Page 2931 :-
Q. You had a considerable experience in Levis County Railway Bonds?-

A . I"es, sanie ](? .-son exactly.
Q . Now nn i ch?-A . $100.000 . I correct that, and say $85,000 .
Q. $ 100,000 bought at. 85?-A . Y es .
Q. t)id you have to foreelose on your bonds?-A . There was $, 250,000 of Lond-

holders , and we held 4 100,0Ki and the bondholders foreclosed .
Q. Who is rtunning the road?-A . The bondholders.
0. A life insurance cmnpany is taking part in running r.nother road ns the

result of i~ ivestment in the traction proposition?-A . Yes, and again there was
n very large amount put behi ,id those bonds in hard cash, but the lesson shows
the folly of any kin d of restrictio :: that limits us to Canadien enterprises . We
would not have invested in the Lévis County matter were it not for the re s tric-
tion .

Q. You did not invest in it knowing it was bad?-A . We had thought it w a s
good, but knowing it was inferior to those in the United States . It was as goo ' l
as w e could get in Canada . '

Stx•akine of an investment of $500,000 in Montreal Terminal stock, lie says ;
(Page 2932) :-

' The \(ontrenl Terminal was another of the very early in vestments we made
when we first began . . . .But it carne as a result of that and partly from what we
_ n w in ronnection with the Central Market (one of the Appleyard stocks) 'thatone of our posz itive rules is that we will not • touch n competing rond in any city .
That is one thin~- that can be learned from that . . . . . . . .In those olden days we
had a gre at idea about the desirability of having a competing city railway, but
my ideas have all chnnged on that point, and I have no use now for a competing
city railway .'

The Appleynrd transactions began with a series of Unrs to Appleyard, upon cer-
tnin traction securities offered by him . They involved altog 0h^r hùvances to about
$500,000, and covered securities aggregating about $700,000 . There was, in each case,
an engagement on the part of Appleyard to repurchase the security at an advance .
In the result. Appleyard was unable to pay, and the amount of the debt, with the ad-
vanee added, was $ 539,000. In August, 1903, an agreement was made by which certain
other stocks and bonds aggregating about $1,250,000, par value, and apparently esti-
mated at the tin i as of a market value of $739,000, were sold at the latter figure by
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Appleyard to the company, and out of the proceeds the company paid itself the debt
of $539,000, accounting for the balance in cash and other stocks and bonds .

In connection with the securities acquired from Appleyard, the following writ-
ings off have taken place :-

Central Market Railway preferred stock (the whole) . . $67,425 $
Central Market Railway bonus stock (the whole . . . . . . 100,000
Columbus, London & Springfield By . Co., preferred stock . . . . . . 145,118 1

" " " bonds. . . . . . . . . . . 80,000it " " bonus stock. . . . 227,500
Dayton, Springfield & Urbana preferred stock . . . . . . . . . . . . 125,000

" " bonds. . . . . . . . . . . . . . . . . . 5,000
Dayton, Lebannon & Cincinnati bonds . . . . . . . . . . . . . . 20,000

it
" bonus stock . . . . . . . . . . 380,000

Totals . . . . . . . . . . . . . . . . . . . . . . . . . . . . $774,925 $375,88 1

In respect of the securities whose estimated value in the settlement between
the company and Appleyard was $739,000, the writings off in the second column above,
nggregating $373,881, were made.

Besides the Appleyard securities, the following investments are noticeable :-
In the case of the Levis County Railway Bonds, which were purchased to the

extent of $100;000, at 85, tlia bondholders, including the Assurance Company, have
fnreclosed and are operating the road.

In the case of the New Hampshire Traction Company, the Assurance Company
bought bonds to the extent of $218,000, par value, paying $198 .10 5 for them, receiving
at the same time bonus stock to the extent of $24,000.

In October, 1 9 05, this holding was exchanged for preferred stock of the same _
company, par value $100,000, valued in the books at $100,000 ; common stock par
value $118,000, valued at. $70,800, the balance of the original investment $27,305,
being written off. In December of the sanie year $10,000 was written off the pre-
ferred stock, and $40,000 off the common .

The investment made in connection with the Cornwall Street 12ailway has under-
gone many changes in form, but in the ultimate result the Assurance Company is
operating the railway, having written off its books $100,000 in respect, of the invest-
ment .

It should be said that in respect of several of these securities, Mr . Macaulay
claims that there will not be an ultimate loss, and that in some cases there will be
a profit., but the history of the transactions illustrates the precarious and speculative
nature of transactions of this class, and, as pointed out above, success or failure
furnishes no standard of propriety .

The company's method of accounting with respect to bonus stocks, should be
mentioned . The transactions whereby these stocks were acquired involved the acquisi-
t.ion of both bonds and stock in consideration of the payment of money or exchange
of securities. It would seem to your Commissioners that under these circumstances
the company should show in its books the full amount of ooth bonds and stocks re-
ceived as against the sDnaideration given . Instead of this the company has treated
the payment made as the consideration for"the bonds only, leaving the stocks in its
hands as representing no value and involving no outlay or cost. To preserve a record
of all the bonus stocks received, an account was kept in which they were entered,
the value in each case, irrespeetive of amount, being placed at the nominal sum
of $1 .

The result was that the company had in its possession large holdings of bonus
stocks, which, it was contended by the officers of the company, were of real and sub-
stantial value, upon which no value was placed in the books, and which were not in
any way shown in the annual returns made to the Government.
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13esilics stocks so acquired, the company, as stated above, from time to time wrot e
off other stocks against which certain values had appeared in their books . This seems
to have been done when the opportunity offered as the result of largo unusual prc,fits
obtained by the company from other securities and when loss occurred or was
threatened with respect to the stock so written off .

1'hese stocks, along with the bonus stocks, were treated by the company as form-
ing what is described as its `contingent account' which, at the date of the hearing
inclu(iefl the following stocks, then worth, it was alleged, thr' values indicated below :

CEC'L'RI'l'II:S IN CONTINGENT ACCOUNT, SEPTU,ILBEIt 30, 1906 .

C':mt .,n .\knm ll :til%cay' .. . . . . . . . . . . . . . . . . . .
t•alntal I' .I1t,•r Co . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Central Market Street 11 :uRcav, tre(errc.l . . . . . . . . . . . . .
l'le % el :m,t, Phine5vllleanlÎAEtItN'nfla Iulaay . . . . . . . . . . : . .
t'nlwuLue. l.u•fdnn and Spriugfie•Id it :,il fap, lirr(,•n,•,I .
t'„rumnll Street Itaikiay(b ., prcterr,•.t . . . . ., . . . .
l'ti .ple ('nrk Central Itaih%a>', Ptrfernvl . . . . . .
IJ 1~Ins lac,~tric Corporation . . . . . . . . . . . . . . . . . . . . . . .
Ihqt,m til,nngfit•Id and Urlaln :t Ele,'tri,• li :filw ;fy, pre(rne,l . . . . . . . . . .
Detroit . \ p :il :tf,ti .1ra Arhor and JaA .W!o Itod,f :f .x~ . . . .
laeetric Ilcc,• . qnacut Co . . . . . . . . . . . . .
ITlint Ridge ('ual CO ., . . . . . . .
Illinois 'fraction l'o . . . . . . . .
,fervy Central Traction Cu, . . . . .
Kelly ('o l Uu . . . . . . . . . . . . . . . . . .
\I :fdiwm Cuunty I .igLt auo l 1'0%%er 9' .- . . .
\le~i :ao I .iql,t and 1'o w Ur C'u,,,, •
Michigan Stnte'Pclcphone Cu . . . . . . .
\orthenr l'onsolidated Iloliin, ('o
Itiu dc Jauxirn'l'rauffcu y I . aop 1 l' . ( ',, . . . .
Springfield an,l A . G . Traction ( 'u . . . . "-__
5t . lAl uis, 1lecatur and (' hatnp :fign ltsilf% :t

tSt. Louis l':lectric 'l'crnninnl lloih% ay' t'- . . .
Urbans 1 .ig tft Co . . . . . . . . . . . . . . . . . . . .
\ crrniliuu Conl ar,d Cnak C'o . . . ,
York Ilaven \l'ater and 1`oxer ~u . . . . .
Yougnstof)n aud 6uutheru llu ltcap .

Pa r . cost .
S et s. ,

Value .

s ets .
21,750 00

00
67,425 00
10,000 00

121,350 00
50,000 1/0
21 .000 W
7 .600 00

100,000 00
12,600 00
94 .400 00

1,756 00
1,993,970 00

4,700 00
28,437 50
37,500 00
48,620 00
52,150 0 0

0,000 00
95,202 00126,090 00
82,060 00
18,750 00
10,500 0(1
14,218 7 5

7 5,0 00 00 2
9 3,1100 00 10

74,500 00 Cos t 0

457,(100 (]0 'lo
10(1,(1l1(1 W 50
30,000 00 70
30,000 00 25

250,000 00 40 ',
36,000 (]0 35

1SS,S(1111/0 5 0
17,560 00 10

3,625,400 00 55
1 8 ,8 00 00 25

113,750 00 25
75,000 00 S0
93,500 00 52

104,300 ()0 50
90,000 00 10

221,400 00 43
1,003,750 00 12 1

74,600 00 11 0
75,1100 00 25
52,500 00 20
25,437,50 . 50
16,000 00
64,000 0 0

6,075,207 50

100 16,000 ()0
15 9, 600 00

3,055,070 25

-the valucr indicated aggregating in all the sunl of $3,055,079 .25.
As alreluly stated the conlpany did not in any way show thcse stocks as of any

value in their books or in their returns, and your Conmlissioner, consider that the
nutintniniug of such a :arge ulldisclosod asset iu the hands of the company indicates
the feeling the directors of the company must have had as to the ancertain nature of
the enterprises upon which the company was embarked . The result of not disclosing
these assets was to enable the company to conceal losses on these or other investments,
and the ultinlnte object, if the enterprises proved to be permanently successful, was
to enable the company to show itself in a stronger position than it would have been
in, had it confined itsclf to usual and proper investments .

The accumulation of so large a contingent fund, earned and maintained by the
speculative use of the moneys of the company, including for the most part policy-
holders' mouey-especially without giving the present policy-holders the benefit there-
of-is, in the opinion of your Conlmissioners, . improper . W

Without this contingent fund, which was not disclosed in the returns, the hold-
ing of foréign sécurities was enlarged by the Illinois Traction dealings to a suul lar-
gelv in excess of the authority to make foreign investments . This was made the
subject of correspondence between the Department and the company after the re-
turns made for 1905 . It does not appear that the company departed on this occasion
from its characteristic course, which was to dispute the correctness of the views put
forward by the Department, and to continue holding the position to which objection
had been made.

In the case of this company, the Conlnlissioners cannot pass over, without com-
ment, the improper advertising me made by the company of portions of questions
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asked by one of the Commissioners during the examination into the company's affairs
Wrested from their context, which plainly gave them a hypothetical significance, they
are made to serve as final opinions, deliberately expressed, approving of the manage-
ment of the company in al l its details . It is scarcely necessary to say that none
of the Commissioners would have thought it fitting to express any final view in ad-
vance of tJr?ir report, and the Commissioners have no doubt whatever that this was
quite undarstood by those who made use of the circumstance in the way mentioned .

THE , MUTUAL LIFE ASSURANCh. COMPANY OF CANADA .

This company was incorporated in 1869 by Act of the Province of Ontario, 3 21
Vic ., cap . 17, under the name of the Ontario Mutual Life Insurance Company, and
was re-incorporated under the same name by Act of Parliament in 1878, 41 Vic., cap.
33, the name being changed in 1901 to 'The Mutual Life Assurance Company of
Canada,' by an amcndiug Act, 63-64 Vie ., cap . 112 .

The company is authorized to carry on the business of life insurance on the
mutual principle, and is the only strictly mutual company of Canadian origin carry-
ing on business in Canada .

It is managed by a board of ' twelve directors, of whom four constitute a quorum,
and who qualify upon a policy holding to the amount of $1,000. One-third of the
directors retire annually, their successors being elected to hold office for three years .
The election is by ballot and each policy-holder is om titled to one vote. The directors
he.vo each year appointed an executive committee, c,oristing of six directors and the
manager, who is not a director .

Hon . Mr. Justice Britton and Hon . Mr. Justice Garrow were, at the date of the
---inquiry, members of the Board of Directors, the former b ,:ing also Second Vice-

President and a member of the execu'.ive committee.
The annual meeting is held on the first Thursday in March of each year . No

less than one month's notice must be given by advertisement . The notice must also
be-printed on every renewal notice issued within twelve months preceding the meet-
ing .

The practice has been to publish the notice in Toronto and local newspapers, to
print it on renewal notices, and to insert it in Vancouver and Montreal papers, besides
printing it on all policies .

Policy-holders may vote in person or by proxy, but their proxies must be filed
with the manager at least ten days bcfore they are used . Very few policy-holders at-
tend the annual meetings in person, possibly from thirty to tliirty-five, of whom the
large majority ( twenty-eight in 1 906) are agents of the company .

Section 16 of the Dominion Act provides that-

'No director or officer of the company shall become n borrower of any of its
funds, nor shall any offlcer, agent or subagent of the company receive, hold or
use any proxy or proxies at the meetings of the company.'

A question arose in 1890 as fo the right of the president and directors to hold
proxies, and the opinion of M r . Christopher Robinson, Q .C ., was obtained . He con-
sidered that while the directors were in some sense officers of the company, yet, from
the language of the clause quoted and other provisions of the Act, they were not to
be regarded as ceming within the term `ofl'icers' used in the clause, and that, as the
word `di ièetor' was omitted from the clause, they were not within the prohibition .
As the president and- vice- president must be directors he saw no suû'iciént reason why
they should not also be exemp t

The company has acted on thi s opinion, and, with the exception of a very few
all proxies are held by ditectrr. .
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The following statement shows the extent to which proxies have been used since
1898, before which date no record was kept :-

1-ear .

No. of '
I'olicyholdere

entitled to
vote.

-~-

13,346
14,435
15,995
17,283
18,515
20,079
21,87 2

. . 23,581

. . . 25,497

No . of

Proxiee.

5,966
5,730
6 .090
6,405
6 111
7,246
9,315
8,848
8,501

A printed form of proxy is sent out each year to persons who-have insured dur-
ing the preceding year . In it are printed the naines of Robert Melvin, the president
and some other director, and it authorizes either of them to vote at all annual and
s},ecial meetings . A circular letter front the president is also sent asking for the
signing and return of the proxy in a stamped envelope inclosed for the purpose .

Should the policy-holder object to the form submitted, or desire to appoint some
other person another printed form will, on application, be sent him, in which is left
, blank for the nnme of a single person . but it provides that in the absence of the
person named, the president may net as proxy. It was stated that application had not
l-ecn made for the second 1'ornl on more than six occasions .

No information is given as to the natnes of other policy-holders en ► itled to vote.
No application for a list has ever been made, and the manager was unable to say
what attitude would be take.n if such a request were made ; he thought that in such
a case he would ask the object of the applicant and would probabiy put him off until
the next meeting of the board, but what attitude the board might take he was unable
to ilnagine .

The result is that the voting power has been almost exclusively in the hands of
the board and there has been very little change in its personnel except by reason ,i
deaths .

In 1891 an agent procured en,)ugh proxies to elect himself . He was at once re-
quired to resign either his agency or his directorship, and wànt-off the board . The
director whom lie had supplautcd was elected in his place . Section 4-of the Company'e
Amending Act of 1S94, 87-8 S Vic ., cnp . 123, enacts that no agent'of the company
shall, while lie is such agent, be elected or continue to be a direct-or of the company,
but its provisions are to have no force or effect until they have been approved by a
vote of two-thirds of the members of the company at a special meeting. No such
meeting has been held .

On one other occasion a person was elected against the wishes of the outgoing
board . The intruder renlained in office for one year only .

In 1805 the company strengthened the reserves by ehanging the basis of valua-
tion from the Hill . Table with 4J per cent to the Actuaries' Table with 4 per eent .
On all insurance written during 1900, 1901 and 1902 the basis is'the Hm . Table
with 37y per cent, and on all insurance effected si-ace 1902, the Hm. Table with 8 per
cent .

Prior to 1897 Mr . I . E . Bowman, M.P., was president and Mr. William Hendry,
manager ; their remuneration during the last-year of office was $2,153 .90 to the for-
mer, and $4,000 to the latter, making together $6,153 .90 .

In 1897, on the death of Mr . Bownan, Mr. Melvin was elected president . In the
following year Air. Hendry, who was in ill-health, resigned, and Mr. Wegenast was
appointed manager in his stead . The minutes indicate that Mr. Hendry on his retire-
ment was appointed consulting actuary, with an allowance of two-thirds of his pre-
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vious salary. It appears, however, that lie has not rendered any service to the com-
pany in that capacity, nor was it intended that lie should . The wording of the reso-
lution was due to the doubts the directors had as to their power to pension a retiring
officer .

Since this change the renituneration of the president, manager and directors has
been steadily increased, until in 1905 the president was paid $5,241.88, the manager
about $6,900, including executive committee fees, and the remuneration of the board
of directors, including pre4dent's salary, which in 1396 amounted to about $5,000,
in 1905 aniountoil to $13,620 .

In explanation of this increase it is pointed out th4t, during the period mentioned,
the amount of insurance in force had about doubled, and the assets of the company had
almost trebled.

The investment powe» of this company have been spccially dealt with from
time to time by the Dominion Act of Incorporation and some of the numerous amend-
ing Acts : 52 Vic., cap. 96 (1891) ; 57-58 Vic ., cap. 123 (1894) ; 03-64 Vic., cap. 112
(1900) t .nd 3 Ed. VII ., cap. 159 (1903), but the special powers of the company do not
in any way exceed the general powers given by section 50 of the Insnrance Act . .

In practice the company has confined its investments mainly to municipal and
school debentures, loans on policies and loans on real estate .

At 31st December, 1903, the company had made loans in advance of its receipts,
and had an overdraft in the Molsons Iieink, of about $200,000. To cover it up in the
annual return the company arranged a pretended sale to the bank of certain munici-
pal debentures amounting to $24,000, at cost . After the first of the year, the securi-
ties were to be returned to the company . In the usual course the company received
considerable sums of money early in the month of January, 1904, and was able to
take up these debentures without showing any overdraft .

THE CONFEDERATION LIFE ASSOCIATION.

This Association was incorporated by Act of,the Parliament of Canada in 1871,
54 Vic ., cap . 54, with an authorized capital stock of $500,000, and power to increase
the same to $1,000,000. Ten per cent or $50,000 of the authorized capital was required
to be and was paid up .

In 1881 the stock was increased to $1,000,000, and 10 per cent upon the increased
capital was called up and paid out of profits or bonus, 0 per cent or $30,000 in 1881,
and 4 per cent or $20,000 in 1836 .

The stùtirite was amended, ü3 Vic ., cap. 45, sec. 2, so as to prohibit in terms any-
thing - like centralizing of power, providing that no one person should hold at one
time either directly or indirectly, or as trustee or otherwise, more than 500 shares of
the capital stock .

By the Act of Incorporation policy-holders who were entitled to oarticipate in
profits were declared to be members of the Association, and there was a provision
for their representation upon the board, the statute requiring that not less than one
half the board should consist of shareholders, and not less than one-third of policy-
holders . ' All the directors were required to be elected by the general vote of all the
members, the qualification for a director being a holding of stock or participating
insurance to the extent of $5,000, and each policy-holder whose policy amounts to
$1,000 or upwards was entitled to vote .

There was no express prohibition against the use of proxies by policy-holders, but
in practice the directors have never permitted any such proxies to be used .

The president of this company qualifies as a policy-holder and owns no shares .
The original powers of inveshnent of the Association were somewhat less wide

than those now found in the Ge :ieral Act, and he Association has, since the Qenerai
Act assumed its present form, considered itself to have the powers conferred by the
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General Act . As, however, the Association has never extended its business except

into Newfoundland, Mexico and the West Indies, some of the important• questions

which arise in the case of other companies in respect of United States investments

are not of monient in the case of this Association .

'l'hese original powers have been somewhat extended . Legislation with respect
to them will be founJ in the latest of the two amending Acts, of which there ar e
threo ; 37 Vic ., cap . 88 (1874), 42 Vie., cap . 72 (1879), and 53 Vic., cap. 45 (18 00) .

There is in express prohibition against directors or officers borrowing the îtmds
of the Association, or becomiut; surety for any borrower .

As the result of the amendments which have been referred to, the directors have
, power to charge holders of participating policies with losses, to the extent to whic h

they have been credited with profits during the current quinquennial period, if the
losses requir e it, but your Commissioners were informe~i that this power lins never
been made use of.

With regard to the division of profits, the directors are required to ascertain the -
part of the profits derived from participating policies, and to distinguish such part
from the profits derived from other sources, aml it is provided that the holders o f
psrticipatinF policies shall be entitled to share, to the extent of not less than 90 pe r
cent thereof, in the portion so ascertained and distinguished . It is also provided tha t
the iiôrtion _ Of such profits which shall remnin undivided upon a declnration o f
dividend shall never be less than one-fifth of the dividend declared, and quinquennia l
distribution nmong participating policies is autlhor'zed .

In prnctice the method of ascertainin g profits is said to have been as follows :-
(1) The rate of interest which the inv ostuients of the company have earned

is ascertained yearly, and interest at that rate is first set npart out of the profits as
being interest. upon the paid-up capital stock .

(2) 'l'he balan(~e o f the y-ear's surplus is then divided between participatin g
and non-participating policy-holders, upon the basis of the respective share of each
class in the reserve .

(3) The amow► t so found attributable to non-participating policies is car-
ried to the credit of the shareholders' fund, dong with the interest on capital .

(4) Out of the share so ascertained for participating policies, 10 per cent i n
former years, in Inter years 5 per cent has ucen taken out and carried to the
credit of the shareholders' fund .

('5) The ultimate bnlance is treated as the allocation to which participatin g
policy-holders are entitled .

A very large portion of the business of this company is written upon the de-
ferred dividend system . The method which has obtained of dealing with policies o f
this class has been peculiar, and in the opinion of your Commissioners has not bee n
in accordance with the ternis of the polic,v contract, or with the fundamental princi-
ples upon which this species of contract is founded . When a ryiven number of policies
have attained contempornneously their tontine period, the p:oüts arising out of lapses
in the orignal class of which they-were members have been treated as belonging, not
solel :v to those of the snmc class completing the period, but generally, thoug h
provisionally, to all deferred dividend policy-holders then alive, irrespective of whe n
their deferred dividend period may arrive . For example, if one hundred persons
insure in 1Sa5, with a 15-year period mnturiug in 1900, and if fifty lapse, the benefits
arising from such lapse are not divided among the survivors of the hundred, but ar e
provisionally divided among all pei sons holding tontine policies who are -then alive ,
without reference to the date of insurance and without reference to the completiéii of
the period .

In 1890 the association, which was then maintaining its reserves upon a 47} per
cent bttsis, made a change in respect of new business to be subsequently written, pro-
viding in respect of such business for a reserve upon a 3 j per cent basis .
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After the statute prescribed a chauge in the rate upon the basis of which reservés
were to be maintained, the association made a further provision, in respect of new
business from that date forward, placing reserves in respect of such new business upon
a 3 per cent basis.

The result is that, in respect of business prior to 1896, the reserves are now main-
tained upon a 4} pc^ cent basis'; that in respect of business written between 1896
and 1899 the reserves . are upon a 3 1 per cent basis, and that in respect of business
written since 1899, the reserves are upon a 3 per cent basis .

The management of this association has been practically in one hand for many
years, the managing director, Mr. J. B.1lfacdonald, having very wide powers, and exer-
cising them with the practical effect of control . He has treated himself as being author-
ized without specific authority in the particular instances from his board, to enter into
transactions of great importance. His language (speaking of loans upon unauthor-
ized securities), is as follows . (Page 848. )

`Q. Iwôuld not expect y"oû to recnllovervthing, but was it austomsry for
transactions of that kind to go through without appearing on the minutes of one
of your committees?-A. They would all go upon the records . They would enter
into the statements that werg submitted from time to time .

` Q . Was the propriety oi impropriety of making loans upon such securities
as we have been speaking about ever discussed at your board meeting?-A .
Never.

` Q. What was the position there with regard to matters of that sort, would
the loan be made first and the attention of the committee be called to it after-
wards?-A. The loan might be made and then it would appear in the statements
as so much on loans on stocks or bonds, whatever it might be, reported through
the cash statement.

`Q. You would consider it to be within your power as managing director to
carry through a transaction of that sort and report it subsequently, rather than
to take authority for it first?-A . Ob, I would consider myself authorized to
carry out the transaction of a loan of that kind . That authority is supposed to
be exercised by me just the same as the cashier of a bank would . '
Air. J. K. Macdonald's shareholding at the time of the inquiry was 879 shares .His,son, Rev. D. B. Macdonald, had 30 shares, another son, Mr. C. S. Macdonald,

25 shares, a daughter, Miss C . H. Macdonald 45 shares, a dauglrter-in-law, 10 shares,
besides 200 shares which Mr . J . K. Macdonald says he transferred, 100 shares to his
son, C. S. Macdonald, and 100 shnres to the actuary of the company, Colonel W. C.
Macdonald, and as to which be states that Colonel W. C. Macdonald is the beneficial
owner .

Roughly, he says, the shareholders' proxies, made out to and held by himself and
the president on behalf of the management, represent approximately 2,J00 shares .

In 1891 Mr. J. K . Macdonald was in rec,-+nt. of a salary of $12,000, which was
continued to the year 1900 without any increr,se . In the lastnamed year-he received
a bonus of $2,000, applicable to the business of the year 1899 . In 1901 his salary was
increased to $13,000, and in that year he received n further bonus of $1,000. In 1902
his salary remained at $13,000 . In 1903-4-5 his salary was $14,000, with a bonus of
$1,000 in 1905 .

In 1901 Colonel Macdonald, the actuary, was in receipt of it salary of $2,500 . In1 392 it was raisfd to $3,000. From 1893 to 1898, inclusive, it was $3,600 . In 1899
and 1900 $4,200, with a bonus of $500 in 1000 . In 1901 it was $4,500, in 1902, $5,000,
in 1904, $5,500, with a bonus of $500 . In 1905, $6,000, with a bonus of $500 .

Down to and including the .year 1898, the favourite investments with the manage-
nient of this association were municipal debentures and mortgage securities . In the
year 1899, however, the company seems to have become infected with the desire to
enter upon the more speculative field of investment offered by bonds and stocks, and
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in that year they purchr,sed Commercial Cable bonds to the extent of $15,000 . In
1900, $10,000 more of these bonds were acquired, and Bell Telephone Company bonds,

to the extent of q 9 .000, were also nequired . In the saine year, the bonds of the Que-
bec Harbour Trust were purchased to the extent of $75,000, and bonds of the Toronto
Ilotel Company to the extent of $10.000, with which came $1,000 of bonus stock . In

1 00 1 further purchase~ of Bell Telephone Compa ;u~'' h,i ► ds were made, to ,he extent

of $25.000 in July, and $ S .0 00 in Deccu ► ber . In thw± year also $25,000 of Toronto

Electric Light Company bonds- were purchased .
It was in this year also that \[exic ►in Governmc•n : bonds to the extent of $20,000

were purchased, having regard to the extension of the business of the Association into
that country. In this year also the Association pr.rchased Calgary and Edmonton

Laid Company's bonds, to the extent of $ 4 5,000.
It is fair to the management of the Association to point out that the powers con-

ferred by the mnendmmnt made to the Gc,iiérul Act in 1899 were supposed to have con-
siderably <<,idtnied the range of legitimate investment, and it N~ .auld appear in respect

of all the inve:ntmeuts that ha v e been mentioned, with the exception of the Toronto
I-lotel Company', bonds aud the Calgary and Edmonton Land Company's bonds, that
the investn► rnt, "vere well withi ► , the power conferred b y the legislation of 62 and 63

\'ic., cap . 13 (1 S119 ) . With regard to the purchase of the bonds of the Toronto Hotel
C'ompany, the management seems rather to have been inspired b y a feeling of public
spirit in connection with the intere:ts of the city of Toronto than by any desire to
mnke a profitable iuvestment, and with regard to the Calgary and Edmonton Land
Company's bonds, the investar^nt was thought to be justified cn the ground that these
bonds coverid the real e>t :ite of the colonization company, and were, therefore, the
cquivnlent . of mortgages upon real estate.

In 1903 the Association made two purchases of bonds, which were not, your eom-
niiss :oners think, in any view within the competence of the Association . 'Those in-
vestments were in Nova Scotia Steel and Dominion Coal bonds . The amotmts ex-
pendcd in these investmeuts were not large, being $ 9 ,000 and $7,500 respectively, par
value, purchased for q10,017 .26) an,l $8 .2 8 1 .57 respectively. These securities were made
to do :aty in certain transnclion3 which fell to be considered at the end of 1904 and
the beginning of 1905 . During 1903, liontreiil Light, lient and Power debentures
were purchased to the extent of $75,000. In 1901 Mexican Gold bonds were pur-
chased to the extent of $100,000, and Victoria Rolling Stock Compnny bonds to the
extent of $73,000 . In 1905, Wiiuiipeg Electric Railway Company bonds were pur-
chased to the extent of $121,000, and Niagara Falls Park and River Railway bonds
to the extent of $50,000. In 1903-1-5 Canadian Pacific Railway stock was purchased
to the par value of $180 .000, and a profit was made upon the realization of this un-
authorized security to the extent of over $68,000.

It is further to be observed that, with the Mexico Government silver bonds pur-
chased in 1902, $20,000, and the ;t[exican Government silver bonds purchased in 1904,
$100 .000, the powers of the Act in respect of investments in that country seem to have
been exceeded . This is sought to be justified upon the construction of section 50, sub-
sectior. 3 of the Act of 1899 . Your Commissioners, however, are not able to concur in
the proposed construction by which it is sought to make the power to invest in Mexican
securities unlimited in amount .

Prior to the alteration of its policy in respect of investments as mentioned above,
and the turning attention towards stocks and bonds of a more or less speculative
character, the management had never anticipated its means in the making of invest-
menta . The-alteration of policy, however, perhaps because it involved the necesaity
for large transactions in order to secure large anticipated profits, provided the oc-
casion for breaking through this salutary rule, and your Commissioners find a series
of transactions, to which brief reference has already been made, involving among
other securities 'el ►e Nova Scotia Steel ComFany's bonds and the Dominion Coal Coru-

U,



ROYAL, COMMISSION ON LIFE I\'SURdI'CR 37

SESSIONAL °APER No . 123a

pany's bonds referred to above, which partake largely of ail the evils attendant upon
speculation upon margin .

In October and November, 1904, the management authorized .ltessrs . Osler & Ham-
mond to purchase for the Association 610 shnros of Consumers Gas stock . '-\Ir . Osler
was a director of th? Association. Certain moneys seem to have been paid on
account of the purchase price by the Association to Messrs . Osler & Hammond, leaving
a balance due of $27,041 .14, which it was necessary to pay in order to obtain a re-
lease of the shares .

It was arranged that Osler & Hammond should hand over 500 shares out of the
610, retaining 110 shares, the value of which, at the price at which the transaction
was carried through, was $11,578, and receiving at the same time the 'Nova Scotia
Steel bonds, $9,000, and the D^ :ainion Coal Company bonds, $7,500. littssrs . Osler
& IInmmond then held as security for the debt of $27,041 .14, the three securities :
Consumers Gas stock, 110 shares, $11,578 ; . Nova Scotia Steel, $9,000 ; Dominion
Coal, $7,500.

Tn December, 1904, Messrs . Osier & Hammond were further instruoted to pur=
chnse the Mackay Company's stock, and did so, paying $28,033 .62, for 373 shares . On
the 31st December a transaction was arranged between the Association and Messrs .
Osler & Hanmond, by which the Association paid Messrs. Osler & IIamnioncl $8,400,
au,t were handed over 150 shares of the \Inckay stock . This left a debt outstanding in
respect of the remaining 223 shares of Mackay stock as follows :-

$28,033 .62, amount necessary to release 373 shares
8,400 .00 paid for the release of 150 shares .

Balance, $19,033.62, necessary to release remaining 223 shares .

According to the books of Osler & Ilammond, this transaction was consolidated
with the previous transactions in respect of Consumers' Gas stock . The matter seems
to have taken this shape :-

Balance due in respect of Consumers' Gas purchase . . . .$27,011 14
Amount due in respect of .linckny purchase . . . . . . . . . . 28,033 62

1 . . . . . . . . . . . . . . . . . . . . . .' . . . . . . . .$55,074 76
Less paid on December 31 : . . . . . . . . . . . 8,400 00

,
Balance . . . . . . . . . . . . . .$46,674 76

then due .liessrs. Osler & Hammond, who were carrying 110 shares Consumers' Gas,
$9,000 Nova Scotia Steel, $7,500 Dominion Coal and 223 shares Mackay's .

The transaction was further involved by . the interchange of fictitious cheques
between Messrs . Osler & Hammond and the Association, each cheque being for $44,100,
the ~Osler & Hamuiond cheque purporting to be, •

for Novn Scotia Steel . . . . . . . . . . . . . . . . . . . . . .$ 9,719 33
for Dominion Coal . . . . . . . . . . . . . . . . . . . . . . . . . 8,100 27
for Calgary & Edmonton Land Co . bonds . . . . . . . . 27,680 40

Total .• . . . . . . . . . . . . . . . . . . . . . . . . .$44,100 .60
and the cheque of the Association purr,ertinr to be for Consumers' Gas

stock . . . . . . . .$40,38660
for liackay°s stock . . . . . . . . . . . . . . . . . . . . . . . . . . 3,731 A)

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$ 44,100 0 0

'l'hese cheques had no reality, nor had they any plac<, in the real history of
the transaction. The manifest intcnt with which the exchange was arranged was
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Q. Then there was some interest charged up, and then on the 13th January
the~ carried down a balance of $21,101 .08 against 110 Gas, 223 \fackay, $9,000
I1Tova C. cotta and V,600 Dominion Coal?-A Yes

or .utot ter $10,000?-A. Apparentlv.

e .Q. Amounting to $373, and on the 1 2 th January you gavc - them a chequef 1

Q. And they collected dividend on the 373 shares of ltnekav.?-A Y s

- . presume tltat IS correct .

Q. -1pParentlr YOU gave them that cheque for $20,000 on the 5th January?A I

I (1mpan`•, amounting to $270?-A . Yes.

Q. Apparently they collected coupons on the Nova Scotin Steel and Coa l

1 .0~, and inc 13th, real dealtngs all right?-A . I presume so .

0. Are the dealings which appear in this account between the 4th January,~

to the Government statement or any other statement .
then we would simply hav- to offset it . I fail to see what difference it make s

takcn up, and had the money for the"' ; if we )'ad put thent in on the one side

A. 'l'here is the fact th, t these were to be tr.lcen up vhen we «•anted theut o be

Q . l atn not trvin, to nta ;e oui any point ?,,«•ant .̀ô get out the ficts?-

to tuake ottt of it .
bh I cic All a parttcul ;rr stock and any other?-A . I fail to see Rl .at point you want

Q. Yes. 'l'here vas ni) ~distinction made in y o;tr payments bet ween any on e

.nr sh,urs you now refer to. ,y
Q. You h;ld Partly paid, you know?- :1 . Certainly, but not for these particu-

for thr .,e that you refer to .

(11 th- Aoarc:s, and we simply took them up when we were ready to take them up .
Q . You had aequirvvl a right and you hnd paid money for thent?-A. Not

toit purch,tsed for that year's accotntt . We instructed them to purchase so man y

A . Y e;, but the presertt is the time to deal with it, and the present is these w er e

at all (-veut .: th,tt was tlto filet : we won't stop to differ abeut that at present?-

Q. It had bcc•n purchased for you, you owed this mon ,,c on account of it ;

not ours .
dtd not tind its Nva~y into the return to the Government?-A . No, because it wa s

Q. An(i that 223 . like the 1 1 0 Gas and tho Nova Scotia and Dominion Coa l

-.1. I es.
Q. I'on have 13ti of your 373 of \laekay's and the ywere holding 223 ahares ?

prestune so . . . . . . . . . . . . . .
It cheque for ",k,0 .400, and took over delivcr} of 150 shnres of the Mackay?-A . I

Q. 'I'hen I see that on the same day according to this account, `•ou gave them

('oal?---A . That is what it is .
to 9(•t 110 Gas . 3 7 :3 \l ;tcka}•, $ 9 ,000 of Nova Scotia and $ 7 ,500 of Dominio n

$amc (Io,v ; that woald in (licate, according to their sltow int,* in their own account,
flint you otred thetn $55,074 .70, that when that "•lls paid You would be entitled

Q . Let u : ,uni ut,, hecausc then it gocs to the .lfackay preferred on the

ltr . .1 . lC . ALtc~l~~mal~l . at tr.tt :o `; .~î, ;l, su~•s :--
the tmauthwrizetl sectniti~~~ Nverr, p1oilRCd .
actions ihey o wrd a large suint of tu+mey~ to .ltc:ssrs . (,lei- & Ilanunon l, for whic h

that. it h;td becn purcuasing up,n tnargin, and that in respect of the tuargitt trans-
This euabled the Assreiatiom to conceal in its return altogrther file circumstanc e

t,tner s ' Gas strick and .ltaekay's "aock to the amounts nanted .

securities ntigltt disaptwar from the as.,ets of thc• Association in the Government re-
turn, and that the Association ntight appear to have -lntrchased outright the Con-

the Dominion Coal and The Calgary & Tdr,>.onton bonds, so that these unauthorized

that Osier & IIammond should appear to Lnr•~.- purchased the Nova Scotia Steel ,

7 EDWARD VII ., A . 190 7

. . . . . . . . . .
The.seleases taok place in Januar9 ; however l do not think that is ver,v

material ; at all events that $21,101 .08 was paid?-A . Ycs .
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Q.- And it was paid about that tiuic {-J. It was paid along in January
apparently .

Q. I want to ask you what you did with these various securities which would
then becomo released?-A. Took them over.
Q. The Consumera' Gas went into its appropriate place as a security in
your books?-A . Yes .

Q. The samo with the 223 .lfackays?-A. 7e5 .
Q. What about the Nova Scotia and Domini .n Coal ; where did those go?

-A. They would simply come back into the securiticn again, they were after--
wards -old .

Q. I am told they came back into a suspense ledger .- .ti . I do not know
personally, but I see the actuary nods his head, that is correct .

Q. 'l'hey had not been in the Government return at the end of the previous
year?-A. No .

Q. And they did not appear in any subsequent Government roturn, because
they were sold during that year 1905?-A . Yes.

Q. If these were not sold in 1905, is it possible in your view to justify
keeping them out of the Government returns, and if so upon what ground?--A .
If we had held them at the end of 1904--I have already explained that we sup-
posed these bonds were act ::ally out of the ownership of the company in Osler
& Hammond's hands when they came back if we had had them as securities of the
company at the close of 1905 they would have gone into the Governmeitt report .

Q. In 19 0 1 , as a matter of fact upon what subsequently developed, whether
you are aware of it at the time or not, they were not securities which had passrd
out of your hands, they were securities which had been put in your brokers'
hands to sell, and which lie had not sold?-A . That is true. I cannot give any
other explanation than I have already given in regard to it.

Q. I want to get the position from every possible standpoint, and if tbere
is a point that can• be made in favour of it, I want to have that just as well as
a point ag inst it . When you say you were under the impression that they
were actually sold, do you méan to say you were under the impression that Osler
& Hammond, prior to the 31st December, had actually disposed of them for
you?-A . No, they had not ; we supposed that they would have sold them and
for that reason-we had an unsettled aceount with Osler & Hammond at the
close of that year, into which these securities entered, and theyj were not put in
the report for that year, I presume, under the supposition that they would be
sold and were actually out of the hands-

Q. But not under the supposition that they had actually been sold?-A .
No, they were not actually sold .

Q. Supposing they would be sold, but knowirg t :-iey had not actually been
sold, do you think still you were justified in keeping therr~ out of the govsi•nment
returna?-A. I think under the circumstances there was justification for it, be-
cause they entered into the unsettled account that was in Osler & Hammond's
bands .

Q. Of course the Osler & Hama )nd account, upon the omission of this se-
curity from the return, was also omit .̀ed as a liability?-A. Yes .

Q. So that neither did these securities appear as ai . . asset, nor did the debt
appear as a liability?-A. Let me admit at once that these things under the cir-
cumstances ought to have gore into the governmmnt report . That is all: . . . . . .

With regard to the crossing of the two cheques for $44,100 (Page 801) :-
'Q. Under what arrangement were those cheques exchanged?-A. I am un-

able to say there was any arrangement . ----------- -
Q. Did you make the arrangement?-A . I do not know that I did, that I

made the arrangement, they gave us the arrangement-I do not think as a matter

1- `
Ai
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of fact that 1 did per,onally makc any arr~mgement of this kind, or arrange for
the chec7ucss .

Q. Y ou do not roiuenil,er (-.1 . I am almost positive that I did not . . . . . . . .
Q . Of coure it goes without saying that this cheque was not that account-

ing, the accounting was, as we have seen from the booka, as they entered the
trausaction from time to lime ; the cheque in other words was a mere matter of
for m nu ( l 1111d ) n uL,t .~ncc os applied to the real tr,itLcaction .-A. I really can-
not speak deciclcclly . I only know the figure, a ; facts that are befcce us .

0 . We have tonc throu ;h the reQil transaction as carefully a~, with my im-
p^rfect knou•ledge of them, 1 could?- A . 1es .

Q . .\n ( l we have ira c ccl the real transo-rion through the books with roal
chequcs . which p,is~ed from time to time, indicuting the transactions which
aftcrwnrds took place'-A . 1 es .

Q . The~zr cros, elicqnes have no place in that history?=- :A . I think they have ;
for -x :cniple . Nv e have h ere lite procecds of the sale of the Calgary and Edmonton
bonds ; has not that souao part in it : that is a bona tic,le transaction .

0 . That was a Lmma ;ide transaction . and was settled in reality, not by those
at all, bict by the dvalin=r< whiclc we have gone thrcugl .?-A. All I can say l3,
this is the procee ls that is entered in hcre, on which they have given the cheque,
and they give a chequi, app;trently for the other amount.

Q. 1"wi have a cross cheque?- :1 . Ilere is the chequn, .vhivh had been given
to them for the ninowrt .

Q . 1 know I wn not putting it lucidly to you at all, but I want you to follow
me if you call . Tb transactions we have been going thretigli from the books of
Osler & llnnnnrnul . supported by your own books, indicate what was really'done
in connection with all those matter : ?-A. I think so .

Q . :\ncl in that history which is taken from Osler & Hammond's books there
is no mention of these cross cheques ?--A . They must have given their cheque
for it .

Q . They gave that cheque, that is part of the history of it, but that cheque
h as no place in the historical account of your dealings in these securities?-
A. I do not know as to•that, I do not know how they treated it . Here is the way
in «•hicli it was hreted by us in the office . (Produces cheque) .

0 . You will observe that that indicates that they were bt :ving out on the
:30Ih Deceniber which is lite date of the cheque, the \Tova Scotia Steel and Dom-
inion Coal?-.1 . That is wrong .
0 . They- were --not buying them out?-A . No. they did not buy them out .

Q. Can you tell we whether the crossing of those chequeo in that way was
made for the purpose of supporting the (Uovernment return-I do not want to
put it offensively?-A . I do not think it was, I do not see hew it could have been
at this (late .

Q; You see the re, ult of it was you- were able to keep out of the Government
return the Nova Scotia and Dominion Co:,l and Calgary & Edmonton ; you were
enabled to put into the Government return the Consumers' Gas and Mackay,
although as a matter of fact you did not discharge your obligation in respect of
those until the followi :,g January?-A. As a matter of fact these were sold and
we had their cheque for it, which was included in their cheque of $44,000 .

Q. No, that was an assumed amount, $26,280, and the real proceeds were
$26,793 .33?-A. But that probably includes the interest, so that, so far as this
cheque is concerned, to the extent of the proceeds of the sale of the Calgary &
Edmonton bonds, that was a real thing entering into cheque .

Q. With the interest it is $26,344.64? A. I take it that shows the interest
c:pon-thcse-bonds.

Q . And excluding interest they were charging, it is only $25 .431 instead of$25,793, 1 am not able to see how that $26,280 can be made to tally with the real



ROYAL COMMISSION ON LIfiF. INSURANOE 4 1

SESSIONAL PAPER No . 123a

entry?-A. I cannot tell you, Mr. Shepley, I am only supposing it may include the
iuter4:9t .

Q . You were not, by ieceiving that cheque and giving your cross cheque,
intending to allege as against Osler & Haiumond that they became the pur-
chasers of those two-?-A. We diii not allege that .

Q . You did not intend to when the cheques were passed?-A . No .

'I'he Iuaungeuient, has since 1891 had certain loans on call . In many cases the
securities upon which the loans were made were unauthorized . Among them were the
following stocks :-Dominion Coal ; Canadian l'ncitic Railway ; Sun Life ; Temperance
& General Life ; :lfanufacturers' Life ; Manitoba & North West Land Company ;
General Electric ; Nova Scotia Steel, and there were borrowings upon the stock of
the company itself which is prohibited .

Mr . R. S. Baird, who is the Toronto agent for the Association, seems to have
been carried upon margin by the Association in his small dealings in Dominion Coal
Company's stock, 60 shares of which lie pledged for a loan from the Association .

The management of the Association was manifestly aware of the impropriety of
the loans made upon the As .oeiatiou's own stock . Accordingly we find that in the
case of these loans they were got out of the way regularly on the 31st 1)ecember, and
put on foot again on the 2nd or 3rd January, thus suppressing their existence in the
Government return .

The Association has loaned money to the Managing Director upon his policy
of insurance upon his life, and has also loanod money to the actuary, Col . W. C .
Macdonald . upon the pretext of an advance against unearned salary .

THE FEDERAL LIFE ASSURANCE COIIPANY OF CANADA .

This company was incorporated in 1874 by all Act of the Legislaturo of-the,pro-
vince of Ontario, 38 Vic ., cap . 68, under the name of `The Industrial and Commercial
Life Assurance Company of Canada,' to cai~ry on the business of life insurance and
do things pertaining thereto in "the province of Ontario and elsewhere ." By an
amending Act passed by the same legislature in the following year, 39 Vic., cap. 1,
the name of the company was changed to 'The Industrial and Commercial Life A ssur-
anco Company of Ontario,' and so much of the Act of Incorporation as purported to
empower the company to carry on the business of life insurance elsewhere than in the
province of Ontario was repealed . Subsequently by an order of the Lieutenant Gov-
ernor of Ontario in Council, of April 11, 1882, the name was again changed to " The
Federal Life Assurance Company of Ontario."

Before the company had in anZ way undertaken the business of life insurance, its
charter was purchased from the original incorporators by David Dexter, now president
and managing director of the company, who proceeded to obtain subscriptions for stock .
In 1882 ; the company was organized for business, and on making a deposit of $50,000
with the Receiver General of Canada, obtained a license to carry on life insurance
business, throughout Canada. Thereafter the company carried on business without
further alteration of its charter powers until 1898, when it was reincorporated under
the name of "The Federal Life Assurance Company of Canada," by Act of the Par-
liament of Canada, 61 Vic ., cap . 103 .

The authorized capital of the company has always been $1,000,000, of which
$700,000 was originally subscribed . The first call was 10 per cent, producing $70,000
of paid up capital . In 1885, an additional call of 3 per cent on the subscribed capital
was made, and on November 1, 1900, the balance of $300,000 capital stock was issued
at-a-premium--of-$5:20- per share,-in-addition-to-the 13-per- cent call-#hereon .-, The-
amount of paid up capital still remains at $130,000.

Prior to 1897, no dividends were paid to shareholders . From 1897 to 1900, inclusive,
the dividend was 6 per cent, and in 1901 it was raised to the present rate of 8 per
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cent per annum. It was stated that the additional issue of capital in 1900 was not
made because additional capital was required but to give the company greater stability .
The premium was added to assist the company in overcoming an inipairment of capital,
and was justified on the ground that it equalized the new stock with the old, upon which
no dividends had been paid prior to 1S97 .

In early years no single shareholder, nor any group or set of shareholders combined
either by relationship or common interest, had control . To prevent control-falling into
any one hand, an agreement was made on December 20, 1597, between the following
directors and officers of the company, W. Kerns, first vice-president, Dr. A . Burns,
: econd vice=pres.ident, I}r . A . AV'oolverton, medical director, Rev. Dr. John Potts,
director, David Dexter . managing director and Thomas C. ITaslett, solicitor, whereby
they agreed to form a joint fund, for the purpose of ncq,.iiring further shares (not
excerding 1,200, without the further consent of the majority of the parties), for thcir
joint benefit . All s hare; acquired, the dividends thereon, and the voting power with all
privileges attaching thereto were to be the joint property . No individual interest could
be disposed of without the common consent . On the same date the saine parties with
J;uncs It . Beatty, president, and Rev. John G. Scott, a director, further agreed upon a
pooling and option arrangement. After the additional $300,000 capital had been issued
and offered to the shairholders 1,1('i2 shares were unsubscribed, and a further agreement
was made for the acquisition of further shares on joint account . By the addition of
sh,tres acquired under these agreements to their other holdings, these parties have had
-m trol of the company since 1900, holding at the date of the inquiry in their own names
either individually or in trust, and in the names of members of their families, 5,117
shares out of the whole capital of 10,000 shares . The managing -dirëctor has also for
s,,n cyears hvld proxies entitling him to cast about 1,000 additional votes at general
m1rtings of the compan y .

In 1890 the capital after allowint, for the reserves on outstanding policies had
b oorome impaired to the extent of about $40,000, and to lessen the impairment the fol-
ln«•ing payments were then made by t'ne directors named :-

James IT. Beatty ., . . . . . . . . . . . . . . . . . . . . . . . . . . . $10.000
Dr . M. IT . \\'iison . . . . . . . . . . . . . . . . . . . . . . . . . : . . . . 10,000
I)r . M. IT . :likins . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,000
W. h:erns . . . . . . . . . . . . . . . . . . . . . . . . C2 Ofll1

Total . . . . . . . . .. 24.00 0

On .ltarch 4, 1S90, certain shareholders agreed with these directors to guarantee
the repayment of these advances with interest at 6 per cent per annum, one-half in one
yo,ir and the balance in two years, and they further authorized the payment over to
them of all the bonuses, dividends and profits accruing on the guarantors' shnres . The
understanding was that the directors' advances should really be repaid by the company
but the agreement was intended to prevent their being shown as a liability of the coin-
pnny, and to conceal the impairment of capital .

The receipt of the $24,000 was shown in the annual return for 1890 under the
}heading ` Shareholders' Contribution, $24,000.' The superintendent of Insurance
appended to the return a foot note referring to the agreement of March 4, 1890, but
does not seem to have been aware of the real understanding behind it, that the com-
pany should eventually tnake the advances good .

From 1891 to 1895, inclusive, a similar foot note was appended to the return,
except that in 1894 and 1895 a reduced amount was stated, payments having been made
on account .

The company paid its president in 1891 and following years a bonus equal to the
interest at 6 per cent on the amount of the advances remaining unpaid from year to
year, and in addition various sums in different years between 1893 and 1894, making
in all $24,000, and all the bonuses were applied towards satisfying the advances . Be-
sides the bonuses and the usual directors' fees the president received no remuneratio n

0



ROY.iG COMMISSION OX L/F/; IYSGRaYCE 4 3

SESSIONAL , PAPER No . 123a

during the years in which the advances were repaid . On February 4 . 1597 ; a release
executed by those directors who then were entitled under the agreement of guaranty.
It acknowledges due payment and satisfaction of all claims, released and discharged
the guarantors, and declared the guaranty void .

Copies of the agreement and the release were verified by the statutory declaration
of Da-- :d I)exter, the managing director, and were forwarded to the superintendent .
The important paragraph of the declarntiou is the 3rd :•-

(3.) No liability on the part of the said The F'deral Life AGsurance Com-
pany of Ontario now exists--if ever any did exist--for the payment of said
moneys or any part thereof to any person or persons whomsoever . '

It appears that upon the date of the release an agreement was made in terms very
similar to the old agreement of guaranty then releaserl bet .weeu a lesser number of
guarantors, lesser number of new agreement was obtained because of n change in the
personnel of the contributors entitled to receive the money and in order that new
shareholders might assume the obligation, but it seems reasonably clear that the real
object of the release was to obtain the sanction of the superintendent of insurance for
omitting from the company's return the foot note above referred to, while the object
of the new agreement was to restore the contributors sirnult,uieously to the position
which the superintendent of insurance was asked to believe had been abandoned .

The company in the early years of its existence, on the advice of Mr. Sheppard
Homans, an eminent actuary of his time, wrote considerable renewable term insur-
ance, to ot•viate the necessity of showing as a liability the large reserves necessary in
lèvel prénüuüï üïsürâncë: Thë tériii 2iolicy was attractive at the ÿôungér ages becailse
of it cheapness, but as the rates increase on each renewal terni dissatisfaction natur-
ally results . Not enough care was taken when soliciting the clas : of bnsiness to make
its features clear, and some of the literature circulated had a misleading tendency, and
there were extravagant estimates of profits . The attempts of the company to induce
a transfer to the level premium plan naturally emphasize the general dissatisfaction
because they disclose the small value of the term policy when burdened by the lien
necessary to make good the difference in premiums . Th(-,e attempt, have pot been very
successful and have produced much dissatisfaction .

The company' : premiums before 1900 were low and its estimate, absurdly_high .

It is fair to say that both were fixed to meet competition, rather than as the

result of any bona fide actuarial calculation. In that year changes were made in .

both premiums and estimates, but the latter were still in excess of anything the com-
pany might reasonably expect. Some glaring examples of misleading estimates were

given in evidence. For example, on a 20-year endowment policy at age 31 the com-
pany estimated profits before 1892 at $1,022 .00 and in 1900 at $511, while the actual
profits realized in 1902 were only $214 .58 . On a 20-payment life policy, age 43, the

estimated profits before 1892 were $1,011 . 6 3, and in 1900 were $514, while the actual
results in 1902 were $22 6 .03 .

The original Act of Incorporation, tmder which the eompany carried on busi-
ness from 1882 to 1898 contained broad powers of investment. By section 23 of that
Act it was provided that, besides the public securities of Canada and the Provinces,
the company might invest i n

`the stocks of any chartered banks or building societies or in the bonds or de-
bentures of any incorporated city, town or municipality authorized to issue
bonds or debentures, or in mortgages on real estate or in sueh ~ther securities and
in such manner as the directors may elect. '

The powers of investment under its Dominion Act of Incorporation were much
more restricted than under its provincial charter and the company has always enter-
tained the view, which seems to be correct, that since the passing of that Act it has
no wider powers of investment under its special Act than are granted to all companies
by section 50 of the Insurance Act.
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B}• section 1 s of the compnny's ])()million Act of Tncorporntior. it is provided
that the Cnmpn ► lic,' ('1»u~4- :1et, except sections 18 and 3 9 thereof, shnll apply to the
oompa n}• . This reuder- tilt' compain- subject to section 3 1; of that Act which pt•o-
hibits ]nanz to shareholders .

The following in~e tin~ ut : of the comp;ui
,
y seem tn require special mention .

On 11th October, 1 90?, the compnn.v advanced to David Dexter, the :üannging
Ilirvctnr . and on the 15th 'of tae same montlh a further like nmount, being
tilc• purchnse price of 50 shares of Bank of 11nmilton stock at 233, which Mr. Dexter
then bnu ght and pledged to the compan y . . The advances were subsequently approved
b y the 1?xccutivc Committec+ to the extentof $11,150 and the sum of $51 2 .50, being
thc amount nccc-s,iry to reduce the ndvaitces to the authorized amount was paid to
the compon

,
y by \[r. Dexter on October 2S, 1902. On August, 31, 1903, the cotn-

tmny ;idv!incerl to Ur. Dexter a further suit of $1,110, with which to take up 6 shnres
of a new c,llotment, issued by the l;nnk at 185• and on 1liarclt 24, advanced $5,775 with
which Mr. Dexter purchased 2S other shares of Bank of Hamilton stock at 20 6 . The
Superintendent of Iusurnnce having objécted to this loan the account was closed on
June 17, 1904, by crediting to Mr . hexter the nmount then due thereon, but the
emouut so credited was at the same time charged in the companyts books to O . E .
McLaughlin . Mr. Dexter's son-in-law, to whom the shares were transferred and held
by him as trustee for _-%(r . Dexter, subject to the pledge to the company, the trans-
action that then took place being a mere matter of bookxeeping . The loan was ulti-
mntel .• paid off in June . 1905 .

Dr . A . ~i-oolverton, medical director of th~~ compnny, lwrrowed $1,000 on the
ecurity= of 10 shares of the Landed Bnnking and Lonn Compans stock, vnli t ëd by tâe

company iri its books at $1,200. The loan was made on March 15, 1SM, and was paid
off on March 10, 1904 . He also borrowed $4,650 on July 13, 1904, on the security
of 50 shares of the Hamilton Cataract Power, Light and Traction Company, Limited,
valued in the books of the company at ;5,000. This loan was paid off on 15th April,
1905.

lliigh Murray . at director of the company, borrowed $700 on February 28, 1905,
on the security of •11 shnre.i Hamilton .llasonic Hall Company and 10 shares of the
^apital stock of the :kid Savings and Loan Company . -The loan was paid off on 1)e-
2eiuber 2R . 1 9 03 .

Two loans on real estate . one to John 1Cnkefield and the other to William Kerns,
L,,th directors of the company, were made on what appeared to be reasonable security
and both were paid off in duc courze .

A loan was made to Thomas C . Hnslett, solicitor of the company, acting on be-
h;tlf of clients, amounting to $12,000 on the security of 160 shares of Canadian West-
inglumuse stock . The advance was made on April 19 . 1 9 05, and was repaid in instal-
nients ending \oventber 5, 1 905 .

A~wnll ]nnn of $200 was matie to 11' . H. Rae on the security of NO shares of the
iusurnmee ~mty's own stock . Air. Rae was in agent of the corripany and the trans-
action seems to have involve,l the taking by the compativ of the shares in question
as security for advances made to him on account of commissions to be earned .

The company at different times held certain unauthorized investments, including
200 Hudson ll,t

,
y shares, bought February 19, 1903, and sold April 4, 1905, at a profit

of about $t15,(x.ltl .

The companr also purchttse() Sao Paulo Tramway bonds, amounting to $25,000
in 1903, and two i1~ts of $25A(1(1 each in 1904 . They were sold in 1905 on objection
taken by the superintendent of insurance, at a profit of about $3,000.

The company ntnde n loan of $3S,000 on severnl stocks, included in which were
certain shares in the stock of life insurance companies and 100 shnres of the Domin-
ion Iron and Steel Company . It was elniniëct on behalf of the company that the loan
was really secured by shares in the Brat :tford Electric Light and Power Company's
stock, London and Canadian loan stock and certain policies of instunnce, which were
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proper and sutlïcieut security, and that the uuautherized securitit-S were ta ke ► t as
additional security merely .

This company has in process of erection in IIamiltou all otlice building which «ill
be eight storeys high, and which, it is estimated, will cost . $230, 000 . The president
stated that lie believed the compan,y will receive in rentals -1 per cent interest on the
moneys invested, charging the connpany itself a reasonable rental for the portion of
the building occupied bY it . lie was not prepared t,., ~~ ay, however, what rental the
company would be CharBed and lie admitted tbat,the invcstuient u ►ust be in part justi-
fied on the ground that the building, would be it good advertisenieut . it was stated
that the present head office building in Ilaiuilton is altogether too small for the co ►n-
piuty's requirements . It is not yet sold, but it seouis to lit, antieipated that there will
be no difliculty in sellin :; it for at least the co .t tl ►ereef, about -$ 1 . 100, as soon ^s
the new building is ready for occupation .

THE LONDON LIFE INSlilt :1\t."1 : CUMI' .1\1 .

This company was incorporated in 1574, by Act of the Legislature of Ontario, 3 7
V ic ., cap . 85, to carry on life and accident insurance . The capital originally authorized
was $100,000, which the company was e ► upotvered to increase to ti500,Uttt1 . 'l'he capital
originally subscribed was $112,500, upon which 20 per ccnt, or $22,500 was paid . On
March 21, 1577, the capital subscription was increa Sed to 4223,000, and on February
25, 1681, by means of a 5 per cent call the paid-up capital was raised to $33, 65U . in
1a 84 ; the company w as-rein crorporated by Dominion -Act, 27 -Vie .,-cap. -SJ . , 'll► is Act
authorized the business of life insurance but not that of ,tccident insurance, except to
the extent necessary to wind up ►utd complete business already undertaken. By section
24, the " Canada Joint Stock Companies Clauses Act, 166J," except section :39 thereof,
was made part of the Act . This section was regarded as objectionable, because section
18 of the Companies' Clauses Act required 10 per cent of tlu subscribed capital to be
paid in each year, ulttil paid in full . It w as not inte nded to require or even permit the
capital to be paid in full, and the company obtaiued, in 1885, an amending Act, 45-49
\'ic., cap. 94, repealing section 24 of the Act of 188 4 and substituting a ne w section,
excepting sections 7, 8, 18, 24 , 39 and 44 of the Companies' Clauses Act . Certain
further provisions were made as to levying assessments on shareholders, to which
reference will be made hereafter.

From 1874 to 1885, the company carried on business exclusively in the province of
Ontario, but after the passing of the Act of 18S5 it procured a])ouiinion. license, and
commenced business thereunder.

By the Act of 1884 the authorize d capital was made $1,000,000, divided into
10,000 shares, of which 2,230 shares were to be those already issued upon which the
sum of $33,650 had been paid . Subsequently, on December 3, 1891, and September 6,
1894, there were further subscriptions of capital, of $2,000 and $25,000 respectively,
the latter increase being at a premium of $4 per share. This made $250,000 in all,
being the present amount of subscribed capital . By subsequent calls the whole of the
capital was put upon a 20 per cent paid up basis, so that the capital subscribed is now
$250,000, and the capi0 l paid up $50,000. More titan one-half the stock is held by the
widow and family of the :ate Joseph Jeffrey, who was president -antil 1894.

Prior to 1883 the comprny issued non-participating policies only. To remove any
doubt, the Dominion Act of Incorporation authorized the granting or apportioning
among policyholders all or any portion of the profits after payment to shareholders of
such portion thereof, or of such interest upon paid-up capital or such percentage or
commission upon the amount of insurance effected as rhould be deemed proper. Jr.
the amending Ac t of 1891 authority was-given-toestablish distinct classes or brenches
of insurance wholly or partially upon the mutual principle, and to keep separate
accounts of business transacted in such classes or branches--each class or branch
sharing its o w n profits and paying its proper proportion of expenses.
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By the Act of--1884,-authorizing participating insurance, it-was made competent fo r
the shareholders to add to the board such number of policy-holders' directors t .s might
be fixed by by-law. Their election by the holders of participating policies was provided
for ; their qualification as well as the voting qualification prescribed, and their powers
declared to be the same as those of ordinary directors. The policy-holders now elect
three directors, and the shareholders six, making in all a board of nine . One of the
three present policy-holders' directors is also a shoreholder and another, Archibald
Bell, is the judge of the county court of the county of Kent .

When participating insurance was decided upon, there was a very large impairment
of capital amounting to about $20,000 out of the then paid-up capital of $33,650. It
was essential to Cie new venture to make the impairment good . It was recognized that
an intitnpairccl capital was implied in the •;ery term `profits,' whether paid to share-
holders or to policy-holders . It was in this view that the Act of 1884 provided for the
iss~~ ;ng of preference shares at a preutiiu, but this means of relief was not adopted .

By the Act of 1 885 a much more drastic remedy was given . Impairment was
permitted to be made good by compulsory assessment upon the shareholders over and
above all calls, with the power to sell so much of the holdings as might be necessary
to meet the levy in case of default, and the transfer of shares upon which any assess-
ment was unpaid was prohihited, and the assessments were only permitted to be
refunded when that was possible without leaviug any impairment and without eneroach-
ing upon policy-holders' pro fi ts . It was stated that all the shareholders consented in
writing to this plan . Two special assessments were levied, one on November 3, 1885, of
$9 per share, yielding $20,070, and the other on November 29, 1889, of $1 per share,_
~•ieldin 4S,9~0. The first made . '_- . ,s good the tmpatrment tlien eststing, -and the secoiid
was made perhaps before an actual imp .iirntent, but in anticipation of losses on the
realization of certain assets n•hich invol ;ed impairment .

The company commenced paying dividends to shareholders in 188 6 , and has paid
:i dividend each year since, escept in 1SS9, at 7 per cent until 18 95, at 8 .1 per cent from
18 9 6 to 1 800 inclusive, and at S per cent since 1900. In 1SS 9 no dividend was paid,
that being the year in which the asscssnient of $4 per share was made . The dividend
wa• f-mwilly d(clared, but ~ta .. retaincd to ascist in making good the losses . In
189-I the amount of the dividend . passed in 18S9, with interest, was credited in a
special shareholders' fund created for the purpose of repaying the assessments which
had been levied. This ftmd was the source of the increase from 7 to 8} per cent in
the dividends, but it was absorbed and disappeared in the change made from 4J to 4
per cent in the valuation of policies .

Industrial insurance, which is about half the wholc business of the company,
commenced to be undertaken four )-cars before the Act of 14 91, which authorized
the vst~ablishment of distinct branches, wholly or partiall.- upon iuutual principle,
and has since been continued under the confirmation of authority which that Act
was supposed to effect, so far as the partial application of the mutual principle to the
company's industrial methods is concerned . At December 31, 190V, 55,624 industrial
policies were in force, insuring $ 4 ,597,132, and with a weekly debit of about $5,000.

It was stated that the industrial business had been built up gradually, the object
being to establish branches in a limited number of places and extending over moder-
ate areas. Prior to 1900, when it became compulsory to complete reserves on new
business at 34 per cent, the business had cost about 65 times the weekly debit, and it
was on a paying basis after about the third year .

As industrial premiums are collected by personal canvas, the business tends to
become per~:onal to the agent, and it is of importance that agency should be per-
manent . In 1895 this company and the Metropolitan Insurance Company, which
also carries on a large industrial business, made an agreement intended to prevent
poaching iipon-each other's agency preserves . Its provisions are stringent, but do not
appear to have been applied in any oppressive way .
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Prior to 1898 the company valued its ordinary policies on the Actuaries Hm.
Table with 41 per cent, and its industrial policies on the combined experience table
with 4 per cent.

At Ilecember 31, 18 98, ordinary policies issued before the beginning of that
year were valued on the lln ► . Table with 44 per cent, ordinary policies issued in
1898 on the Hm.Table with 4 per cent, and all industrial policies on the combined
Experience Table with 4 per cent .

At 1.)ecember :31, 1b99 , the company valued all policies issued before January 1,
1898, on the Combined Experience Table with 4 per cent, industrial policies issued
after that date on the same basis and ordinary policies, issued after that date on the
Actuaries II (m) Table with 4 per cent .

A year later it valued all ordinary policies issued up to December 31, 1899, on
the Actuaries Table with 4 per cent, and all ordinary policies after that date
on the same table with 31 per cent ; all industrial policies issued ttp to December 31,
1899, on the Combined I,xperience Table with 4 per cent, and all industrial policies
issued after that date on Farr's English Table, No . 3, with 3 per cent . These last
methods of valuation have eQer since been adhered to .

Besides these changes in valuation, a fund has been sot apart each year to he
used in the furtber strengthening of the res>rves at future periods, in accordance with
the Act . This fund amounted at the end of 1905 to $18,000 .

This company bas not alopted lir . ]larvey's method of valuing industrial policies,
by passing reserve altogether during the year of entry, but vnlues in the usual man-
ner in that year.

The com nnv's s cia lp pe powers of ► iivësïmënt do not in any - way extend beyorid
the provisions of section 50 of the Insurance Act . Its principal loans have been made
on the security of real estate in Ontario and Manitoba . Certain loans have been
made on the security of bonds and stock, some of them to directors and shareholders
of the company, contrary to the provisions of section 18 of the Companies' Clauses
Act . A ststement of such loans was prepared by the manager, from which it appears
that they include many loaps on the security of shares in the capital stock of the
Ontario Loan and Debenture Company, which seems to have a close affiliation with
the London Life . Both companies have the same president, two of the directors and
the manager of the Ontario Loan Company are directors of the London Life, and
about one-third of the capital stock of the Ontario Loan is owned or controlled by
the London Life and its shareholders or directors . The following loans have been
made to shareholders of the London Life on Ontario Loan stock :-A. C. Jeffrey, vice-
président, $4,500 on January 7, 1901 ; A. S. Emery, director, $1,800 on May 18, 1894 ;
J . E. Jeffrey, shareholder, $350 on January 22, 1898, $300 on March 22, 1901, and
$1,525 on September 27, 1901 ; John C. Richter, shareholder and manager, $6,000 on
December 22, 1891, $500 on September 1, 1893, $850 on July 16, 1894, $950 on No-
vember 30, 1904, $4,000 on December 29, 1894, $200 on February 27, 1897, $1,200 on
January 7, 1901, $5,000 on August 3, 1901 and $7,500 on October 1, 1P01 ; and
Thomas H. Smallman, director, $10,000 on May 30, 1893 .

While these loans were all repaid without loss and the interest return seems to
have been fair, it should he mentioned that much of the stock pledged as security was
not fully paid and carried a liability of $80 per share. The loans were in many cases
repaid in small monthly instalments, indicating the accommodation of the borrowers
rather than investment of funds . Loans were also made to two shareholders on the
security of Agricultural Savings and Loan Company stock, one to John Mills of $700,
on October 30, 1897, and the other to John Wright of $1,750, on August 31, 1896 .

THE NORTH AMERICAN LIFE ASSURANCE COMPANY.

This company was incorporated in 1879 by Act of Parliament, 42 Vic., cap .
73, under the name of the North American '.Autual Life Insurance Company. The
name was changed in 1882 by the amending Act, 45 Vic ., cap . 98, to the North Ameri-
can Life Assurance Company.



48 ROYA1. C0 .11 .1I1SS10N ON LIFE INSURANC E

7 EDWARD VIL, A. 1907

It has no capital stock, so-called, but its Act of Incorporation required that before
commencing business therr should be subscribed it guarantee fund of $100,000 (which
might be increased t4o $ 1 .1100.1100), and that applicntions for assurances should be made
and accepted auiotmtiur to not less than ti100 ,0t1 0. (.uarantors and poliey-liolders tire
mentbers of the comipnny . The guarantee fund was originally sulscribed to the
nmount of $100 .001-1, upon wliiclt k50,000 was paid. 7,ater all additional $200,000 was
suL ;cril,cd :md $ 1 0,t>+ 0 l,aid, makinc the sub=cribcd fund $300,000, with $ 6 0,Q00 or 20
per cent paid up .

The t;uar,uitce ftm,l tuay- be redeeute .l if it tuajority- of the tstembels so decide, but
until recletnptiou the l;uar,uttor ; are real{y ;ltarehulders . They have five vote3 for
each ~nb ::crilied share . Participating policy-holders have one vote for each $1,000 of
insurance. 'l'lteir votes grr ;ttly cxcecd thuse of the shareholders in number, but they
vote in person only, and vm~ few ever attend a tncetit>,,. Tite result is that the con-
trol i .,4 ~rstc~l practically in the directors, who hold tnnny proxies . The estate of the
late manaFing director, William McCabe . own, s60 sharea . This is the largest in-
dividu,il holding . If the rxecutot :s, of whom the present tuauagiug director is one,
&: ire t,, = o ll, they must fir-t be offered to thu president for the time being . This
innkvs f-ir the continuity of control -which the nrrangement was designed to effect .

'l'Ite Act of Incorporation authorized the paytneut of dividend~ to the guarantors,
but, no rate was specified . In 1597, by all amending Act, 61 Vic., cap . 79, dividends
not exceeding 15 per cent per annUln on the autututt paid up was authorized . Tell per
cent liaa been p,tid for mnuy ; ears .

The late William McCabe promoted the cutupam• and became its managing director
-and-actuau•,rholding that-position untilhis death in-1903 . Fortuany years Mr . W. T .

Stnnden has been tbe consuiting actuary. After McCabe's death, the actuarial work
was done by a clerical staff which included -Air . D. E . Kilaour, who, in 1905, was given
the position of assistant actuary and on the inquiry lie was examined as to the actuarial
features of the company's business. \[r. Goldmat ;, the manager, who also has the title
of actuary, stated that 1[r . Iülguur was better qualified to give the information than
lie . It was impossible, however, to obi !i any satisfuctory information as to the
methods of distributing profits during .licl.abr s managentent. It was suggested that
in 1900 lie ntnde it somewhat exact calculation and distribution, but no records existed
to show the methods adopted .

I stimates of profits seem to have been compiled arbitrarily to meet competition,
and the distribution gave more or less to a class as more or less was given in the
estimates . It is, however, not possible to reconcile it with any scientific basis . In the
rate book for 1SS 6 , the profits estimated ou a 20-payment life policy, at age 25, were
1+4 6 3 .95 . while the actual rcuults were $220 ;_ at the age 35, estimate $640 .35, rèsult about
82 S i1 ; at age 45, c ;timnte $95 7 .15, result about $3 6 0 . At age 55 the estimate was
$1,851 .55. In the rate book for 1892 the estimates although lower, were still too high .
In the 1903 rate-book, the estimates were again reduced .

The distribution as between policy-holders appeared to be unfair . The profits
allotted to pnlicies with deferred dividend periods were much too large by comparison
with those allotted to quinquennial policies . For example, in 1905 the company paid
$114 profits ou n 20-year endowment policy issued at age 31, on which profits were dis-
tribnted quinquennially, and $103 on a 20-year endowment policy issued at age 34,
with a 20-year dividend period, The policy-holder who insured at age 31 did not indi-
cate in his application whether he desired his profits distributed every five years or at
the end of twenty years, and they were allotted to him on the former basis . Election
to take his profit at the end of the endowment period woul,l have given him about $400 .

This difference was confessedly inexplicable, and indicates a marked absence of
method in the distribution.

Surrender values do not seem to have been fixed on any scientifie principle . A
policy-holder insuring at age 25 under a 20-payment life policy for $1,000, on which
lie had paid sixteen annual premiums of $25 .65 or $410 .40 was informed that the sur-

ir
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- render value of hispolicy was $180.99 notwithstanding the reserve on the policy was
then $282 .85 . If he had insured upon the rate-book now in use, he would have been
entitled to the full reserve at any time after the tenth year . The passing of new rules
dealing more liberally with persons insured under old policiV~Z, was said to be under
consideration, and Kilgour suggested that the policy-holder in question might now
receive more liberal treatment .

The company issues what it calls a commercial fund policy the form of which was
changed in 1897 . It is in the nature of terni insurance, the premiurns advnncintr
each quinquennium, and . the first premium containing an extra provision for initial
expenses . Under the old form it was agreed that one fifth of each premium, less the
esl :ense charge, should be carried as a special contingent fund, to be used for the
payment of death losses in case only of unusual mortality from epidemie3 or other-
wise, and that after the policy had been in force fifteen years, and at every regular
quinquennial dividend period thereafter, it should participate in the accumulated
special contingent fund remaining in surplu ., . The company claims to return to
such policyholders of that clnss one fifth of each premiuur other thn i the first, but
they have never been permitted to participate in the accunnilati n .s of the special
c(nitingent fund arising from investment, ]npses or other accretions .

In 1901 the company's agent at Kingsior., :1(r. W. J . Fair, learncd that a policy-
holder in another company, whose endown-ent had mnt .nred . was offered by the in-
suring compnny: $2,700 in cash, or a paici up policy for $4,440. :1[anifestl}• that
company could give him more paid up insurance than lie could then purchnse from
any other colnpnny with the cash surrender v nlue . For $2,700 the North - American--~~~mlil ~;ii_i hiui n üüid up -poliey for $3,505 only. The agent comniunicnted with the hend
office in ternis which clearly indicated that lie was misrepresenting matters to the
policyholder. IIe sent an application for an ordinary life palicy for $4,500 at a level
annual premium and the polic, v was issue(] . It turns out that tho agent retained the
$2,700 cash and lie has been paying the premiuur ;, the policyiholder bclievint,*
lie had what was equivalent to a paid up policy. In 19013 the management
insistee, on the agent taking up the transaction with the insured nu(] making
his insurance paid up . It was stnted that the agent was comtwlled to bear the
cost of doing this. Your Commissioners think the conduct of the management in this
case when the application was made, calls for severe ceitiure . The correspondence
mnkes it plain that the agent was persistently fixed upon getting the insurance,
without regard to whether the insured suffered in the transaction and with full .
knowledge that his company could not deal with him upon terms nearly so advantageou s
to him as the originally insuring company could offer . The very fact of the applica-
tion being for $4,500 ordinary lift, insurance «hile the paid up insurance which the
other company offered was $4,400, and that the inquiry was how much paid up insur-
ance could be bought with $2,700 cash, compels the .nference that the management
knew or should have known that the risk was beink received for their company by
misrepresentations on the part of their agent .

The Manager stated that rebating amongst insurance agents is general or fre-
quent, and conceded that the agents of this company practised it in common with the
agents of rival companies . Although lie would not admit that rebating had been
practised by the head office itself, his refusal to so admit has not much force, because
the compr,ny received no applications on which commissions were not paid . Even
clerks in tue head office received commissions . If an application were made direct
to the head office the 'Manager seemed 4o think the clerk who received it would claim
and receive the commission and do whatever rebating was done .

The company made the following loans to directors ; $22,780 to lfr . J . K. Kerr,
in 1887, on 85 shares of the British Canadian .,..oan & Investment Company and 368
shares of the Land Security Company . In 1894 additional adv:uices were made,
bringing the total loan to $20,280 . To another director, J1ir: Robert Jaffray, $10,000

123a-4
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n•a, loanetl in 1590, and :+ 0 .500 ill 1 n 513, on tliw security of sltarcis of the Land Se-

eurity Company . Mr. Jaffray's loan was repaid in 190t1, and tlte loau to Mr . Kerr
was nltilnately secureri b , by a real estate mortgage, and he assit:necl his shnre in the
guarantee fund of the cotupan

,
v as collateral security . Payments have since been

tnatle, and the balance of principal now due is '1427,000, for wltich the real estate is
reg-ardc.l as ample sccurit

,
y . The,(, loans were cl,titc itnproper, and the Land Security

Company stock, whilc not an un :ruthorizèd invc.,tntcnt . was aitecuritv which no
prt :drnt trnstce won Id ltat•c ])(,(,u justifiecl ill lendinR upon. It was only partly paid
up, :und its o«•ner.-hip invoh•ed it large li,lbilitY. 'l'h:, euulp:nty's espericucc with
the.v lo :ut~ l,rc,ut,rht sibout-a by-law prohibiting lc,ans to directors . which by-law has
iiec•n uuifurlnhy oh~ert•cd.

It is in aeoerclnnce Witlt tilt, practitve of th(, iusuranro hrnncli to Iertuit eoutpanic :i,
to take credit in their :nutuai returns for the escess of the market value of securi-
ties over their ledger valuw. Shotild the market value be below the ledger value, a
corrc-,pondinp rcd?tctiou is required . The .\ortlt .imeric ;in in 1902 and 1901 wrote
ttp tht . N • :tlu cs ef certain sccurities . u~iut : the ;tsset thus created to offset certain
agont .,' :lvculces . Ibis (':nue mutiler the notice of the superintendent upon or after
the tiliut; of thc- rcttu•tt for 1110k, and be insisletl on including in the company's re-
turn of asseo; as pul,lishetl in the blue book, the itew `stocks and debentures writ-
tc•n v p, $2-1 .655 .' ,tucl . I, t•spendittire, the item ' a•ril(cn off agents' advances, $24,665 .'
This was tue prutx . r tuethncl of treating the~e items, because other«ise the company's
expcnses Nc,ntLl have app,•ared to Lc less titan they Nverc . The securities thus written
up wore :--

1:
ltuperial llauk . . . . . . . . . . . .$ 5 .000 prt Itnp rixl lixnk . . . . . . . . . . . .$ 1,000 00
C ana i liau nanlc of ('utnmorcc . . 3 .000 fitt ('anadiau Bank of ('olnmerce . . 2,000 00
Bank of Ilamilton . . . . . . . . !- .S_'a ..~ Batik of itamilton . . . . . . . . 1,000 00
Itank of Otta Nca ., . . . . . . . . ' . . 2 .000 Ou Toronto General Trusts Corpor-
llomiulon 13ank . . . . . . . . . . . . a .,100 OU atiou . . . . . . . . . . . . . . . . . . 8,000 00
Toronto Gencral Trusts Corpor- Toronto Electric Light Co . . . . S,000 0 0

atiou . . . . . . . . . . . . . . . . . . 1 5 .00 00 S a n d w ich . \1'indsor and Atn-
Turouto El vo tric i .iKht Co . . . . î, 0 00 co h e rstùurti R>• . honds . . . . . . 4,665 00

g4t,S39î' $ 24 ,665 0 0

Iii altnu .~t all iust :uuce: 1 11 t ,sc auuouuts rcprcseut a mcre appreciation in the se-
curitie<, tll„u g li in it tew c ;tav : they include profit realized on actual sales. In lite
year 1 9 (1 3 therc• %\ •at , littlc or nu tuargin in market over book values, and being un-
ttillittg to carry atgents' balances into the statement as an asset and so swelling the
surl,itts, the management wrote lite itern uft, sho«•ing it in the rcturns as an expendi-
ture for the year.

'l'Ite cotupan y luancd large s(ttus on tuortgages, sonie of ..•hich fell into arrear .
A real cstate contiut;ency fund was established so that profits reai ;?ed on the sales
of seine tuortguged propcrfics might off-set losses arising on othera . In 1 902 the
c„lnp ;tuY ,,ltl :t large hohliu ;• of Conlmercial Cable stock, ltpou which a profit of $15,-
14S .2S wa : realized, and this was carried to the credit of the account to cover losses
in the mortgage securities . Neither the true profit on the one transaction nor the
true loss on the other was shown in the. return . The sale of certain vacant land in
Toronto to it Imilcler was tulthori•r.etl . lie gave a mortgage for the full pttrehase
laouuy , including the cost of buildings erected thereon, ott the understanding that
when tlte propcrty it•as sold the profits Nvoald be divided between the company and
the builder. By this device the company was enabled to treat the anlouut so in-
v estc i l as it lutin on real e. tate . although it, elf a part owner .

'l'Ile company purchased certain bonds, receiving with thent bonus stocks. In
' 0cta41er . 1002 . bonds of the par value of $200,000, part of an issue of $1, 00 0,000 of

bonis of the Chicago & Milwaukee Electric Railroad Company, were purchased . \Pith
titis no bonus stock was given . Later the Chicago &. Milwaukee Electric Railroad
Company was incorporated, and isued $5,000,000 of bonds, to ib-Aüd further extensions .
The company purchaseé $100,000 of the new issue of bonds in 1903 eud $100,000 addi-
tional in 1904, both at 95, with 20 per cent bonus stock . These bonus stocks were not
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shown in the returns until 191 ;5), when they were included in the schedule without any
values set qpposite to them . They were purchased through Messrs . Osborne & Franci ; ,
who were floating the bonds in Canada . \[r . Henry Os lwrne, n,member of that firm,
is the son of lft• . J . Kerr Osborne, a director of the company . The firm also borrowed
from the compa~ iy large suuis on Chicago & Milwaukee bonds : $195,000 in 1903,
$223,000 in 1904 and adLlitionnl loans in 19 05 ; the total borrowin g , being *7 39,050,
and the largest amount otvint; at one time being about g11 4 .000 . The company thus
had a t risk on Chicago & .liilwaukee bonds over ;1800,000 .

Your C muuiissiouers think it was nt, 4 i m pru dent to put solarge r snm into a
s ingle security, especially at it stage when cc.nstruction was not -y et completed, and
they cannot overlook the fact that . although careful inquiry seems to have been made
%~ irl i rogaul to the nature of the securit y , the bonds were being handled by a firm of
whirh a sou of one of the directors was a member . It was in the circumstances im-
proper, in the opinion of Y our Conuni -sioners, that the company shcald have become
iutere s ted to so large an amount in the snece.ssful llotation of tLcse securitie .ç .

In 1905 British Columi .ia ?'elephone Company bonds wer e pnrcha w .l, to the
awotnnt of $3 50,000, for which $332,500 was paid, ~21 5 0 shares bonus stock bein ,- given
w ith the bonds

. The company commenced business in the United States in 1 9 00, and , iuce then
has made large investments in United States securities . l'hese exceeded the United
States r cserves at the end of 1902 and of each year thereafter. .1t . the end of 1 9 05 the
reserv~ was $3 6 9,969, while the compan y had invested in United State s securities and
in Canadian securiti .

-
es deposited in the United States . the followint"r :--

1 . Loans on real estate . . . . . . . . . . . . . . . . . . . . . . $11 0 , 9 01 02
2 . Loans on policies . . . . . . 11,601 :30
3 . Cash in banks .. 1`)sS 00
4 . ]Bonds of Unit(,(] States corporatione o w ned . . . . . . 569 , 0 10 01)

5 . Loans on United States securities . . . . . . . . . . . . ~7,:311o 00
6 . City of Halifax bonds deposited in New York . . . . 260, 6 11 6 0

Total . . . . . . . . . . . . . . . . . . . . . . . . . . .M.2,36,732-6 8
The superintendent «rote the manager on Februnry 14, 1906, pointing out that

the limit for United States investment,, the res,,rve and ton per cent, or :k406 .900, was
greatly exceeded and asking an explanation . The manager replied on .liarch 3 that
the loan referred to in item five, the Osborne & Francis loan, was then paid oiï, but
he argued that as the moneys were not 'lent out of Canada' they were not within sub-
sections 3, 4, 5 and G of section 50 of the Insurance Act . As to item six, these bonds,
lie argued, were Canadian securities, and sitould not be treated as foreign investments
at all . IIe also argu-d that the limitation for this company to United States invest-
ments was $869,969, arriving at that figure as follows :-

Heserve on United State~ policies under subsection 4 o f
section 50 . . . . . . . . . . . . . . . . . . . . . . . . . . . . $369,969

A,-.-.ount deemed `desirable' to invest in respect o f
branches in United States under suluectiou 3, fiv e
branches, $100,000 each . . . . . . . . . . . . . . . . . . . . 500,00 0

$8G9,909
But sub-sections 3 and 4 are not cumulative, and the latter is only to be resorte d

to when the reserve on United StatL policies exceeds the amount that may be invested
or deposited under sub-section 3. The construction sought to be placed on sub-section
3 is, your Commissioners believe, inadmissible. Parliamént. did not intend that any
number of brànches might be established in one foreign country, the establishment of
each enabling $100,000 to be diverted front Canadian chanr~els of investment. This
construction would make it possible to carry everything but the government deposit out
of the country, by opening enough small local branches in the United States . But

123a-4k
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evvtu iii tbi .. ~•i• : ttie comtrtm was clearly contt•avening the Act . At the end of the year
it lin :l $!170,0tt1 .0S • invr,tc :l in foreign securities,' and an additional $260, 6 11 . 60

depositc:l outside of t.'anada .' or a total of $1,23 6, 7 32 .63 .
In thc compauy's retnrn for 1003 its list o f foreign assc4s included items 1, 2, 3 and

(i above tncntioncil• a total of $3,911;132 .6s, but the superintendent appended to the

return printed in the bine book a foot-note as follotirs : `Thc value in account of the

foreign bonds and stocks held at the head office is ~5 69 ,000 ; and of loans on foreign

securitü•s b27, 7. 31 1 0.' :A ~omcxvhat similar note had been a(lrleA to the return as printed

for 1904 .

The e InSllll\• J l1nlV1 NIl'-srs Osborne & Francis in the purchase of bonds if the

Sandwich . \1•in :lsor & .1whvr~thnrg Itaihway Company of a par value of $ :47,000,

payinl: tlu•n•for *12,31 .677 .37 . 'l'lic compam• advanced all the ptn•chase mcney and

Osborne & Fr : :ci,~z were to have onc-half the profits realized . Out of the $1-1i,000 bonds

Q27 .000 were sold I :ctweem Fcbruar}• and I)ecetnber . The management then concluded

to carry the balance as an invc.~troent and acquired the interest of Osborne & Francis

on :i basis of 93 , which gave the hrokcrs a profit of abont. il per cent . iVhilè the pried

at wi•ieh the bond, were tal•n over was not nufair, your Commissioners must expre, ;,

th : -tront; : :t :lkaptiroval ~ if any trau ;action in which an insnrance company advances

all the tnonc

,
v nul a~Fmuc.; prnctieallV all the risk, the partner taking half the profit,

The tr :m~airtion 11reo 1114 • , Aill more oh.jceti nnalrlc •.chen the p.trtner haliixns to be

related to a director.

The cmnp:tuy vah l c~ it, policies issued in 1S 9 7-S- 9 on the Itm, table with : per

cent ; polirit- lscUf•iI before those year, on the sante table with 4} per cent . and policies
i-m•d after l , !tA on tllc !~ainc taule with 3l per cent . It is said to be the intention of
tilt, c oinpan}- to tai~v the re~zorvez; on l>"licies isaiecl prior to 1507 to 4 per cent, taking
tL•o Year 1S!1R in ] 90 7 . and an a :l :litional year itu each year follmring . until 1910. when
i ; i :~ r•zlectwl that all the hnsiuc.~~z can lit, put upon the basis of 3 .6 per cent . Tt-is saia
to he the intention to retain th(, L(tnns sticks tnitil 1 9 1 0 . and to use the prnceeds then to
streni_then the resen•cs . without taking credit tneantime for any apprcciation in their
calue~ .

l'11I . \( :1N1'1•1("Lt?RERS LIFE :1SSi"RA1CE CO11PA\I .

'llie present .ll :uiufacturers Life Assurance Company w as incorporated in 1901,
bein ,r an amalgamation of two companies theretofore carry ing on business, called the
lianufacturer.c Life Insurance Company anrl the Tem ~erance & General Life Assur-
ance Compmty, which had been in operation from ]387 and 1886 respectively. In
1901, ptu ~uamt -to authority granted b, by Dominion Act (1 Ed . VIT., cap. 105), in
agn,.;mcnt was cntercd into between these two companies and the new company in-
corporated by said Act, .a"~,d the _llanufacturers & Temperance & General Life
Insurance Company, whe . by the new company acquired all the business, assets and
good will of the old contp .un ies, pay i ig therefor by issuing its capital stock to the hold-
ers in the old companies . The : :ame of the new company was chnnged to The 1lfanu-
facturors Life Insurance Company by Order in Comtcil, dated December 30, 1901 .

The paid up capital of the o1d Manufactnrers Life was $200,000, and the pai d
up capital or guarantee fund of the Temperance & General was $100,000, making
altogether $300,000 ; aud the new company issued to the hold.•rs thereof $1,500,000
of its authorized capital of $3,000,000 as 20 per cent paid up stock, making the paid
up capital of the new company $300,000.

Prior to 1898, Air . George Gooderhain owned h controlling interest in the capital
stock of the -llanufactttrers Life, but no one persop controlled the Temperance &
General, although the Tlon. lir. George A. Cos was the largest shareholder therein,
holding some 230 out of 1,000 shares . In 1898, Mr . Gooderhant acquired the control
of the Temperance and General, purchasing 550 of its shares . -N otwithstttnding that
Mr. Cos then controlled two life insurance companies, the Canada Life and the
Imperial Life . lie was annoyed when the control of the Temperance & General was
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acquired by Mr . Gooderhatu . -Latcr, after sonie negotiation between \Ir. Gooderham
and Mr. Cox, the hitter was offered the shnrcis held by Mr . Gooderham in both the
Manufacturers and the Temlerance & General, which lie at once acceptecl . An agree-
nient was entered into between them, dated lst. December, 1 9s , whereby Mr . Cox
was to pay $140,000 for 3,105 shares of .ltanufacturers Life stock, or pro rata for any
less amount• down to 2 .732 sharrn (with an option to purchase any additional shares
.llr . (looderham might arquire, at cost), and $132,000 for 550 shares in the guarantee
fund of the Tc•mlh,rance & General . 'I'he agrcc•atent indicat .•-, that .l[r, ('ox then
had in his mind the amalgamation of these two companies and possibly the Imperial
Life, as it provi( .̀ed that .liessrs . & atty, I3lacnstock, Gait & Fasken shoulki be the
solicitors for the comp ;tnie, until the.,, were amalgamated with another company, and
thereafter to be retained for a relative proportion of the business of tiie new euin-
pany ; that Mr. George Gooderhau ., .l[r. T . G. 13hickstock and Mr . E . W. Gooderhaut
should go on the boards of directors of several life insurance companies in which \lr .
('ox was interested, and that Air. Gooderham Fhould be at liberty to acquire n snb-
stantinl interest, at or -near the av-rage cost to ?Iir .- Cox, in tht~ said two c:ompanics .
Ur. J . F. Junkin, the Manager of the old .llanufneturer, Life, thoughi it objection-
able that any one person should have absolute control, and endeat•ourcd to arrange for
the purchase of the shares held by Mr . Cox in the _lianufacturers Life b y .1[es srs .
C . J . _lieCunig and William fitrachnn . llr . Cox, hotcever, refus<ql to sell the .llartt-
facturers stock without that of the Temperance and General, and the result was that
his stock in. both couupmnies Was putchased by -1lcCuaig and Strnchau on 1st January
1 9 01, lit an ad vance of $ 0 5 8 over the cost thereof. intention of Mc:sr=. 11eCuaig,
Grnchan and ,Tankin scems to have been to sell this stock in small lot-, to friends of
\IcCuaig and Strachau in the east and of Ur. Jmnkin in Ontario, so that the capital
stock would he broadly scattered and there would be no control vested in any one
person . This proved impossible, as .licCuaig and Strachan were unable to interest
their friends at the price paid by them. Realizing that a value attached to the block
as controlling both companies, they accordingly refused to deal further with Junkin
upon any ternis which did not relieve them of the whole stock . _lteantime steps had
been tak(An to procure the Act permitting amalgatnation of the two companies, and
while the Bill was before Parliament, -Air . Junkin, fearing that lieCtutig and Strachan
might so dispose of the stock as to ensure the control which lie desired to prevert .,
agreed on 1st .liay, 1901, to purchase the stock at the cost to .licCuaig and Strachan,
with interest added . He was simultaneously arranging for a distribution of the stock,
and in flic end the-substituted stock in the new contpany was divided as follows :-
i.loyd Îiarris, 1,350 ; 11. M. Pellatt, 1,000 ; William Strachan, 1,073 ; S. G. Beatty,
1,000 ; William Mackenzie, 2,000 ; D. I). Mann, 2,000 ; .licLaughliu & Johnson, 400 ;
J. F. Junkin, 32 ' , making in all 9,146 shares.

When the nmalgamautian of the two companies was proposed, it seems to have
been the plan that 11ir . Junkin, the ~nanager of the old Manufacturers Life, and Mr .
Sutherland, the manager of the TetnT,>ran-e and General, should be joint managers
of the new company ; but on the amalgamation coming into effect Mr. Jtutkin be-
came the manager and an aâ;.N~r►ent was entered into with Air. Sutherland, which was
ratified by the executive commit1e-1 of the new company, September 9, 1 901, by which,
in consideration of recl-;iving from the new com pany $2,000 pe r year for five years as
an honorarium for reciring ae managing director of the Temperance and General, lie
agreed to refrain from injuring eifher of the companies named, by induc-
ing policyholders to surrender policies or otherwise ; to refrain from vorbal, written
or printed criticisms of or reflection upon the companies or their manage-
ment . or officers, to assist the companies in any way in his power by inducing agents
to remain with the new company and policyholders to retain policies, and, if requested,
to sign ?etters to the agents and policyholders pointing out his confidence in the com-
panies and containing an expression of hope that they would see their way clear to
continue their connection with the company . It further provided that if Suther-
land again became engaged in insurance business he would not employ any agent or
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officcr of the. cotnpaniq-: unnn,tl ttntil twelve tiwnths after the terminai ion of his ser-
vice : and that 'iaym ut , tnul~ r the agreetnent shouhl ce:tce if at any tiu :e, in the opin-
ion of E. H. \\'o , d ;ni d 'l'h "I uas Rradshn«', or the survivor of them, he failed to carry
out the :trtremvnt . 'l'h e l ;t,:t paytttcut under the :tt:reentent was made on Jtily 1, 1905 .

'l'b,- on•il-,in,il i"n" o f 4• :Ipital stock wd tlu,, olil .lfanufactw'ct:, Life. was not zub-
scril,cd at : I pretniwu . ani! the capital became itupaired in establishing its businrss .
Aftcr t h i - <tmrk haql I-ren issmc .1 . : i prentitttn of about -$N per shnre. prodncing abtu t
.$ If)( 1 .4 nlit, Nca : t r I ia . ! - t t l i i- , Ii l n t~ ) v4rt ;ikIth , , imp ;iirnIcut . N Ir . ( ; 1 •4 o rg A ~ Uno( lerhn III,
ratlu•r tü,in vnll f-or furihwr aid front the -h:n•eluolders, thercupou advanced to the
w,nipauy :il o, w ut $:3)0 .000, ,tuall s tnus being adaancal by S. F . _11cKinnnn, H. L. Yatter-
son :iwl U . 1) . A1" :n•ren . dirvi•tor, of the c„mpanv . It was inteniled to repay this ad-
v vice :ts >~~ 011 is the "(011111 :ni

,
v =b" l d 1~ , in a pocitio~n to dn so, but it was important

that it shnul,l uit uppear as u li ;iloilit .v tuc :uttime, othorR•i~ze the intpairtuent of capital
woul ( l still rem;iin disclo-od . .lccordingly au agreement. datod SepteniLer 17, ]S 9 1,
was c•ntenod iut-, irtwceu the cornpany and George Gornlerhattn, wherehv :tllcl ;ed re-
nwn•al votninis~iuhs . preterulvil to have been cunttnutetl, were to bo paid hitn ill respect
4 prcmiuni : too be cidlo•ted : , t the hc a d "dlïcc, until the adk:tncc . with intere.a at G per
vent per aunuro, Nv . s rcpaid . The object of this nctrcetuent was, no douht, to cuable
the conipany to treat the p :tyntents to Mr . Gooderham as comniissions to agents, in
„r,ler to lavep the liability concealol i?t Its r.eturns .

it'hcn Mr. .1 . F . Jnukin hccan ;o, tuanager in 1595, ]ie found that ,or sonie time no
pa~nicut~ had I,ci•n tna dt • to Alr. ( ;ooderhaiu, and uone were tnadc till I)eceinher, 1 89 7,
when another transaction occurred, wherehy the coutpany tutdertook to pay ;\(r. Good-
erhaut ;t further sunt which it Nvas also desired to conceal . During Dfr, Gooderhz3ni's
pro-idenry a loan had bcert ut ;tde to one Leslie, on property in Toronto, and, the pay-
ments falling into arrears, the compauy foreclosed . After the foreclosure the follow-
in ;c r(-,olution was passed by the cxecutive committee on Ilecember 30, 1697 :-

`lie Lcslie propert
, v

: The position of this mortgage hn~•iuâ heen di~cusac~l,
valuation eonsidered, .Cc ., and W . G. Gooderhatu, Esq ., having offered for the
whole property the stun of $0,010, it was decided to accept such offer, and that
the balance of the account should be written off . '

:11tIluU~ff.lt the purchase price tlnts appeared to be $60,000, it was tntderstood that
the cotnpam' Nvotild repay $20 .000 of it . Aecordingl}-, at the same meeting, a resolu-
tion was passed which, after reeiting that the presitlent had given agrcat deal of
valuablv titne, care and attention to the company, and had been of great assistance in
tin :tncial matters, providrd that his annual honorarium should be increased from
S2 .000 to 45,000, the increase to take effect from January 1, 1898, and to be payak11
qnm•irrh .lurintt his lifetinic . This increase was in reality the cloak unller which it
was ir.t-ullwl to repay the, ÿ20 .0(9 and conceil the liability.

On 3rd J :mttarc, 1 ,S9 8, a iurlher agreement was made with Mr. Gooderhatn w]tere-
1

o ,
v . :ifter a recital of the old Avarice of 1891, and other recitals, maintaining the

original prvtense of contumrted commissions, all profits from lapses, surrenders, fic .,
as Ncc•ll as cotutnission, ion all renewal preuiiunts on «•hich agents' conmiissious were
not paid, were made over tïi llr . Gooderhaut to secure repayment of $20,500, with in-
terest . that sunt beint;• tised as the balance then (lue in respect of the advance of 1S01 .

At a meeting of the board on 21st January, 1 900, these undisclosed liabilities to
.Air. C,ooderhatn and the other directors nanted were discussed, and it was decided to
repay tlteut fortln-:ith . At the same meeting 3,790 shares of new stock were issued at
a pret :titnn cf -$l-2 per share . The total prentiuut tltus received amounted to $ 43, 6 08,
whiclt was used to repay the follo«inn stuus : George Gooderham, $39,044.72 ; S. F .
McKinnon . 1;3,500 ; R . L . Pattcrson, $1,000, and C . D. Warren, $801 .93 . The amottnt
paid to Gootlerham iticludel the :1;20,000 unde,taken to lie repaid to him in respect of
the Leslie tratts :te.tion, after creditinq his increased remuneration a s president for the
year during which it had been paid . These payments were approved at the atnnial
meting of the chnrehelders on 15th March, 1 500. The receipt of preutiunt on the new
capital issued. and the pa}•ments made to Mr . Gooderhatn and the other directors were.

❑
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not show n in tlie company's return for th,it year, os tih•d with the snperiutrndent, but
upon their heinfi discovered amendn :r'nts were insi .:tcd npnn bY the siiperintcndent,
and they aoo n•dingly appear iu the rrturn a, printril in thn Nov hBook .

l'ntil the mual"amation of the c•nmpanirs in 1 901 Mr. (iondcrli :mi rcmained presi-
dent of the \I ;mufatcturcrs, but after the transaction ju :t iurntione.l he took \rry little
interest in the comp ;u :y, heing away inost of the tinue. 'I'h(, dutio : of pre .,ident were
performed l

) '
y Air. Robert .Tafirny, vivo-proaident . n•hn had hernme n dircrtor, with .11'r.

J. J . Kenny . at the ,nniual mcetüi :; iu i S !t!t . after AIr . ('ox'sz purchase of tue GondL•r-
haw sharr .., Nil- . l ;ornlcrhanrs renitmvrntioii os preiident had cea svd to I ) c paid at the
end of 1 ,99 . in FeLruai;v, 1 902 . ;i den :an,l wn: :uade by him for reuunu•ratinn for the
period of ayear and a halt' front the l :cRituliner of 1 90K1 till the amalgninatiom, and a
resolution was passed anthorizin- th(, p ;ivmcnt (if $ 1•1100 to hiuk in settlvinent . Tliis
w;ia aceo•ptel . :in d \Ir . ( ;f-dk•rhann's eronwvetinn with the emnpany thereupon ceased .

Air . Gooderhain was insured imdr: l'olicy No. I~ i 1' the old Mauuf ;urtun•ei:, Life.
It was a 10-~•ear endow~nent policY for f5(1O00. lie was allowed a commission of 30
per cent on the first premium and 10 ptr cent on the renen•al~ . In 189 71 , when the
policy came due, Mr. D. Y. Facl .ler, the consultins, actuary of the company, stated
that the commission was too high . lIe pointed out that a company might pay t3 0 and ;ï
on small policies which might lap~e and ao }•ield some comlxnsatiuk profit . Ile dis-
cussei the matter with Mr. Gooderham, 'ho consented that the exe(-s commission
recrived by hini should be accumulatcd for me

'
ye•tts at 5 per cent, and charged against

his tontine dividend . This was done, and the tontine divideml which would otherwise
have amounted to S4,598 was reduced to 054 .60 .

The coinpauy's powers of investment are entirely governea by .~cction 50 of the
Insurance Act .

During 1901, the first year of the ainalgamatrd company's business, its transac-
tions in stocks and bonds, whil,• fairly large, (ln not indicate any speculative tend-
ency. In the years 1 902 and 1903 the managetncnt scems to have become more ad-
venturous, and the dealings in stocks and bonds during those years exhibit a pro-
nounced attraction towards the more or les, speculative securities of companies in
which directors had large interests . These dcalings were of such a class that those
undertaking them would be compelled to keep constant and vigilant watch upon
rapidly fluctuating quotations . In 1902, commencing with May 16 , the company
bought altogether 1,700 shares of Canadian Pacific Railway stock and 1,000 shares
of Commercial Cable, and in October and lovember it bought 700 shares Dominion
Coal .

Four himdred of the Commercial Cable share, were sold before the end of the
year, leaving 600 shares shown in the annual return, and sold in 1903 . The Cana-
dian Pacific Railway and Dominion Coal were both unauthorized securities, and
on December 31, 1 902, the company went through the form of selling 400 of the Can-
adian Pacific Railway shares and all the Dominion Coal shares to Pellatt & Pellatt
at the original cost, and on Janu,iry 2, 1903, Pellatt & Yellatt went through the form
of mllitig them back to the company at the saute price. The fact that all the Cana-
dian Pacific Railway shares were not taken off and restored to the books in the same
way may be accounted for by tl :..+ circumstance that the management does not seem
to have been aware of the unauthorized nature of the security . In 1903 further pur-
chas~s were made from time to time of Canadian Pacific Railway shares to the num-
ber of 900, and sales were madc of 1, 6 00 shares, leaving 1,000 shares on ])and at the
end of the yei:r, as shown by the annual return . After certain intermediate dealing,
with these shares which will be reviewed hereafter . they were finally sold in Oetober.
1904 . The company bcught in 1903, mainly in lfarch, during a rapid decline in tho
market, 1,125 additional shnres of Dominion Coal, making 1,S25 shares . The owner-
ship of these shares was concealed at the end of 1903 by a pretended sale to Mac-
kenzie, Mann & Co., hèreafter referred to. The company also bought and sold 525
share3 of Twill City Rapid Transit stock in 1902, bought 1,300 and sold 500 in 1903,
and sold the balance, 800 shares, in 1905 . It bought 400 Toronto I?lectric Light
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sltares in 100 1 ; hought GOII in april auil May. and sold :.135 in October . 1902 ; bought
, 35 in .ltutuary and \[ay, 1 :1 03, and sold 675 in October. 1904 ; leaving 825 on hand
at th(. c 114 l of 1 9 0-1 . AN•hich it retaiucA as an invcstntcnt tuttil the datc of the inquiry.
It bougltt 1, 000 :ltatc•s of Winnipeg hacctric Railwny stock in .lanuary, 1905, and 664
ndditimml sliares in _lla,y, 1 905 , which it also retaincd as an investmcnt . It also pur-
chased 20 :3 shares of ('row's Ne-4 ('ual :=tock, an unauthorized security in March, 1903 .

=haros, with the Dominion ('ual, wi•re passed off the books at the end of thc year
by the prrtvnded ,ale to .llackrnzic & \l ;mn, and were finally disp~sed of under cir-
ctnnçta,n,•,•s which Nvill, with that prct,•nde .l sale, be ]tet•eafter more full y n„ticel. It
was espressly adntittcd that some of tht-se ptn•chascs were made not as permanent in-
~oatnt, uts, hnt with the iutcutiou of holding for a short tiute, in anticipation of a rise
in lite market .

'Che c„utpany ncquircti large blocks of bouds carrying bonus stock . In 1901 it
took o,%-cr t•r,-nt th,, ,•nntpnnic : that ~ctre thcn autalt:auiatcd. and it still owns $17,000
Qucbcc Haihway, l,ightfi Power Company . and .$10 .001 ) Toronto Ilotcl Company
bonlz, e .•it carryiu, lU per ecnt of bonus stock . lit June. 1 9 03, it bought $50,000
licxican l .ight tuai P~~Nvcr bonds at 10 0. carryi,tt; 70 per ccnt of bonus stock and $50,000
1?lcctrical 1 ►evclopiivtit C'onipany I,oud, at 95 • with 90 per cent of bonus stock . The
r~~,olution of the Fin :tucr ('m,nnittue its to the latter bonds authorized the purchase
`ou the l~ca ternis po . .;ildo by the tu ;n,at:iug director.' It was state,l by Mr. Junkin
that somv titu,+ prior to, th, . tut•otinl.r at Nv]tich titis resolution was pnsse,l he had asked
C'olouel Pellatt to arrangethat the counpan*• lie allowed to become at,, underwriter of
the bonds . Col . Pt~llatt . Mr. ,lunkin and S . G . Rcatty were at that time three of the
tntdh•mritcr< at 90 , with lt)tl per cent of bonus stock, but through some objection of
a u,cn,Lcr if th(, cnu,roitt,•4• in ch :u•eo of tlic tn,dcrwriting lite compauy was not per

-ntittcd to tnla• part. '1'hc 1,tmd, nndevwrittcn b
*

by _l(r. Jmtkiu, auaounting to $25,000,
had 11cet, ~ fdd prior t-i AIa y °_'• 1 905, the date of this re .~zolntion, After thr, passing of
the resolution Mr. Jnukiu afirecd to purcha .c from llr . Beatty Sz 50,000 of the bonds
tuul"rwritten by ltitn, o u Ille h :,si, of !1 5 , with 9 0 per cent bonus stock. IIe stated that
at tlte dote of lite resolntion he had no intention of making the ptu•chase front Beatty
but that this was ;t b0ti• priec b y some b per cent. of bonus stock than he could obtain
cl;r•%chcre : A all,rkl0 of th( . h„n(l . sn p:n•clt~~(Id were taken ot•ct• on luur 11, 11,1i1:3, an(]
the balance of 510 .00 ) ,it Fchruary •2?, 11104, at v.•hich date a resolution was passed by
1 1 r ,•se,•ntivr c"tn,nittc,• contfirn,inr the p,u•i•It ;tso of tilt, $10,0(Nl, balance of the '$50,000,
Mr . S . G . Beatty Av ;ts prt•sent at this tuceting and also at the meeting of the finance
connnithce, when the pun•hasc ~rne anthorized, but nothing appetirs on the minutes to
im,lirato that th.- ptn•chas o had been mande from him . In Junc, 1904, the company also
pnrch:,Fcd from Clsbornc & l'rnnei, s .11 2,000 bonds of the Chicago au d Milwaukee Elec-
tric Ilaihway at 97, with 10 per cent of bonis stock . All these bonus stocks were
omitted front the annuni returns of the cotnjmuy until December 31, 1905, when those
theu ()n haud were shon•n, but no value was placed opposite them in th(, return . io r

. did the company keep a complete record of them in its ledger, as it did with other
securities, but they were mentioned in the contpany's minutes authorizing or adopting
the purchase front time to tinie, and in lite statements front time to time presented to
file executive cotumittec. This method of treating the bonus stocks in the books atnd
returns seems to have resnlted from the view taken by the. management that the cash
pa

-
ytueut represented the bonds only, and that the stocka did not involve any actual

paymcut of moncy.
'l'hr c, utp ;iuy made large investments oit call lonns to brokers and others . In these

transactions it loaned to its directors as freely as to other persons, notwithstanding the
prohibition contained in the Compani6s Clauses Act elsewhere referred to . It loaned
to Pellatt & Pellatt, .lfackenzic, -M ntut &- Co., William .llackenzie, D . D. Mann and
William Strachan . Some of the securities received by way of pledge-such as Cana-
dian Pacific Raihway, Canadian General Electric 'r.nd Dominion Coal-trere not
suthori2ed under the Insurance Act . The company also made large loans on bonds and
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*toeks of the Ssrc Paulo and lleYlcan Light and Power Companies, which, thouRh in-
corporated in Canada, carry on all their operations elsewhere . At the date of the
inquiry the company had called in these loans .

The board of directors miels once a nlonth . In the interval practically all its
powers are exercisable by an esecutive committee, consisting of the Toronto ineinbers
of the board and -Mr . Lloyd Harris, which meets weekly .

On November 17, 1 9 02, after the company's transactions in stocks and bonds had
become active, it fiuance colmnittee was appointed, as it appeared expedient to have a
~mull eonuuittee to deal with this class of investments . The committee were given
power to :-

approve the sale of stocks and bonds owned or which tnay be owned bç the conl-
pany, and to approvc: the purchaso of all stocks and bonds by the c6ntp,uty .'

_l[essrs . Pellatt (chairman), llason and Beatty, with the mun : :);ing direct or (or i n
his absence, the assistant manager), were appointed uleullwr of the comutittee, and
Mr . 1) . 1) . _llann was added in 1 9 0:3 . At the end of that year the committee was not
re-appointed .

The transaction; het«•een the cotnp:uly and Peilatt & Pellatt . the c:nupany's
brokers, especially the dealing irl Dominion Iron and Steel stock, furnish matter of

comment . It is also matter of comment that Sir Henry Pellatt, it inember of the tirm
and vier-presiclent of the c„tnp ;tny, shoulcl have pertniticyl hilnsclf to be placed on this

small committee, with its broad powers of clvalint ; on behnlf of the ccnupany tt•itll

securities of the class in which his own firm was constalitly 1<ing concerned . otily

explanation which conformas to all the facts is that his firm's operations on the stock
market, both for theniselves and their clients were so large and the tendeney of the

market value of securities was towards such depressed conditions, that it seemed clesir-
able in his and his firm's intere .~t and for his own and his firm's purposes that he should

acquire as complete control as possible over the company's investtnents . In that view
the smaller the comtuit.tee and the more important his position on it, the better . It will

be seen shortly that in tue minute preceding the creation of the committce it most
important and significant transaction between Pellatt and Junkin, involving the conl-

pany in all unauthorized speculation, without the knotivledge of any other member of
the bonrd, had taken place . Pellatt's firm was largely interested for iiself and its

clients in the securities in which the company's funds were being invested, and acted

almost exclusively as the company's brokers . On soute occasions the firm filled the

company's order to buy out of the firm's own stock . Some of these securities became

depreciated in 1002, and a general-clecline occurred in 1903 . Clients' margins became

exhausted and the firm's financial burclens became greatly increascd in its efforts to

carry the securities . In the end it was unable to obtain the release of some of the corn-

pany's securities which it had been allowed to pledge . The -indications all point to an

intended manipulation of the company's funds and securities in the prolonged and

serious financial campaign which its brokers were undertaking .

On _lfarch 5, 1903, Lloyd Harris . If . M. Pellatt . James lfason-and S . Q. Beatty,
directors of the conipany, and R . J. licLaughlin, one of the company's solicitors,
procured the incorporation of a' company called ' Canadian Securities Limited,' with
a share capital of $500,000 . divided into 5,000 shares of $100 each, and with power
to buy, sell and deal in bonds, stocks and debentures .

It was said that the réal object of incorporat.ilig this cümüany was to constitute
it a purchasing agent for the insurance cotnpany ; that many times bonds were offered
in such large quantities as to be beyond the amount that any one investing company
would buy ; that in such cases it was intended the Securities Company would tender
for the whole issue, give the insurance company what it wanted, practically at cost,
and sell the balance elsewhere . The insurance company su~sëribecl for $20,000 stock,
or one-half of the stock issued, which was subsequently increased by a stock dividend
to $28,000. This it held until December 30, 1905, when it was sold at par to Mac-
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kt•tizie . Matin & Co ., Ltd . . ;wtinR, it Nvn ., sitid . for one I1 . 1) . Uavidson . 1)urint : tlt ;tt

tinie tlta `;oouritics ('onttr,tn
* v

bouqltt and sold Iionds and dehentures, amouwtting t o

tltntt It ~,,ld to Ili,, insnr ;tuc•c contpau
*
v about >j+030,(0) bonds and tlcb-

cutnrc:1, of which the largest part were dcbentures . The cotupany's opcration, l .royed
t, , l,o ,n~ ee-: ful . I3c~idt= tilt' stock divirlr•nd above referred to, it paid cash dividends
of Ill per cent each yev, ;uui it was expectccl it wouldLe able to continue dividends at
tlur rnh, f ,,r time to rontc. A1'hile it seeuts to have clealt fairh• in its tr ;ms-
octi ., = with th•• insm•nneo contpauy- that cnntpany realizin ;; more on its capital
inv( :~tinvnt in tltr ~~cln•itie,-~ ('otupanY than the Securitics Company realized on its

nlc : f L ml ; :tml l In•nttn : ; t o il--yot your ('onnnti ..sioners cannot but regard
~~I~rati~~n t)tr"rn"it au d hY <nclt ;t snb.,idiary rntnp :tn}•, tlu• capital stock of whiclt i<
nl~~ ;" ;t -•ntirel .y mvncil l i~- ihr iuau• ;tncv c„tulr.tn}- :lit(] it ; dirctitors and slhareholdcts .
❑= prc indivi ;tl it tlt,• Inn" rntt t ,- thc iuterv7~t-~ of the insut•nnce comp;tny, It w a s
tin-lu•r for th e latl(•r e-,tnpany to dispo .r of its stock in the Soctirities Company and,
if fttrtluer doalinus :ne to take place bctm-ec•n Ille two emnhtuties . all lit(- dire,-tors sud
cdlir,•r ; of tilt, irn~in•anwr i•„mpany sh " ald also frrr thetu ;elvv.: of contlietin", ittterc,t ; .

-A< n'rr•ulY -t ;tt~ -d A1'illi ;tm Al ;trkcuzie and 1). ll . Mann L(-vante tilt- pur-
ch ;t ;t,r= ot I,tlilii ,hnrr . of \l ;ntnf :tcttn•et, Lift- .tork . Tite pturh,tse was coutplctcd
on I)cceinLer I . t!tn_' . at ilvhich date Loth tlte=e g-vntlvutcu tc ea•e direetnrs of the cont-
p :ut Y . AIr . Alann 1tn d 1„c•n apl>ninted. ill 1901 . and \Ir. _Mackouzie ill 1902 . tbe former
yitnlifyintr its Ill,' It"b l rv of 1t11 ;harr : of the e+nnp;tn.\•'s sto~~k . in,] tlti• latter is ;i
li"lic

, v
It o l d er . Mi . .Inulcin cutleavomrl to etl•cet a sale to them for ~- otne tiute Lefore

it w , 1- :1rr ;t11,1041, Lwlicving th :tt their n ;uues would ~,,ive strength to the cmnpam•,
: M, l t" '•

*
s-onw tmontits it was understoocl that they would acquire a substantial holding,

bill t~ , \clmt :nnmmt w :,s not, dotiniteh• :t .secrtained . The stock eost--them about G185,-
u(111, of \\hirh the Al .utnfa( .tun•ts Life :uivaueed ~I2 7 . ) S(1.05 on a call loan receivinh as
~1•1•1n•it

, v
_'int l 'o n d s o f ,~ Lnn each of lit(- Iuverness Illilwa}• fin(] Conl Company, an(]

tilt, -1!40 sltnre? of .lluwut' ;tetttrer.> tlwk• 11te latter Loing transferrecl to the 2nan ;t);er
ill trti ;t . Both thc~e scrnritic:; werc, nnauthorized untler the 7nsnrance Act, 13e-
sidL :< . tm 1 l c rScetifm :3 "~ of the ('otnp;ties Clauses Act, as qualitied L , by section 21 of
th~• -Act of Ineorl>nratimi . the cotnpan- v was expre,~sly prohibited from
tu :ikir , ;in

*
v ] .),,in to its directora . 'l'he ],,:in was approvetl at a meeting of the Execu-

ti\,• t',innnitt"A' ltcl d on 11eeentLwr 1 . 1 903, at whi(i -llcssrs . Lloyd Harris, G . W. Ross,
11 . M . Pellatt, It . L. l'atterson, Jauu• .. Mason, managing director (J. F. Junkin) .
a-t;tnt mana-or (Robert .Itttilcin)• and assistant secrrtairy (L . A . 11'iuter), were

,t,rc•,4-ut . l-mler ~~titinn 21 of the (`outpanies Clauses Act, all thrse directors and
ottirer, who maile or assvntetl to the loan 6ecatne jointh• and severally liable to the
-mnw :ni .- for the aniount thereof, rntil wonlri have been responsible for any loss had
tlie L,rvr-wer ., not tiltimntely repaid the «•hole adyance. It was intended that the
l-au .,hottld lie merely a temporarr on(,, to be paid off before the end of the year, but
tlir Lnrr„wrrs si,c,mv l to Le in no hurr}• to pay it off . On May 4, 1003, the Executive
Conuuittee also approved o f a loan of $11,00 0 to Air. Jtackeuzie, the application heiug
nulde by Pellatt & Pellatt . and the seeurih• heit, 30 bonds of *500 each of the
Tnvernr- Railway & Coal Compan

, V
. .lle~srs . Afackenzie & Mann as directors must

h ;t- knmcn that these transactions were improper, as they a~sisted in concealing the
s0011riti- at the en d of each

,
year . The first loan was treated in the books of the

compam- as heing paid off on I)eeentLer 2fi : 1 9 11?, and readvanced on Jannarv S . 190 3 ,
13otlt louis were treate l as heing paid off on December 23, 1903, and reach•anced en

Jamt :1rv •'û, 1001 . Tlmse cievice .; did not in realith• put an enif to the transactinu .: .
They ;lnwnmted t o a men, :nrnn,emc tt hetn•een Mackenzie fi A iann, the bank and the
mana .-or. wherehy the contp ;tn .v was able to show at the end of the }-ear a cash item
instead if the lonn, the bank atlvaucing the ntnnc•,• for that purpose .

At th" end of 1903 IV compan y had on hand, is previously statecl, 1,so .ri shares
Dominion Coal and 20? shares ('ro w 's \(;t Coal . «•hich were unauthorized im•e.ctwent ;
and which lent cost the crnnpany and stood on its hooks at $2 30,101 .SG and $15,162 .62,
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reslx'ctively . At that tiux, I)ontinifiii (,'oal :lt ;ue ., were yuo,ted on the mark-et it 7 :1
nsked and 72-j bid . At tl :- `,ttter prict• the stock woul :l bring $132,768' .75 or $96,135 .11
less than cost . The ('rmw's Nest Cool sharr ., were not in deutanil at th e titm e . and it is
difficult to est.iutate what they would have brought on a forced sale . 'fhecompany
also held the wia>.rthorized securities pledged for the call loans to .l[nekenzie & Mann
m:l to William Mackenzie, just referr-,t to . All of these securities the management
do.5irecl to conceal in nlttkine, the annual return . It was necessary that file t wo cr :al
;tocks should lie represented by as,ets equalling their cost, otherwise the loss on them
would appear . To accon3pliqh-this ;-thi~ tïilancia- cottiniittee, -nt-it -tiiectitïR héld -on-1)e-
crtuber 29, 1903, at Aehich Col . Pellatt (chairman), S . G. Beatty . Col, .l ;tntcs \laQon
on d J . F . .lunkin were preseut, pa=sed the followinl- resolntiou :---

` Sale of 1 .•1)Il share
.s 4 Dominion t'

:,al at1261 and 2112 shar: :< of ('ro%v :. Nest
Coal at 3001 to Vark~~nzie, Mann & Co., with a rt : :te:nntcc fro irt this vom ► :nuy
against loss in the tran~action was approved . '

The day before the ro .soltttinn _llau•kenzie . Mann & Co . t.;t % •, the cotul~iu~• tlteir
cheqne for $3S6 .1-13 .51, ntnde up as follows :-

Mackenzie & \lann , call lo :n : . . . . . . . . . . . . . . . . $128,959 00
Win. Mackenzie, call loan . . . . . . . . . . . . . . . . . . . . . . 11"I 1ti tla

1, S2 5 shares Dominion ( ' o n ! . . . . . . . . . . . . . . . . . . . . . . . 230,903 si ,
202 share . ( : ro w 's Nest Con] . . . . . . . . . . . . . . . . . . . . . . j 5,1P, ;,> it:.>

$3S6,443 -d

The receipt of these anwunts apme :n•s in the company's 1)ccemher cash-Look . It,
tue cash-book for .lartuary, 11104 . the rettayruent of the :n appears, and in addition tile
payment of $1 ;482.26, representing interest charged on the loan by the bank . This
whole transaction was purely fictitiouz . The stocks still remained the property of the
insurance company, subject to the pledee to the banl: . This large deposit to the credit
of a batik account which had been very small or adverse during the year and the re-
payments in January attracted the attention of Mr . 131ackadar on his inspection in
February . 1904 . After consultation between him and the Superintendent of Insurnnce,
it was insisted that thc directors responsible for these transactions should take over
the securities . The rnanagemer.é promptly set itself about accomplishing this, and on
March 3, 1904, procured the rearrangement of the call loans by a new loau to Mac-
kenzie, Mann & Co., Limited, and in the sanie uronth the Dominion Coal a ; -A Crow's
Nest Coal shares were dispcxsed of to the Prudential tiecuritie : Company ttn :ler ciretnu-
stances which will bo hereafter set out .

The new loan to Mackenzie, \lann & Company, Lituiteti, was A,138,43'2-75, which
covered the nuiotutt due on the two call loan ::, The sccurity taken was 1, 601) shares,
$100 each, Canadian Lake and Ocean Navigation Company ; 1,650 shares,
$100 each, Imperial Rolling Stock Company ; 8 . 506, $20 each, Vancouver Gas Conr
pany, which were said to he worth in the aggregate, $214,500 . The company also re-
tained its own shares, standing in the manager's naine in trust, as additional collateral
security. The loan was partly paid off in July, and the balance in Decetnber, 1 9 05 .
At the time this new loan was made the Mackenzie ~. Mann interests in the company
were repc~sented on the board by D . B. Iianna, William 3[ackenzie and D . D. 'Mann.
It mig .i have been supposed that those, interests were sufiieiently repre ;ented by the
two d irectors, but as JIr. Mackenzie did not attend the meeting, the manager seems
to have suggested the addition, not the substitution, of Mr. Ilannn . .1 t.ransfer was
made to :tlr: Ht►nna on January 20, 1001, of 50 shares out of the 4,000 standing in the
mnnager's nnme in trust to qnalify him, his appointment to the board being tnade at
the annual meeting in that year .
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By an agreentent• dated Mardi i, 1901, botween 1) . 1). Mann, William Mackenzie ,

Lioyd liarris, If . N . l'ellatt . S . (1, Beatty. Jaunes .llasun, A . It . Wood, E. J . Lennox,
R . L. Patterson and J . F. Junkin . directors of the Manufacturer.-, Life (other than
Wood, who was an ex-dircctor), of flic one part, in(] the insurance company of the
other part, after reciting that said directors authorized the purchase of the Dominion
Coal and Crow's Aest ,h ;tres at a eo,t of $240,000, wbic•h, if sold, wotild show a loss to
the vomp:tny at pr-:vnt priec s . of rl 25 d0 00 . and that the company had required tite
directors to tako up the s(wuritic;, and nutke good the los~, it was provided thtit the
dirertor, should inem•pur :tte a company tll aet n, it holding coutpany ; that the insur-
aucc co tup :ui Y S Itoul d ~ vll it to the I)oniiniou ('o:t! aud ('rmt•'s -N(-,st shares and $ :35,000
\Iexiran l "I tc•i•r ('ontpnuY aud .~t :~llOlt Ontaiio l",lectrical I)evelopillent Company
comuion s tork for ~ttu .tuiti ; that $ 1 00 . 1100 of the price S h ondd lie paid in eiish and the
balance Aotild l w rc•presented l) .\• a r•all loan front the insurance cotupany, sutliciently
secured

b ,
v ,eeuritie> >nithorizcd nndvr th(- Insuranee Act ; that the directors shouh l

ul •cril e for .=ntlicü•nt st rk in the uwcc r„tnpany and pay up sanie in cash or by trans-
fer of seetreiti~~, whirh eimLl it used for :t call loan, each being re.ponsible' for one-
tenth part of the tr,tn, :totiou : that• if any of the d'.rectots refu,wl to si ►;n, it shmtld
not affect the liJbilih• of tho and that S; 111,000 p;ti~l-up stock in the company
to he fonuud shunld be trmi :6•rrrd to thc in:.nrance company as a further eunsidera-
tion for the salo of the ('oal stmrl:~ nnd for the .llexioan and Electrical 1)evrlopnteut
Co . sh :ires . It will Ie ii(,t~-d tlutt the ,uut tneutioned . ;; 2-10 .000, was not the full cost, b\•
about ? 6 ,00 0 . of 1 ►"tntniun ('mil and ('r oNV 's \e~4 share. . niai that no eash payment
was tnado for the Alexir :t and 1?1cotriral Moclc, . 'l'bc-v were the houris stocks received
b

,
by the company ou tlir ptn•vIta-(• of th(, \lesican awl Iaectrieal 1)(wcloptuent bond,
preltousl}• referre,l t~i, It is o1,viou: tluit tlto *111 ,0011 paid-up stock in the new cont-
pauy ;.1= no :ul( plate considea•atiotn f or the tran,fer of these bout-, stock .., and that
the transaction ttotually carried ~,tit was by no mean, a simple tnking over and tnaking
good of the im-e .-tntents, but the pretensior is putf(irward that as tlte directors were
assuuling a vc•r y heavY IV., and had aoted thromt;hont. in what they believed to be the
interests of the contpauy. it was not unfair that soue allowance should be made them .
Theilexiran stock wa~4 sold (4n 7)i-c•emlic•r .,, 1 905, at 6 5 ;, ;ntd the Electrical stock was
sohl, 75 sh :tre,, on May _>_' . 19u05 . at 62 ; . and 375 on June 9 , 1905, at 51 3, .

Pursuant to the agreement, thcz;e director, incorporated the l'rndential Securities
Comp:rn}•, Litnited . with power to inve.st and deal in debentures . bonds, stocks and
other ,ccurities, and to borrow money upon the tuortgage or pledge of any of its pro-
pert}• . Itacquirel the stock ; set out in the agreement, on the ternis stipulated, except
that it paid `~,212.000 cash instead of * 1 00 ,000, and treated the balance, $2 8, ,000, as a
call lnau on the security of 1 ;11 shares Western Assurance. 1 1,0 share ; Ho}•al Loan and
'S :tvints Company and 75 5 shares Toronto Railway Company. It seems to have been
the intention of. the parties that this company should buy and .sell other stocks and
bonds in order, if pos,ihle, to make good the loss sustained by it on the two Coal
stock .z . It was, no doubt, realized that it, connection with the insurance company
would enable it to conduct its transactions largely by ► ne,tns of loans of the insurance
eontpany's full(], . Accordingly the Prudential Company bought large block-, of Winni-
peg, Railway stock and Mexican Light and Power bonds and stock. The moneys
required to make these purchases were largely advanced by the insurance company, the
amotutt loaned being, in some cases at least, the full purchase price of the security .
The total advances made to the Prudential by the insurance company amounted to
$261,136 in Ja2tuary, 1905 . It remaine.-1 at about that figure until liay, 1905, when it
was paid off, The Prudential Company was then wound up, and the insurance com-
pany received for its $10,0 0N1 stock in the Prudential Company $8 .000 in cash and 50

-ghartN, of _liesican Light and Power Company stock, which was sold on December 6
for $3 ,2 6 2 .90. $4,000 of the cash payment was credited to the Electrical Development
Company bonds and it like amount to the Mexican Light and Power bonds, as the
company regarded the $10 .000 stock in the Prudential as being the equivalent of the
bonus stocks received with such bonds .
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In October, 1902, a series of transactions commenced, at the suggestion of Sir
IIenry M. Pellatt, which must be referred to with some detail . His tirm had, prior
to that u►outh, become bound, in the course of its own operations and in considera-
tion of n payment previously made to them, to take delivery of 2,500 shares of Dom-
inion Iron and Steel stock if put ta them in that month, 1,500 shares at 701 and 1,000
al Uti}, the transaction being in reality n bet on the market . In August, 1 :N02, this
stock had been selling at about 79 1 . On September 29 the market price was down to
70l and immediately thereafter it det}ined rapidly. On October 1, it was 63 ; on
October 6 , 57 A ; on October 7, 52 1 and on Octob-~r S . 47 .} . With this break in price,
and in view of his firm's obligation just mentioned, it was important that Pollatt
should obtain some buying orders to support the market . The stock was not then
a dividend paying stock, nor was it an authorized insurance investment . IIe, ]tow-
ever, induced Junkin, the ► nanaging director of the company, to purchase 1,0 00
shares in October, on the statenuent that, iv his opinion, the stock would shortly recover
and be worth par, and on his offering1to protect the company from any lo&g . .Tunkin
stated lie agreed to the purchase in his anxiety to nuake money for the compam• ;
that while lie knew Pellatt was a large, holdvr of the stock, lie did not knew that lie
was buying and selling on his own account, but thought his transactions were those
of a broker only. The 1,000 shares were bought in the following lots and prices, which
include ; of I per cent com ►uis,3ion to Pellatt's firm . October 4, 300 at. 03 :1 and 200
at 63 a ; October 6, 200 at 57} ; October Z, 100 at 52J and 200 at 52. At the saine
time his firm was being required to take delivery of the 2,500 shares above referred to,
50h at 701 on October 1 ; 900 at 70} and 1,000 at 6 3 1 on October 7, and the bn} :►nce,
100 shares at 70 .1 on October 15 . With these and other shares the firu ► owned, it had
on )land 3, 983 ahares of the stock on October 9 . Brokers bought notes for the 1,0( N1
shares were dulv sent, addressed ' J. F. Junkin, hsp., Toronto,' from which the printed
re(tuirement its to margin was struck out . No recor d of these transactions wiis made
in the company's account in the brokers' books, but, they were entered in the personal
account of Mr. Junkin, for whom the brokers were then carrying 100 shares C .P,B .,
and 100 shares Dominion Iron and Steel, bounht on September 8 and 15, reypectively .
rntNon which no margin whatever had been paid . The brokers hnd also carried into
this account entries relating to the purchase of 400 shares ~C .P.R. on September 30,
and 125 shares Dominion Coal on October 4, 1902 . These all remnined in the account
until October 10, when reverse entries were ► uade and they were carried into the co► n-
pany's accotu ► t . It was said that making all these entries in Jnnkin's account was a
mere mistake, which was corrected as soon as discovercd . It seems to be fairly clear
that the 100 shares C .P.R. were purchased for tue company, as it was reported to and
approved b y the Executive Committee at its meeing on October 2, 1902, and the cost
ther of, $55,650, was paid by the company in instalments, the last being paid on
November 4, following. But the fact that the C .P.R. shares were entered in the wrong
accou, t does not demonstrate that the entry of the Steel,stock was a mistake, and and
the latter gone up in price as quickly as it had gone down, there was no record of the
transaction in the books of the company or the broker's firm to indicate that the con ► -
pan,y .was entitled to the resulting profit . No director besides Pellatt and Junkin
was aware of the transaction. At 'about the time these entries were reversed the
managing director of tlie company, without the knowledge or authority of the Board
or Executive Committee, gave to the brokers some 400 shares or more of Commercial
Cable stock, to assist them to carry the Dominion Iron and Steel stock, that is to say,
it was handed to the brokers to be pledged by them with their bankera Later this
Cable stoc~- was sold for the company and C .i .,c . stock was substituted üierefor. O►i
March 30, 1903, a purchase of 400 shares of Dominion Coal was made for the com-
pany, but here again no authority was given for the purchase . No payment on account
was made, but 400 additional shares C . P . R. stock were delivered to the brokers for
the purpose of carrying the Dominion Coal stock . The managing director said this
purchase was made with the expectation of making a profit to help out the Steel stock .
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But :III cxaruinatiun -- f thc• hnjker<' books ri.veals a condition of affairs that leads to

thr inrl,rc• ;inn tlint' l'(llatt incirrecv] th(- pnrchase to be rnacle, for his firm's benefit .
The I w, ) kc•r h :rJ l,eerr rnernber, of the syn,licate bnrinfi Dominion Coal stock which

is rnnr t • fnlh• ri•ferriA to in the report on the l :uracla Life The operations of that

s .Vnclicate had resnltecl in n loss, and these ln•ol :ers had to take dplivei%v of 1 .5 per cent

of the s .N•u,li,mte" holdings of 11,100 shnres, or 1,710 shnres, which they cli .j on 15th

April . 1 1.4 03 . It cost thew about 1211, whereas the market price was then about 110,

an . l it w a , greatl .N - to th(' interest of the brokers that the market should be supported

: 1 s niii 41 L as po: ;ible . \t`hntcwer rnntive prompted these dealings, the restiltwas that
I'ell :rtt & I'ellatt in the end had the company's 1,000 sh :rres of C .P.R . stock, which

,•"i lb ] l, ( • , ) u ( ] were plcahe,l by theur . and the eon : ;nrny had in its vanlt, 1,000 shares of
1),-niinion Iron nid Steel ~ztock and 4 00 shares 1)ominion Coal stock, purchased from
the bnokcr ;, which Nvere praeticnll

'
v nselel~s to them as securitic on which to raise

rnnn, ;Y and which were not authorized invcstrnents for the insurance conrp :uiy.
.1( :rtter> reruaiue,] in this position until October. 1903 . In the meantime the nrarket
priec• of Dominion Coal Nv :rs ,lcclinint: in the saine way as the Steel stock and the loes
vas conlinu:111y getting heavier . The manaring director called ntwn Pellatt to carry
out his promise and malce good to the courpvry the loc5 on these two stocks . This
l'ellntt w :r+ willing to clo, but required assistance to oLtain a release of the c_ninp :ury's
l' .1 1 .I1 . 't"+k „•Iriclr ha,l Iwes, l,le,ll;cil for *10M,00, the priec of the -Steel and Coal
stnrl:= . Fo e this purpo .~e a loan had to be made to him, and as the other directors of
th c , nrnt,ar :} Were not parties to or aware of the transactions . soure reason for the
),, ;III h :r,l to be givcn to tlrein . Tt was stated that as Pellntt was assuming the loes on
time Steel and Coal stocks it was thought to be imnecessar .• that any inforniatiôn should
lu , about tlre ' n . :lccnrviiul .~h- it was reprc•sentecl h~ - the uianal;ing clirector to
the Finance Corrnnittce at a nrcetinR lteld on October 14, 1 90P, attended h~ .lIvSSrs .
.lt :rson, Wood, Patterson, Beatty and J . F. Jw)kin, that the lonn was ôecassionerl by
cir(-uni~t :uiccs ."vt out in the uiintrtes as follotvs :-

''l'lue tnunn ,(in ; dir,r•tur reported duit tln• r,~rnp:ur~ lnrd purclLUsed through
Pellatt & Pellntt, acting in tlreir cnpacit~• as brol:er", 1, 110 11 slrare ~; of the Canaclian
l'ucitie Raihra .\•, whieh liai lien paid for in iustnlurcrrts froin time to tirne, and
tlrat when the l :r't instalurent was made the said brnkers were imitable to deliver
the stock, it lx•inl- hYpotlrecated to certain l,ank ;, tLc• vuowct recluirccl for tha
release of the sanrc lieinh :1" 101 .S00. Tlrongh net in a position to pay cash for the
release of the said stock, Pc•llatt & Pellatt ortcrecl to give the courpany the following
~erurity for the inilebhclnc:, :-

1 . A mortl:,rge nlxm Li,•nt .-Col . Pellatt's Scarhororr~.~lr Beach property, com-
hri<ing lots I to lï (except 5) both inchtsive, arccordinl- to Reg. Plan 117, together
with the water lot in front thereof, and lots I to -t and 37 to 40, all inclusive,
uecorclin- to Reg. Plan 9 5S adjoining the first de.>cribed property.

~~ . To tranizfer to the cmupan}• :--
i,c) 1,000 shares Dominion Iron and Steel Company stock .
(b) 400 shares Dominion Coal Conipau

' V
stoc•k .

(c) 5 00 shares Mexican Light and Power Company stock .
( cl) Lient .-Col . Pellatt's equit~• in 1,1100 ~zhare-, of _ltmntfactnrcr~: Life

Insurance Crnnpany stock .

This was followed by a brief rninrrte authorizinfi the taking of the proposed
security .

On October 2 G, the sortie director, and .llr, Harris being present, the -natter was
more formally dealt with by a specially preparecl re .cnhrtimn which records in the most
precise terms the representation then being put forward .

The resolution was prepared by th,~ manager in consultation with the conrpan}''s
snlicitor, and n•hile Pellatt dicl not know the terms of the rncolution lie knew that the
transaction was not to be fully stated to the c•s: ive counuittec . By this means the
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real facts with regard to the pttrchase of the Steel and Coal stocks were kept front the
knowledge of the other direc tors of the company until the matter came out in the course
of the inquiry made by this conuuission On October 28, 1904 . security was given on
the property mentioned in the resolution, whereupon $101,8110 was advanced to the
brokers to release the 1,000 shares Canuuliiui l'acific Railway .tock . This stock was
dclivered to the company and the 1,000 shares Steel etock and 400 shares Coal stock 6-
came the property of Yellatt, subject to the pledge thereof to the company . This mort-
gage was finally paid off and diszcharge l in March, 190 6 .

'l'lIl? 1)OUINIO\r LIFI? ASSURANCE CWNWANN' .

This compiu ►y was promoted by Mr. ThomasIiilliard, the prescnt pre~iJrnt and
iaanuger . It was ineorporatcd in 1889, by Act of Yarliament, 5" Vie., cap. :01 . No
vmending Act has been passed .

The organization expenses v-ere small, Mr . Ililliard having' obtained nc,a-h• all the
subscriptions for stock . His whole charge for ort;itniz :1tion services was $100 and

travelling expenses .
The head office is at Waterloo.
Included in its assets in the returns to the government for 1~ '; 9 and 1S90 was the

suai of $1,329.25, under the heading ' Preliminary Expenses,' Pi t(( in the return for
1891 $1,000 was included under a similar headint,* . The departincnt objected, and in
the printed return the item was deducted each year .

The authorized capital is $1,000,000 . The subscribed capital at 1)ccember 31, 1889,
was $ 250,3 00. Of this 25 per cent was called up . No substantial change took place
until 1900, when the subscribed capital was increased to $ 100,000 and the paid-up to

$100,000 . This increase was issued at a premium of $50 per share, and 25 per (-eut of
both capital and premium was called up . realizing $:37 .50 per share, of which $25 was

carried to capital and $12 .50 to surplus funds .
The dircc:tors had considcred the question of incrcasin ; : the capital prior to the

Dominion legislation altering the basis of re~,ervc. It was believed that additional
capital would tend totvards stability and 6•tter -the security of polieyholdenz . Each
sharcholder was offered cire new slitire for every two shares . A small amoimt was left

misuh.scribed, and this was redistribk~,ted to those who asketl for it, the relative holdings
not being materially altered .

The capital has never been seriously impaired, the impairment of about $2, :300

iii 18 9 0 and 1891 having been made good by the end of 1893 .
Prior to 1891 no dividend was paid . In that, year the dividend was a per cent ;

in 1895, 1-per cent ; in 1896, 1897 and 1898, 5 per cent ; in 1S9 9 . 1900 and 1 901, l', per

cent ; in 1902, 7 per cent, and in 1903 and subsequent years, 8 per cent .
By section 13 of the Act of Incorporation the company is required to maintain

three separate accounts of its business in the `General,' `Abstainers' and `Women's'
sections, keeping the receipts and expenditures distinct, each section sh'aring its own
profits and each section paying its proper proportion of expenses . In the distribution
of profits the directors are required to allot to the participating policyholders at ]cast
90 per cent . In practice the premium income of each section is kept distinct, the death
1„ s~z es of each section are charged to it, and the general expenses are divided propor-
tionately between all the sections. There is no distinction in the premium rates of
the several sections, but in the Women's section there are no non-participating policies .
The _mortality in the Abstainers' section is lower, and in the «'omen's section higher
than in the General section . Each section takes the exclusive advantage or bears the
exclusive burden of its own rate of mortality.

At December 31, 1899 , the company value(] its policies isstted before January 1,
1896, on the Ir,stitute of Actuaries Hm. table with 41 per cent and all policies sub-
sequently issued on the same table with 4 per cent . At December 31, 1900, policies
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issued before Janunry 1, 1 900, were valued at 4 per cent and all later policies at 3 j
per r(-nt . The amount reqnired to set apart this additional reserve was furnished out
of the premium on the capital issuLd in 1900.

The cowpany's investments have consisted, almost exclusively, of loa :is on real
e .:t ;ite, lonus on policie- and municipal debentures .

In 1 903 Sao Paulo bonds to the amount of $10,000 were purchased . On objection
beinr tonde to the investment it is said it was decided to sell, but the sale was not com-
pleted tint il shortly lcfore the inquiry .

7'he company in 1393 loaned Z9 . 000 to the Ontario Mutual Life Assurance Com-
p:uiy, without security. 1'he loan was temporary, and was made at a time when
nnuieys were lying idle in the ltivnk and the company's bank account was overdrawn .

'l'he company's chief investmeut, cottsist of mortgages, $318,459 .45 out of
$1 .000,000 of inve.>ted assets being of that clars at December 31, 1905, and about one-
half on lands in Alanitoba . The applications for these loans are received through
the firm of solicitors of which a direetor, .lfr . A. J. Andrews, is a member. They re-
port on the applications, iuid are paid by the company it commission of 1 per cent on
Lill applications accepted . in addition to the ordinary solicitors' fees, which are paid
by the borrower .

Shareholders are allowed a cornmi~z .,;ion of 25 per cent on all insurance taken by
them, there beint; no agent's eomnui . :i,-n . Policies at stxcial rates of premium have
been i>sued in a few instances .

Till; EXCE,LSIOH LIFE I\S',?RANCE COIIIPANI .

By lettcr, patent dated August 7, 1389, issued under the Ontario Joint, Stock
G mp;mies Act, and section 4 of the Ontario Insurance Act, H.S .O ., 1887, cap . 16 7,
E. F. Clarke, J . 1). lt'elL., I)r. John Ferguson, William Bell, J . L. Hughes and Rev .
William Galbraith were incorporated to carry on business as a life insurance company,
mi der the naine of ` The Protestant Life Insurance Company of Ontario, Limited,'
with a capital stock of $500,000.

The letters patent authorized the business to be carried on within the limits of the
province, but this limitation was afterwards e xpunged by supplementary letters patent,
w hen the company had it in contemplation to arply for the Dominion license, which
w a s issued on June 23, 1897.

The name was changed to ' The Excelsior Life Insurance Company of Ontario,
Lituited,' by order in council of I)ecember 11, 1889, and was further changed to ' The
l?xcrl .,ior Life Insurance Compa ny ' by order in cc u ncil of Drcember 21, 1899 .

The capital originally subscribecl w as $350,900, , it which a call of 15 per cent was
mad t~ ., producing $ ;;?,03,ï . In 1901 the balance was issued at a premium of $50 per
sbsre . and a call of 15 per cent was niade on both capital and premium, producing
M24 .50 per share . or in all $33,547,50 . Of this, $22,365 was credited on capital, making
t he total p a id-up capital $75 .000, and the balance, $11,182 .50, was carried to profit and
loss account . The compan y was then rapidly extending its business, and it was said
to be fairer tha t the. shareholders should furnish the necessary money than that it
should be taken from policyholders' profits . The capital would have been impaired
but for the premium .

The company pai-1 no dividends until 1901 and has sin e paid 6 per cent on the
l .ticl up capital .

The, capital originally subscribed not haviug been issued at a premium, the usual
impairment oecurred . In 1892 the kSuperintendent of Insurance for Ontario refused
to tre a t as an asset an item called ' Commuted Commissions .' This would have in-
creased the impairment shown, and E . F . Clarke . . president, Dr. Ferguson, Dr . Urqu-
hart, J . W . Lang and David Fasken. directors of the company, gave their promissory
note which was discounted and the proceeds . $5,500 place(] to the company's credit with
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its bankers as a special deposit . This was treated in the return as part of the cash
on hand. It was not, however, shown in the statement of income, and the expenditure
shown was less by its amount than the usual expenditure . It was applied in making
the following reductions ; head office salaries, $1,000 ; agents' salaries, $1,000 ; commis-
sions $2,000 ; agents' travelling expenses, $1,000 ; agency expenses, $100 ; office ex-
penses, $100 ; legal expenses, $200 ; advertising, $100. Total, $5,500 .

To provide a fund with which the directors might be indemnified, an agreement
was made between the company and E . F . Clarke, its president, providing for certain
yearly payments to him as renewal commissions, which there was no pretense of his
earning. An account was then opened under the heading 'Commuted Commissions,'
and enough moneys were placed to its credit from time to time to pay the interest on
the note quarterly and $600 yearly on account of principal .

To make good capital impairments in 1893 and 1898, the company collected from
the Rhareholders two bonuses of ô and 6 per cent respectively on their capital . The
first was paid by all but two or three small holders . The second was advanced in full
by Mr. David Fasken, and he has been nearly recouped by the advance, less the bonus
on his own hol(ling .

In the course of explaining and endeavouring to popularize-the second bonus, local
meetings of shareholders were called together and addrersed by the president and sec-
retary. It is suggested that the management were apprehensive of an attempt from
outside to take advantage of the crisis, and to make it the opportunity for acquiring
the stock of timid and cautious shareholders, in alien interests . Mr. Fasken deter-
mined to purchase all the stock that such holders were desirous of selling . He believed
it to be a good investment . He invited other directors to join him, but though Messrs.
Grass, Gooderham, Gowan and Parker took some of the stock offered, "Mr . Fasken prac-
tically had the whole occasion in his hands .

Mr. Fasken's holding at that time amounted to fifteen shares only . In November
and December, 1898, he increased his holding to 1,010 shares . Subsequently lie made
further increases as opportunity offered, and on December 31, 1900, he held 1,538
shares. Some of these were afterwards sold to Mr . George Gooderham, and at the date
of the inquiry Mr . Fasken held 1,231 shares of the original issue . To his holding of
the first issue he added 665 shares of the second issue of capital, made in 1904, making
his total holding 1, 1396 shares. Mr. Gooderham's estate holds 813 shares . These two
holdings constitute, therefore, a clear majority of the total capital . Mr. Fasken dia-
claiméd any intention to acquire control and stated that no occasion had arisen which
made it necessary to consider whether his present holding gave him such control . He
also said that it was uncertain that the Gooderham estate shares would be voted with
his.

The capital was again threatened with impairment in the year 1904. The head
office building was written up by $10,542 .35 and the premium of $7.50 per share on the
stock issued that year, amounting to $11,162 .50 was got in . With these two items a
su,-plus over capital was shown of $9,341 .05 .

The head office building was purchased in 1902, but improvements had been made
and the rentals received had greatly increased .

During 1900, 1901, 1902 and 1903 the company's return valued its policies, issued
on or before December 81, 1899, on the Actuaries Hm . Table with 4J per cent and
policies issued after that date on the same table with 3} per cent,

At the end of the year 1904 the valuation was made on the same basis, except
that policies issued in 1890 and 1891 were brought up to 81 per cent. At the end of
1905 policies iesued in 1892 were also brought up to 3} per cent .

The managoment states that it is intended each year similarly to bring up the
policies c : one preceding year, commencing with 1893, to 81 per cent . This is the
gradual method proposed for raising all its reserves to the statutory basis .

188e --6
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THE HOME IdFE ASSOCIATION OF CANADA .

This colnp:any was inot rporated in 1890 by Act of Parliament, 53 Vic ., cap . 46,
and carried on business as an assessment society from May 12, 1892, until July 10,
1899, when an amendment. to its Act of incorporation was passed, 62-63 Vie ., cap . 114,
and it became a regular life company .

By its Act of incorporation a guarantee fund of $100,000 was authorized . Of
this $42,400 was sul>`crihed and $5,561 .50 paid in thereon in 1892, and further sub-
scriptions were aftenvartls oLtained and payments made on account thereof, until, at
the end of 1896 . the whole was subscribed and $25,524 .14 paid in thereon . In 1898
$26,442.14 was the amount paid in .

The followiug statement shows the income of the company during the years it
carried t,n bu .siness on tl- aac~zsment plan :-

I\CO\IE .

. :ASFC55InCnI
3 MortuarGuarante

e an-l Intcrc<t.
E'X pen 'e. l'und .

l', 't : .l .

e ctP., ctP. $ Ct s.1 Q cts

15 ;12 . . . . . . . . . . . . 2.049 31 17 (N) 5,;iG1 :i0 7, 6 27 81,
1T9ï4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,121 79 113 28 2,644 59 17 .K79 66

1S
9: ! . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,967 57 137 40 , 6 ,225 92 ~ 15,331) 89

1S P .1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.711 q4 . . . . . . . . . . . . ~1.879 77 19,591 61
IS96 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,fi18 53 . . . . . . . . . . . .~ 6,21'2 36 25 .h30 89
1897 . . . . . . . . . . .' 22,245 13 37 Sll 166 00 22,115 93. . . .
1598 . . . . . . . L3,12S G:. 382 33 1,054 00 24,5S9 96

96,837 80 687 81 26,442 14 ~ 123 .967 7 5

In anticipation of the change that was made in 1899, the company in 1898 re-
cei•. el, on account of calls to be made oit capital to be issued, $4,740, and for premium
thereon $1 .185, making $5,925 received from p rospective shareholders . This, added to
ti26,442 .14, the alrount paid in by subscribers to the guarantee fund, made the total
contribution - on i , roprictor;' account of *32,3C7 .14, and the total Ieceipts of the com-
pany do w n to December ~31, 1898, $120,892 .75 .

Prior'to Deceml :er 31, 1S98, the company's death claims had not been excessive,
only twenty policies having become claims in that period . The amount actually paid
out by the company in death claims in those years was $22,291 .22, but the general ex-
penses of the company exceeded $97,000, being more than the total assessments paid
in to the company by the insured for both mortuars and expense purposes .

The result was that on December 31, 1898, the company's funds, either on hand
or invested, amounted to $9,753 .61, which included the sum of $5,925 above r_)entioried .
Notwithstanding these large Expenditures, the company's business was not progressing
satisfactorily. The içsurauce in force from year to year was as follo ws :--

18 5 2, $197,000 ; 1893, $523,000; 1894, $828,000 ; 1895, $1,139, 1 00 ; 1896, $1,254,250 ;
1897, $1,350,250 ; i898, $1,384,880. The increases during the diffecent years were as
follows :-

1892, $197,000 ; 1893, $326,000 ; 1894, $305,000 ; 1895, $311,500 ; 1896, $114,760;
1897, $96,000 ; 1898, $34,630 ; total, $1,384,880 .

Notwithstanding the large falling off in the increase of business during the later
years, the expenses continued steadily to increase from about $5,800 in 1892 to over
$15,000 in 1895 and over $21,000 in 1898 .
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These figures indicate that the company was not succeeding as an assessment
society, and that the change from assessment to ordinary-insurance was necessitated
by the company's experience in the period of seven years during which it was operat-
ing .

The company's capital stock was issued subject to a call of 20 per cent and a
premium of 5 per cent, making $25 paye',le on each share . At the end of 1904 all the
capital . amocnting to $1,000,000, had becn subscribed and $167,796 ( which included
$26,442.14 originally paid in by subscribers to the guaranteo fund), had been paid in
thereon, and the company had received from ? hareholders by way of premium on capi-
tal stock $36,917 .77. In 1905 the paid up capital stock was increased to $216,980 under
the circumstances hereafter mentioned .

Before considering the progress of the company on the regular life plan, r e -
ferenco should be made to some transactions which have affected the appareni, financial
position of the company in certain years .

In 1901 the company purchased a large office building in Toronto, formerly
owned by the Freehold Loan and Savings Company . A portion of the land on which
Hic building stands is leasehold and the balance freehold . The purchase price was
$175,000, of which $25,000 was payable in cash and the balance secured by mortgage,
un,der which the first instalment of $10,000 on account of principal was due December
1, 1908, and the balance was payable in instalments over an extended period, the in-
terest< being 2 per cent for the first five years, 2 J per cent for the second fivo years, 3
per cent for the third five years and 4 per cent thereafter . After malting the neces-
sary adjustments, the company paid $26,030 .13 cash on December 31, 1901, at the
closing of the transaction . On the same date it added to the ledger value of its equity
in the property $73,969.87, makin g it appeaz in its books at $100,000, at which figure
it was carried into the annual return for the year. On December 31, 1904, the com-
pany made a further increase in the ledger value of $85,000, no additional payment
having been made on the property meantime . At the suggestion of the superintendent
of insurance, a valuation was made by two valuators, who estimated the compa ny 's
'équity to be then worth $125,000, and the asset vas placed at that amount in the com-
pany's published return for that year.

In 1904 the company acquired $44,000 bonds of the Grand Valley Raihway Com-
pany, with certain bonus stock, at a cost of $37,710 . At the end of that year flic
market value of the bonds was placed at $16,200, the company taking credit for the
difference under the heading, ` .llarket value of bonds and stocks over ledger value . '

While the Superintendent of Iiisurance was furnished with evidence that the bonds
were worth 105, at which rate they were computed as to market value, your Comniis-
sioners think that it is abundantly clear that the bonds should not have been taken
into the return at more than the cost price thereof . In fact the management of the
following year reduced this asset to its original cost .

In the year 1905 a transaction occurred between this company end the People's
Life Insuremce Company which makes it important to consider the h istory and pro-
gress of the Home Life. To arrive at proper conclusions, your Commiçsioners feel
that the foregoing increased asset values should he disregarded. A t best, these were
but fortunate investments of the company's funds, and were not profits derived from
its inssrance operations . So treating the matte:, the company's total impairment of
c„ I ;ital at the end of each year, after 1889, was as followa -

1899, $11,768.63 ; 1900, $22,506.43 ; 1501, $37,914Z4 ;-1902, $63,054 .87 ; 1903,
$7 11,210 .23 ; 1904, $108, 692.79.

In addition, the shareholders had, as above stated, contribute3 by way of stock
premium, $36,820.67, making the total amount of sharebol3ers' moneys lost by the
company in ' its insurance operations in twelve years' buaines9, ending December 31,
1904, $145,413.46. Beo ides this, the company was carrying on i ts books securities of
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the Ontario Light, Heat and Power Company at a value of $11,350 .70, which were

practically worthless, and were so tr,~,ated by the management in the following year .
The inspection which followed the filing of the company's annual return for 1904

was made by Mr . B: :lekadar, end the company's position as then disclosed was much
discussed betwecn the Superintendent of lnsurance, Mr. I3lackadar, Mr . Pattison, the

managing director of the company, and Mr . Fir•ibrook, its president. Air . Blackadar
made a special report on the company's business, of which copies were sent to Air .

Pattison and \ir . Firstbrook upon request . The report des Is with the general expenses
of the company, in paragraphs S and cJ thereof, as follo%rs :•-

`8. An analysis has been made of the general expenses of the company for
the past four y ears into (1) Commissiona, (2) Salaries, and (3) other management

expenses . In commissions are included 'commissions to agents,' commissions
from renewals, and agents' eepcnses . In salaries are ineluded executive salaries,
s laries of clerks, agents' salaries, directors' and auditors' fees . The other ex-
pen,es include the taxes and misccllaneous expenses as given in the returns .

Year. Comrnisnions Salaries .
' Other Total

1 :x pen5ea . Expenses.

E ete. S ete.

1001 . . . . . 111,8.51 06 20,034 97 12,367 84 49,253 87

1902 . . . 39,~1 i3 92 23,765 524 20,8.50 25 78,729 69

1!k13 . . . . 31,060 22 16,168 75 17,759 21 74,988 18
1904, . . . . 28,030 1s 31,667 09 17,506 12 77,213 39

The premiums have aSc been separated into first year end renewal premiums
as follows :---

Total .

1901 . . . . . . . . . . . . . . . . . . . 27.365 45,986 73,351

1901 . . . . . . . . . . . . . . 36,890 56,765 93,655
19ü3 . . . . . . . . 36,138 81,131 117,269

19P1 . . . . . . . . . . . . . . . . . . . . . 31,938 93,167 130,105
e
_

• O. A large proportion of the general expenses is for new business . It may
be assumed that 15 per cent of the renewal premiums may be expended in carry-
ing on the old business of the company, and that the balance of the loading, and
all the loading upon the first year premiums may be used for procuring new busi-
ness .

` Of this 15 per cent, 5 per cent may be applied to commissions, 5 per cent to
salaries and 5 per cent to other expenses . Assuming these ratios constant, the
actual ratios of thesse expenses in respect to the new premiums will be as follows :-

--------,

TotalOthe r
Year. Commissions Salaries,

Expenses. Expenses.

P .C .

1001 . . . . New. . . . . . . . . . . . . . . . . . . . . . . .
. . . .

. ~ 57 .1 3
R en e a-al a. . . . . . . . . . . . . . . . . . . . . . 5. 00

1j02 . . . . New . . . . . . . . . . . . . . . . . . . . . . . . . . . . l 84.78
Renewale. . . . . . . . . . . . . . . . . . . . . . . 5.00

1P03 . . . . New . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74.73
Renewala. . . . . . . . . . . . . . . . . . . . . . . . . 5.00

1904 . . . . New . . . . . . . . . . . . . . . . . . . . . . . . . . . .I 72.43
R enew al e . . . . . . . . . . . . . . . . . . . . . . . . 6 .00

p. C . p, c. p. C.

64.81 36.79
5.00 5.00

56.73 48.83
5 .00 5.00

61.19 37.92
5 .00 5 .00

83.79 39.44
5.00 , 5.00

164 .77
15 .00

190 .34
15 .Ip

173 .84
16 .00
195 .68
15 .00
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If the gross premiums collected by the company'are examined, it will be found
that more than the total available ' loading' of these premiums are represented in
the above figures, and that the business is being conducted at a loss . The ratios
in the 'commission' column appear to be normal, but those in the otjner two
columns are abnormally high, and instead of sliowing a decrease from year to
year, as the renewal premiums increase, these ratios show rather an increase .
The management expenses are excessively high in proportion to the amount of
business written and retained upon the books .

If these ratios are maintained, it will be but a few years before the remain .ter

of the paid up capital is wiped out . '

Upon the whole your Commisisoners are of the opinion that the company was
not, to the knowledge of the management, making satisfactory progress in its insurance
business and that the time when the company must make some change or re-arrange-
ment was onlyipostponed by the fortunate circumstance that it had purchased a lie-ad
office building on which it paid only $26,030 .13 in cash and was able to treat it as an
usset to the extent of $100,000 the day it was bought, nlthough the price paid was all,
no doubt, that the vendor could obtain for it .

Unless some change were made in methods of management, your Commissioners
are satisfied that the result which Mr. Blackadar anticipated, viz., that the capital
would be wiped out, would soon have been realized, in the absence of assistance by
contributions from shareholders, fortunate inveatment or otherwise.

Mr . A. J . Pattison was the managing director of the company from 1ç 3 to Octo-
ber, 1905, when he an( :. the other members of the Lard resigned . During the period
of his management he had three contracts with the iompany. The first, dated fiep-
tember 14, 1893, constitutE;:l him Ceiferal Manager for five years with a remuneration
of 9 1 per cent on all assessiaent receipts for insura ,ce up to $2,000,000 of insurance
and 3 A per cent on all assess nent receipts for insurance from $2,000,000 up to $4,-
000,000, but no salary was payable until the insurance good on the books of the com-
pany amounted to $600,000 The second agree^Zent, dated May 1, 1897, cancelled the
previous appointment and made him general r,hnager for five years from January 1,
1897, his compensation to be 9 1 per sent on all assessments and premiums received
for insurance up to and including $2,000,000 of insurance, and 3 j per cent on all
assessments and premiums for insurance exceeding $2,000,000, until the total com-
pensation reached the sum of $5,000 per annum. The third contract was entered into
on a report made by Messrs . Hillock, Diver and King, a special committee of the
Board of Directors, appointed to consider the que .stion of remuneratio,n to the manager
and the Chairman of the Executive Committee, "Mr . John Firstbrook. The report was
presented on May 9, 1898, and recommended that Ar . Firstbrook be appointed per-
manent Chairman of the Executive Committee, and that Mr . A. J . Pattison be ap-
pointed permanent Manager of the Association, and that the appoiirtments be life
engagements with remuneration substantially as set out in the agreements afterwards
entered into with them . From the evidence, including the testimony of _lfess~rs .

Diver and King, the surviving members r f the Committee, your Commissioners are
of opinion that the matters outlined in the report were the proposals of Messrs . Pattison

and Firstbrook, and that in this, as in .11 other matters, the other directors of the
company were entirely subservient. On June 21, 1898, the directors of the associa-

tion met and amended by-law No . 2 cf the Association, by providing for an Execu-
tive Committee comp,5sed of five' members and a permanent chairman . The president

and managing director were to be ex officio members and the other three were to be

appointed annually. It further provided that the permanent chairman should be
appointed by the Board of Directors for such term as they deemed adrisable, and
that the board should fix the remuneration to be paid the manager and the permanent
chairman. On November 12, 1898, at a meeting of the board, approval was given to
contracte with both the manager and the permanent chairman . Thereupon a contract

123a-57}



70 ROYAL COMMISSION ON LIFE INSURANC E

7 EDWARD VII ., A . 1907

with the manager was executed, dated November 12, 1895, whereby lie was •appointed
`\! ,naging Director or General Manager' of the company for fifteen years from the
date thereof, the remuneration being irased on the annual premium income of the
company as follows :-

Five per cent on premium inconle up to $50,00t1 ; 4 per cent on premium
ineome over $50 .000 and not exceeding $150, 000 ; 3 per cent. on prelniunl income
over R 150, 0 )0 ano not exec,eding $2(0,000; 2 per cent on premium income ;n all
over $2 00,000 .

The ogreennent contaiucd :1 provision that, should the services of said manager
be terminated for any roason or cause whatsoever before the expiration of the period,
except by his death or with his consent or request expressed in writing, the company
should, during the balance of the term, pay the full renntneration lie would have
received under tlle coutract if actually engaged in the service of the company,
it lwing deelarvii by the agr(rnu•nt that the rcceipt by the manager of the said renlun-
er ;ltion for the whole of the period of 15 years was the consideration upon which the
nt:reemi'ut NV :1, The agreement with lfr . Firstbrook as chairman of the Execu-
tive dated February 1 .1, 189 9 , after reciting that lie had acted as such chairman for
some time without receivinl- adequate remuneration, that a permanent chairman
would be in the interests of the company and that the company was anxious to secure
Air . FirstLroolc's srrvice, and had offert~d him the remuneration provided for in the
agreement, proceedc l to appoint him permanent chairman of the Executive for fifteen
years from that date, his remuneration also to be determined by the prenliunl income
as follo ws :-

1 per cent on the premium income up to $50,000.
1 ; per cent on the premiunl income over $50,000 and not exceeding $100,000.
2 per cent on the premium income over $100,000 and not exceeding $ 150,000.
1 1 per cent on the premium income over $150,000 and not exceeding $200,000 .
1 per cent on the premiunl income uver $200,000 .

It was further provided that lie might resign and retire at any time, whereupon
his remuneration would cease, but should lie cease to be permanent chnirman through
any cause other than death or resignation in writing, lie was to be entitled to the
remuneration during the residue of the period of fifteen years, the agreement declaring
that tïle receipt of flic remttneration during the whole of the period was the considera-
tion for his acceptance of the office . Since these agreements were entered into, the
premilun income of the company and the rnnolntts paid tulder the contracts were as
follows :-

1,736 64i . . . . . . . . . . . .
1 .593 78 . . . . . . . . . . . .

oo,aoa w 2,893 33~ 578 66
71,931 001 3,940 201 677 09

100,773 00 3,075 00, 1,127 21
119 .663 00' 5,625 00: 1.321 67
129,438 00 8,506 09' 1 764 16
164,985 00 4,882 891 1 .718 00

~(To October) .'(To October) .

The premium income for 1905 is for the whole year and is largely increased by the
addition of the premium income of the People's Life Insurance Company, whose busi-
mss was taken over that year . In 1904 certain sttms were voted to the manager for
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purposes which will be explained hereafter, in addition to the stipulated remuncration,
which, if based for that year on premium income, would have been $5,677.62. Ho
seemed to think it would have inereased in the future by about $1,000'each year, on the
assumption that the premium income would increase at the rate of about $50,000 per
annum. The company's experience does not seem to have warranted any such ex-
pectation .

These were contracts which no director or officer having a proper sense of his duty
and responsibility could have permitted his company to make.

The Peoples .T. .ife Insurance Company was incorporated in 1892, by an Act of the
province of Ontario, 55 Vic ., cap. 102, and carried on business in that province until
October, 1905, when its business was consolidated or amalgamated with the business
of the Home Life, under an arrangement whereby the management of the Peoples
Life ebtainerl control of the Home Life, and the latter company thereupon re-insured
the former's policies . Under its Act of Incorporation the Peoples had no capital
stock, and to provide funds to carry on the business was authorized to issue deben-
tures amounting to $20,000 . In 1894, by an amending Act, 57 Vio., cap. 99, the a ►nount
of authorized debentures was increased to $50,000 .

In 1900 management of the company passed under the control of the Doni-
inion Permanent Loan and Savings Company, that company having acquired Peoples

Life debentures in exchange for its own .
Messrs . Stratton, president ; Coffee, vice-president ; Itarn, Kloepfer and Holland

wc•n• the direetors of both companies .
In 1 9 01, by a further amending Act, 1 Edw. VIT., cap . 90, the company was author-

i :.ed to iss .ie what was described as `debenture stock,' not to exceed, without the con-
sent of the Lieutenant Governor in Council, $250,000, which it was provided the cnin-
pany might, but need not, repay, and which was to share ratably with outstanding
debentures of the company on any distribution of the company's assets . Holders of
debentures might, wi`th the consent of the directors, exchange debentures for debenture

stock .
In 1901 $105,850 of debenture stock was subscribed and paid in, and further

debenture stock was issued front time to time, until, at December 31, 1904, the paid-up
debenture stock amounted to $250,550 . and all the debentures of the company had then

been retired .
The company's business had proven to be anything but profitable, the impairment

of capital at that time amounting to $221,073 .64, leaving assets according to the com-
pany's own showing of le-,s than $30 .000 to repay the debenture stock then outstanding .
For some years the company seems to have been without any real manager or head, and
when the president assumed active control of the company's policy in November, 1904,
he found its position most unsatisfactory . He seems to have made many changes, and

in Apri1, .1905, he installed Mr . J. K. lfcCutcheon as manager, at a salary of $5,000 per
annum, with an additional 1 per cent on the annual increase of premium .

The new manager examined the company's affairs, particularly with respect to the
field force, and concluded that the company's position was such that it was expedient
to re-insure its contracts and in the process to create a larger corporation . He learned

that Mr. Pattison, manager of the Home Life, was in the mind to negotiate, and he
first proposed a simple re-insurance by the Horne Life of the Peoples Life contracts .

This offer was, however, refused . The negotiations continued and were directed to-
wards the obtaining by the persons in active management and control of the Peoples
Life the management and control of the Iiome Life .

It appears to your Commissioners that the refus-al by Mr . Pattison to entertain the
proposition of simple re-insurance was partly due to Mr . Pattison's state of health,
partly to his desire to give up a failing insurance business, and devote his attention to
certain railway interests which he, with others, i4icluding the president of the company,
Mr. John Firstbrook, had acquired, and partly to the fact that the necessities of the
Peoples Life afforded an opportunity to make this change with profit to himself and
Mr. Firstbrook .
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The fifteen-year employment contracts with Messrs . Pattison and Firstbrook seem

to have been made to do duty as a basis for negotiating a large money payment to Mr .
Pattison for surrendering his position and obtaining the resignation of the president
and other directors .

The earlier negotiations were between Mr. Pattison and Mr. McCutcheon, and it
was arranged that the capital stock standing in the names of Mr . Pattison, Mr. First-
brook and the other local directors of the company should be turned over at $25 a share .
The market value was then from $18 to $20 per share, and shares could bé purchased
at that figure . Air . Pattison demanded a suni of about $110,000 in addition, which, in
his evidence before the Coimnission, lie claimed to be the commuted value of the two
fifteen-year contracts. The negotiations with Mr . Pattison, which had been commenced
by '.Nfr. _llcCutclieon, were continued by Mr. J . J . Warren, solicitor for the Peoples Life,
and finally completed by Mr . J . R . Stratton, the president, who concluded the bargain
with Pattison for $90,000 in addition to $25 per share for the directors' stock .

A form of re-insurance agreement was prepared by Mr . Warren to be submitted
for approval at the regular quarterly meeting of the board of directors of the Home Life
Company, which was to be held on October 11, 1905, at 11 a .m. Various adjournments
of this meeting were made and the transaction was not completed till the following day,
October 12, at 4 p.m., when the directors of the Home Life tendered their resignations
and the new board was elected, J . R. Stratton, D . W. Ifarn, J. J. Warren, C . K loepfer,J. R. McCutcheon, J . W. Lyons and J . L. Hughes taking the places of John Firstbrook,
Dr. J . S . King, F. Diver, Thomas Elliott, N . F. Dupuis, R . A. Wood and A . J . Patti-
son, and three of the olcl board, Rev Dr . Briggs, J . S . King and J . W Curry being re-elected .

An hour or two before this meeting .lir. Stratton obtained from the Traders Bank,
on bis own cheque on the Bank of Montreal, Peterboro, $90,000 in cash, being the
amount which lie had some six weeks or two months before, agreedrto pay to Mr . Patti-
son in addition to the price of the stock the transfer of which he was to procure . He
also had in cash $29,220, proceeds of a cheque of the Peoples Life, with which to pay
for the stock. IIe attended the meeting at the Home Life office, and when the transac-
tion was ready to be closed went with Mr . Pattison to the Traders Bank, lie says to pay
over the money . Just before leaving the Home Life office or on his way to the bank,
he for the first lime suggested that a reduction shotild be made in the money payment
to which lie had agreed . IIe says :-

` I intimated to hini that it was impossible, not probably, that the arrange-
ment could be carried through if lie insisted on $90,000 . '

And again :

`I told him I thought $80,000 would be all that could be at all arranged in
connection with the matter, '

and that while Mr. Pattison thought it should be carried through at ,$90,000 he finally
accepted the smaller sum . Mr. Pattison says that he was told by Mr. Stratton that he
would have to reduce the amount from $90,000 to $80,000, which was all that lie would
pay, and that without any discussion he decided to accept it. He then received $80,000
and $29,220 in addition for the stock, and executed an agreement to transfer to Mr .
McCuteheon 1,164 shares of Home Life stock, to assign his contract with the Home
Life and to procure an assignment of Mr. Firstbrook's contract . This agreement was
expressed to be entered into by him `for valuable consideration,' although the docu-
ment had originally been drawn with a space left in which to insert the real considera-
tion . Mr. Stratton kept $10,000, the balance of the $90,000, in cash from the 12th until
the 14th October, when he deposited it in the Bank of Montreal at Peterborough to the
credit of his personal account, then overdrawn to the extent of $16,000 .

After the payment of the money the directors meeting of October 12, 1905, was
held, and after the new board was appointed the meeting was adjourned until Priday,
October 13, at 2 .30 p .m ., when the minutes record that Messrs . Stratton, King, Brigge,
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Kloepfer, Hughes, Curry, Warren and McCutcheon attended and the reinsurance
agreement between the Peoples' Life and the Home Life together with a contract with
Mr; MeCutcheon employing him as manager were approved .

Mr. MeCutcheon's contract appointed him manager for ten years at a salary of
$5,000 per annum and a

`percentage of 5 per cent on the gross actual premiums collected by the company
in each year, such percentage, how ;ver, not to exceed the sum of $11,100 in any
one year . '

The agreement contained a proviso tha t
`in case of the death of the said MeCutcheon or the termination of this contract
from any cause whatever the percentage payable to the said 11icCutcheon, as above
mentioned, shall continue to be payable to him or his successors or assigns until
the termination of the ten .years above mentioned .'

It was admitted that the understanding with Mr. MeCutcheon was that his
salary should be $5,000 per annum only, and that the percentage on premiums was to
provide a fund with which to repay the amount paid to Mr . Pattison over and above
the price of the stock. The computation was made on the basis that the sum was
$90,000, but it was asserted that this was done before Mr. ]'nttison agreed to reduce
it to $80,000. The agreement, therefore, created a liability against the Home Life
Company equivalent to $90,000, charged on the whole premium income of the com-
pany, a liability which was not shown in the company's annual return for 1905 . Mr .
McCutcheon, on the same day, assigned the moueys payable to him under this contract,
except his salary of $5,000 per annum, to the Traders' Bank, as security for $90,000,
which the bank advanced to him on his demand. note, with the assignment as collateral
security. The amount of the loan was applied in payment of the amount advanced
bÿ the bank to Mr. Stratton the day before on his cheque on the Bank of Montreal,
Peterborough, which cheque was thereupon returned to him .

It was stated by Messrs . Stratton, Warren and MeCutcheon that it was not in-
tended that the Home Life Company should pay under this contract with .11r. 1lcCut-
cheon in the shape of commissions on premium income, more than the $80,000 which
had actually been paid to Pattison, and that the reduction of the amount paid to him
represented a real saviiig t o the company rather than a personal profit to Mr. Stratton .
In confirmation of that statement a cheque, dated October 12, 1905, for $10,000 was
produced, drawn by Stratton on the Bank of Moptreal, Peterborough, in favour of
McCutcheon. This cheque wa? said by .licCutcheon, to have been kept by him from
the 13th or 14th October, 1905, until the date of the inquiry, in the vault of the Homo
Life Company in an envelope sealed up and marked, ' Personal property, J. M. McC .'
He further stated that when the cheqoe was handed to him by Stratton the latter said :

`Your note is in the bank, $90,000 ; the matter has been arranged for $80,000.
Now, here is the difference between $80,000 and $90,000 . The loan is only a tem-
porary loan in the bank . When that is rearranged you have this to apply on that
which will reduce it in accordance with your contract to $80,000 '

His explanation of the delay in applying the cheque on the indebtedness was that your

Commissioners were then engaged in the examination of insurance companies, and it
was expected the Home Life would be called at any moment-an explanation obviously
incorrect, as the Commission was not appointed until some months later . Stratton
stated that he gave the cheque to McCutcheon to be applied at the time, and that it
was arranged by Warren and I1icCutcheon that it was to be applied to the retirement

of the not o as it was only a temporary loan with the bank ; that the rearrangement had
not been carried through at the time, as it was intended to rearrange the whole matter
so as to extend the payments to be made by the Home Life over fifteen or twenty years,

instead of ten years, and it was still standing in that poéition, as there might be aa-

verse criticism if the change were made while the Commission was sitting. That the
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only reason the transaction was put through with the bank at $ :)0,000 and permitted
so to remain was that the papers had been drawn on the understanding that that sum
would be paid, and it was not until the last moment that it was known that .lfr . Patti-
son would accept the smaller sum, and it was thought better not to change the papers
that had already been prepared . Wnrren state,l that he did not know of the existence
of the cheque at the time it was given ; in fact lie did not hear of it until some three
or four months before the inquir~%- into the a ffairs of the eotnlian

i y
in Septentber, 1906,

and after the appointment of the Commi,sion . It was then mentioned in a discussion
betwren hiimclf . :11cCutcheon and Stratton . and he advised that nothing be. done with
the cheque uutil the work of tho Commission was finished . He says lie was told by ,
ltr . Stratton that it wa s

' a cheque lie had handed to _llr . _l)r~ utcbr•on in case auything should happen to
him, so that Mr . :11cCutcheon coukl carry out the understanding between t.hent,
that lie had been holding it and not applyiug it in case the bank should ask for
pa .•ment on account of this temporary loan, lie could turn it in in that way and
stave things over for three or four months longer ; and lie understood that it was
to be cashe .j at any lime the bank made a call for money . '

The statements of Stratton, _1icCiitcheon and Pattison are not reconcilable with
each other, anil are very unsatisfactory .

Thé trend of the evidence as first submitted to the Commission was cautiously
confined to the terms of an arrangement involving the payment of $90,000 and no
more. The production of the bank's security for an advance to MeCutcheon being
insisted upon by counsel prosecuting the inquiry, it became necessary to disclose the
withdrawal from the bank of the additional $10,000 ; its retention b y Stratton on the
13th of October ; its deposit in his overdrawn bank account in Peterborough on the
following day and the alleged origin and destiny of the cheque for $10,000.

The inference to be drawn from these transactions and the various accounts given
of t1-.-m by the participants are plain and obvious .

If the cheque was given to _3tcCtttcheon in October, which is doubtful, it was not,
your Connnissioners are satisfied, intended that ultimately the company should pay
less than the whole $90,000, or that any person but Stratton should have the ultimate
benefit of the $10,000 . Otherwise the $10,000 cash itself would have been immediately
returned instead of being carried in Stratton's pocket during the whole of the 13th
October, 1905, and taken to Peterboro and deposited there on the following day in his
own overdrawn accotmt, and the demand note would have been drawn for $80,000 in-
stead of $90 .000 . Very little importance should be attached to the circumstance that
the papers had been prepared . The agreement with the bank could have been made to
fit the altered condition b

,
by merely striking out ' ninetv' and inserting `eighty,' or

could have been entirely retyped as it was less than two folios long, and a whole day
elapsed between the payment to Pattison and the completiori of the arrangement with
the bank .

It was stated by Stratton that the $10,000 would be returned and the transaction
rearranged so as to extend t' :e payments to be made b y the company over a longer
period, as soon as the work of the Commission is completed .

H:tviug regard to all the cirettmstances your Commissioners are compelled to con-
clude that what rèalls took place between Stratton and Pattison was that the former
demanded and the latter conceded a share, to the extent of $10,000, in the moneys
which were being m, id to the latter and charged to the Home Life .

In addition to the $80,000, Mr. Pattison at the same time received from Mr. Strat,
ton $29,2 2 0, the purchase price of 1,164 shares of capital stock, that amount having
been advanced by the Peoples Life as a loan to 11icCuteheon on the security of the
Home Life shares. He distributed it aniong the transferors, who were the local direc-
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20,220 8 0.000

l'attison also paid .llr, _llcl'hilips publisher of an insurance journal, through whom
the negotiations seem to have begun, $1,500, leaving the balance retained by him,
$61,S75 . All the shareholders in the above list were directors of the home Life Company,
excepting Mr . W. A. FirStbrook, •ahose shares were purchased on the terms indicated
ptusuant to arrangement with his brother, the president . All the Toronto directors,
viz . : Messrs . John Firstbrook, R . A. Wood, Dr. J. S. King, F . Diver, Rev . Dr . Briggs,
J . S . King and J. W. Curry were called as witnesses . They all knew that an arrange-
nleut was being made between Pattison and Stratton whereby the former was to be
paid a sum of money, but none of them was given or sought any information upon
the subject except the president who, at one stage, appears to have mildly suggested
to I'attison that he might let hi .n know how much he was getting, but he received no
information and did not press the matter . The amount paid to Pattison seems to have
been a surprise to all . Each director seems to have been dealt with separately in
fixing the amount he was to receive and the bonuses seem to have varied only with
the degree of suspicion of the director with regard to what Pattison was being paid .
The last to be settled with was 1ir . Diver, who on being approached said he assumed
I'attison was making a good thing out of it, and insisted on receiving a bonus of
$1,350. Had the directors known that Pattison was receiving so large a sum as he
ditl the only effect would have been to increase their personal demands upon him . Mr .
Firstbrook received more than the rest under colour of his contract with the Home
Lifc, as Chairman of the Executive Committee . He says he regarded it as worch
about $25,000, and he bargained for about $15,000, but Pattison valued it at about
$22 .000 only, and divided that sum by two, because the services would no longer be
performed . They compromised on $11,500 . Pattison was not willing when examined
to name any amount as a fair deduction from the future payments to himself in
respect of his own relief from service.

The re-insurance agreement between the Home Life and the Peoples Life provides
that the Home Life shall re-insure all outstanding policies of the Peoples as at August
31, 1905, discharge all liabilities in respect thereof, pay all the Peoples head office
and agency expenses and assume all its policies written after that date. The Peoples
agreed to pay the Honte Life the value of its policies computed on the basis of tha
Hm. table of mortality, ct .4j per cent as to policies issued up to December 31, 1 90R,

and 31 per cent as to policies issued after December 31, 1903 . The contract contained
the following provisos :-

r Provided, however, that in no case shall the Peoples be in any v ay
to pay the re-insuring cômpany a sum exceeding $214,453 and intere •t
or on such parts thereof as may not be paid, at 3 1 per cent per anr.unt .
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tors and the president's brother, paying $25 for each share and an ad tional bonus
out of the $80,000. The distribution appears by the following stntentent :-

I ; . A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .I 1.250 500
IJr .J . S . King . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .1.25U 600
1~ . Di,-er . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 .2.i11 1.250
1{,-N . D' . li•iKqa . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.250 5(/0
J . S . hmc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.2511 51X1
W . A . Firstbrook . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.82:i 2.50
J.-Ln l'ir!tbro,~k . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.:375 11.5(1(1
J . W . ('urn• . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .! 1, 250 5(Il)t 1tx1U
N . I . rntpuis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.250 250
'rl .,.l :uiott . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.e75 e25
A. J . l' :tttium . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 475 63373
.1dju>tutent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 20

~ , --- ------- - -----
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Provided that the Peoples shall be entitled to deduct, from the amount pay-
able to the re-insuring company, in respect of each such policy, a sum by way
of initial commission equal to 50 per cent of the annual premium payable to the
Peoples under the said policy, provide l that such initial commission shall not be
lc-s,3 than 50 per cent, of q97, 8 83 .83, the last mentioned sum being the amount
admitted by the parties hereto as the total annual premium income of the
Peoples .

Provided f .irther that the Peoples shall be entitled to deduct from the net
present value of nolicies not to exceed $214,453 and interest as aforesaid, the
amount of :utstandinr :md dcfc . re(l premiums as at August 31, $49,100 .66, and the
amount of itdvanees to agents at the same date $ t6 ;763 .12, less 10 per cent in
each case for cos, of collection, and . . . . . .the value of office furniture as stated in
th:a last l.overnment -cport, $2,392 .99 .' •

The agreement further provided that the Home Life should pay the Peoples' Life
diu•ing the tell succeeding years 7+1 per cent of all the premiums collected in respect
of the said policies or the policies of the Home Life snl,stituted therefor o r

at the option of the Peoples' in lieu of such 7 .1 per cent, a fixed renetcal com-
mission of $6,350 for any one of the ten years mentioned . '

The gist of the agreement was said to be that the Home Life was to pay to the
Peoples one whole year's premium income of the Peoples '.-usines . This was divided
into two items, one being a deduction of 50 per cent of that income from the re-
insurance fund, and the other a series of 7 J per cent commis~iuns or $6,350 annually,
for tell years, the latter suni being equivalent to 50 per cent of $97,883 .83, the amount
agreed to as the annual premium income. Instead of deducting the ' initial commis-
sion' of 50 per cent from the reserve paid to the Home Life, a cheque for the amount,
$48,942 was given to the Peoples', and that company at the same time gave a cheque
to the Home Life for $49,000 in payment of $98,000 of 50 per cent paid up capital
stock of the Home Life. The Peoples, in effect, took the stock in satisfaction of half
the commission of one year's whole premium income. It will be noticed that no prem-
ium was paid on this stock as was the case with other stock issued by the company .
Payment of the o ;bc ; half was to be made in ten annual payments . These arrange-
ments were made to prevent any part of the commission from appearing as a liability
of the Home Life . The amount paid by the issue of capital stock would cease to be a
liability except to stockholders, but the annual charge on premium income of $6,350
a year was a liability of the company which should have been shown in its annual
return. It was contended that it should be treated in the same way as a renewal com-
mission to an agent, but the cases are entirely different . Here the sum was fixed, was
not subject to any real contingency and was, in fact, a debt then owing by the com-
pany, charged on its entire premium income. The mere fact that it was payable in
instalments and was secured can make no possible difference. The Home Life, besides
paying the whole of the alleged premium income of the Peoples for one year, also
took over at 100 cents on the dollar, less 10 per cent for collection, outstanding and
deferred premiums, $49,100.66, and advances to agents, $15,763.12 . The premium
income was based on insurance in force amounting to $2,672,000, whereas the amount
in force was only $1,763,000, the difference being made up of lapsed policies, some of
which had been carried on the books for some years . Accordingly, at the end of the
year the company wrote off $32,000 from the item of outstanding premiums . The
valuation in the agreement of the annual premium income at $97,883.83, was admit-
tedly excessive to at least the same amount, and could not have been more than $65,-
883 .83. This means that the Home Life over paid the Peoples by at least $64,000 or
twice $32,000, treating as insurance in force and yielding a premium income, policies
which had lapsed and should have been written off.

It was admitted that there will be a loss of at least $8,000 on the item, agents'
advances, $15,763 .1 2. It was contended that there was some gain of $52,576 to the
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company resulting from relea5ed reserves, as t1ie company paid the full reaer-ro on the
insurance supposed to be in force, but there seems to be nothing in the agreement to pro-
vent the company readjusting the item in favour of the Peoples, as it is the only item
which, under the agreement is fixed at a maximum instead of a minimum figure, it
being the only sum the Peoples had to pay. It should also be pointed out that the
basis of computation fixed by the agreement gave only a 4J per cent reserve on policies
issued up to December 31, 1903, while under the Dôminiôn Act the reserves on in-
surance written between January 1, 1900, and December 81, 1903, are required to be
computed on a 31 per cent basis .

A perusal of the agreement definitely indicates that its ruling purpose was to
ensure payment by the Home Life of the stipulated amounts, regardless of any dis-
p,uportion between them and the business transferred .

The agreement and al). the surrounding circumstances further demonstrate that
1-attison, the managing director, from the beginning to the end of the transaction was
actuated by the sole desire of personal gain, and paid no heed whatever to the com-
pany's interests, and that the other officers and directors of the Home Life, particul-
arly the president, became and were regardless of the interests of the shareholders
and poi :iyholders, whose trustees they were and, corrupted by the desire to share in the
` good thirg' which Pattison was supposed to be making, stepped down and surrend-
ered the co.vpnny to the management of the Peoples, the result of their conduct being
that the H• uie Life was saddled with the folluwing sums :-

Renownl commission of 5 per cent on premium incom e
uader McCutcheon contract, equal to . . . . . . . . . . $ 90,000

Cash payment of 50 per cent of premium income o f
Peoples Life . . . . . . . . . . . . . . . . . . . . . . . . . . . . 48,492

Annual p .iyment of $6,350 for 10 years, equal to . . . . . . 48,942
Loss of premiurn on capital stock purehvsed by Peoples

Life, I of Q49,000 . . . . . . . . . . . . . . . . . . . . . . . . 12,250
Loss on outstanding premiums . . . . . . . . . . . . . . . . 32,000
Loss on agents' advances . . . . . . . . . . . . . . . . . . . . . . 8,000

Total . . . . . $240,134
Credit released reserv,s if no readjustment made . . . . . . 52,576

$187,558

The Home Life received in return $1,763,000 of insurance and an inadequat e
reserve thereon . . Assuming tlie true premium income of the Peoples to have been
$65,883 (which would mean 2n average of over $37 per $1,000 of ir,surance), the cost
of the business to the Hom,,, Life would be 285 per cent of the annual premium income
rather than 100 per cent ; or over $100 per $1,000 of insurance . This is in contrast
with the price of $15 per $1,000 which the Home Life appears to have offered for other
business when no personal profit to the officers or directors was involved .

Some light is thrown on the motives underlying this transaction, and much dis-
credit attaeïaea to the colouraWe use of the fifteen-year contracts by comparing it with
a somewhat similar transaction, hut without the feature of contracts to be commuted,
entered into by some of the same gentlemen on the sale of the business of the Canadian
Homestead Loan & Savings Company, of which also they were directors . That com-
pany's business had been carried on under Mr . Pattison's management, in conjunction
with that of the Ho-ne Life, and, therefore, at small expense . After the change in the
management of the Home Life Mr. Pattison `did not see how the Homestead could be
continued,' as the company was emall, the interest rate falling and the expenses of
management and government fees out of proportion to the eapital . An offer from the
purchasing company was communicated by Mr. Curry to Mr. Pattison, involving a
payment to Mr. Pattison of $10,000, in addition to the amounts paid up on the direc~
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tors' stock, transfers of which lie was to'r obtain . Out of this $10,000 the following pay-
ments were made to directers : \[r . Firstbrook, $600 ; Mr. John S . King, $100 and
111r . J . W. Curry, $200. Here again the directors, other than Mr. Curry, were not
aware what precise sum was paid to Mr. Pattison, but permitted the transaction to be
completed, with the indifference incident to their own participation in whatever it was .

The impairment of Home Life capital at the end of 1905, according to the com-
pany's annual return, amounted to $86,200, and had the commission to be paid to thA
I'eoples and 1fcCutcheon been shown as liabiiities, as they should have been, a real im-
pairment of $207,000 would have been shown, leaving the capital at less than $10,000 .

While tue n-insin•anrr agreciuent provided that the policy reserve should betrans-
ferred to the Home Life as and when that company issued its substituted policies, the
transfer was actually made on January 25, 1906, by two cheques of the Peoples, dated
December 30, 1905, one being for $9,701,83, which was the balance standing to its
credit in the bank, and the other, bearing same date, for $15,064.11, being drawn on
the Dominion Permanent Loan & Savings Company, which loaned that amount to the
Peoples, but not until January 25, 1906 . In the company's annual return for the year
1905 it treated these payments as having been made on December 31, 1905, although
not made till afterwards, and although no liability then existed on the part of the
Peoples to pay the aniount, inasmuch as the policies had

%
not then been re-written by

the Home Life .
In 1q03 the comp .my purchased bonds to the r,mount of ~1 2 ,0 0 0 pnr of the (,rand_

Valley Railway Company, then in procvss of constructior, at S5 . with a 50 per cent
bonus of stock . In 1901 and 1905 advances were made to the Von Echa Company, the
°ontractors building the road, amounting in all to $51,000, of which there remained due
at December 31, 1904, ÿ 1,41 ,712 .16, On that date $18,052,16 was repaid, and in pur-
auance of an arrangement with the Canadian Homestead Company, bonds of the
Grand Valley Railway Company to the amount of $31,000, with a 50 per cent bonus
stock were handed over for the balance . The contractors really gave a 100 per cent
bonus of stock . The remaining 50 per cent was appropriated by _lir. Firstbrook and
retained by him until the man .,gement of the Peoples came into control . Investigation
by the new management resi ;lted in a demand upon and restitution by Mr . Firstbrook .

On February 11, 1903, at a meeting of directors at which Messrs, Firstbrook,
Briggs, Boddy, King, Dr. King, Hillook, Curry, Diver and Pattison were nresent, on
motion made by Dr. Briggs, seconded by Air. Boddy, it was resolved :-

'that the manager be :tutborized to purchase 200 shares of Schloss Sheffield
Steel and Iron stock at the market price .'

Pattison states that lie eapressed doubts as to the propriety of such an investment, and
that he afterwards consulted the president or viee-president, and was told that he
could not question the instructions of the board . Accordingly on February 20, 1903,
he bought 130 shares of the stock at 71 j , While lie doubted the propriety of the in-
vestment, he did not doubt its wisdom, Qs on the same date he bought some shares of
the san .̂o atcck on his own account . On December 31, 1903, he passed his own cheque
to the company for the cost of the stock and purported to be a purchaser of it until
January 2, 1904, when it reappeared in the books as the property of the cempany . This
was done b ::cause lie thought the superintendent would not permit the investment .

Following the making of the annual return the company's books were examined
by Mr. iilackadar, who reported the purchase circumstances in February . He stated
that the direetas were awa-s of the impropriety of the security and that he had de-
man,ied a retirement of t' .e stock and a reimbursement of the company's moneya at
their hands. On June 30, 1904, the managing director wrote the superintendent that
the investment had been disposed of and was represented by a special deposit of $7,125
in the Dominion Bank Lt Toronto .

It appears that some of the directors made a promissory note and borrowed the
*:ce-e-seary amount from the Dominion. Bank, giving the stock as se urity . The pro-
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ceeds were arranged to be credited to a special account . The stock was sold in June,
1905, for $6,100, the proceeds being credited on the note . This involved a loss, includ-
ing interest, of more than $1,200, which was charged to Pattison's account. Two
resolutions of December 19, 1904, and September ~0, 1905, were passed by the directors,
for the purpose of reimbursing Mr. Pattison in respect of this charge and certain
other interest items charged to him for which he was clearly personally liable . This
intention in both cases took thq disguise of rewarding him for services for which lie
had 0- ^dy been paid the contract price, disinterring these services from the dust of
twelv( , , 3rs in one case and ten years in the other. On the change of management
objection was taken to the payments made under these resolutions and Tir . Pattison
and the other directors paid the company in 1906, as follows : llessrs . Briggs, Pattison,
Curry, Firstbrook, $165 each ; 'Messrs . Boddy, Ring, Diver and Wood, $147.23 each,
to cover the Schloss stock loss, and .1[r, Pattison $1,410 .31 to cover the interest charges
referred to .

THE GREAT wI:S'I LIFE ASSURANCE COMPANY .

This company was incorporated in 1891 by Act of Parliament, 54-55 Vic ., cap.
115 . There has been no amendment .

It was promoted by Mr. James II . Brock, then a member of the firm of. Cerruthers
& Brock, fire and life insuranco agents, and the Winnipeg agents of the Canad ;t Per-
manent Loan and Investment Company . His iilea was to establish a company witlb
its head office in Winnipeg, there being then no company with headquarters we,t of
Ontario. IIe anticipated low mortality and good rates of interest . The prospectus
emphasized these considerations, stating that an average rate of interest might be
expected from one to two per cent above the average rate obtained by any company then
represented in Canada .

The authorized capital was $400,000, but power was given to increase it to $1,-
000,000. By December 31, 1593, all the authorized capital was subscribed and 25 per
cent had been paid in . In June, 1903, the company increased the nuthori7ed capital
from $400,000 to $1,000,000 . Of the $600,000 new stock $400,000 was on July 18, 1903,
offered to and taken by the then shareholders in the proportion of one new share for
each old share and at a premiwn of 25 per cent . It was called up to the extent of 25

per cent, making $31 .25 per share, of which $8 .25 was premium . The other $200,000
was offered on September 4, 1903, to the company's agents for subscription by 'hem-
selves or b5 parties in their respective districts, at a premium of 60 per cent . It also
was called up to the extent of 25 per cent, making $40 per share, of which $15 was
premium . Altogether there was thug pn ] in $150,000 added to the paid up capital and
$55,418 .75 prentium .

The re<ison given for the increase of capital was that the additional strength
would put the company in a better position to obtain business, and it was stated that
the agents of the company had urged the management to make the increase . There

was no iinpairment of capital at the time . The original impairment resulting from
oxpenditures in the course of establishing the business entirely disappeared in 1898 .
It was greatest in 1894 when it amounted to more than $30,000. Nor was the addi-
tional capital required for the strengthening of reserves required by the Act of 1899 .
Prior to 1900 the company had valued all its policies on the Actuaries' Combined
Experience Table with 4 per cent, and it has continued to value its policies issued
before that year on the same basis, the policies issued since being valued on the
Actuaries IIm . Table with 3 1 per cent . The dividend paid to shareholders, wh±ch
in 1902 was increased to 8 per cent, indicates that the management considered the com-
pany's position to be good . This was also indicated by the fact that certain share-
holders, including the managing director, purchased the shareholders' rights to the
new issue of stock, at a premium higher that that at which it was issuad. The man-
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aging director bought additional shares in November and December, 1903, and in
January, 1904, paid 187 for the last 40 shares acquired- by him.

The manager states that prior to the formation of the company he did not intend
to assume that position, but that lie was prevailed on to do so by the other persons then
chiefly interested . For some time after taking the position he remained . a partner in
the firm of Carruthers & Brock and his'remuneration as manager of the company was
treated as part of the firm's income . Later lie parted with his interest in the firm and
devoted himself esciUsively to the affairs of the company .

The manager's s .ilnry for 1892 was $2,000 ; for 1893-4-5, $3,000 per annum ; for
1896-7, $4,000 ; for 1 8 98, $5 ,OJO ; for 1899 and 1900, $8,000 ; for 1901-2, $7, 600, and for

-the years 1903-4-5, $10,000 .
The increases were not provided for in advance, but w_cf, oo cd as bonuses at the

end of each year .
On February 6, 1900, the executive committee increased the dire-etors' fees from

$5 to $10 per meeting. They also increased the salaries of many of the officials and
servants, including the managing director. The latter's salary was increased to $1,000
per month, and i~e was voted $10,000 cash to cc:,ipensate him for the lower salary paid
him in the early years . The salary of M . Jardine, secretary, had been advancing at
the rate of $500 a year for Some years and was increased from $4,600 to $5,000 . In-
creases were also made in the salaries of the accountant, the inspector of investments,

and the claims and loans clerk . -
The resolution providing for these increases had not been submitted to the direc-

tors at the date of inouiry, but it was stated that any directors' meeting would be
attended by one director only in addition to those composing the executive committee .
The annual meeting of shareholder, was held on February 9, three days after the
resolution was passed, but the action of the executive was not disclosed to the meetiDg .
In explanation of the substantial bonus and incrëase of salary to 11ir . Brock, be stated
fhat lie had assumed the duties of managing director at a financial sacrifice, that it
was always understood lie should at some time be compensated, and that the action
of the executive committee would probably commend itself to everybody interested
in the company . It was also stated that the secretary had served the company during
the earlier years at a much less salary than he could have commanded elsewhere .

The company paid no dividends on its capital pTior to 190 0. In that and the
following year 6 per cent was paid ; in 1902, 8 per cent ; subsequently 10 per cent, and
in 1906, 12 per cent .

There is no provision in the incorporating Act or in the by-laws governing the
apportionment of profits to policyholders . There is no appropriation of profits made
until the period arrives when they are to be paid, and no account is kept with the
individual policyholder .

The company has written a large amount of deferreKI. :•ividend insurance, the
period of distribution being 15, 20 and 25 years . The manager considered a policy
with a 5-year period better than policies with longer periods, but thought the public
preferred the latter. It appeared, however, that no effort was made to introduce the
short period policy, the management fearing there would be no profits to divide at the
end of G years. The only rates quoted for tontine policies were in respect of 15, 20 or
25 year periods . The manager stated, however, that agents were in a position to quote
rates for quinquennial policies and that a limited number of such policies had been
issued but that on the advice of the actuary the rates had been intentionally omitted
from the rate book . None of the longer term policies have yet reached their periods,
but eome will reach their period next year .

By a circular of March 19, 1903, an opportunity was offered to policyholders to
increase their insurance within that month at a discount of one-third the first premium .
This seems to have been proposed without reference to the company's agents and no
commission was paid for insurance so effected . The plan was defended on the ground
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that the business iinduced by it was more cheaply obtained than it could have been
in the regular way. The offer does not seem to have been appreciated bj policyholders
and apparently was not repeated .

From time to time extra co,nmissions or bonuses have been distributed among
local agents to stimulate busin~ss . These were described as ' hot weather bonuses,' but
do not seent to have been confned to any particular season of the year . In some cases
they were offered in October or loveniber for business written prior to I)ecen ►ber 31 .
The firut prize offered seems to have been a gold watch worth about $125 . In 189 7-8
graded bonuses were given, the 1► igl~est being $75, in addition to regular commissions,
to any agent writing $30,000 between October 1 and I)ece ► nber 31, In addition, special
prizes of $50, $25, $15 and $10 were given to the four agents writing the largest
amounts of paid for business in the sa ►ne period . In 1899 the prizes were bi-ntonthly
throughout the year, and were $15 . $10 and $5. In loven ►ber, 1 19 00, the company
offered prizes of $100, $50 and smaller amount :, for business written prior to December
31 . The latest competition was current at the time of ►he inquiry . It extended over
it period of nine weeks, beginning July 1 last . 'l'he rewar(Ls ranged downw:,rd from an
extra commission of 10 per cent .

The company issues to agents in the larger cities a schedule of confidential rates
which may be quoted for non-participating policics for $5 .000 and over. They are con-
siderablY less than those shown in the company's manual, and a special rate of cont-

_mis .,ioji_ is paid, a low_ first commission tivithout. renewalr, _ . ."I'he mauvging_direetor-
stated that the commission allowed was tell p^r cent, but from circulars issued it ap-
peared that while 10 per cent was the commission paid to outside agents,'regular agents
were paid from 10 to 20 per cent, the latter rate being paid under `exceptional circum-
stances' only . It was explained that this schedule was issued-to meet the eompet :tion
of the Travellers' Insurance Company of Hartford, which ]lad issued a similar con-
fidential schedule.

In the beginning of 1006 the company appointed J . S. II . _lfatson manager for
Vancouver Island. He had previously been the gentîral agent of another company.
He stipulated for, and the managing director agree l to pay, a commission of 10 per
cent in addition to the usual commission on all insurance which he procured to be
substituted for insurance written b,y the other company . The managing director quite
understood that. the `switchint,~' would involve the surrender by the agent to the as-
sured. in whole or in part, of 1 ► is first year commission . There was ill-feeling on .
Matz;on's part towards the comrirny wluse service he had left, and Mr . Brock took
advantage of that ill-feeling, and the commissions were intentionally made sufficiently
large to rnable Matson to make the tran,fer attractive to the assured . Before the
agreement was finally reduced to writing, 1[atson raised his terms, other companies
desiring to secure services so exceptional, and bidding against the Great West, ami
the extra commission was made to apply to all business written by him, provided he
wrote over $150,000 new business each year .

On July 12, 1894, all agreement was maci,~ with the Dominion Safety 1: uud Life
Association to reinsure the latter's policies . Ti.9t association's head office was at St .
John, N.B. It had outstanding 1,101 policies, insu .inn $1,320,000. Its policies were
term policies, at increasing term rates of premium, with $3 per $1,000 for expenses .
The assured contributed $10 per $1,000 to a safety fund, p..yments made in each year
being held for those insuring in the year. After five yeart the interest on the fund
was to be applied to reduce the premiums . When the policie ; contributing to the fund
had b .?en so thinned out by deaths and lapses that their total did not exceed the amount
of the fund, the principal was divided among thent, the policies being surrendered .
The fund was to provide moneys with which to maintain the government deposit . The
ownership of the fund by the policyholders was, howevr :, of its essence, and their con-
tracts secured them in such ownership. The considerition for the contract of reinsur-
ance was the payment to the Great West of $25,000 cut of this fund. It is worthy of
notice that in no other c. s . of amalgamation that has come before the Commission
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has there becn a payment to the cnuip :m y s cetu•in ,_, the tran4errrl husine~s . To obtain

a release of the fund, it was ncee>sary that the pnlicyholder, who ownei it should

either accept new polieies or release their claims to the fand . By the agreement it

was made the duty of the Great West to obtain, with the assistance of the Dominion

Safety Fund, the acceptance of new policies . -Air . J . de Wolfe Spurr, who had been

president of the Dominion Safety Fund, becamo chairman of the local board of the

Great West at St. John, and issned circulars to the policyhoblers soliciting their con-

currence in the substitution . The circular stated that.

• this re-iusurnnco contract p:eserves inviolate every right and privilege of our
policyholders, and no intere-t of any one of them will be allowed to suffer in even
the slightest degree by reason of this change . '

While the circular is signe(l b
,

by \Ir. Spnrr as president of the Dominion Safety
Full(] . it statcs that lie will in future represent the Great West ot St . John in the
capacity of chairman of its local boar+l, and will a,s .st in effecting the necessary ,uh-
stitution .

Your Cbmmissiiuners are quite satislied, notwithstanding the managing director's
apparent inability to recollect cl~~arly all the circmustances, that this circular was
issued with his knowledge and approval, and that the fact of the intended spoliation
of the fund was (leliberately withheld from the knowledge of the policy-holder,, to
whom it was addre,,sed. The G25,000 was treated as premium on first year business,
-and-the company-claims to-hold it free of r il claims of the old- policy-liolderA .- -The
transaction does not reflect credit on any of the parties to it .

There is a large nmuber of policie,,, under the heading ' not taken' in each year .
In its last return they amounted to $1,059,500, the new policies issued being only
$6, 2210,533. It tvas stated that in most of these cases the premium was paid by prom-
issory note and that on the note m.lturing, and remaining unpaid, the policy w .,s treated
as not taken . Nevertheie:;s the company insi.;4ed, so far as possible, on payment of
the notes, and betAveen July, 1 :105 and July, 1 906, the company realized from such
notes $7,200, credited in the return as first year premiums . The notes are not dis-
closed in the return .

The company's original estitnates were exceedingly high . For in:tance, on a 20-
year endowment policy for $1,000 . at age 55 , the estimated profits were $1,930 . The
estimates were considerably reducetl in later rate books .

1'IT1: NOR'l'll ERN L1Fl; ASSURANCE COMPANY OF CANADA .

This cotnpany •„its incorporatftl in IS94 by Act of Parliament, 57-55 Vic., cap.
122 . Two years were spent in obtaining .,,ubscrintions for stock, and a Dominion
license was obtained and active operations commenced in July, 1896 . The capital
stock is $1,000,000, of which at the end of 1905 $836,800 was subscribed and $213,850
paid. The capital payment has not been called, but shareholders have been perinitted
to pay the wh .le or any part of their subscriptions. This has occasioned considerable
dissatisfaction, resulting in the passing of a by-law which will require notice .

The stock wa ~ not issued at a premium, so that there has been a larger intpair-
ment than in the cuse of later companies, which have adopted that niethod. The im-
pairtnent in-reased from year to year until, at tb : en.(! of ".902, it amot:nted to $64,400 .
It had been apparent15 reduced by the end of 1905 to $21,926 .64 . This resulted from
payments by a director made mnder the folkwing circumstances.

Air . D. P. Fackler, the company's consulting actuary, investigated its position as
of December 31, 1902 . Iie advised the method of rnaking the apparent c,:duction of
impairment which was adopted .

On August 28, 1903, Mr . John Fert,nison, a director, made an agreement with the
company by which he paid $10,000 for a 2 per cent commission upon all renewal pre-
miums, subject to the company's right to terminate his receipt of the commissions
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when his purchase mot .ey and 5 per cent üitw~j .,t h :ol been repaid, the return of which
was given priority over all capital stock liability in case of a winding up. Similar
.agreements were made on February 26, 1904 ; August 19, 190 1 ; January 24, 1905 ;
.Tuh- 12, 1905 and February 23, 1906 .

The company received from Ferguson $10,000 in 1903 ; $20,000 in 1904 ; $19,500
in 1905, and $10,000 in the first six months of 1906. All these moneys were osten-
<ibly paid to purchase commissions upon the renewal income. All of them were ap-
plied by the company in reduction of different expense nccounta . Mr. Ferguson re-
ceived in the so-called commissions . $3,123 .82 in 1901 ; $7,312 .08 in 1905, and $4,442 .39
in the first six months of 1906 . The balance which the company was bound to pa.v
for a release of the premium income was $41,6 21 .71 on July 12, 1906 . The payment i
to Ferguson were treated as agent's commissions, and not returned separately . Neithet
uione~ys paid by .1(r . Ferguson nor the obligation to repay him appeared in the com-
pany's returns, and they show(,(] expense bala nces only after the true expense had
been reduced by the application of the Ferguson payments .

By this means the ossets were apparently increased and the capital impairment
apparently reduced . This was, your ( 'ommissioner: think, improper. It made the
re turn mislea d ing in respect of income, expenditure, a s~ ets and liabilities .

lu 1901, uiuch of the subscribed stock was entirely unpnid . In that year some
of it was forfeited by the consent of the subscribers and some of the rest, amounting
to 1 . 297 shares, was tran,ferrml to Mr. T . 11 . Purdom, then the vice-president, in
trust . This is said to ha v e been done because of a supposed movement in some in-
detînite quarter to purchase control . In 1903 pursuant to resolution, transfers were
made to thirteen of the directors, of eighty-six shares each, subject to call . The bal-
ance, lïtt shares was permitted to rerr,ain in the name of 1Ir, I'urdom in trust . 110
s :iys lie holds this for the company . This division m i on^-t the directors substantially
increased their voting power, and while there is a large share liat, indicating that the
capital is fairly well distributed, it was admitted that the director; acting together
are practically in a position to control the affai n, of the company.

Policyholders may -rote in person on all questions except the increasa, issue. al-
lotunent or sale of the capital stock of the company, but on no occasion has any policr
holder ever indicated any desire to take part in the managcment .

In 1905 it was expected that a stock dividend would soon be possible .
Some of the shareholders who had paid in more than 1 0 per cent seem to have been

informed by the agents who took their subscriptions, that they would be allowed in-
terest on any money in excess of 10 per cent which they paid in before profi ts were
clivided . In consequence of this and of a feeling that some preference should be given
to ;hareholders who had paic' in more than 10 per cent, a by-law was passed by the
directors on December 12, 1905, and confirmed at the annual general meeting of share-
holders on February 5, 1906 . It provided that shareholders might pay up the whole
or any unpaid portion of their stock with a premium of 25 per cent . The premium
was made payable in cash but the balance of t he capital might be paid in four equal
payments at three, six, nine and twelve months, with interest from January 1, 1907 .
Alternatively, the shareholder might, if the directors thought fit, receive a new paid-
up certificate for the amount pa'd in, transferring the unpaid portion of the shares to
an officer to be held in trust foi the company until sale or reallotment . Dividends
were to be based on the amotuit paid, exclusive of premium, and those who had paid
in more than 10 per cent were t~ receive 12 per cent on such excess in nddition .to the
regular dividends, which were limited to 4 per cent until the special dividend . '

Under this by-law the company had received, up to the date of the inquiry, prém-
iutns on stock amounting to about $15 .000, but the stock itself was not paid up, the in-
terest provision making it to the advantage of the shareholder to delay payment .

The passing of the by-law was due to the absence of uniformity in the treatment
,of ahareholders, and its validity was recognized as doubtful .
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It is to be regretted that the neglect to adopt proper businesslike methods should
have resulted in a by-law the validity of which is questionable . Should it prove in-
valid a highly complicated situation must be faced, and possibly legislation will be
found necessary .

Some of the directors are substantially interested in the Dominion Savings and
Lo.m Company, the head office of which is also in London . 111r . T. If . Purdom, N.C. .
is president of both comp:3ni<s, and :lfessrs. John Ferguson, John Purdom and Francis

Love are directors on botl : boards . The insurance company from its incorporation
down to the (late of the irvtuiry had large sums on deposit with the saviugs company,
during the greater part sit the time dividing thenl between a general and a special
act•o)mt . 'l'he latter was , -t .ened in 1898, when it was agreed that the company should
keep $75,tk10 on dcposit it a special account for three years, being allowed interest at
4 per cent half yearly . ' ho pretension was that this was equivalent to the purchase
of debenture but your co ]missioners do not yield to that view. In 1903, owing to ob-
jection by some of the -lrectors, substantial withdrawals were made. The following
statt ment shows tht !m ounts deposited in the accounts at I)ecenlber 31 in each year
conlntencing with 189t' :

lienera . acruun[ . Sltecial .re-110 . 'l'utal .

$ cts. 8 cts. ? et -

31st l rrrrib.r. t~!ti 31.33S 50 76 .500 lx) 128.0 :39 30. . . . . .
' . . . I11194 . . . . . . .. . . . . . . . . . . . . . . . . . 27,20 R6 79•:,!M1 60 106,S00 46. . .

1lNro . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 3,9 47 06 S- .titNf 0} 116,753 10
1vu1 . . . . . . . . . . . . . . . . . . . . . . 16.720 S:3 75 .000 00 91,720 83. . .
11N02 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,672 81 72,500 00 50.172 81
1911a . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33,;i59 l(1 10,000 1)0 4 :l"559 20

. . . . . . . . . . . . . . . . . . . . . . . 28,793 71 27,652 19 .16,935 90• . . . 19111 . . . . .
1 9U 5 . . . . . . . . . . . . . . . . . . . . . . 17,974 39 39,796 00 57,770 39

The company purchased $5,000 Canadian Pacific Railway stock in 1 903, but resold
it at a profit of about $100 when it was found to lie unauthorized . It also invested
$20•1100 in British Anmerica and Western Fire Insurance stock, which, though au-
thori-r.ed lu)der the Act, the management does not, in the light of its experience, regard
it a, i jndicious investment . The company sustained a loss of about 50 per cent .

THE 1,1IPI;liIAL LIFE ASSURANCE CO_IiPANI" OF CANADA .

This conlpany Avas incorporated in 1596, by Act of Parliament, 5 9 Vic., cap. 50,
N : ith a capital of $ 1,000 .000, divided into shares of $100 each . The incorporators
were John Itoskin, Ilon . S . C. Wood, lI . N. Baird, Henry O'Hara, J . W. Flavelle and
lion . William IIarty. It commenced business on October 1, 1897.

The stock was issued at $125 per share and three calls were made, producing $45
capital and $11 .25 premium on each share .

Although the list of shareholders indicates that the capital is fairly well distri-
buted, it would appear that 7,318 out of the 10,000 shares are owned by the Central
Canada Loan & Savings Company, which is entirely under the control of the lion .
George A . Cox . The 7,318 shares stood at the date of the inquiry in the following
names, but all dividends on them are paid to the Central Canada pursuant to directions
signed by the nominal holders .

11 . N. Baird . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50
F. W. Baillio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 60
T. Bradshaw . . . . . . . . . . . . . . . . . . . . . . . . : . . . . . . . 450
IIon . 0. A . Cox . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250
F. G. Cox . 950
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ii . U . Cox . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50
E. W. Cox . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50
Central Canada Loan & Savings Co . . . . . . . . . . . . . . . . ],892
A. L. Davis . . . . .. 100
T. J. Drunmiond . . . . . . . . . . .. 50
Dominion Securities Corporation . . . . . . . . . . . . . . . . . . 500
J . I Iousser . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 125
R. Hall_ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 235
W. S . Ilodgins . . . . . . . . . . . . . . . . . 300
J. J. Kenny . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 450
E. T. lialone . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35
W. G. -Aiorrow . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100
G. A . lf orrow . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250
R. E. A . Uoody . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20_1
Rev. J . Potts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50
E . It . Peacock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300
F. C. Taylor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200
R. R. W o o d . . }t~ :I

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,318 '

The participating policyholders of this company have no right to vote, so that
the control of 11fr. Cox, through the Central Canada . is absolute . The effect of dis-
tributing the'Central Canada shares is to create the impression of a general contro l
by a considerable body of shareholders,_each having a real voice in the marniaFement .
Two of the directors, 'Messrs . T. J. Druiumond and George A. .lforrow, qualify on the
shares which they hold for the Central Canada, although subsection 2 of section 5 ,
of the Act of Incorporation provides that no person shall be a director unless lie hold s
in his own name and for his own use at least 50 shares of the capital stock of th e
company.

The control of the company was governed, from January 2, 1902, to May, 1903, by
the terms of an agreement between the Central Canada and Messrs . A. E. Anies and
Thomas Bradshaw, made on the earlier and rescinded on the later (late . The circum-
stances tinder which the agreement was made were detailed by Mr . Cox during the
inquiry into the affairs of the Canada Life, and by Mr. Bradshaw during. the inquiry
into the affairs of this company. It was the result of negotiations carried on mainly
between Messrs . Cox, Flavelle and Ames. The Central Canada was described in i t
as vendor and Messrs, Autes and Bradshaw -as purchasers . By it th<; pïircliasérs
agreed to bus at an advance of 50 per cent over the amount paid up, 1,700 out of
5,350 shares then owned by the vendor, which, added to 1,950 then held by the pur-
chasers would make the vendor and the purchasers equal holders, each of 3,030 shares .
On account of this price $7,750 was to be paid in cash and the balance on the ter-
mination of the agreement . The agreement was for two years and afterwards w11 3
to continue operative until determined by one year's notice in writing gi-en by either
party after the expiration of the two years . Each party was to continue to hol d
3,650 shares, unless they agreed to a reduction of their total holdings te 5,100, « clear
majority of the capital ; any reduction agreed upon to be in equal cunounts, nnles s
otherwise agreed . Neither party was to increase the agreed hold~ag without giving
notice and affording an opportunity to the other to take half of the increase . The
parties were to agree on the composition of the directorate, but if unable to do s o
each party was to elect an equal number and if they left a vacancy each was to na n ;
one person and the choice between the two so named was to he left to arbitrati :ij .
They were to endeavour to agree on all questions that might ae ise. If they fai ed
and either party desired an adjournment, both were to vote for it, and if still unable
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to agree, they were to leave the question to arbitration . For the guidance of any such
arbitrators it was declared that the best interests of the company and its policyholders
and shareholders generally were to govern their decision without regard to majorities
or minorities or to the special interests of the parties . It was further provided that
tl . notice to terminate the agreement should contain as nu essential part thereof
an offer to sell all the shares held by the part

,
y giving, the notice, or to buy the shares

held by the other party at a named price. The party reccivinz the notice was to
have three months to elect, and the purehase or s .1 le by him was to be completed in
three months after clection . On June 3, 1 9 03, the o .m of A . E . Ames F• Co., of which
Mr. Aines was a partner . suspcnded payment . In _11ay preceding, ,lir. Ames, owing
to his tin;iucial euibarrassuient, desired to realize upon his interest in Imperial Life
holdings . \1r. Bradshaw wa ; unwilling to part w ;th his interest . It was finally
:u•r :m_md that 11r . Cox shonld pay Mr. Aines about $ ?3 .000 and \fr . Bradshaw about
M1 :3 .000 for the caneellati~~n of the agreement . - [r. Co1 has sincc, through the Central
Canada. centinued in solo control of the company. 'l'he circumstances attending the
making of this agreement. and its rescission indicate the value placed by Mr . Cox upon
such control . IIe ` reluctantly consented' to mal :e the agreement referred to under
sottie pre-sure by Messrs . Flnvelle and Allies, Mr. Bradshaw, the secretary of the coni•
,,rny, in tti•hol,• they were interested, not being entirely satisfied with his position
uiuler the individual control then existing and foreseeing the possibility of ai : .nlga-
mation or some other alteration which might affe .:t his interests . \Ir. Cox took ad-
vantage of the firat oppôrtunits to-régain control "at . ;i very considerable cost . This
payment and certain other payments hereafter discussed, made by Mr . Cox to reduce
expenses and cover up losses . were not because of the intrinsic value of the shares as
an invc tment, but partly because of his personal interest in his son, the managin r

, director. and partly because of his ambition to direct the financial transactions of the
company, b y means of a board under his absolute control .

Air. Cox, in his evidence in the Canada Life inquiry, frankly ndmitted that he
brought about the incorporation of the Imperial Life for the purpose of creating a
position as managing director for his son, lfr . F. G. Cox, and that his object in that
regard was known to the persons who joined him in the incorporation of the company .
Pursuant to this purpose, _lir. F. G . Cox was at the very beginning appointed managing
director and vice-president, and lie continued to occupy these offices down to the date
of the inquiry . His salary until the end of 1904 was $6 ,000, and afterwards $8,000.
During nearly all this time, the real management of the company seems to have been
vested in Mr. Thomas Bradshaw . the secretary and actuary of the company, and for
some years past one of it, vice-presidents . His salary to 1900 was $2,500 ; to 1902,
$3,500 ; to 1905, $5,000, and for 1905 and 1906, $0,000 .

From and including the year 1901 the company made certain special advances to a
few of its general agents for the purpose, it was said, of retaining their services . They
were made by the director.5 on the verbal guarantee of lir . Ames. The accounts with
the agents were kept as current accounts, showing advances and repayments ; the
balances being as follows : 1901, p'3,412 ; 1902, $8,509 .31 ; 1903, $11,404 .03 ; 1904,
$9,512 ; 1905, $6,546 .35 .

On December 31 in each of the years 1901 and 1902, Mr . Ames gave his cheque for
the balance then due, and on the 2n1 of each January following a cheque was returned
him for the same amount ; neither the receipt nor thi payment being shown in the
annual returns for those years .

In 1903, Mr. Ames' financial position having altered, Sir Mackenzie Bowell, Hon .
S. C. Wood and Mr. Bradshaw waited on Mr . Cox and explained to him the position
of this account, and he thereupon, according to the understanding of the committee,
agreed to assume and finally discharge the liability . On December 31, 1903, he gave
the company his cheque for the balance then due . He seems, however, to have taken a
different view, as he expected and demauded repayment of the amount in the January
follcwing. The matter came up at a meeting of the executive committee of the com-



ROYAL COMMISSION ON LIFE INSi'RdD'CE 87

SESSIONAL PAPER No. 123 a

pany on August 3, 1903, when Messrs . S . C. Wood, 11 . N . I3aird . J . J . ICenny, I'. O . Cox
and Thomas Bradshaw were present, when, on motion of .lir . Kenny, seconded by llr .
Baird . the followii:n resolution was pnsscd :--

` Whereas the 1-Ion . George A . Cox paid to this company in December, 1903,
the sum of $11,40s: .03, being the amount appearing in the books of the company as
due by agents for advances, se veral members of the executive committee under-
stood that Air . Crx assumed this indebtedness on the part of the agents, and ex-
pected to be recouped from time to time as these ndvances were repaid, and the an-
nual report for 1903 therefore shows nothing due on these accounts so far as the
company was concerned, the duty of tho company simply being to collect the moneys
duc and hand over the same to M r . Cox; and whereas the tion . George A . Cox
states that such was not the understanding, that lie simply advanced the money as
a temporary accomm o dation, and that it should have been returnéd in fanuary
last, and that lie would not have made the advance on any other terms ; and
whereas it must be assumed that Air. Cox is right in his contention, therefore the
chairman and managing director are hereby instructed to repay 1[r . Cox the
money so advanced ; that as tiie money was deposited with the Central Canada
Loan and Savings Company at --1ir . Cox's request, and allowed to remain on deposit
with such company at his request, the adjustment and payment of the intelest must
be made between that company and him . Note : It has since been found that the
nbo ve money_was deposited to the company's e i edit in the Canadian Bank of Com-
merce, and the payment of interest by this company to the Hon. George A. Cox is,
therefore, authorized. Confirmed, S . C . Wood, chairman .'

Thereupon the amount paid by Mr. Cox in December, which had been credited t o
the çompany in a special account in the Canadian Bank of Commerce, as above in-
dicated, was repaid to him with interest . At the end of 1904, the balance of this
account, $9,512, was written off, and was not treated by the company as an asset in its
return for that vear. In i905 further repayments made by agents reduced the account
to $6,546 .35, and it is expected that the company will not sustain any loss.

Shortly after the creation of the company, Messrs . Cox, Flavelle and Ames agreed
to pay moneys into its funds from time to time to assist in meeting expenditures con-
nected with the establishment of its business, and accordingly the following sums
were paid : 1898, $7,000 ; 1899, $10,000 ; 1900, $5,000 ; 1901, $ 1 0,000 ; 1902, $.35,000 ;
1903, $24,000 ; making in all $91,000 . The payments from 1898 to 1900 inclusive were
applied to the reduction of the expenditure in respect of officers' salaries . The pay-
ments Ÿrom 1901 to 1903 inclusive were spread over *nany items of expenditure, mak-
ing some reduotion in almost all the expense acc-,unts . These moneys were never
shown in any annual return, the returns, on the contrary, ahowing expenditures less
by the amount of tliese uioneys than their real amount . The argtm .3nt was'that these
moneys were an absolute gift for the express purpose of meeting expenses which
might not otherwise have been incurred and not in the regular course of+busincss .

Your Commissioners entertain no doubt that in making the return required by
law it was the clear duty of the officers of this company to disclose fully all these pay-
ments and the total expenditures at their real amount .

The company first became interested in the bonds of the Sao Paulo Tramway
Light and Power Company on Décember 19, 1900, when it loaned $30,000 upon $60,000
of them. This was part of a total loan of $100,000 on $200,000 of the bonds . The
loan was guaranteed by the National Trust Company. The balance of the loan,
$70,000, was advanced on January 2, 1901, the company not having in hand in Decem-
ber the whole amount necessary . Yearly renewals of the 'loan were made in December
in each of the years 1901, 1902 and 1903, and it was paid off in 1904 . The rate of
interest each year was 6 pgr cent with an additional 1 per cent commission, making a 7
per cent investment. On December 31, in each of the years 1901, 1902 and 1903 the
National Trust Company went through the form of paying off the 1o^n, the amount
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being returned on January 2 following. It is argued that this practice w . 's ju-tified
in the case of this loan by a stipulation made when the money was advanced. This
does not appear to lesacn its impropriety.

The company on lfarch 30, 1901, made an advance of $50,000 on the security of
$56,000 of the Sao Paulo bonds and $56,600 of Sao Paulo common stock to Mr. J . W.
Flavelle, who from the incorporation down to 1900 had been a director and vice-
president, and had taken a very prominent part in the company's affairs, but had
céascd to hold office at the end of 1900. He still remained a sbar holder. This c•jm-
pany's Act expre.sly incorporates the provisions of the Companies' Clauses Act, which,
by section 38, prohibits loans to shareholders, and therefore the transaction was an
impro3,er one. At December 31, 1901, while the loan was still current, lir . F1aNe11e
went through the form of paying off the loan, giving the company his cheque . 'Ihe
money was repaid him on January 2, 1902. The company exercised the option and
l:urchn,~cd the bonds and stock in 1 9 02 . The stock was sold for $7,912.50, which was
credited to profit on investment . The $50,000 bonds, together with $75,000 bonds 3nv
chased on May 8, 1902, from the Central Canada Loan and Savings Company, wcrc
carricd until I)ecember 29, 1 9 05 .

[n thc mouth ., of \[a~• and .1 11i ie, 1110 :3, advances were made to A . E. Allies & Co.,
who were then in embarraast-d financial circumstanecs, suspending payment on June
3 . 1903, as follows : May 21, $40,000 ; June 5, $28,700 ; June 10, $2,400 ; making in all
$71,100 . '

\(r . Ames was then the presidentofthe company,but shortly aftc+r, on June 12,
resigned, his resignation being accepted on Jttne 15 . Air . Cox was assisting hinm in
dcaling with his embarrassed affairs, and arranged with .lir. Bradshaw that the com-
pan}-'s cloques should be given to .llr. Aines, 1(r . Cox undertaking to ]land over 4 per
cent debentures of the Toronto Savings and Loan Company as security. That com-
pany was org: nizrd by .lir . Cox in 1~85 for the purtose ( f Oking cner and hondling
his property intcrests in Peterl oro, and was entircly controllcd by Min . The batik
account of tLe Imperial was then overdrawn to the extent of about $120,000 and the
oveidraft Fore iuterest at 6 rer c,,nt . Mr. Bra(Hiaw did not know who was furnish-
ing the security, Cox, Ames or the Toronto Saving and Loan . The intention seems
to have been to reduce the loan somewhat within a short period and to give it the final
form of purchase by the Imperial of the securing dehentur(s . No minute or other
written authorization of the transaction appears . It is stated, however, that the
arrangement included a verbal guaranty by _lfr. Cox that 2 per cent in addition to the
9which the dehenturea bore would be paid, s o as to indemnify the Imperial against
the 6 per cent paid to the batik on the overdraft of $120,000, which was, of course, to
be increased by the amount of the advances, and continued in fact to the end of the
year. The renson given for there being no minute or other record üpL)n thë subject
is that it was the intention to reduce the loan as soon as possible. There were some
moneys paid by Mr . Allies between the date of the advances and the end of the year,
and sonic $12,000 was transferred to the credit of the~e advance :, from another account
of Mr. Ames, with the result that at the end of 1903 the balance of the : dvance> was
$50,000 . A meeting of the executive committee was held on December 30. Authority,.
was given at this meeting to purchase $50,000 of-the 4 per cent debenturrs of th e
Toronto Savings and Loan Company, payable at fixed dates and all to date from May
21, 19O3, with a verbal guarantee of air. Cox that an additional 2 per cent half yearly,
would be paid, The 2 per cent was paid up to December 31, 1903, but during 1904 and
1905 the 4 per cent debenture interest only was paid, so that at Deecmber 31, 190 6 , Mr .
Cox was liable to the company for $2,000 on his guarantee . On December 29, 1 905, at
a meeting of the executive committce at which were present Hon . S. C. Wood, F . R.
Eccles, F . T . Malone, G . A. Morrow, S. J . "Moore, F. G. Cox and Thomas Bradshaw, it
was resolved :

` that the 2 per cent charged in addition to the 4 per cent on the Toronto Loan and
Savings Cwnpany debentures, $50,000, amounting to $2,000, be written off, that
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the 2 per cent be not charged since December 31, 1904, and that 4 lxr cent be the
-rate of interest claimed in the future . '

There is an inconsistency in the resolution, in $2,000 was the additional nccumu-
]nted interest from December 31, 1903, not 1904 . Pursuant to this resolution the addi-
tional $2,000 was written off. lir. Cox did not deny his liability, but suggested that,
as the company's bank overdraft was made good by the end of 1903, the company
should be satisfied with 4 per cent, and his suggestion seems to have been readily oc-
yuiesced in by the committee . Nothing could more clearly indicate the reality of .lir.
Cox's control, At a time when the batik account was overdrawn to the extent of
$120,000 be procures advances to his son-in-law a11101111t1ng to $71,100 . IIe procures
the pledging of the eompany's credit to borrow money with which to nlako the ad-
vances . The advances bear interest at i ; per cent, but so does the overdrawn batik
account. By a resolution pas-sed two years later, on a lucre sugge_tion front .lfr, Cox,
his liability is wiped out, and the transaction becomes one that the management of
this company would not for a moment have considered if offered in the ordinary-,
co? :rse of business, a purchase of debentures to yield 4 per cent . -

On June 1, 1903, while Mr. Ames was president of the company two 4ays before
his firm suspended payment, and after the credit of the company had already been
pledged to assist him to the extent of $71 .100 as abowe mentionecl, lie presided at a
meeting of the executive committee at which the others present were I)r, F . Il . Eccles,
IIon . S. O. 1Vood," If . N. Baird aiuI Tliomns Bràdshaw, and submitted a document
signed by Mr . Cox in the words following :--

`-I--hereby guarantee the repayment to The Imperial Life Assurance Company
of Canada, within two years from this date, of the sum of one hundred and
seventy thousand seven hundred and forty-six dollars, the purchase price of the
stocks as undernoted, with interest thereon at the rate of 6 per cent compounded
half yearly, less dividends received by the said company in the memitime on said
stocks, provided the said The Imperial Life Assurance Company of Canada will
grant to me the option of repttrchasing the said stocks at the said purchase price,
with interest thereon as aforesaid . It is understood that any of the said stocks
may be released during the period named upon my pa}•in- the said company the
full market price thereof as at date of release (which market price I guarantee
will not be less than the price below nauied), the said full market price to be
creditet? by the Imperial Life Assurance Company of Canada on account of the
total ptlrchase price of all the said stocks.'

The following are stocks above referred t o

No.
Shares .

234
736
500
250
430

Company .
M arket Purchase
Price. Price.

S ~

British America Assurance Co . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90 10,530Western Assurance Company . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90 26,496Ontario Bank . . . . . . . . 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 131 65,500Dominion Coal Co ., l.td . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94 23,500Twin City Rapid Transit Co . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101 I 44,720

Total purchase price. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~ 3 170.74 6

GEO. G . COX .

After discussion it was marked 'approved' by the chairman and the minutes-
record the transaction as follows :-

`The purchase of the undermentioned shares was approved .
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:aI Iiriti=h .1,ncrica. 85 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . S 9,913 00
. . . . . . . .736 Westcrn As>urnnci•, ry~ &5 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,024 00

SINI Ih,tnli~ . Hank. 121 71i . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 60,881 so
. . . . . . . . . . . . . . . . . . . . . . . .! :l U„Inini.m 0 72 2 -:3. 18,I6.5 :i4

1311 T" in l'il~~. 1. . 911 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38,742 67

Tutal . . . . . . . . . . . . . . . . . . . . . . . . . .$ 152 758 R 7

At the next sucee di g utceting this minute was confirmed .
The total amoiult ~icntiotlt-i i ,i the nlinute, $15 2 ,758.87, was paid out by the com•

pany to difierent financi-a institutions with which theso stocks had previously been

carried by A. E. Allies & Company, and ledger entries were made among the records
of transactions of warchaFe and not among the records of loans . Each stock was

carzied in a te ;; ;n•ate accowlt, and . where the compiny owned other stocks of the same

kind . all such holllinr-, were luingled in the saine account .

By Ille end of the year . all these ~;tocks had been sold, under verbal instructions

given from time to time by Ur. Cox at a total profit of $12 .354A0, On June 26, 1 9 03,

after the c:u•lie.~t sales were made the entries relating to all these stocks were assem-
bled in a single acccunt, ?leadeti ' Special investment account,' stillA:twmaining, how-
ever, among the records of owned stocks. No explanation of this was fortheqtning,
but -iii any view of the transaction sonic such accoluit would be necessary in order to
a=certain the liability, if any, under Mr . Cox's guarantee. No further change was
made in the bookkeeping, >,ultil the meeting of December 30, 1903, when a directio n
was made to nmend the minute of June 1, 1903, so as to make it read ,

' loan to Hou. G. A . C'ox at 0 per cent of $152,7 6 8 .87 on the security of the follow-
in, stocks,'

instead of ,

` the purchase of the undermentioned shares was approved .'

'ihe minutes of that meeting also recorded tha t

' tlle lofl, to Iion . A. G. Cox of $152,768 .87 was reported to have been paid with
interest . '

This ,imendment seems to have been made on the suggestion of the auditors to author-
ize the transfer of the balance of this account, $12,354 .90 to the Ames advance ac-

count . Whether the real transaction w as a purchase or a loan depends upon wha t
took place at the meeting of June 1 after the Cox guarantee was read . If it was ar-
ranged that the transaction should be a loan of a smaller amount than the proposed

purch :ise money, the impropriety of the transaction is confined to the official relations
of _lir. Ames and this typical instance of llir. Ctix's control . If the transaction was a
purchase and sale the sub .,equent alteration of the minute and the release of th e
812,354 .90 was an added impropriety.

In 1903 the company joined in underwriting Electrical Development Compan y
bonds at a0, with 100 per cent of bonus stock, its share of the underwriting bein g

ti50,000 . The >,idcrwriting agreement required it to pool its holding for one year fro m
January 1, 1903, with all the other holdings covered by the agreement. It might tak e
up and pay for the bonds, in which case it was obliged to hold them for a year . It
might permit them to remain in the pool, in which case they might be sold at prices
fixed, not by the company, but by the managers of the pool. The stock was sold in
1904 at $18,875, which was partly applied in the reduction of the price of the bonds
and partly carried to profit on investments. The bonds remained as an investment until
April, 190 6 , when they were sold . Your Commissioners are of opinion that it was no t
a proper investment of insurance funds to place the sum of $45,000 beyond its contro l
for a year in order to assist the publ e flotation of bonds .

. The company bought $22,000 bonds of the Dominion Iron and Steel Company, a n
unauthorized investment, in April, 1902 . At the end of the year, in order that the
bonds might not appear in the company's annual return, they purported to sell them
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to A. E. Ames & Company. On January 2 . 1903 . the company ngnin took delivei,v of
them and other bonds of the same company . making in nil $50,060 bond, representing
,in investment of $44 .444.25 . One-half vas sold in November and December. 1903 . at
prices varying from 574 to 59, the nmotmt realized being $14 .419 .26, and in December
the balance were sold to the Dominion Securities Corporation at cr s t, or about 30
points over the market price, realizing $22,000 . The loss on the whole was $g .065 .

On March 16, 1903, 200 shares of. Dominion Coal stock, another unatrthorized
security, were purchased, but no report of the purchase was made to the board until
June 29. It was sold on July 6 at a loss of $2,619 .67 .

The Superintendent of Insurance on \tarch 10. 1901, notified the secretnr, V of the
company that both these investments being unauthorized the director; were per,,onally
liable to make good the resultant losses . Suhsequently, on May 23 . 1904 . lie wrote to
Sir Atackenzie Bowe11, then president of the compans, asking his personal nttention to
die mntter . When -Air . Cox was informed that the directors proposed to make the loases
good, lie stepped in and made them good hinLself.

The company, on an application received through its agent at London, issued a
policy of insurance for $25,000 on the life of A . E. Wallace, manager of the Atlas
Loan Company at St . Thomas . On September 25 . 1901, the executive committee ap-
proved of the purchase of five 4 per cent debentures of time Atlas Loan Company for
$1,437.50 each, as payment of the flrst five premiums . It was also provided that the
agents' renewal commission for the second, third, fourth and fifth years should be
crèditéd to-mtérést,which-nôiil3 rnhkc th -~ ini•2 .ctment yiéI,1 f; Ipér -cent . Two cleben-
tures were received in payment of the first two premiums . Before the third became
due the Atlas Loan Company became insolvent and was wound up . After crediting
the dividend received from the liquidator, the loss on these debentures was $1,139 .27 .
The policy lapsed.

TI1B NATIONAI. LIFE ASSURANCT CO11t ANY OF CANADA .

The National Life Assurance Company of Canada was incorporated in 1897 by
Act of Parliament, 60-61 Vie ., cap . 78, and there has been no amending Act . Share-
holders only vote at annual meetings, but the Act authorizes the company to extend
the franchise to its policy-holders .

The authorized capital of the company is $1,000,000 . The Srst issue was $500,000,
and in 1\Tovember, 1905, the balance was i ssued and was all taken up before the end
of that year.

All the capital was issued subject to a call of 20 per cent and a premium of $5
on each share. Each subscriber, therefore, paid $25 per share, $20 of which was
credited to capital and the balance carried to s;irplus funds . The company has not
yet paid any `dividends .

Notwithstanding the premium contribution of $5 per share, a substantial im-
pairment occurred . At the end of 1903 the company had a total surplus on policy-
holders' account of $24,914 .5 9. The paid up capital then amounted to $98,829 .70, so
that an impairment to the exten t of $73,915 .11 had taken place . The $5 per share
premium, or $25,000 had also b een expended . At the end of 1904, the total surplus
on policy-holders' account was $13,258 .75 and the capital paid up was $100,889.70,
the impairment being $87,630 .9 -:5 .

A repert on the company's :iusiness was made by M r . W. T. Standen, consulting
actuary, on Febrûary 7, 1905. He pointed out that the business, commencing in the
fall of 1899, when competition for new business was keenest, and the c~st of securin g,
it highest, it must necessarily sink all or most of its capital before it could be hoped
that the retu rns would permit the impairment to be reduced and the capital to be
restored . He recommended an increase in premium rates-fo it point very near the
standard rates used by the other Canadian companies . He also recommended the
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adoption of some distinctive plan of terni assurance, business on the usual plans being
burdensome because of the heavy reserve .

Accordingly in 1905 the company adopted a 5-year option policy, giving the as-
sured term insurance for 5 years, with the right, withont medical examination, to
renew on the life, endowment or limited payment plan .

The company had on its books at the beginning of the year $2,731,731 whole life
Insurance, $1,071,523 endowment insurance and $700,500 terni insurance ; at the end
of the year it had $2;732,842 whole life insurance, $1,085 .480 endowment insurance,
and $1,307,115 term insurance. The only real increase during the year was, therefore,
in respect of terni insurance .

As already stated, the company in this year also issued $500,000 additional capi-
tal upon whicli n premium of $5 per share was paid . The premium thus received
amounted to $24,500. The result of the year's operations was that at the end of it
there was a total surplus on policy-holders' account of $163,508 .75, the paid up capital
stock then being G199,860.70, and the impairment being, therefore, $36,351 .95 .

Waile 5-year terni insurance is most vigorously urged, insurance, both participat-
ing nul non-participating, on other plans is also written . No profits have yet been
divided among policy-holders and the first distribution will not occur for some three
years. No preparation has yet been made for such distribution .

Directors have been allowed to deduct the full first year commission in respect
of policies taken by them .

Tho company has confinëd itself Almosti exclusively to municipal debeütutes .

Having regard to the small volume of its investments it is not believed to be profitable

to establish a bruich to manage mortgage investments .

For a time call loans to brokers were made, but this was discontinued, the man-
agement not feeling sufiiciently in touch with the market values of securities. Two
loans were made to brokers on authorized securities, in one case Canadian Pacific
Raihvay stock, and in the other Twin City Rapid Transit Company stock . They
were current for about two months and there was no loss .

The head office building was written up in value after the expenditure of con-
siderable sunis in alterations and improvements . The Superintendent of Insurance
questioned the annuAl return in this regard, and the value of the building was de-
termined for the purposes of the return by an independent valuation to which the
Superintendent assented .

TIII,: ROYAL VICTORIA LIFE INSURANCE COMPANY.

This company was incorporated in 1897 by Act of Parliament, 60-61 Vic ., cap. 8l .
It has an authorized capital-of $1,000,000, all of which was subscribed and a call of
20 per cent paid up thereon, by the end of 1898.

The company was promoted by Mr. David Burke, who has been its managing
director since its incorporation . The organization expenses were small, by comparison
with some of the younger companies . The special Act cost $485 .65, and commissions
on sales of stock amounted to $1,785.20, making the total organization expenses
$2,270 .85.

The capital stock is held by some 300 shareholders, no one person, nor any group
of persons united by a common interest, having control. The directors and their friends
hold about 1,300 out of a total of 10,000 shares . A fr.rm of proxy was sent to each
shareholder for the first general meeting after he be%ame a member, and proxies re-
presenting about 4,000 shares ware thus obtained. These proxiés are in -a form wbich
makes them available for all annual or special meetings. The large majority are in
the names of the president and manager, and many others are held by individual direc-
tors . With the assistance of these proxies the directors control the votes. Policy-
holders have no veice.
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The capital was not issued at a premium, and impairment resulted in the first
year's operations . This impairment has incr2ased year by year, the largest increase
Leing in the year 1905 . The impairment at the end of each year was as follows :-

1897, $7,919 .42 ; 1898, $2 74,164 .10 ; 1899, $37,651 .09 ; 1900, $52,904 .76 ; 1901, $74,-
595 .06 ; 1902, $84,014 .72 ; 1903, $108,056 .02 ; 1904, $130,837.30 ; 1905, $155,267.91 .

The.insurance in force at the same dates was as follows :-
1897, $243,500 ; 1898, $9 2 0,577 ; 1899, $1,653,807 ; 1900, $2,051,660 ; 1901, $2,6S0,-

152 ; 1902, $3,358,331 ; 1903, $3,797,670.30 ; 1904, $4,201072 ; 1905, $4,633,610 .
In explauation of the large impairment having regard to the comparatively small

amount of business in force, it was said that the company had been unfortunate in
respect of death losses, that there had been an excessive mortality and that in some
years policies much larger than the average had become claims . This was not, it was
eaid, attributable to an improper medical selection but was accidental, and might have
happened with any company having a small number of lives exposed . It was also said
that the impairment itself made it difficult to obtain new business, and therefore greatly
increased the expenses . Compari ;on with other companies which had received moneys
from their shareholders by way of p:emium, or other contributions, which had no place
in the capital indebtednes~, was alleged to be unfair, this company not having resorted
Lo any such device . In 1905 Mr. Blackadar made a report to the superintell dent on
the progress of this company's business which, later in the year, was communicated
TO the direétôrs-of the côinpaity. In if lié iëfërred to the abriornial-&ath rate As one
of the causes of the large impairment, but lie also rttraibuted it to tha magnitude of
the expenses of management by compari5on to the new business each year. Your Com-
missioners agree in this conclusion that with so large n volume of espcnditure there
should have l,eeu a much larger volume of new business, to produce larger renewal
premiums in subsequent years and so gradually overtake the impairment .

The compa••,- has given agents bonuses for business written in the lest month or
the last few months of the year . Possibly the largest bonuses were given in 1901 .
By a confidential circular to the agents dated September 25, 1 901, they were offered
: ash bonuses for lircember business as follows :-A200 to the first, $100 each to the
next three, $50 each to the next six and $25 each to the nf•xt eight . To qualify for the
competition each agent was required to write $1,000 of insurance in September, or
$2,000 in October or $3A00 in November, and all busine~> written in September, Octo-
ber or November was pl .,ced to the credit of the December biisincss . Any agent writing
43 .000 of insurance lietw(-en September 1 and Deceniber : 11 and not securing a bonus
was to be entitled to an cxtra commission on the first year's cash premiums of 5 per
cent. This plan of bonu,~ing agents to induce them to cr .,wd business into the last
few months of the year aocounts, no doubt, for the large numbers of not taken and
lapsed policies. Of th , new business written in 1904, about 45 per cent. either lapsed
or was not taken at the end of 1 9 05 . The company seems to have been already paying
substantial commissions to agents, and the December business cost approximately an
additional 5 j per cent.

After its organization the company establishA a system of local boards, to obtain
the assistance of influential persons in the different localities in which business was
sought. They had no duties except to speak favourably of the company . They held a
few meetings each year, for which they were paid $5 per meeting. They have not been
called together for the last two or three years .

The company's powers of investment are entirely governeà by section 50 of the
Insuran-de Act. Call loans on stocks have been made to different brokers, including
Macdougall Bros ., ahareholder$ in the company, and L. J."Forget & Co ., in which firm
Hon. L. J. Forget, a director and vice-president of the company, is a partner. These
transactions are in contravention of section 38 of the Companies Clauses Act, pro-
hibiting loans to shareholders, which is expressly made part of the Act of inoorporation .
Some of these loans were on imauthorized securities, the management making a dis-
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tinction in this respect between loans and purchases, not because it was believed that
the Act made any such distinction, but because it was thought that it should .

Loaus were made to brokers on the following unauthorized stocks : In 1897, 300
C .Y .R . ; in 1899, Canadian CAored Cotton Mills and C .P.R . ; in 1900, Canadian
Colored Cotton Mills and Twin City Railway ; in 1903, Detroit United Railway, Twin
City, Dominion Iron & Steel, Canadian Colored Cotton Mills ; in 190 6 , Detroit United
Railway ; in 1906, Detroit United Raihvay .

The amount loaned on call has always been a large percentage of the company's
assorts, sometimes as much as one-half . Your Commissioners are not satisfied, from
the evidence, that the highest rate of interest ha3 always been obtained on these call
loans, the management relying too much on the borrowing brokers for information as
to current rates . In 1904 the Superintendent called attention to certain unauthorized
securities which had been carried over from the previous year, and the loan was paid
off. In February, 190 6 , attention Was again called to unauthorized securities carried
at the end of 1905 . These were then replaced by securities authorized under the Act,
and at the date of the inqairy it was stated that the company held no unauthorized
securities .

T III'. CON'I'ILIF I', INSURANCE COMPANY .

This company was incorporated by Ontario letters patent in 1899, with a capital
stock of $1,000,000 . Two years later'it ama mmated with the Farmers & Traders Life
untl Accident Assurance Company, Limited, n .id an Act of the Ontario Legislature was
obtained (1 Ed. VII ., cap. 91), confirming the amalgamation, fixing the capital at
$1,500,000, tl .e subscribed capital at $765,400 and the paid-up capital at $63,891 .64 .
Subseciueutly the subscribed capital was increased to $1,000,000, and at the end of 1905
the paid-t,p capital was $180,255 .04 .

The co• pany obEf~ined a Dominion license on December 31, 1901, at which time
the impait :i,- t t of capital was $57,581 .49 . In subsequent years the impairment was :
1902, $54,21 " ; 1903 . $60,338 .93 ; 1904, $08,872 .68 ; 1905, $63,033 .77 ; the last being
the only year v which the cotupany niade a profit . In addition to capital the share-
holders have p t .d premiwu ou capital amouuting to $26,712 .43 since December 31,
1901 .

I'rior t- th( formation of this company, its nianager, Mr . George B . Woods, was
superintendt nt of agencies for the Merchants Life Association, carrying on business as
a friendly =ocicty. It was not successful . 1ir. Woods advised that it be wound up,
and it ;ic con 1, ingly went into liquidation . Its executive officers were : Hon . John
Dryd(,• :, presidont ; Emerson Coatsworth, first vice-president ; R. S. Williams, second
vice-president, and J . B. Reid, secretary; all of whom became directors of the Con-
tinental Life . The latter, on commencing busines~ afl'ered insurance to the policy-
holders of the deftunct Ilierchants Life Association, at special rates, because, as stated
by Mr . Woods :-

' at that time there were quite a number of the men on the new board that were
on the old board, and they wanted to protect the policy-holders as much as they
possibly could .'

The method of giving a preference was to issue 14-rear payment life policies at
about the 15-payment life rate, and 18 or 19-payment life policies at about the 20-
payment life rate . The total insurance thus written was not large-about $33,000-
but the principle was entirely wrong as it preferred the policyholders of the defmtet
society who had no claim whatever upon the Continental Life .

The Farmers and Traders Life and Accident Assurance Company, Limited, was
incorporated in 1896 by Ontario letters patent, and commenced business in 1897 as a
life company, but never operated as an accident company. It had an authorized ca'pi-
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tal of $500,000, of which $346,tt00 was subscribed and $34,690 paid in thereon . An
offer was made by the Continental Life on December 13, 1000, to pay the shareholders
15 per cent advance on the amnunt paid up on their shares, the premium serving to
compensate the shareholders for loss of interest while their money had been invested,
no dividends having been paid by the company . The purchase price was payable
either in cash or paid up stock of the Continental Life . The offer was accepted by n
resolution of the Board of the Fnrmers and Traders . Thereupon Messrs . Henry Car-
gill and Henry Scott, directors of the Continental Life, paid into the Atlas Loin
Company, of whieh Mr. A. L. Wallace, a prominent director of the Farinera and
Traders was manager, sufficient money to pay for all shares . They paid their o AA- n
moneys but were guaranteed against loss by the Continental Life . The stock having
been purchased, officers of the Continental Life were appointed officers of the Farmers
and Traders and a formal agreement was entered into, dated January 2, 1901, for
amalgamation under the name of The Coniinental Life Assurance Company . There
was paid for the stock of the Farmers and Traders $36, 66 0.37 in cash or stock, and
after realizing the assets and paying the liabilities the cost of the insurance taken
over was $24,606 .88. The insurance in force at the date of the agreement was esti-
uiatcd to be $909,500, but by December 31, 1901, it had dwindled down to $731,400,
It was stated that the estimated cost of the business to the Continental Life was
$26.27 per $1,000' of insurance, but allowing for the shrinkage in the volume of in-
sttrance and the fact that the premiums on the Farmers and Traders policies were
substantially less than the Continental Life was charging, the cost to the Continental
~;reatly exceeded that amount . No investigation was made . Ancther company having
cffered 10 per cent on the paid up stock, the Continental offered an additional 5 per
cei .t, no doubt expecting to pay in capital stock instead of in cash . Very few of the
sharcholdcrs accepted stock, almost all insisting on cash .

Among the assets of the Farme» and Traders were $2 5,000 dcbentures of hie
Atlas Loan Company, which, on the amalgamation passed to the ('outimmtal T,ife.

The debentures matured in 19 0 2 and were paid off, the Continental then desirin g
the money and iusistingon payuient . _lfr. Wallace, thomanager of the Atlas Company,
who had meantime become a director of the Continental, desired them renewed, and
it was agreed that the Continental should repurchase debertures to the saine amount
ao soon as convenient . Accordingly, in August, September and October, 1902, $25,000
debentures, bearing 4} per cent interest, were purchased .

In May, 1901, the Continental issued a policy on the life of I1', If . _l[urch, presi-
dent of the Atlas Loan, for $25,000, the Atlas Loan being the beneficiary. An agree-
Tnent in writing was nisde between lliurch, the Atlas Loan and the Continental, pro-
viding that so long as the ordinary capital stock and debentures of the Atlas Loan
continued to be worth in the-market their face value, the Continental should accept
them at their face value in payment of the pretniiuns, and should renew them for
further periods of 5 years, until the termination of the policy, whereupon the company
was to be at liberty to pay the policy in such debentures . Debentures for $1,300 each
were received in payment of premiums for 1901, 1902 and 1903, making in all $3,900 .

The Continental at Wallace'l request deposited $5,000 with the Atlas Loan with-
out security, at 4 per cent . The balance at the credit of this account on the failure of
the Atlas Loan in June, 1903, was $5,116 .75 . Dividends were subsequently received
from the liquidator, amounting to 37 per cent, leaving a loss of $3,190 .26 . This was
carried as an asset up to December 31, 1905, when Mr . Blackadar insisted on its being
written off and it was taken out of the return for the year .

On the failure of the Atlas Loan the Continental still held all the debentures men-
tioned, amounting with interest to $29,435 .38 . The Continental being a young com-
pany and its business not well established, serious injury was apprehended should its
liability to loss by the Atlas failure become known. Advice is said to have been given
that the debentures were a first lien on the Atlas assets, with priority over claims of
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depositors and that therefore there would be no loss . In these circumstances it was
decided to make a pretended sale of-the debentures . In form they were sold to G. T.
Somers, a director, at the Funount of the debt. It was provided, however, that the
company should pay Somers, his executors, administrators or as3igns, annually, a com-
mission of 2k per cent of the annual premium income of the company until the loss,
if any, should be made good . This liability was not disclosed in the returns .

The money with which this pretended sale was carried out was loaned by the
Traders Bank upon the note of all the directors save one . Its proceeds were deposited
in the bank to the company's credit in a special account, but were not to be drawn out
except as other moneys were applied in reduction of the note. Somers executed a
declaration of trust in respect of the debentures themselves in favour of the directors
who signed the note . including himself . In February, 1904, the company paid about
$2 .500 on account of the commissions which formed Soniers's security . This was
pzid to the bank on the note and. all equivalent amount of the deposit released, a
frcsh note being taken for the balance. In lfarch, 1904, furtbcr payments were made
of about $1,30tt, the surrcnder value of the _liurch policy, and about $9,000, the divid-
end paid by the liquidator of the Atlas Company, releasing equivalent amounts of
the special deposit . The amountat credit of the special necount on December 31 ,

was about $16A00, and the promissory note then current was for a somewhat
smaller amount . lluring 1 1,1 05, after it became certain that there would be a very
substsutial loss in respect of the debentures, much discussion took place, as the result
of which papers were prepared, the execution of which would have relieved the com-
pany from all liabilih• and left the directors in the position of haviug assumed the loss .
At the date of the inquiry sonie of the directms had executed the papers, others had
not, but Mr. Sqmeis declared his intention to assume personally any proportion of the
liobility whicli the remaining directors refused to assunie . There was no definite
arrangement as Io the proportions in which the directors should bear the loss, the bal-
arnce of the note was still unpaid . and the special deposit was still in the bauk. Air.
Woods agreed or promised to assunie $1 .200 of the liability, but before lie consented
to ;-elease the company his contract of service, still current, was replaced by a contract
for a further term of five yearz at, in increased salary. Your Commissioners are not,
up,)n the whole, satisfied that the company has yet definitely escaped the peril against
which the directors profes~z to be trying to protect it .

Certain directors and ofTcers in 1903, became the incorporators of the Ontario
Securities Company, Litnited, a comp :iny whose business was to buy and sell stocks .
bonds and debentures . This company subscribed for all the unsubscribed stock of
tlie Continental, and in 1 905 actually paid $3,100 on account of the subscription .
'1•1» management of flic Continental seem- to have treated that company with scant
respect where seeuritiei; were concerned which might be turned to the profit of the
Securities Company. For ex.uuple, while Mr . Woods was in the west, travelling on the
bu .,inrss and at the expen~c of the Continental, lie arranged for the purchase of cer-
taiu debenturei at favourable rates . In one case the debentures were afterwards mani-
pulated to the entire exclusion of the Continental and to the advantage of the Securi-
ties Company. In another lie sold as vice-pre.:ident of the Securities Company'to
himself as manager of the Continental at a handsome profit . No moneys were paid
out by the Securities Company, its function on these occasions appearing to be to
intercvpt the profits earued by Continental moneys, and turn them into the pockets
of the directors disguised as the Securities Company . In this fashion a dividend of
10 per cent on the Securities stock has been paid to the Continental directors besides
bmnjsos of $1 .000 to Somers, $1 .200 to Woods, $500 to Fuller and $300 to Dryden .

On February 1, 1906 , the Securities Company in ite organization of the Sterling
Bank had reached the point at which a deposit of $250,000 in cash must be made, to
enable the subscribers to be called together, a permanent board elected, and banking
business commenced. The ttmount theretofore paid in by subscribers to the stock was
insuf}icient, and more was needed . A plan was devised . The Securities Company
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was handed securities belonging to the Continental to pledge with the Bank of British
North America, to secure the necessary advance. The Securities Company purported
to purchase front the Continental at cost, debentures of the towns of Calgary, Chat-
ham, 5teelton and Fort Francis, amounting in All to about $59,074.38 . These deben-
tures were at once pledged with the Bank of British North America, and $5 4 ,000
raised on them, and paid over to the Continental as part of the purchase money . 'l'Ire
Continental being then in funds, the Securities Company subscribed for $60,0 00 of
Sterling Bank stock At 125, pledged the stock so subscribed with the Continental end
borrowed on it $60,000, with which it completed the necessary deposit of $ 250,000 .
The loan to the Securities Company bore interest at 6 per cent, while the debentures
e,irned about 4 .1 per cent, and this was pointed to ns indicnting that the transaction
was profitable to the Continental and therefore justifiable .

Your (bmmissioners, however, regard the whole transaction as one whereby the
marketable securities of the Continental were. used by the person~ in ccuitrol to rnrr;•
to completion a transaction on which they had embarked for their private gain . The
capital stock of the bank was not n security upon which money could be borrowed
in the market . The directors, therefore, pledged it with the companv which they
controlled and used its m,irketnble debenttnrs to pledge with the Bank of British
North America . the real londcr of the money . The Securities Company thereafter
sold the stock of the Sterling Iinnk thus acquired, ,is opportunity ou,,red, and the,
proceeds were applied to reduce the loan obtained from the Continental . As that
lo_:n was repaid the Continental went through the form of repurehasing its own de-
bentines which it had previously gone through the form of selling . That the pre-
tended sale was a mere clonk •inder which directors in control of one company loaned
its securities to themselves As directors of :uiother is shown by the circumstances that
it was agree(l that if any of these securitic ; should he sold pending the repayment
of the loan, the profit thereon shbuld lrolon-, to the Continental, the real owner .

'J'III? ('HO«'N LIFI? INtitrliAfiCl? t'O1IPANY .

This company was incorporated in 1900 b
1
x Act of Parliament, 63-61 Vie ., cap.

97, r.nd received its license on September 10, 1901 . It has an authorized capital of
$1,000,000, and power to increase it to $2,000,000, after all the original capital has
been subscribed and $500,000 of it paid . The company was promoted by Mr. George
H. Roberts, who was the managing director until shortly before the appointment of
Air. Charles Hughes, the present manager, in February, 1906.

The prospectus profe,-~sed to offer to the public `an opportunity to make a per-
manent investment which would be absolutely safe, would rapidly appreciate in value
and would soon be enrnin_- satisfactory dividends . '

The subscribed capital at the end of each year since organization WAS as fol-
lows :-1901 . $320,00 0 ; 1902, $38R .200 ; 1903, $1(111,00(1 ; 1904, $536,100, and 1905 .
$ 609,600 .

It was all issued at a premium of 25 per cent and subject to a call on both capital
and premium of 25 per cent, amounting to $31 .25 on each share, $25 being credited
to capital and $6 .25 to surplus funds.

In each year the company's returms state that certain sums have been paid in cash
on the subscribed capital an d

-
t certain other sums on the capital premium, the former

nmounting in 1905 to $ 129,465 .29, and the miter to 1W,682 .43, making a total contri-
bution by sbareholders of $ 1 6 2 .0 1 7 .72 .

These alleged payments were not always made in cash . Promissory notes were
taken, discounted within n few days before the end of the year, the proceeds treated
as cash for the purposes of the return, the notes retired by the company at maturity,
renewal notes taken, and at the end of the year discounted like the notes of the pre-
ceding year, and their proceeds again treated as cash . This device was adopted in
the case of the merlical director, Dr. II . T. Machell, although the Act of incorp°ora-
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tien rnuk e, paymcut of all calls and otlrer liabilities a condition of the directors'
qualitic :rtiou . More recently stock subscriptions have been taken on what is described
as the inst.ttlment plan, by which the capital and premium call is divicled into 10_
equal annual payrnrnts, Le :u•inh interest at 6 per cent .

'lbe capital bas been iurp :tircc] each year by an increasing aimount . In 1901 it
icas $ 1,7 117 .5 6 ; in 1902, $31,s9(i .70 ; in 19 03, $68,486 .13 ; in 1904, $ 19:1,2 :111,9 3 ; in 1905,
ti1o9,706 .97 . The comp :w.• had . thcrefore, at the end of 1905 exlx~nded out of capital
$i11 9 , 7 0 6 . 97, in addition to ~ : ;3 .5C~>,•1,S prernium, making together $142,289 .40 out of
a total contribution by sh :n•cholders of $162,017 .72.

The cornpany does not scenr to have practised during tluse years the economy
apprnhrintc to that p:•rio :l of its history . The nranat;inq director . _l[r . George 11 .
li l,c rt : w a~ pc :id as :rl :rry- of $5 .000 frour the commencement . The pro:-4dent, Sir
(-'harles 'fupper. I e-idr~z ,i nlnry of $2 .000 . wns paid a commissimr of 1 per cent on
certain capital :wd hn~miiun mrd yf •:tr1 y , while he lillecl the office, a
rouuis,ion of I po r crart (if the litst year prcwiuw: on policies written during
the year . 'l'his clinrt;e on prcmium incoruc scouts to votn• Cornmissiouers quite im-
protwr and rnrw:rr :rütecl . Mr. Stanrletn, consulting actuary, made two reports on th e

of the rurulrany ou :1trt;u~t 15 . 1001, nnefopublication and the other for
the ln•iv :rte inforrn :rtion ot' tlre clircolnn4 . Ili the latte- lie noforred particularly to the
rcmnucrnliun of the l•o~i,lvnt :in(] dirvclnr :~, which then ztnrounted to $13, 6 00, an
item from n•hirh lie st :rted tlr : :t m :,-,t y o :rnrcompnnies :rrc entirel

, v
exempt . Acting

upon this rctrnrt, the clirrrtnrs' fei•, werc reduced from $ 1 0 to $5 per meeting, and it
was detc•rmincd to rnrluce the prcsidont's rcmwreratiori . Ife thereupon resigned .

13
,

By tbv cc,rn{,,,ny's A c t of incnrt,m•:rtion it is autlorizr d to maintnin sop:trate q c-
couuts of the busine~zs transactc :l in `Industrial. `( ;encr :tl,' `A)stainers' :rnd
` A 1' o mc -n's' ~ccti m . kcot-iui- tbv receitit .< :III(] -,pendirnre> distinct, each section shar-
in--- its on•n profits and p :ryinrr it . clwn prnlr :•r portion o f cxlren!zes . There is also au-
thority to eat :cl , lislr a n n ~inrticip :rtir~ ~ectiorn . Th( crtmpan .N• has not issued indus-
trial policii- nnr •pooial policie~ to :rbstainer4• but :t lits issued pnlicie= to h-on :en,
-Ili(] bus ala,, non-lmrticit, :rtiu~ jwlicir :, . No :rtteinpthns bcen made, however,
to kcep snp :trnte accoinrt~z for tl .e cliiTcrent scrtinn~, 7'hc time has not arrived for
rleclarins-, protit~ unclcr an .v of it~ pnlieies . bttt if its pre~ent methnrls of bnokkeeping
are continuccl it cannot, when the time doe ; arrive, dr otherwise than set aparta
purol ;,- : :rbitrary s :rrn for (livic~ion :unong,:,t lite policybnlriors entitled to profit, in any
particular year . There eau be no nscertaiument upon prinr .,*t,le .

'l'hr estimates is=uecl by this company are consirlerobly vigher titan those is3ued
by older companies, notwithstnndinfi its lower premiums . I'r,mitnns were fixe,l and
estimatc ., made, to attract and secure busiues., and not on any conrpetent cnlc!rl9tion ,

Directors and rnembers of the he,id office staff are allowed cammisçions on policies
taken by them. The latter, with the exception of the superintcndent of at*encies, re-
ceivc- reue«•nl as well as first year commissions on such policie-, ;

'1'III? CENTRAL LII'1: INSt'R:1NCI ; (`O.IiPANY O;? (' .1N.ADA .

By letter :> patent of the province of Ontario, dated February 23, 1901, Thomas
Crawford . \I .P .P . . '.L' . E . Rissell . Dr . James Dow, Major J . J . CIalg, J . W. St . John,
1)r. A . Groves and John M . Spence were incorporated to carry or, the business of life
insurance under the narm . .f 'The Central Life Insurance CompLny,' with a capital
stock of z1,000 .00. Or ~,cirtetnber 1 6) , 1904, the name of the comnany was changed
by orcler in council to Central Life Insurance Company of Ca,lada, '

The company was ptntnoted by J . M . Spence. The original intention was to have
the head office in Guelph or elsewhere in the county of Wellington, wrere the capital
was expected to he subscribed, but after consideration it was established in Toronto .
Or April 1, 190 6), owing to the increased expense of maintaining a lret.d office in
Toronto . it was removed to Guelph.
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The prospectus of the co3upany offered a limited autntntt of the capital to in-
vesG>rs at a call of $12 .60 per share, of which $10 would be credited to capital and
$2.50 carried to surplus fuud . This provision was dcemed expedient in order t o

` provide an inuuediate surplus and avoid any possible impairment of capital
stock . '

The prospectus representcd it to be vcry unlikely that another c ;,11 would bc made . A
second call of 5 per cent . was, however, made in 1005, to provide funds with which M
make the necessary deposit to obtain a Dominion license .

On organization 111r . Thomas Crawford was appointcO ptesidcut, and ltr Spence,
manager, a position it was always intended lie should ocenpy . His contract was, for a
terni of five years . Mr. Crawford continued president until 1 905, when lie r-?signcrl,
and the position of president and manager were combined in the person of Mr. .+peuce .

The incorporators became directors, nnd each subscribal for twenty shares. Time
oflice is held for two years, the last election having taken place at the annual meeting
in January, 190 5 .

By the Ontario Insurance :1ctit is provi,led that before application for liccro'e
there must be $300,000 capital suhscribed and $30,000 paid i)to some chartered batik .
The nevvssary au)ount was suh,cribed, but 10 per cent of it was not paid in cash .
Certain shareholders gave protnissory-notes for the :unomtts hie by them without, any
ensl) pay)nent. To i)nplement the cash payments, $1 5 ,0110 n•a : bo rr"nr4A trwn tl w On-
tario Bank upon the joint obligation of the provi~ional dircctnrs, and the money so
procurerl enabled the deposit to ho made . The,prmnissotv n)tes received front share-
holders were not discounted or plerlged as secnrity for this loan .

The directors subseribe(l for twenty sharv ; each at par, without a«innin z nnv
oblig ..tiorr to poy the premin3n of $2 .50 per shaire which was exncled of other sub-
scribers . To show to the public nsubstntttinl snb<<•riptinn of the haros, the directors
from time to time subscril ed for stJbmtantial binrks of stock for tt•hich they paid noth-
ing, but which remained in their na)n-s nntil applications for allotment were reecived
from the public, when the required niln)ber of sharcg would be cancelled and allotted
to the applicant .

In furtherance of this device, the president, .lir. Thoinns Crawford, subscribed at
different times for 2-t0 shares ; Dr. Groves, for 3Q1 :'l' . E . Bissell, for 100 ; Dr . J. Dow,
for 200 ; J . J . Craipr, for 70 9 ; T . W. St . .tuhn, for 200, and J . M SIxuce, for 8 10 .

After deducting shares re-allotted to other subscribers, the holdings of t}teso
directors, including their original subscriptions for 20 shares each, stood as follows :
Thomas Crawford, 25 shares ; Dr. Grnveca, 40 ; T . E . rsissell, 20 ; Dr. Dow, 20 ; J. J .
Craig, 20 ; J . W. St . John, 20, and J . M. Spence, 2G 19 .

The ntannging director ]las nlwriys hall absolute control of the voting power .
Proxies are sent out eac13 year with a circular signed by him, ask : .ig that the proxy be
filled up, signed and raturned . The names of the directors were printed on the circular,
but not inserted in the proxy. The. result appears to have been that Mr. Spence, per-
hlps because lie procured mot of the subscriptions and was better known than the other
directors, and perhaps partly becnuse his signature appeared in the circular, received a
large majority of the proxies .

The following table shows the principal prc cy holdings at the last three annual
meetings :-

Thomas Crawford . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
T. E. 13iseell . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1)c.James l)ow• . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .I
I)r. Croves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
James Spence . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
J . W . St . John . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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177
40
46
43

761)
36
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Before the meeting of 1 9 0 5 no vote was recorded, but all resolutious were passe d
unanimously and the president cnst one ballot for all directors . Originally there were
seven directors, but Major J . J . Crait,~ resigned in 1903, apparently as the result of his
criticism of the manager, and the vacancy was not filled .

At tue meeting of January . 1. 9 05, there was it difference of opinion with regard to
the number of directors, some favouring r•even, some six, and others five . On a vote
the views of the rnnnaging-di rector prevailed, the board being rednced to five. The old
direetors were then re-elected, cxcept Mr . St . John, with whoin the manager nppears
to have been on unfriendlv terms .

11r. Spence appears to have thon been in ill-health . Ili October following hewar~
given three months leave of absence, the resolution providing that any expense incurred
by reason of his illtte~c should be deducted f-rom his salary . Cubsequently, in the same
month, a meeting was held front which lie was absent . A resolution was passed referr-
iug to his state of health and ]nslstln~ ,' upon his absentin ;; himself from the office .

Mr. Stxnce's suspicions were aroused during his alsenccr . Ile feared a scheme to
oust him frein ofhce, and bestirred himself in the matter of proxies and fortified him-

self by inQisting on the proxirs being sent out by him its usunl . It is not unfair to say
that his inahility to tlkchnr~re the dutie, of the office in,iro him the more determined
to retain it . Mr. Crawford says that at the directors' nieetint;, prior to the nnnual
meeting of 1 9 00, lie expres~ed his opinion that Mr . Sprncc's state of health did not
warrant his continuing as the active mnnnger, and that a stronger ,in(] more energetic
man should be in cli :irt;( •. lie offered to remain if this change were made, and to devote
hinrsclf to tlte work of the company, ❑ lthougli Ile diri not intend to take the mannge-
mwnt hinisolf . If the cho»_,• were not in,tdo bw wonld rcFzign and retire on 1x•ing paid
for his stock .

Ot1 the other han(], Air . Spence aceu~cd hi l : : of either wanting to take his position,
or to sell out the etonpany, which lie was doermined should not be done . NIr. Spence's
votint, power determined the result of this controversy . Mr. Crawford resigned, and
Mr. Slxnce purchasM his stock and that of hi, friends .

On Deceiulxor 31 . 100 -1 . AIr . Spence subscribed foi- 104 sbares, being a balance which
made the total snb-cription '500 ,000 . Ho gave his promissory note,, for $ 17 .50 per
share, lwint ; th(, two all ;in l tbe premiinn . The resolntion aceepting his subseription
in no way liuiiteci his liability. On Janunry 1 6 , 1906 . a new note was given an d .i
resolution pnssed dcvl :u•iu,: time understanding to be that the stock would be sold if
possible before the nute matured . Later, on April 30, 190 6 , another resolution was
passed cancelling the subscriptiom and the note, alleging as a reason ---Nir . Spence's ill-
ness and consequent inability to effect a sale . 11Irs . Spence then subscribed for the
shares, giving lier own note in paytnent, and a covering resoltrtion was passed . Air.
Spence transferred to his wife 28 other shares, and admitted that the purpose of the
whole transaction was to avoid-liability ou his part . Ile says the understanding among
the directors always was that lie should not be personally liable on the 104 shares . Ile
seems to regard Airs . Spence as holding them in trust for the company .

These transactions illustrate the inexpediency of contracts for long terms with
c .ffirer=, especially in the early history of a company, when a tuistake may be disastrous .
IIere. Air . Spence seems to have realized that the company's progress was not satis-
factory and that his illness in ►fitted him for his official duties, yet by virtue of his
position under the contract and his voting control, lie maintained himself in his office
and freed himself of an inconvenient obligation, without regard to the interests of the
company whose servant he was.

Prior to Ilecemher 31, 1904, th,, cmnp.uiy had written 1,2:1 2 policies, insuring
$1,305,5 6 0. Of these 758, insuring $831 .760, had terminated, leaving in force 444,
insuring $473,760. The capital impairment was then $20,176 .25, besides which the
premiurn on capital, amounting to $12,512.50, had been spent . There were 579 policies
insuring $ 6 01,250 in force at the end of 1905, a gain of 135 policies and $127,500 in-
surance . The impairment, however, had increased by $15,528.92.


