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On May 12, 1902, a loall of $4,000 was made to Thomas Crawford, the president,
on his demand note, without other security . Air . Crawford had then nn overdrawn
bank account . He says the suggestion came from Mr . Spence and that lie acted upon
it without proper consideration . Mr. Spence denies that the suggestion came from him
and lays the blame upon Air. Crawford . The cheque for the loan was signed by both
of them in their offleial capacities . When the loan was repaid seven months later, a
lump interest allowance of $100 was proposed by Ur . Crawford and accepted by Air.
Spence. This was less than 47i per cent.

lir. Crawford was also president of the Provincial Building and Loan Association .
Its debentures had been offered for deposit with the Superintendent of Insurance for
Ontario and had in .~en refused by him. It was practically'admitted by both Crawford
nnd Spenee that they were not a proper security . Later, Crawford propo_ed an inveet-
nient of $5,000 in the same debentures . Spence consented and the inveatment wne
made . These debentures were sold in 1905 .

'l'HI; SOVF,RI?It1N LIFE ASSURANCE COMP .-k-NY OF CANADA .

This company was incorporated in 1902 by Dominion Act, 2 l,d . VII . cap. 102,
with a capital of $1,000,000. The stock was st first issued at n premiu m of 25 per cent,
with 20 per cent call, making $25 payable on each share . After about $50,000 had beensubscribed on that basis the ca ll was increased to 25 per cent, m l king $2 6 .25 payable
on each share, and after $500,000 of capital had been subscribed the premium was
raised to 33 A per cent, nnd the last $258,000 was subscribed at n preiuium of 50 per
cent . All the capital had been subscribed by December 31, 1905, and the shareholders
had paid in $225,595 .08 on capital account and $4 7 ,313 .14 as premium . There was a
slight impairment of capital at that date, the three years' operations having cost the
company $90,000 .

The prospectus on which the stock was sold was prepared by Mr. A. II . Hoover,
who promoted the company and afterwards became its president and manager . It set
out prominently the names of six teen persons under the heading 'Board of Directors,'
and stated they would be in close touch with the management and the administration
of the company's affairs and would have it substantial interest in building up a strong
and prosperous company, having subscribed for a large amount, of stock . Six of the
persons named did not become permanent directors of the company . Some of them
never subscribed for any shares, and it is doubtful whether they ever gave Mr . Hocver
permission to use their names . The prospectus also intimated that the directors were
taking r deep interest in selecting a suitable manager, when the fact was that the
manager was taking a deep interest in selecting a suitable board. Referring to the
management of the company the prospectus said :-

'That a life insurance company based upon sound and proven calculations
and managed with common honesty v annot fail, but that in order to obtain the
most ]nsting and profitable results, a .apabie, shrewd, and far-seeing head is neces-
sary, were the two facts recognized by the directors in seeking a man who would
be equal to the demands which such an office would entail. The combined ~e-
quisitea of complete knowledge nnd experience, business judgment and acumen,
unimpeachable integrity, and a capacity for strenuous and fruitful work, all nec e e
sary for such a position, were felt by the directors to be exceedingly difficult to ob-
tain, but it is with exceeding gratification that they fi nd thembelves in a positio,
to announce that they have succeeded in retaining a man who in an eminently
noteworthy degree possesses all of these qualifications !

This was entirely misleading in that it indicated that the directors had seriously
concerned themselves in the selection of a manager, that they had exerci :;ed a real
choice and had put the interests of the company before all other considerations, whereas
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the company was promoted and created .by M r . Hoover that ho might become the

manager of it, the dircctor i tncrcl y carry ing out the arrangements lie proposed .

Scetioti . t of th .1ot 4 incorporation provided that so soon as $250,000 of capital
stock was subscribed and 10 per cent thereon paid into n bank the provisional directors
shoulrl cnli n general meeting of the shareholders at which the shareholders present in
person or by proxy, who had paid ' not les s than 1 0 per cent on the amount of sharea
subscribed for by them' should elect a board . On I)ecember 9, 1902, a notice was given
cnllin g the general meeting for December 22 . Subscriptions for $250,000 had not then

been reoeiverl, but on December 20, 1 9 02, -lir. Hoover, in order to complete the sub-

scription, personall y snbscribcd for 40 8 Fhnres, intending that they would be issued

to persons from ,vhom : y l plicatimi,: were subsequently rcceived by agents employed
t,-sell stock . After the notice had been given and before the meeting, the provisional
rlirector.; ►nn•pnrte l to a d o p t by -la ws, and a forai of contract w ith Mr. Hoover was
pro p arr d by the vnmpan y ' ; ~nlicitm•. The notice calling the meeting did not state that
thw p ru p,iscd c ontr: w t would be submitted for approval .

l'be mcctin " wa s attcndcd by sharcholders in person representing 839 shares, of
wliiclt .llr . llnov : r hvl(l )33. He also held prosies nuthorizin - him to vote on 1,019
,tlu"r 'l'he f,ict tbnt lie had subscribed for a lar

, v
e umber of~ shares w as

refcrrcd to in tho roport of the provisional directors, submitted to the sharehollers'
, nwrtinwl , but no mention wa s mode of the fa c t that. 408 were subscribed two (lays be-
'on, tb,• tnceting nndor tue cirenmstances above stated, nor of the fact that lie had
tom th -n ► )aid anOhin ~l on an y of the 533 shares standing in his nnme, and was n o t
11a1itir,l to vo te therenn at the tnecting .

'l'Le tnectin ,- purport cd to ratify the by -laws submitted by the provisional board .
11y-law a . -eotimt 3, prescribed a form of pro x y for 4nrcholders, in which blanks

VIV 1 41 f ''r thw nnn e zz of t w o persons, the second to net in the absence of the fi rst .
Sov ii i , l i 1 nf th ' . s,inte l, , y-lav• ► re~eribed a form of proxy for policyhohlers, s ub-

-tauti ;tll>- in the S :uur• forin a• the ntlter hroxY except that it e rnttained the following
,•Iau" . --

''l'hi .; prosy -hall be -rlid and effectual an(] hall crnttinno in ftill force
fromt ill . . date hereof :nd until at least 30 day s after n notice in writing evpresdy

rev„kirn ; ; )r sustif,u,linr same shall have been delivered to the manager of tbn

r~~tntutn} . '

l'rovi~,s were roquired to be filed with the manager at least ten days prior to file,
cctinr . Mid proxie3' to agénts and prpvisional managers or inspectors, not being

di mctnrs . «•ert, forbidden
. 13Y-lnw 4 reqnired nominations to be made in writing and filed with the manage r

r?ecrctar
,
y, thirty da

,
ys before the elcction, none but qualified qtnreltolders so noniin-

aied being vli.vible . It also authorizes the board, at cny mecting, to'elect any qunli-
tiod shareholders to be n director>,ntil the next nnnual meeting. provided that th

e\%hole nlllnber, including the new directors, should not exceed twenh~-fife .
P,

*
y-1aw C, gave the manager authority, from time to time subiect to the approval

o f the committee, to appoint officer„ agents and servants, pre .cribe their duties, fix
their rcrntmeration and remove ther, .

By-lnw 8, section 5, provided chat the manager, if a qualified shareholder, might
be a director, that his salary sho ild be $2.500 per annum and that a commission or
it renewal interest of $1 for each $1,000 of insurance in force at the end of each year,
should be paid to him, his executors, administrators or assigns, so long as any of the
insurance remoined in force.

Instead of obtaining shareholders' proxies in the prescribed form, Mr . Hoover,
incortwrated into the form of shnrè subscription a proxy clause appointing himself,
for all meetings at which the shareholder should not be present . By this means the
subscriber was committed to Mr. Hoover as his proxy from the moment he became a
shareholder . Only one or two subscribers sfruck out or amended this clause, with th e

i
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result• that Air. Hoover has always represented practically all the absent sharcholdcrs .
His representations of all the absent policyholders who gave proxies was just as com-
plete. Attached to the forin of notice of the annual meeting was a policyholder's
proxy, by which the policyholder appointed Hoover his proxy, containing the by-lnw
provision maintaining the proxy in force for thirty days after notice of revocation .

The shareholders' proxies, with his own shares, his right to vote which does not
sceui to have been questioned, gave hini control of the organization meeting ; and the
practically perpetual rroxies of shareholders and policyholders, coupled with the juris-
diction over agents, which the by-laws give him, the prohibition against their becoming
proxies and the reqtiirement that all proxies must be filed fit the head otlice at lea,t
ten days prior to vny meeting enahle liiui to continue in control indet3nitely.

At the organization meeting the proposed form of contract with Hoover vas
:ulopted . It aim)liGed the provision contained in by-law t ;, section C. Should ho
ceaso to be manager his commission or renewal interest of $1 per $1,000 on insur-
anee iuulvrtaken by the rompony duri>>t; his niauaigement, including any insurance
written in revival or substitution thereof, was to continue so long as any portion
thereof rc•mained in force . No definite term of employment was fixed, but the
directors, ,ift ~r six years, were graciou :ly peruiitted to give him it six months' notice
that at the iext general meeting of sharehalders and policyholders a motion would
be made to tertninato the engagement . If during the six months lir . IIoover's
proxies were revoked i« sufficient numbers, and if the motion were carried, his
commission or renewal interest of $1 per $1,000 of insurance was not to be affected
but was to continue so long as any of the insurance remained on foot . Neither dis-
mis-;al, resignation nor death could put an end to this provision . In its enforcement
1fr . Hoover has under the contract the right, although dismissed for cause and al-
though lie were the manager of a rival company, to inspect the policy registers and
honks of account at any time during the lifetime of the last survivor of all the ►xr-
,nns who were policyholders when he ceased to be manager .

It is quite clear that I-Ioover's interests were the pnramount consideration with
him. There is no satisfactory proof that either the provisional directors or the shnre-
holders had the provisions of this extraordinary contract brought to their attention or
that they were ever nlive to its conseqnenee. It seems impossible to think that if they
had understooc: what obligations were being imposed they would ever have assented
to it . Section 4 of the Act of incorporation provides tha t

`the provisional directors Aiall call a general nnecting . . . . . .at which meeting the
shareholders present . . . . . . shall elect it board . '

The meeting being called for a specific purpose, before the company has been
fully organized or is authorized to carry on business, it is questionable whether aity
business can be transacted at such meeting other than that mentioned in the Aet . As-
sumi.ng that other matters can be dealt with, it would seem that they should be ex-
pressly referred to in the notice calling the meeting. Shareholders might be justified,
in the absence of such notice, in ass~nning that the organization meeting was a mere
compliance with section 4 . ' No reference was made to the manager's contract in the
notice calling the meeting in question, and it appears to be very doubtful whether
the nctiôn of the shareholders purporting to adopt the agreement is binding on the
company .

A printed circular was issued to the shareholders which professed to rontain a
copy of the report of the provisionnl directors submitted at the organization rleeting
but Mr . Hoover's contract, which formed part of that report, was altogether (imitted
from the circular. Nor was it intended to disclose the contract to the Commission .
Pursuant to the reqnisition of the Commission copies of the minutes were professed
to be furnished but such copies omitted the minutes of the organization meeting where
the contract was set out in full . And in furnisLing copies of the comp :iny's by-laws
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the portion of by-law 8, section 6, which sets out briefly the terms of the contract, was
also omitted . As to the first omission, :11r . Hunter, the solicitor who adviséd it, at-
tempts to account for it by an alleged misintc_pretntion of the req,,tisition, as to the
second he says lie prepared the by-law in qucstion and never inteuded it to contain
the clause .

Your Commissioner:, cannot accept either esplanntion . The requisition clearly
cnlled for by-lmws or other authority for the payment of salaries, commissions or other
remwwrntion and was too clear to ho tn,sunderstood . Your Commissioners cannot but
conch .tde that a deliberate attempt was mlide by the concerted riction of the manager
and ~clicitor of the ornnpany to prevent the contrset coming to the kn6wlédwe of the
Comir ission .

The view is strengthc .ncvl by n mutilation in the copy furnished to the Commission
of th.e minutes of another meeting held after the Dominion licen-e was issued, and
relating to the matter ab )ut to be discussed .

Section 5 of the Act of incorporation provided that the company should not cotn-
menc(• business until $62,500 of capital wa s

4 ç)aid in cash into the funds of the company to b e approprinted only for the pur-
ptses of the company under this Act ; provided further that the amount so paid
ii . by any shareholder sitnll not he less than 10 per cent upon the amount sub-
w rih .•d by such shareholder . '

In January, 1903, the company applied for it Dominion license, filing the affidavit
of A . 11 . Hoover, the, president, stnting that the company ha d

' complied in all respects with thc requirements of sections 4 and 5 of its Act
of incorporation, '

and in iffidnvit of the compnn3-'s bookkeeper, verifying a list of the shareholders ,in(]
stating tha t

` the <nid list correctly shows the nmoumt of capital stock suhscribed for and the
amount paid in thereon by each of the said shnreholders respectively . '

The list attached set out the nnme= of the subscribers to January 23, 1903, and in
appropriate columns indicated tl,t the amount paid by each subscriher was at least
25 per cent of the amount subscribed, the totals being $25 6 ,500 subscribed and $ 62,735
paid in . 'l'hr slinréholders had not, however, in all cases paid in cash to the company
the autount represented as paid up on their shares . Many of them had given pro-
misFory rotes, an(] othttrs had not given either notes or cash . In order to provide the
cash deficiency, a directors' note was discounted with the Imperial Bank on January
23, 1 903, and the proceeds, $29,000 were plaeed to the credit of the eompany's account .
The nmount actually paid by shareholder .a at January 23, 1903, n•a~ less than $38,000 .

The proceeds of the directors' note were treated as a loan to the company, and
the accounts of the different shareholders who had not paid in cash prior to January
23, 1 9 03, were treated exactly as if the director: note and its proceeds had never ex-
isted . In fact many of the shares upon which b y the fictitious application of these
proceeds, according to the return, the full call of 25 per cent had been paid in cash,
were subsequenth- forfeited for non-payutent of that very call .

-lfr. Hoover. the president of the company, was shown by the sanie verified list to
hold thrcc blocl,s of shares, 78, 408 and 25, upon which, ;n the appropriate column,
he was indicated as having paid $ 1,500 . $10,200 and $ 6 25 respectively, making in all
$12,325. At that time lie had only paid $2,000 . On being asked to explain this dis-
crepancy, he stated that he had given a note to the company for the amount, which
was not produced . The evidence as to the existence of the note was unsatisfactory.
It was said to have been kept in the cash box without any entry whatever appearing
in any of the books, and, according to the evidence of Mr. Allen, the bookkeeper, it
was in the cash box before the 408 shares were subscribed for at all, so that it could
not have anything to do with the payment on them .
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Moneys received on other stock subseriptions were applied in reduction of the direc-
tors' note, until wiped out. Thereupon the note was produced by the manager at a
meeting of the directors, and was orderr l to be destroyed . The minutes of this meet-
ing were copied for the Conlmission, bu+ the portion relating to the destruction of the
note was omitte.j by the express direotion of the compnny's solicitor, and would not
have be.❑ discovered had production of the original minute hook not been required .

On incorporation, the company issued a confidential circular, offering 100 specinl
`stock' policies . The amount to lie insured was $5,000, increasing by $250 with each
premium paid . In the event of death in the first year, $5,250 was to be paynhle ; in
the second year, $5,500, and so on, ))ti! 15 pasmente were Inade, when the policy
would become paid up at $8,750. Later, a further circular was issued, offering another
100, but sul'Rt7 ntlally Incl'e£491ng the prrnnums . . Hl', Hoover . took out a policy on his
own life under the first circular, on which the premium was $107 .75. I'nder the second
circular the premium would have been $411 .79 . Both circulnrs stated that the policies
%vere not intended as a source of profit, but were offered as a favour to n few business
and professional men in return for their influence in establishing the eompany's lnis i

The premiums under the first circular were altogether too low . They will probably
1w annrct, of ln- : to the colnpany . The actuary thought that if there were absolutely
no vxpensc conuected with thenr they might carry themselvc.. In any event there
will be no profit, and they seem to have been offered to induce people to become share-
holders in consideention of obtaining insurance at cost .

As another means of interesting prominent men in different parts of the llo-

)ninion, the company solicited certain persons to insure with the uuderstauding that

they wouid l!e made `provincial' directors . Ten per cent of the first year's premiums

upon hrt<siness written within the particular province was to be set nside for tell yenrs,

and to be distributed amono these ' provineial' directors . At the date of the inquiry

there were 'provincial' boards in New Brunswick . Nova Scotia, Prince Edward

Islard and Manitoba, and several c county'. boards in Ontario. It is tLeedless to say

that the gentlemen composing them had nothing to do with the direction of the conr-

pnny . It was contended that wz the amount paid these directors was ,leducted from

the commissions payable to agents there was no loss to the compary . This argument

merely turns the transaction in+.o a rebnte forcM upon the agent.

THE UN IO Nt LIFI; ASSURANCE CA31PANY.

The business of this company is almost entirely of the industri?+1 class . It has all
interesting but peculiar origin and history . The North Ameri,!nn Iiisurance Com-
pany in the year 1 9 00 had a branch known as the `Provident Branch,' the busines4
of which was the writing of ind-istrial insurance upon the basis of monthly premiumQ .
Mr. H. Pellman Evans was the manager of the branch. The volume of provident or
industrial insurance on foot was about $800,000, and the monthly premium income,
which is technically known as the monthly debit, was between $600 and $ 700 . Mr .
1?•7ans was anxious that the operations of the branch should be extended outside To-
ronto, to which city the,v. n•ere then confined . The company, on the other hand, was
not minded to make such extension . With the object of forwarding his views upon
die subject, Mr. Evans associated with him in the promotion of a company four other

~entlemen, Mr. Harry Symons, Mr. Buchanan, Mr . Plummer and Mr. Crispo, lir . Evans

and Mr . Syrnons being the prominent and active promoters . The company they
formed was the National Agency Company . A charter was obtained in January,

1901, under the Ontario Companies Act. The sole object of incorporation stated in
the Lettrs Patent, .was c to act as a managing agent for any insurance company that
stands registered as such under the Ontario Insurnce Act .'
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The cnpitalization authorized was $100,000, and the charter required the company ,
tutder pain of cancellation of the Letters Patent, to notify the Provincial Secretary
of the name of any company whose management it undertook .

In the course of working out his plans, :1fr . Evans had arranged in the preceding'
November with the North American Life, for a transfer to the proposed company,
whicli was tlten intended to be capitalized at $25,000, of the business of the provident
branch as a going concern, and on November 7 an agreement was prepared and exe-
cuted accordingly . It was an onerous agreement for the National Agency Company .
There was to be a payment in cash of seven tintes the monthly debit or premium in-
cuinc . ]nasmuch as the North American Life was still to issue the policies, the
Agency Company having no corpora+e polsers in that behalf, •the former required not
only an indenroity but a suistantial tnoney consideration . It was to be paid $2 for
every $1,000 of new insurance written, and it was to retain in its own hands the
sccurity for its indennnity, in the shape of the reserve upon nil the insurance liabili-
ties . 'l'hese res:ervc-s were to be released as the policies lapsed, or matured and were
taken car(, of by the .\gency Company, but meantime all profits arising out of their
invie.~hnent belonged to the North American Life . The excess of premium income
over expeu:c, and reserve.-~ was to be first devoted to the payinciit of a 10 per cent
dividend to the shareholders of the Agency C'ontpany, who, it was intended, shotild be
the tUrustful and confiding public, and, inasnntch as a free subscription of stock was
of the very essence of the plan, it was imperative that the stock ^]tould from the be-

p,i y dit-idends. After paying these dit•idends . 20 per cent of what was left
of tlle profits was to lie paid to the North American Life for five ycars, 25 per cent in
the si\th year, t 3 0 in tbe seventli year, 35 in the eighth year and 4(1 in the ninth year,
at which the percentat;e was to bccrnne stationar,v, and it was apparently to continue
to be payable in perpetuity .

The acceptauce and carrying out of this agrectflent would appear to have been
ultra vires of the National Agency Company. It involved the taking over and own-
ership of the privident branch as a going concern, the appointment and payment of
all agents, c:mvas•ing all insurance, actually writing all policies, receiving all pre-
mitnns niul indeed everything except the mere signing of the policies issued .

On January 2 . 1 9 01, Mr. Evans, trustee for the proposed company as lie was,
transferr :d the a;?rcenient to the National Trust Company . The only reason for
doing su that, is sufigested upon the face of the transfer itself is the provision by
which the 'l'rust Company, when handing over the Trust property to the new company,
was to ]land it over subject not only to an undertaking by the new company to per-
forni all the ternis of the original agreement, but also to a charge of $4,000 in Evans'
own favoin•. This was justified as proinotion expnnses, including commissions on the
s ale of stock, but its plain tcinlency was to prevent the company from dealing inde-
pendently Nvitlt its trustees .

Mere incorporation did not enable the agreement to be carried out, and time was
extended until the following August. In the interval, suh..eriptiotLs to the stock were
being solicited . On Augua 7, the transaction was consummated in an agreement be-
tween the \orth American Life and the Agency Company, the terms of which are
substantially the came as those of the agreement of the preceding Novetnber. Mr.
Evnns was president of the new company and Mr . Symons secretary . The other pro-
ntoters do not seem to have had much, or indeed anything to do with organization or
operat ion .

It was not long before it wns found desirablo to get rid of this onerous contract
-1 substitute some more satisfactory working scheme . The method devised was in•

genious. Industrinl insurance is an investment which is long in ripening . The actu-
ary who advises the Union Life and who is a member of its board, is also the actuary
of the Colonial Life Insurance Company, a large industrial insurance company doing
business in the United States . Before his connection with that company he was con-
nected with the London Prudential, a large British inc',ustrial company. IIe has also
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been connected with the Metropolitan of New York ; also a large indust•rial company,
and is well qualified to speak upon the subject . His statement is that oven in a pro-
perly conducted and successful company no returns to 1hareholders can be expected for
mauy years . Of the Colonial lie says that its shareholders -ire wealthy men and were
made quite aware of the conditions atiending the investment before taey subscribed
for the stock, and were wi ;ling to have the investment lie fallow for n long term of'
yea s in the hope of having it yield richly in the end . When Air. Evans and Air .
Synrons incorporated the Agency Company, therefore, this was the nqtu ;e of the in-
vestment which was to be offered to the public .

The persons whom they aought to interest were not persoiLs who wishad to lock
up their moncys in fallow securities, and were not informed that their cont-ibutions
were to remain invested for many years without any return . On the controry, the

very problem was to pay regular and substantial dividends to the investors upin the
one ]land, while upon the other, the capital funds must not show iuipairment .

The incorporation of the Union Life offered all excellent opportunity of exl•eri-
uienting with this fallacy . The whole capital stock was to be subscribed by the Agei .cy
Company, save a few qualifying directors' shares, for which indeed the Agency Com-

pany was also to pay. It was to be subscribed at n large premium, to assist in avoid
ing the appearance of impairment . The shareholders in the Agency Company had
subscribed for the shnres of that compa? . at n premium also. The schemc involved
increasing the capital of the Agency Company, thus raising large sums from time to
time, to be devoted to the maintenance and development of the business of the in-
surance company, until that distant period -.t which returns might be expc-ted .

After negotiations with the North American Life for n transfer of the obligationb
of the Agency Company to the proposed new iuzurance company, the promoters ob-
tained an Act of Parliament, 2 Ed . VII., cap . 109 , on May 5, 1902, incorporating
them under the name of `The Union Life Assurance Company" with a capital of
$1,000,000 . The Act required $1' .i0,000 capital to be subscribed and 10 per cent paid
in cash before organization, and nuthority was conferrcd, after =ubscription and pay-
nunt of the whole capital, to increase it to $2,000,000 .

All the directors of the Union Life were directors oe the AR ncv Company . 1 1r.

qymons becnme the president and Air . Evans its secretar,v . There were seven directors
in all, and they were furnished the statutory qualification, 25 shares each, out of the

funds of the Agency Company.
In the meantime the Agency Company, which in November, 1 9 00, had proposed

co do its modest business of insurance agent on the modest capital of $25,000, and
which in its charter had obtained the nuthorization of $100,000, lied on August 28,

I 9 01, obtained the necegsary authority to increase its stock to $ 500,000. It may be
aidded that in August, 1905, a by-law was passed authorizing its further increase to

$750,000, but that increase has not taken place .

On July 16 . 1902, the Agency Company transferred the provident business to the
newly incorporated Union Life . The conveyance recited that the Agency Company
had acquired that business, had been managing and extending it and had made con-

siderable expeik :ihrre in connection therewith ,

`all of which form a valuable asset in the hands of the Agency Company .'

It then proceeded to fix the value of this asset at $34,732.05, being fifteen times the

monthly premiuin income, or monthly debit, of $2,315 .47. This is an arbitrary method
of measuring values, and is peculiar to industrial insurance . It may be that in the
case of an old, well grown and well established business, values may fairly enough
be so measured . When the Agency Company purchased the same asset from the
North American Life, the monthly debit was multiplied by seven instead of by fifteen.
This shows how purely arbitrary such a method necessarily is .

The agreement also transferred the reserve then held by the North American
Life, amounting to $8,078.63 .
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The stock subscription was 0ealt n•ith by the same agreement. The Agency Com-p:iny was to subscribe for the whole of the stock of the Union Life and to pay 101)(,r certt or $100 ,000 upon it . Thcre was also to be paid a premium of 5 per cent or

$50,000 . The business and reserve hnnded over were to be taken in part payment at
the figures mentioned above .

The Union Life was given power to call a further 5 per cent premium, but it was
provided that the 5 per cent limitation upon this powe r

' shnll not preclude th :\gencY Company from contributing any further sums to
the Union Company at any time on premium account if it shnll see fit so to do .'
The rlrnftsiunn, a ., doubt, foresaw that more than n total premium of 10 per cent

might be swallowed up before the biisiness could begin to carry itself without showing
impairment of capital .

The agreement which has since ostensibly regulated the relations between the
Union Life and the Agency ('onupany was made on the same day

. The original wasproduced on the inquiry, and Mr . Evans was examined upon it . There were two im-
portant corrections subsequently made by endorsement upon it, which are, it is declared,
to be treated as having always been part of it

. As they are called `corrections,' there
is no reason to doubt that they always were in reality part of the agreement, but were
omitted from the original writing by error .

All moneys expended by th2 Union Life (outside of head nflice expenditure) are,
by the ogrmement, to lie deemed to be paid out for the Agency Company

. In practice
the Union Life employs and Pays the agents, and the Agency Company takes no part in
operating the business .

The Agency Company is, under the agreement, to receive commissions as though
it really were nworking agent . This is the source out of which ready mone :7 is found
to pay its siuireholders their dividends, though the annual and other statements of that
compnny treat it as in a condition to pay dividends by reference to a number of assets,more or less rval

. This provision for dividends is made sacred by another paragraph,
which prevents the Union Life from looking to the Agency Company, under the other
olnu<v referrod to, to be reinrbursed any oxcess of its agency expenditure beyond 80 per
cen2 of the commissions, so that 20 per cent mast always be paid to the Agency Com-
pnuy, regardless of the actual exla,r.diture . In practice the expenditure has always
been at least 150 per cent of the commissions, but for the difference between that and
80 per cent the Union Life lins no recourse against the Agency Company

. The com-
mis,sions themselves are liberal, in view of the fact that no work is performed for them
-50 per cent of the whole premium income of the weekly and monthly business of the
provident branch, 100 per cent of the first year premiums, and 30 per cent of the
renewal premiums in provident branch business other than weekly or monthly, and 90
per cent of the first yenr premiums and 10 per cent of the renewal premiums in general
branch business .

Having thus secure,l a continuous, immediate surplus of cash with which to keep
themselves in countenance with the shareholders of the Agency Company, the gentle-
men who manat,*e both companies and were on both sides of the agreement, next turned
their attention to the other side of the question, the danger of impairing the capital of
the Union Life . This they arranged 'iy providing that no commissions should be paid
to the Agency Company which shôuû;\esult in reducing policyholders' surplus in the
Union Life below $100,000, the ainotiof capital paid in by the Agency Company,
though by no menns all the mone,; w: h_ which the shareholders of that company have
continued to maintain this industrial asset .

With these nicely balanced clauses, with a substantially identical directorate, with
the management of both really vested in the two gentlemen, Mr . :vans and Air.
Symons, the Union Life Company and the National Agency Company embnrked upon
their joint ndventure.
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The adventure was joint and the interests involved were the same . The share-
holders of the Agency Company were the persons really concerned in the welfare of
both companies, and as they have paid for Union Life stock $100,000, and in premiums
thereon the sum of $425,000, it is proper to trace the ;oint history from their stand-
point . How has the business transferred to the Union Life on July 16, 1 902, and then
valued at $34,732 .05, for the business and goodwill and $8,078 .63, the reserve, a total
of $42,810.08, become transmuted into an asset for which these shareliolders have been
induced to make these payments? What considerations have moved thernl What
inducements have been held out ?

The ne~essity of paying them dividen(h has never been lost sight of by those in
management, especially in view of the fact that nearly all the stock bas been allotted at
a premium, some at 12 5 and some at 150 . The members of the executive conmittce,
Mr . Evans, Mr. Symons and Dr. 11lillichamp, it is true, on October 22, 1902, allotted
shares to themselves at par by the same minute by which it large numler of applicants
were awarded allotment lit 126, justifying themselves undcr a resolution of the share-
holders of August 22, 1001, which required them to offer the new issue to old sub-
scribers on the ternis of their original subscription, nid to offer thcui to the public at
such premium its the board might determine if not taken within it month . But with
these exceptions -nlrstauitially the whole stock was subscrilwd nt it premium .

When the limite approached at which the shareholders mirht be experted to look for
a dividend, it may bv -sunposed that the iuiuiagen~ent fully realized the occasion to be
critical . This w a -~ in the early part of 1002, when the business was being carried on
uuder the agreement with the North .lmerican l .ifc . A statement was prepared, and
the auditor's `opinion' asked with regard to the propriety of it dividend . The assets,
according to that statement, were $67 ,857A 0 . the liabilities, $61,812, and the surplus,
therefore, $6,145 .1I6 . But auiong the assets were the following sums : Organization
expenses, sj+4A00 ; contingent preininins . $19,500, and if they were improperly treated
as assets, the surplus of $0,145A 6 is turned into a deficit of $17,355 .

The auditor in his upiniou takv~~ into ivnisidrration no dry qne?tiuus of prosent
assets and liabilities .

`The prospects of business for the nest two iur nth', talcing the hasis of the
present business, '

are, in his view, the justification for the present dividend .
The question of including contingent premiums for dividend purposes was sub-

sequeutly raised in the board, and a promissory note of the directors, by way of `con-
tribution to surplus account .' for the amount divided was prepared and signed . A
fortnight later, at a special general meeting at which only out, shareholder who was
not a ïiirectôr was present, the noté was cnncélléd and the directôrs released .

Inasmuch as contingent premiums are premiums uot even earned, the impropriety
of paying dividends out of them is manifest .

In all statements subsequently prepared, down to the acquisition of the shares of
the Union Life, the contingent premium item oceurs, and in each oa se of such an
amount that, if it is deducted, the liabilities exceed the assets .

The method of preparing such statements was changed after the capital stock of
the Union Life became the principal asset . It is Ecarcely necessary to examine minute-
ly the different statements theinselves . There are some differences in principle and in
detail and in many respects they are open to criticism but the controlling factor which,
in the opinion of your Commissioners, vitiates them all, is the value, placed by them
upon the investment in Union Life stock . At first it was value(] at a sum equal to all
the moneys, by way of capital and premium, that had been put in . But in 190,ï even
this method failed to show an excess of assets over liabilities, as will at once beecinu,
apparent if $520,275 is substituted for $615,949:10 in that year's statement, the forrper
being the sum of all capital and premium contributed, and the latter a new vahiation
intended to maintain the assets at such a figure as would ostensibly justify a dividend .
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'l h(, inethod adopted was to take the apparent surplus shown by the returns of the

Union Life, $110,000, and add to it a valuation placed upon the insurance business of
that company. For the general branch, one whole yenr's premium income was thus
ndded, ti(34 ;30 9 .111, and for the provident branch the weekly debit) $3,628, was multi-

plied by 130, making $-171,640 . 'l'hese three amounts make v015,949 .10, which was the
suni put forward as the value of the Union Life shares in 19 05 .

'l'ho Union Life pays no dividends, because it makes noiw, and in the ordinary
course cannot for many years to come, even if it prospers . In truth the dividends re-
ceived have bccn rcturned out of contributions .

'l'hu ability to extract moueys from the shareholders of the Ageucy Company is
probably at an end an(], no doubt realizing the approach of that condition, the man-
agi•ment has issued debentures to the amount of about $160,000 . Some of these have
been sold, but their markutability was fcëblc, and they have bcïu largely oacchntiged
for other tveak securities, which had their way into the goverunient returns of the
Union Life as investments of that company . Yractically all the Union Life invest-
ments have been purchased from the ,1g e ncy !Company .

l'he company valuvs its policirs on the O(°') table with 3 per cent interest . It sets
npart no reserve during the year in which policies are written, a practice followed by
some other iudustrial coinpauics . It is said that when applying for ordinary insurance
the applicant uial v. :i Selectiun against the company, taking out the insurance when
lie has nearly reached his next birthday, but that there is no such selection by appli-
cants for industrial insurance . As new policies in any year may be said to be issued
on t u t ' average at the middle of the year, and as those insured under industrial policies
are then it half year younger than the age charged for, it is said to follow that the
insured reachc, only on ]lecember 3 1, the alpe for his preniium, and that no reserve is
required earlier . Th, evidence of Mr . : f arvey was strongly in favour of this method
of valuatimn, but ditFerent view, were expressed by other tvihie .cses . Your Comtnis-
sioui•r., are of opinii-n that ihwre is no sntl 'icient distinction between industrial and
ordinary insurance in this respect to warrant a different rie .thod of valuation .

The ex;nnination of the Union Life was concluded on May 11, 1 906. Subsequently,
the Commission directed that :1[r. Symons be recalled . A transaction ha(] occurred in
June to which the. l .'nioii Life, -National Agency and Toronto Life Insurance Company
were partie-s, that was made the subject of discussion in the public press . The Toronto
Life was nn Ontario cornoration proniohd by the York County Loan and Savings
Company with a sub.scribed capital of 3,414 shares . The slinreholders had contributed
$7 3 ,21 6 .53 capital and $41,988 .80 premi.uui, making together $115 .205.4-1 . In May,
1 9 05, the National Trust Couipany, liquidator of the York County Loan and Savings
Company then in process of being nrotmd up, offered for sale 1,611 shares of the Tor-
onto Life stock . To facilitate it sale the liquidator arranged with other shareholders
for the right to include 276 other shares, making in all 1,887 shares, a clear majority.
After negotiations through F . 'Mol'hillips, proprietor of an insurance journal, the
whole were sold to the National Agency Company for $56,330 .95, being 80 per cent of
cash contributions '.Che agreement was made on June 2, 1 900. One of its terms was
that the liquidator should procure the resignations of four out of the five directors of
the Toronto Life and the election of the purchaser's nominees in their places, and on
the same day this was done, Symons, ltillichnmp, Evans and licClowan, directors of
the Agency Company, filling the four vacancies .- The new board on the same day made
an agreement with the Union Life for the reinsurance of all the Toronto Life business .
The Toronto Life agreed to cease business in Canada, and transferred to the Union
Life its assets with some exceptions, but including all government deposits and re-
serves and the securities representing them. The Torontd Life policies were to be
valued at 3 per cent, the market value of the assets ascertained, and the exec;ss of the
assets over the reserves so computed re-assigned to the Toronto Life in assets selected
by the Union Life. Upon execution of the agreement the Union Life became entitled
to and took full possession and control of the assets .

i
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The insurance in force at the end of 1905 was $3, 492 ,065, and the premium in-
crime for that year was $117 .02 8 .22 . In the tirst four months of 1906o, $~~•1,t;:1° new
insurance was written, and $872,195 lapsed, leaving the insurance in force-at May 1,
190 6 . s,2 .644, 562 .

For this business the Union Life paid ► wthint,~. The Agency Company purchased
co ►itrol, and used its power to give away the company's assets . The insirance in forco
should have brought it fair return to the shareholders .

No computation of reserve was made, it was not intended to make any until
December 31, 1906 . In Septomber, 1906, however, the shareholders of the Toronto
Life were deprived of all interçst in the valuation, their directors hnving given away
thc; reiaaining assets to the At;eney Co ► np ;tnw . 'l'hey first provided for valuing the
policics at 3} instead of 3 per cent, and, having thus increased the surplus which was
to be reassigned to the Toronto Life, gave it away to thc Agency Company upon a
professed consideration which was a mere pretence . - This left the minority share-
holders of the Toronto Life without any asscts whatever . Under the agreement they
were entitled to sell their stock to the Agency Company at 60 cents on the dollr in
cash, or 80 cents on the dollar in debentures of the Agency Company, but if icy
declined to do so, they were without redress.

I

THE 1[ONARCfI LIFE ASSURANCE CO-NIPA-1\1 V .

This coiiipa ► iF was incorporated in 1901, by Act of P .u•lia ► nent, . 1 1 : ► 1 . A'lt ., eafr.06. Its authorized capital is $2,000,000 which there is power to incrvnse, to $3 .000,000
when r2,000,00 0 has been subscribed an,i A 1,000,000 paid up. The ineorporntors were

A. Gordon, Thomas if . Ûraham, George Stevenson, E . D. Brown, 1) . W. Living-stone, T . Marshall Ostro ►n and \1'illia ► n Scott . 1(r. Ostrom was the promoter. Ife
commenced the work of organization in Afnrch, 1 ;104, the Act of incorporation was
assented to in July following and n license was obtained on July 1 9 , 1906 . The affairs
of this company were before the Commission on September 4 . 1006 . At that time it
had written very little insurance, and the inquiry was limited to its organizntion and
establislunent .

Stock was issued at a premium of $25 per share . .'i ► .~ premium and 10
per cent of the capital was called and made payable as 3 ; $15 cash on appli-
cation, $15 in two months, and $5 in one year .

The form of application for shares provided that pending incorporation the first
and second paymeuts . honid be made to the Union Trust Company, United, which
was authorized by the f.P2)licationto paytuidcrthe directionof a committee repre-
senting the subscribers and out of the premium on each share, such part of $7 as
might be neccssary* for promotion and organization expenses . The committee con-
sisted of T . M. Ostrom, T. If. Graham and A . W. IIolmsted . Its first meeting was held
on liarch 16, 1904, and thereafter it held weekly meetings of which formal minutes
were kept . Mr. Holmsted resigned on May 11, 1904, in order that lia James Coch-
rane might be appointed, but lie continued to act as secretary until July 13, 190•1 .

On the Act passing the subscribers' committee ceased to exii;t, and thereafter the
provisional board held weekly mcetings . On July 27, 1W4, it purported to p,►ss by-
laws and appoint officers, including president, vice-pre4dents, u ► anagin, dircetor,
general solicitor and counsel, medical director and an executive committee .

A meeting of the subscribers to the capital was held on Decembc,r 7, 1901 . At
that date .$246,700 had been subicribecl and $14,155 paid, besides $24,721 .50 o n
premium, making a total of $37,476 .60.- This, however, inclitded the following unpaid
cheques,-the stock -eertificatca-beingwithheld .until the cheques should be cashed : T. If. -
Grabam, $3,500 ; Mrs . M. F Fife, secretary, $3,500 ; T. M. Ostrom, $3,500 ; William
Scott, $700 ; Ilon. James Cochrane, $4,500 ; I)r. Forbes Godfrey, $750 ; D. W. Living-
stone, $3,500 ; S. H. Davis, $3,500 ; D. A . Gordon, $250 ; a total of $23,700 .
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The Act required $250,000 stock to be subscribed and 10 per cent of it to be pai d

up before holding the t : .ccting, and ueithï•r requirement had been complied with . It
was also said that propet notice wrs not given . The meoting was, therefore, incom-

retent . Its proccedit g, Nvvrc ultim : tely disregnrled, and another was held on March

21, 1 9 0 6 . ,lfeantiutc . the m ; :uagenunt had been in the hands of th, board of directois
elected at the illegal Decv:mher meeting, and of an executive ci,mtnittee oppointe:l
l'Y it .

The minute : of the second tn :~etin!z indicate that 5, 975 sltansxwvno theu sttl,-

scribed and $ 10,810 pni :l, brsidcs $73 .63 ", on premiutn. Titi tmettmt appointed
cirectors, adopted the by-lII\\•y passed by the provisional directm< <m Jttly :'ï, 19itl .
•ppointed auditors and referred to the board a proposed agreement tNitl : O-;tr,~ut re-mtd-

ing copsri ;hts .
The Act forbade the coin uicncevnent ( ,f busities, until $0 ,500 of lite capital should

be paid in cash into the ftutds of the coutpany, the amottnt puid i .t by any t4inreholdor
nit L,•i : v l : s thau 1 41 p . r ccut o f hi~ subscriptiou . On the application for license,

a•~~ rt : ~Iatcinent was sulunitte l to the tinperintendeut, showin~ ., S .13 2 shares in all

subscril~el . Of these 6,284 shares were al!eged to have been paiil up to the extent of
1 0 per cent or more, $03,870 having been paid in on thent . The other 1 .848 shares had

produced $ 3,310 only . Of thes :~ 6,384 sharea, 1, 600 were sutscribed wheti the liceree

was :,pplied for by the president, Mr . D. A. Gordon, who borrowed titi money to pay
the 10 per cent upon tltem They were necessary to make up the paid-up capital wLich
the Act •utive contntit w , , on May 19 . 1 9 tt11 . while the application for
license was pcnding, passed a resolution providing that Gordon be allowed a rebute
on thr•<o sitars of -$, per share which . the resolution ~tated, was less than the cost of
obtaining past subscriptions hall been . 7•h(- r,solution vent on to provide thit no
further allotment of stock should be mude without the consent of the pre-ilbnt . 'I his
arr :m :;, t, t,t fruit t,nrt if tut tr,iu~,cnctinn L y \vhich Gonl,-n purported to subscribe
for these shares and to pay 10 per cent ut ou them. Prohibiting further sa!c- without
bis consent aûor,ird bim the opportunity of dispo .ing of them. The persons concerned
showed no respect for the Act of Parliament . the provisions of which were deliber-
ately violated . As pointed out later, there is some doubt whether the executive c9nr
mittee which passed this resolution was validly apt,oinVd. i-_,

Some of the shareholders gave their notes in payment of the capital call, and in
some cases the notes were not strictly enforced. Ostront's own note for $3,500 has
not been paid and no interest lice been collectcd . Interest was chnrp'd in hi, aecount,
but was afterwards wiped out by a cross entry.

l'h Act providr ; that the head office shall be in Toronto or in such other place
in Canada as the ,lirectors may front limite to tinte determine . lit the interval between

_ _ -:- -- --- .- --.-- ---the two organization meetings ntnm• stock su scrtptions w-ere obtainéd in - Winnipeg, - ap-
panmtlY on the nnderstan,litng that the head office would he located there . At a board
tnectiu~- held innt edi ;ttely after the aharel :older ' meeting of 1lfarch 21, it was decided
that the head office should be changed to Winnipeg . All the directors present except
111r . It . C. Ilutc.hinsou, of 11[nntreal, voted fer the change. Ostrom himeelf voted for
it, though he vas opposed to the removnl . Ife sugcests by way of explanation that the
meeting was ' rushed.' IIowever that tn"y be, his real attitude was hostile, and he
seems to have detcrntined to defeat his nonrd of directors and to prevent the transfer
if p-sible. lie was a~~'qisted• in this by the president and other Toronto and Montreal
directors . Ile does not, however . seent to have been at all frank with tltem, and later .
with fuller knowledge . tho

* V
declire,l to sup ► x,rt sonne of his plan s .

'l'hc renuoval not t ;tkinr placé promptly . as the western-direetors'I'iad expected,
they had re,rourse to a Ly-law giving any four directors power to call n special meeting,
and sttttttt>.oiiçd the boürci - to t neet-nt_Wittttipe„ on Attlçttst1.0 . 10 0.6 . .'l'hey- also by
notice to the batik prevented funds fro :n being withdrawn . Ostrom at once laid his
plans to circuntvent them . ile induced tl,e president to call a meeting at Winnipeg
for the tlth, The western dircctors do not seem to have been notified, or if they were .
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at so late a date as to preveut-thcir ntteuciance. The muetiug was accordingly attended
by Gordon, Ostroin, Liviugstone, St . Denis, Brunet, Gralruin and Desauliers, directors
from Ontario an,[ lluebec+ . l'hey elected A . Deuholnle, director, in place of J . F .
Boles, who had died, and passcd a by-lan' changiug the head office back to Toronto .
'I'hey tlteu adjourned to the following day . Ott the 10th both parties were in nttend-
arce, and a very heate(l ~li3cu~ion took place . The western directors made serious
charge ., of falsification of the records, The official list of elected directors showed
fourteen eastern to eleven western directors . This was claimed to be a fraudulent and
false statewent of the re;ult of the electiou . The minutes recorded an adjournmcnt
to Toronto, and it was olainic l that tlu~ adjournnient liai Ijceu in fnct made . The
position that every act of the board aftcr its first meeting on the 21st March, includ-
ing the appointaient of an cxecutive committee, was illejal . was tirmly tnlcen . Counter
allegntioTTs were made . It was ~aiii that some of the western directors,wcre not qunli-
tie,', ail calls on their .stock not bein ; ; paid . While it scenls true that sonie of the
directors in both factions were not properly qualified, they hnd, no doubt, been elected
on lite nudcr-:t,TUding that the

' V
woul d qualify. The meeting was at last ndjourncd

until the following clny without tr ;in .snctint; any business except nt;recing upon it coTn-
nTittce to bring in it report . On tlie 11th . after the committee had reported, it was
unaninTously resolved to renlovr to Winnipeg in nculr,lance with the resolution of
March 21 . 1900, The acts of the executive conuuiittee from that date forward, except
the resolution for the allotment of the 1,1 00 ,hares to Ostrom, were confirrned .
Brunet, Livingstone and Grahnnl resigued frouT thc esecutive committee, and a new
roinmittee coluposed of Bawlf, J . T. Gordon, Rogers (chairnTnu) and 'l'ay'lor, all Win-
nipeg directors, witlt'the preA,lci ;t x -officio, n'as appointed .

At an early stage \[r . Ostrom iunnifested his intention to csploit the conlpanp,
for his personal beuefit . An atreeiucnt, prepnrc,l by lio,~z & Iiohnsted . who were in-
s.,tructed by him, was presented to the shnrchol leis' eoiumittce it its first ineetiug,
March 16 , 19 01 . It provi&l for an assignaient by him to C1r, ►hanl, IIolm3ted and
William Scott, trustees for the 1-1-1-sed company, of certain copyrighted foruis of
insurnnce policies . The price was to l+e $4 0,0 00 fully paid stock, $ 1,000 cash• and em-
ployment as first vice-pres'dent and director of ngencie> and of the actuarial depnrt-
rnent for five years at it snlnry of $ 3 ;000• Inncimteh is the copyright could confer no
exclusive right to the plans o f insurance covereI by the ,•opy'rit ;htcd forms, this was
practically paying $50,000 to Ostrom for drawing the forms, .1(r . George Stevenson
was also a party to the iuOrumcnt . The sectn•h i_ of the v,vlnnble copyrights uloved
tlinl to agree with Ostrom to

' faellitate hlnl in the pronioti t ,u of the insilro llf e PiilnpaTl\' b\' devoting a portion
of his tinte thereto . '

When it is rerneuibered that the sharehr,lder,' committce consisted ot Osh'om, IIolni-
,;ted nnd GrahanT, it is not ~zurpT^-inl_, that the propoize .l agreement was enthusiastically
received .

After the illegal meeting of shnreholdcr, of I)ccrnlber 7, 1004, and while the man-
ngement elected by it was in control, the bargain was carried out . There were al-
lotted to Ostrom 1 .400 shares of stock on •«•hich lie was credited with the 10 p :~r cent
call, $14,000, and a preriliunl of $25 per share, $35,000. Subsequently, when a person
claiming title under a mesne assignment of the copyrights by Ostrom to Stevenson
brought an action to have his ri,hts declared . Ostronl, thinking it good policy to be-
little the copyrights, moved and procured to bc pnssed b y his executive committee a
re3nlntion stating that the coln'riçhts hntl lnp~ed, that they had not been approved by
the Superintendent, and that the agreement to purchase them had thrrefore become
void . The sh8re:, were cancelled accordingly .

But that was not the lnst of the matter . Ostrom again brought it up on the eve
of the shnreholrierc' meeting of ilfarch 21 . 1900, at a meeting of the board, which was
then, in view of the shareholdet's' meeting about to be held, calling itself a` pro-

128a-8
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visional' board . That. body ordered the execution and submission to the shareholders
of the agreement with Ostrom then proposed . The shnreholders at the meeting refer-
red it to the baord elected by them, which referred it to to executive committee .
At first, action by the committee was deferred until Ilon . Robert Rogers, a member
of the committee residinF in Wiunipeg, where the opposition to Ostrom's scheme was
me.,t, pronounced, could be present, but on April 12, at all executive meeting at winch
Ostrom, Gordon and Livingstone were present in person and Graham by a judicious
use of the telephone, the purchase was nffirmed and the 1,480 shares ordered to be
nllotteil. The minute explnins the apparcnt, urgency ou the ground that it was
expedient

` to complete the rate books and policies and enter the insurance field imme-
dintely, '

In the followint; August, shortly before the Winnipeg meeting, and when Ostrom
was nbout lcavinF for that place, lie laid some stock certificates before the president
for signature . The prrsident says that 1 ►e was pnrticulnr to inquire whether they
xerc in respect of the 1,400 shares, and was assured by Ostrom thnt. they were not .
lie signed certificnte, for 2 .10 shares, and says thnt then, finding upon inquiry from
the book-keeper that it was the 1 ;100 shares tvhich lie was issuing, he ceased signing .
'I'he certificntes signed were taken by Ostron ► to Winnipeg and were there given by
him to Gordon, who ^nncelled them . IIe had assured the objectors at the Winnipeg
meeting that the shnre., would be given up. When that meeting rat.ified all the acts
of the eNecutive conunittce there was n signiticant exception made of the resolution
i(-ardint; these sharc .s . On his return to Toronto, Ostroni prdcured Vico-president
Graham to sign fresh certificates . Graham was at the Winnipeg meeting and was
perfcctl

* v
aware of the situntion, but . lie was npparently prepared to do anything

Ostrom nsked hin ► to do, except to mislead the Commission with regard to the date
when he signed the certificntc, . It was on the morning of September 4, the day upon
which this company's affairs came ander inquiry .

When the company was ready to commence business Ostrom's estimate of the
value of his service, had greatly increased, and he incluceil the provisional directors
to approve and recominend to the shnreholdcra n contract under which lie was to
reccive for five yoar.: ; ► snlnry of $5,000, and a commission of $1 for each $1,000 of
new in4urnnce upnn «•hich two premiums should be paid . On the termination of the
coutrald whethcr before or after five years, the commission takes another form. It
is to be $1 per $1,000 per year of insurance mcurcd under his management, and is to
be payable so long as the insurnnce remains in force . Besides snlnry and commission,
Ostroui was to be paid the usual agent's commission on all insurance procured by him
on the lives of persons not cnnvassed by the co ►upany's agents . A provision that the
mmm ► rt pnyahlr should not oxcced $25,000 in any one year indicates the value placed
by O;tro ► n upon this contract .

Notwithstnnding its important character, the contrnct (lees not seem to have been
submitted to the shnreholders, no reference to it appearing in the minutes of their
mccting, but at n directors' meeting held immediately aftern•nrds it was approved ,

` snh,iect. to such increase to Mr . Ostrom as may be agreed upon by ~ir. Ostrom
and the board of directors !

This clause was ndded. Ostroni says, beenuse it was then intended to move to Win-
nipeg %vhere 1hn cost of living would be increased.

At May 31 . 19 06 , some weeks before obtaining the license, the company had paid
Out time following sunis for expenses, commi-,sions, fic . :

- Comuni,sions -(rc-~Storlr Sulser'ption) . -$37;571 19 -
Advancc, made to r1g -nts . . . . . . . . . . . . . . . . . . . . !)Oi 00
Salary of Office Staff . . . . . . . . . . . . . . . . . . . . . . . . 9,573 30
l'rintinfi . Advertising, Stationery . . . . . . . . . . . . . . 2,776 72
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Travelling Expenses (T . M . Ostro m ) . . . . . . . . A, 72a 0a
Telegraph, Telephone, Express, Postage . . . . . . . . . . . . 1,496 57
Legal Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,03 9 26
Hent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,210 00
Montreal Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . 25 2 11
Bank Charges . . . . . . . . . . . . . . . . . . . 10 .9 71
Sundry I:xpcnses . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 .566 85
Accrued Expenses ( T . .1f. Ostrom, May salnr y ) . . . . . . . 416 66
Auditors' Fees (Edwards, Morgan & Co.) . . . . . . . . . . 250 00

$60,952 7 2
Out of the nmount paid for commissions, Ostrom received $14,2011, for svlling

stock, and he was also paid dtrring the same pc•riod $5,7tt1 .6~ ns salary . Included in
-is c•ouuuissions is a sum of $214 .50 pai(l him as in respectof 12share,sof paid upstoek
«hich he (lid not sell, but which were allotted by the provisional directors to Matthew
Wilson, K .C., for services prior to incorporation . In the opinion of your Commis-
sioners it is doubtful whether these shares, under the circumstances, were legally
issued . The services cormectetl with incorporation seem to have bcen performed by
other solicitors, who were paid ¢S14 .26 . When the 1,400 shnie ; were first icsaed to
Ostrom for his copyright!3, a res lution was has3ed that ho be pn~d $7, 01Xt co-nnuissien
on these shares also, but two of the directors, Perfi~ct ;und Scott, objvcted, and lie
o lua u dkrned the clnim .

The munificence with iehieh it was proposed to deal with O~troni w : i . not omtinely
abeent in the director:' prop,sed dhcnliug with thenisclves. At the maetinr of Decem-
tom. 1904, mi motion of T . 11 . (:rahnm, secondv,l by 1) . A . Gordon, it was resolved
that

•"k•15 ttnn worth of steok, including trremiums ful ly paid up, h e nllnttwl to _llessr?.
Coehrniue, Livin,-stoiie, Graham, Scott, Godfrcy a :id Gond„n in equal amounts,
in compensation for service .; for promoting the 1lionnrch Life A&;nr .uict, Coin-
pany to date and for further service .; for one year from date . '
This seems n disproportioante reward to these gentlemen for their attendance at

meetings from March, 1904, to December, 1905 . The resolution involves besideG an
entirely erroneous idea of the position and righte of promoters in the creation of this
company. It also ignores the fundamental difficulty of nursing an insurance conr
pany through its Vnrly year, with its heavy expense; and smnll premiuni income, sub-
stituting gross extravagance, if nothing worse, for the cautious economy which is
essential . Mr. Matthew Wilson, K.C., advised that the stock thus allotto,l would be
in law unpaid, and that thé-subsoribers nôuld be 7iable for the full amount, and the
plan was abandoned for the time at lenst . But the minutes indicate that the inten-
tion of paying themselves handsomely has never been abandone 1 . The subject was
discussed at the Winnipeg n . * eting, but no conclua'ôn was then reache.j .

VTTTLTAI. Rl?SF.RVE LIFE INSURANCE COMPANY .

The company procured legislation in 1 904 (4 Edward VII., cap. 101), whereby it
was intended to facilitate the transfer of assessment policyholders to a legal reserve
Fection, giving the assessrnent policyholders certain options set out in,the Act . It is
declnred that the policyholder exercising 'either of said options' shall be entitled to a
dividend of his proportionate share of $152,000 on deposit in the hands ôf the Receiver
General of Canada, applicable to the nçsessment policies of the company in Canad a
nt the date of license .

-- The compan,y-atnd-the-Insu rance --Branch hold-diverse viows with-reference-to the
proper interpretation of the statute in so far as the riehts of policvholders desiring
to continue on the assessment plan are concerned .

The company takes the position thnt :-
123a-8t}
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(a) Policyholders who retained their old assessment contracts were no t
allotted any portion of the said sum of $152,000, but that the prol,ortion appli-
cable to such policies rentains unallottcd ;

(b) That under the second option as rcgards allottmcnts made by way of
rcdnetinn of lien, forfeiture of the contract of insurance, involvec forfeiturc of
the amottnt by which the lien was reduced, and

(c) That all allottment- made in reduction of the nnturnl premium under
the third option on forfeiture revert to the company .
The Inst,t• ;tttce ltranoh, on the other hand, holds that it. was the intention of Par-

]lament, and the stipulations in the Act mvan that all the pnlicyholders nientioned are
tntitle(I io participate in the ullottnnent of the $152,00), and that the diversion of any
part 'd thttt aniotnrt, wh o iltrr h

'
by fnilure to allot the same or by forfeiture of sutus

nlread,v allotted, i s a violation of the spirit and intent of the legislation .
The main question of construction is one of some nicety . There are three options

given, followed by the provision that the policyholder exercising `either of said
options' sh -i ll be entitled to his dividend out, of the deposit, The policyholder is given
in the following section the ' right ' to continue his policy under the assessment plan,
and it may be that lie is exeluded by the wording and collocation of the different para-
gr,tplLC of the aectiot The minor questions are also ditlicult .

Your Commissioners are of the opinion that this matter is not one within the scope
of the Commission . It involves the determination of rights on the proper interpreta-
tiou of the sttttute . and should be left to the deeision of the courts .

TIIE COMMERCIAL TRAVELLLRS' \fi?TiJAL BENEFIT SOCIETY .
This societ y was incorporate d on January 2 7 , 1882, by certificate issued under the

Friendly Society provisions of the Ontario Insurance Act. It is, -therefore, a pro-
vincial corporation, but it transacts business in ether provinces of C o nada under a
Dominion license . It ~z contract s are not confine d exclusively to conimercial travelLrs,
but it undertakes t o insure all non-hazardou s lives, those who insure becoming met,tbcrs
of the socicty .

On December '1 1, 1 9 05 . it~ assets, accord ing to the return made to the Dcpartmcnt
of Finance, were -$5S,79G.S19, and its liabilities $4,538.35, leaving n net surplus of
$5 4 ,25Q,54 . The policies then in force were 1,873 in number, insuring $ 1,876,000 .

In its early history it admitted members without medical exaun ination, but that
was discontinued many year, ri go .

Its general scheme of insurance is to charge each applicant $2, per annu m for
expenses, and to collect fixed assessments bi-monthly, half yearly or yearly, which are
supposed to be accumulated ns aiï iiïsurtïticë ôriiiortiiârÿ fnnd : Thérë is pônër to maké -
additional a :sessments, and the society's policies, following the provisions of the In-
surance Act, require them to be mnde, if necessary to the payment of mortuary claims .
Claims are only payable out of the death funds and the proceeds of such assessments.

With the exception of the years between 1890 and 1900, the only provision for
expenses has been the $2 per ammnn per member . During those years the interest
realized by investment of the mortuary fund was applied towards expenses . By means
of this assistance and economical management the total expenses for the years 18 91 to
1905, inclusive, have been kept within the total amounts available, the latter being
$60, 2 0 8 , and the former $5 9,908 . %

Prior to 1900 the members' age3 were grouped for premium rate purposes, as shown
in the accompanying tables . No scientific principle seems to have been adopted in the
computation of premiums prior to that year . The rates in use from 1881 to 1898 are
shown in the second column of the table . In 1893 they .were somewhat increased, as--- -
shown in the third column. In 15 9 7 the rates for ages between 40 and 50 were re-
adjusted and increased as shown in the fourth colunni, the rates for earlier ages being
untouched . In 1900 or 1902 the rates were very srbstantially increased (see the fifth
column), and the grouping principle was abolished . About that time there was much
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anxiety upon the subject of the s _ u8iciency_of the rates, aud n,,tuarial advice was sought, .
though it appears that the actuary's rates were not adopted . The rates then fixed are
still in force, and approach very nearly to the standard rates deduced by the Hunter
.and National Fraternal Congress Tables, which are set out in sixth and sevent h
columns .

.1ge. 1891. 1893. 1897. 1900-2. llunter.

i .'+. i i cte. f cts.

6 80 7 20 7 20

26
2 7 2II S 11) S 10
28
2t1

30
3 1
32 , 8 Il) 9 00 9 00; 3

34

i ete. i et 9.
9 60 9 RG
9 90 10 20
10 20 10 55

N.F.C .

i cte.

1050 1001 10 82
1080 - 11 28 1l1 92
11 10 11 66 1l 1 4
11 40 12 03 ll 5 ~

1200 1'242
12 30 12 76
12 60 13 12
12 90 13 40
13 20 13 87

13 50 14 31
13 80 14 76
14 10 15 22
14 40 15 73
14 70 16 25

35 15 00 16 82
36 15 60 17 42
:37 1) (MI 10 50 1050 1820 1s05
3~ t 16 80 18 71
30 17 40 10 42

a0 13 50 ( 18 00 20 1R
41 ', . . 1i !0 20 20 97

10 :i11 13 50 20 90 ?1 81
43 tI~ 1500 r 21 60 2270
~~ 22 80 `3 65

24 00 -1 66
46 16 5 0 r 20 25 72
47 12 W 16 50 26 40 27 31
aR 19 50 27 60 28 10
441 27 00 28 80 29 36

50 14 -10 Nil. 30 00 Nil.

11 0 2
12 28
12 l17
13 O.S
13 .`I !

13 96
14 43
14 94
15 47
16 03

16 62
17 24
17 00
is 60
!9 3 4

20 11
20 93
21 80
22 72
23 769

2
26 81
26 91
28 20
29 5 1

----
'I•lle method of treating old members when rate advances were made appears to

have been to apply the new rates for the original age of entry, the result being that
the new rates, though probably nearly adequate in themselves, have not provided any
substantial relief in respect of the burden of the old insurance, which has always been
and is still being carried at a loss .

ject of fraternal societies generally will be dealt with .

THE SIIPREME COURT OF THE INDEPENDENT ORDER OF FORESTERS .

Leaving out of consideration for the present such general questions relating to
fraternal societies as require special consideration, the history of this important order
presents many points of in! :rest . It is much the largest in point of numbers and the
widest in geographical extent of all those fraternal organizations with which the
Commission has been concerned . Its methods have been aggressive, its-accumL!Ition
of funds and its distribution of insurance benefits renlarkable . its expenditure eno ; -
mous. It illustrates in a singular degree the possibilit;v of supreme control becoming
vested in an individual . Its management has been characterized by extravagance
which, in the pursuit of geographical expansion beenme recklessness . It has auc•

-eeeded hitherto in indueing--Parliament-to-accord-it-exceptionalrecognition-as-a-fra--
ternal society from the insurance standpoint and has incidentally broken through
nearly all the barriers interposed by the Department of Insurance in the attempt to
keep the statute law of insurance upon an intelligible an consistent footini .

Tlië siibjeci -n ül bë flirthér disciiss~d, in n-lnter pnrt of the report, whëré tho ë>.ib-
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The, fraternnl sMioty known as the Ancient Order of Forcstershnd its rise in the

United
".Z t : j tc" By nsecesslon in 1874 the Independent Order of Fore .ters separated

from the parent body, remaiuing, however, n United States Order. At the time of the
seces,ion and for a• year afterwards the order confined itself to what are calle d
fri"n'11Y 1, n~'ti4s~ but in 1875 the feature of endowment or insurance was added .

it, jç ;t ; the first Cnnndinn subordinnte court or lodge was established in the pro-
vill,,e of Ontario, and in 1878 the ntmiber of subordinnte courts ii . that province be-

suilicient for the establishment of n high court, known as the Ontario .High

0„ 1111 , Mid owing allegiance to the Supreme Court in the linited States . That high

court took out n certificatc, of incorporation in the province of Ontario under the
Fritudly Societies' Act . In the same year, 1878, Dr. Oronhyntekhn became IIigh

('aurt- Rnnger for Ontario. - A ('nnadinn sccessiotu ocenrreci in 1870, the seceders

roint,* out under the nfnue of tho t`niulian Order of Foresters. 1)r . Oronhyntekha

and his friends, however, remained loyal to the United States Order until 1881, when
they also sccecled, taking with them the mmie Independent Order of Foresters, and
incorüornting as an independent supreme court under the rame Act . Dr. Oronhyntekha
beenme the `upreine ('hief lianger, or chief executive officer of the see•rding body,
which position lie ha,'evcr since-lield .

The subordinate courts or lodges have certain limited powers of taxa ion in re-
spect of their membership, but solel

'
v for dome.tic purposes, as ,naintenanee . They

send representatives to the high courts, which sit yearly or biennially or trienninlly as
the case may be, and are composed of the delefiates -,eut by the subordinnte courts

within their respective jurisdictions . The high courts have as sources of revenue cer-
tain charter fees of 6bordinnte courts or royalties in respect thereof, the profits upon
sales of supplies to subordinate courts and certain fixed powers `of taxation in respect
of the membership of the snhordiunte court.- . 'l'heir expenses are the salaries and
expenses of their officers, including organizers and the expanses of the meetings of the
high courts and of the delegates attending them .

Neither the subordinate nor the high court has any direct connection with the

insurance schcme of the order.
The Supreme Court, which has met about every three years, is composed of the

oxecutive and other oflicers of the Supreme Court and of delegates elected by the High

Courts . Between sittings nhsolute pôwer is vested in the Executive Council which
consi3ts .of a Supreme Chief Rnnger, a Past Supreme Chief Rnnger ; n Supreme Chief
Vice-Rnnger, a Supreme Secretary, a Supreme Treasurer, a Supreme Medical Officer
and a Supreme Counsellor .

The Supreme Chief Ranger and his executive have always been supreme, in fact
së -well -tis -iü nnmë. An enactment well devised to stifle criticism is-found in what is--
now nrticle 17 6 of the Constitution, which prohibits subordinate courts and their
members from writing, reading or acting upon any communication relating to the
Order without the sanction of the Supreme Chief Ranger or the High Chief Ranger

of the jurisdiction .
The sources of income are certain taxes and fees exacted from the whole member-

ship, certain charter fees, and the rates fixed and exacted from the Inembers in res-
pect of benefits, which are divided into mortuary or insurance benefits and sick and
funernl benefits .

Apart from the proceeds of certain special taxes there are accordingly three

funds :-
(1) "Mortuary or insurance ;
(2) Sick and funeral ;
(3) General or expense .

~ ,-- •Thé cônsti{t~iôn pérm~is 5 pée; cent tb taken--from - the -mortuary--fund-for--
nddition to the general fund .

Upon jecession in 1881 certain rates a•o•. i fixed, to be charged the membership
for the mortuary or insurance benefita . Th-sr rates would appear to have been higher
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than thosc prevailing theretofore and may properly be treated as being premium
rates. They were compulsory in respect of all members, white the rates charged for
the sick and fuaeral benefits were optional . It does not appear that any technical
skill was applitd to the fixing of the rates in 1881 . The statement made is (page
2205) :-

'`We rtsolved to take the combined experience table, I think it was, and take
its rates of cost of risk at first entrance and adopt it its the premi ►nn rate of the
reorganized Order. '

This would appear to point to the term rate for a single year of insurance and
this view of it is borne out by whnt the saule witness, I)r. Oronhyatekhn, says at' page
2214 :-

' Q . That is that the tables are founded upon the. supposition that n prentium
intended to carry it risk for one year was sufficient to carry it during lifo?-A .
Oh, yes .

Q. That is right?-A . That is correct .

In 18 9 8, it was deemed desirable to fix a new table of rates.
The underlying principle was (page 2206) to get for our membership the

insurance benefit at absolute cost ; we did not know what it Was, and we set out
to find that . '

The method said to have been adopted was to take the expeetat .ion of life a t age
of entry and fix such a premium as would, if invested at 4 per cent during such
eRpectation, produce $1,000, after deducting the 5 per cent for expenses permitted by
the constitution to be deducted from the mortuary fund .

The alteration in rates of 1898 did not apply to members who came in before
the alteration . They have continued to the present time to pay the old rates .

A table of the rates, both of 1881 and of 1898, which was made tip and presented
by the order as Exhibit 456 follows :-

1851 13ates 1'reFCnt Rates . I Increaee+in
per 1000 i ver 1000 1)ifference . terme% of

monthly . I monthly, 1881 ratea

S cta .
18 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .60
19 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .61
20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .62
21 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .63
22 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01
23 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .65
24 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .66
25- : . . : . : . : : . . : . : : : . : . . . . . : . . : : .

. . . . .
.67

28 . . . . . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . .68
27 . . : : : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .69
28 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .70
29 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .71
30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .' .72
31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .73
32 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .74
33 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .75
34 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .76
.35 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .78
38 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .80
37 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .82
38 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .84
39 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .86
40 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

.
.88

41 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90
42 . . . . . . . . . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . .92
43 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .95
44 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .98
45 . . . . . . . . . . . . . . 1 .02
46 . . . . . . . . . . . . . 1 .07
47 . . . . . . ., . . . . . . . 1 .14
48. - J122
49. . . . . . . . . . . . . . . . . . . . 1.35
50 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 .45
51 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 .55

. . . . . . . .52 . . . . . . . . . . . . . . . .
. . . . . . . . . . . . . . . 1

.65
53 . . . . . . . . . . . . . . . . . . . . . .. 1.75
54 . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . .i 1 .85

'---- _
eta .
.76
.78
.80
.82
.84
.86
.00
.94
.98

1 .02
1 .06
1 .10
1 .14
1 .18
1 .22
1 .26
1 .32
1 .38
1 .44
1 .56
1 .56
1 .62
1 68 ._ ._.- .
1 .76
1 .84
1 .92
2 .00
2 .08
2 .18
2 .32
2 .50
2 .76--
2 .90
3.10
3.30
3.60
3.00

.10

.17
.18
.19
.20
.21
.24
.27
.30
.33
.36
.39
.42
.45
.48
.51
.68
.60
.84
. t38
.72-
.74

.88

.92

.97
1 .02
1 .08
1 .11
1 .18
1 .28---
1 .35
1 .45
1 .55
1 .85
1 .85
2 .05

26 . 7~
27 .9~
29 .u
30

.2l-31 .3 0
32 . :30
36 .4 ~
40 .3~;,
44 .17
47 . 8

475
54 .90
58 .3 ~

.6~e t
64
68 .Oqf~
73 .7„
78 . 9/o
R0 .0r~
82 .9Eû
85 . 71,
86 .04

---90:8n--
05 .8~ç

100.0
102 .1r~
104 .1-

9103.9r~~~9ppp

103 .7
103 .6~0

100 .0
100 .0~
100 .0
100 01',
105 .1 0
110 .8~Jo
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The computation of these premiuu4s . eveu if it were in other respects sound ,
seem to have altogether +lisregnrded n feature of the instirancè sch~,no which is of
material importance . Upon the occurrence of what is called ' total disability,' during
the life of the insured member, lie became at once entitled to one-half the total amount
insured, was relieved, from paynient of any further premium during his lifetime, and
the remaining half of the nmotunt insured was payable at his death according to the
terms of the certificate of insurnnce.

To the general or expense fund, to which five per cent of the mortuary fund was
permitted to be carried, were carried also certain certificate and charter registration
fees, the profit from sales of surplus (stationery, literature, fic .) and the proceeds of
a tax called the ` Extension of the Order tax .' This tax, which embraced under one
head cortain former taxes, such as capitation tax and ' Forester' (newspaper) sub-
scription tax, is levied upon nll members, and is a grndtiated tns fixed as follows :-

For each memher holding $ fi00 of insnrnnce, h cents per month .
it it 1,000 it .'i0
ca cc 2,000 1g
it it 3.00 ep . .
c (. 4.000 2 5

5.000 30 ~

This tax was intended to be applied t :enernlly towar,i.s extewiing tlië-sphere of the
Order's operations, but, as part of the general full(], it_ .nas nt. the disposal of the ex-
ecutive for the purpose of defrayin~,~ all the çxpensés of the Order, including salaries
and expenses of officers and organi7ers .' " _

The constitution of Jflhe-m-6rtunry and general fttds, their relation to each other,
and the purpoges -n-hich they were respectively supposed to serve become of much im-
portance ;when the >absequent financial history of the Order contes to be examined .

In 1889 tho Order had made wide extensions into other provinces than Ontario,
and were vigorously extending in the United States, and in that, year the Order ap-
plied to parliament for a special Act of incorporation . It was thought that a Dominion
charter would give the Order prestige . The application met with serious opposition
from the Department of Insurance . Exhibit 33 contaiY)s a report made by the Super-
intendent of Insurance, Mr Fitzgerald, to the Chairman of the Banking and Com-
nierce Committee . The Insurance Act then in force was R .S .C., cap. 129, That Act
inude provisi4m for the licensing of insurance companirs, and it was apparent that its
main provisions were intended only to apply to companies maintaining a reserve com-
puted according to the provisions of of section 35 . The Independent Order of Fores-
ters di(l not then nor do they now profess to maintain such reserve . The superin-
tendent appears to the Commission to have been clearly right in the assumption that
the Order's incorporation was not, therefore, intended to make the Order subject to
those main provisions . Indeed this was the view of the Order itself. Then there was
a group of sections, 3 6 to 42 inclusire, framed for the purpose of dealing with the
case of pure assessment companies, meaning companies which collected no premiums
properly so-called from those insuring with them, but paid death claims solely out of
assessments upon them made for the purpose .

The Independent Order of Foresters altogether rejected the idea that they fell
within the catagory, inngmuch as though they had a provision for making an assess-
ment to meet a death claim in case of emergency, their primnry and principal means
of providing for death clnimc was the ordinary fund resulting from the collection of
level premiums . This contention the G-1mmission thinks was correct, and the superin-
tendent did not in any way disagree .

The - Point ofdisngreement_was_thefollowing : Section 43 exempted altogelher- -- -
from the provisions of the statute societies for fraternal purposes, among which pur-
poses the section included the insurance of the lives of the members of such societies
exclusively.
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But the same section permitted such a fraternal society to bring itself within the
Act only on ternis of bringing itself under the group of sections relating to pure as-
sesgment eompanies .

The Independent Order of Foresters, the superintendent thought, ought either to
remain outside the Act altogether, or to come in as a level premium company main-
taining n reserve. lie re-~ognized what is now nclmitted, that the object of incorpora-
tion was to secure the imprintatur of parliament, and lie recommended that seeking
such imprimatur the Order si• )uld conform to the parliamentary requirements .

The result of the contest was thQ incorporation of the Order by the Act b2 Vic .,
cap . 104 . The dif6culty stated was temporarily solved by requiring the Order (sec . 8)
to make it plain upon its policies, applications nnd receipts that its insurnnce was
within the exception contnined in the forty-thirtL section applicable to fraternal
societies, and was not subject to government inspection .

This Act, so far as it is n►aterial to the present report, limited the holding of real
property by the Order in Torontô to n value ui $100,000 .

It furtheranndé specific provision with regard to permissible classes of investment .
_First-mortgnges on 1 :111 ds held in fee, ► loposits with Cnnnclian loan and investment
companies, registered debentures of such complnies, Canadian municipal or school
debentures, Dominion or provincial seeurities nn,l deposits in chartered bnnks are the
only classes permitted .

'l'1►e statue was probably found, in view of the provision mnde b
, V

the ciRhth
section, not to be pnrticulnrly promotive of the order's prestige. In 1892 tue order np-
plied for registration as an nssessment company under the trruup of clauses in the
General Act to which reference has been made . It sceniq likely that the object of this
application was to secure the prestige of a Dominion deposit and license under sec- .
tion 39.

The Treasury Board, however, deélined to permit the registry, appnrently upon
two grounds : one being the impossibility of treating the order as nn nssessmcnt com-
pany at all, in view of its method of collecting level preminms, and the other the
express provisions of section 8 of the Act of incorporntion .

This refusal was preceded by an opinion from the I)epnrtment of Justice, in
which the additional ground for refusing the order recognition ns an assessment com-
pany was taken that their insurance contracts included policies in the nature of en-
dowments .

In 1895 the order again applied foi legislation, but it is sufficient to say of this
application that its general object, which was to secure the right to mnke a deposit
and obtained n license, wnqnot attained, a modifie-l Bill which passed the Co ► nmons not
having passed the Senate. -- '

In 1896 the order again applied for legislation . On this oceaeion lmrliament
yielded . It is not difficult to recognize the remarkable diplomncy of the supr,>>ne
chief ranger in this ultimate triumph .

The order obtained what was prac#cally full recognition as an insurnnce cmn-
pnny, entitled to make the government deposit and to obtain the govermnent licenee,
but not bound to maintain any reserve . The statute professed in some respects to treat
the order as an cssessment company, ignoring the fundamental distinction pointed
out hv the superintendent on the former occasion .

--The-constitution of the order contains a provisio~i for making extraordinary ns-
sessments upon the members in addition to the mortuary rates or premiums . In its
present form it is section 157 of the coustitutinn, and its purport is to enable the
executive to order such ex>:ra nssessment- whenever and so often as the available
mortuary funds become reduced to less thar the amount of claims passed by the exe-
cutive within thë then pïëcetiirigi sixtyiiaysï This is spoketï of-Dy-the ëuprerpé chiéf
ranger as the 'safety' t•]nuse. It seems manifest upon the evidence, and is indeed
plain upon the face of the clause itself, that resort is not intended to be had to this
provision until the accumulation of surplus mortuary funds, amounting now to more
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than $s',000,tW, lins practically disappeared, and the excct+',iv{ : has always made it a
feature of ita fraternal system as compared with the systems of other fraternal socie-
ties that the members always khow exactly how much they have to pay to keep their
insurance on foot . It is not the case of an assessment company whose members have
never paid premiums at all, but have always paid mortuary assessments as the con-
sideration for their insurance, but a case where those insured have always paid level
premiums professedly fixed as being sufficient to provide for the cost of insurance .
It scems manifa ;t, therefore, that should the ` safety' clause be resorted to, under
these circumstances, and after the loss of $ 8 ,CO . 000 of surplus accumulated from
premiums, the result would be final and complete disaster . The Independent Order of
Foresters, therefore, presents the anomaly of an insurance company doing business
upon the level prcmium basis, but making no pretense of maintaining the legal re-
=ervvs . save that the public is to be informed that no reserve is required to be mnin-
taiuerl by it, and save that its policies must he endorsed with the fiction `Asse.siuent
system. '

Titis statute further incirascd the powers of the order in respect of holding real

estate in Toronto from $100,000 to $350,000, a provision which had been boldly anti-

cipated, and indeed already greatly exceeded in the ambitious Temple Building pro-
ject .

It also permitted investment oi dqhnsit outside Canada of such portion of the
funds of the order as might be nccessary for maintenance of foreign branches, not ex-
ceeding, however, one-fourth cf the available surplus .

The limitation upon amount of any insurance was raised from $3,000 to $5 , 000,
but the order was prohibited from issuing annuities or endowment policies. (Thce Old
Age Disability Benefit, now provided for by section 158, subsection 20, of the con-
stitution . apixars to l)e in part of the naturr of an endowment, and the provision is
probably to that extent invalid. )

The liability of retiring members was limited to such assessments, dues, fees,
taxes and fines as had been nntified to them or had matured and become due at the
date of retirement .

The only other statute to which reference need be made for Ge purposes of this
report is ti,. e_ stati :te of 19 01 .

This Act made an alternation in the powers of the order in respect of holding
real eçtate. The limitation is made by yearly instead of by capital value, $30,000 per
annum is substituted for the capital value of $3 50,000 fired by the Act of 1896 .

By this Act, also, the~order's powers of investment were widened so as to coincide
with the general powers given by the fiftieth section of the Insurance Act .

The history of the Order with regard to foreign extensions has been instructive
and so interesting as to be ; :niost picturesque .

The United States field was invaded at al#early date. In 1891 the Supreme Chief
Ranger reported to the Supreme Court in part as folloRs :-

` Since the last session of the Supreme Court we have instituted High Courts
in Minnesota, New York, California, North Dakota, Illinois' and Missouri . We
have also broken land in Oregon, Washington, Colorado, Montana, Arizona, Wis-
consin, Pennsylvania and Kansas . '

The same report speaks of the extension of the Order to Great Britain, where it
seems to have spread in that or the previôus year, but it does not appear to have made
much headway there till the organizing visit of the Supreme Chief Ranger in 1897 .
He took with him a considerable organizing staff among whom were Messrs . Marter,
MeNair, Williams, Gilmore and Campbell . The result of the work in Great Britain
is summed up in the following table :-
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caE .rr nRIT .11N' :► N 1) 1aEl . .lNll,

Itl celcl s .

Years .
Siek \ ( 7cner :ll

>lortnary. and o r
Puncrnl . Ex llens e -

1896 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1897 . . . . . . . . . . . . . . . .
18US . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ., . . . . .
1899 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1900

$ ct2.~ $ et,-. $ eta.

-15.155 65 ' 252 2 8 3,442 04
8 .,866 411 267 23 41.155 09
fiR,373 si 165 72 9,148 37
56,035 12 439 -11 11,774 8 1
91 .022 f+li Jlfi 17 9,74:3 791901 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1(N1.793 4t3 1i1 :3 :32 lI,1211 051902 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 118 .841 93 623 70 ' 11,372 11019(k3 . . . . . . . . . _ . . . . . . . . . . . . . 127,211 11 G99 22 11,776 74190 4 . . . . . . . . . . . . . . . . . . . . . . . . . . - . . , . . . . . . . . . . . . . . . . 129.if12 t72 036 it 11,73 :3 9 1

1905 . . . . . . . . . . . . . . . . . . . . .. 1:35,1103 64 631 45 11,U57 3'- 1

5 I'cr cent to ( Jcl .crnl . . . . . . . . .

1118Hr'It , r.\I!'\l , .

Y ccv> .

961,619 6 9 5,1 0(4 01 98,867 1 0
48,2311 95 . . . . . . . . . . . 48,230 95

916,3SS 74 . . . . . . . . . . . . 1 17,lYlti 0:,

Sick i Cencral
\I rluar~ . , and o r

uncral . Etpeneca ,

S cto, S ets.'' $ ate.

iS9ti . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,237 16 23 86 24,456 47
1597 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,1:35 49 10:3 16 :30,596 82
1895 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . :37,666 53 44 83 53,412 96
1899 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I 24,9;31 54 167 95 36,372 6119013. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,826 95 307 95 36.168 5l
1901 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51,144 07 271 70 42,209 431902 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,898 50 420 83 43,957 95
190,1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,301 34 64 29 39,952 27
190i . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54,630 83 318 02 37,422 01
1905 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .', 61,320 09 178 35 ~ 26, 658 2 1

364,092 50 1,901 01 371 .237 27

Showing an outlay in organizing and other expenses of $.371,237 .27 as against total
receipts on expense account of $147,098,05 .

The Supreme Chief Ranger went to the continent of Europe in the following year,
1898, the necessary resolution being passed by his executive council, to make inquiries
and take initial steps to introduce the Order there . He appeared to have travelled over
parts of the continent, including France and Italy, and he even went so for as Egypt,
where he initiated one person into the Order, but his journey seems, so far as the inter-
ests of the Order were concerned, to have been substantially confined to n survey of the
territory. In the meantime, as shown by his report to the Supreme Court in the sum-
mer of 1898, the manager for Great Britain, Air. Marshall, appears to have stimulated
progress in Norway, where a Mqh court was established or. July 7, 1898 . This opened
what was called tho Scandinavia, field, including Norway and Denmark, in which the,
first outlay took place in that year. The expense of working this field and the crop
reaped there were as shown by the foltowing table :-

Y
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IA96 . . . . . . . . . .
1Si1~ . . . . . . . . . . . . . . .
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1900 . . . . . . . .
1901 . . . . . . . . . . . . . . . . .
1901 . . . . . . . .
I903 . . . . . . . . . . . . . . .
191}1 . . . . . . . . . . . . . . . . . . . . . .
190"' . . . . . . . . . . . . . .

SCANDINAVIAN .

Itecr:,rra .

7 EDWARD VII ., A . 190 7

Sick Cencral
\I .~nunn . nud f-r

Puueral. l:x pen se .

S et? .I S ets.S cL.

1b96 . . . . . . . . . . . .
1f.97 . . . . . . . . . . .

.IS9S. . . . . . . . . . .
I599 . . . . . . . . - . . .
191N) . . . . . . . . . . . .
1901 . . . . . . . . . .
1902 . . . . . . . . . . . . . . . . . . . . . . . . . . ,
1911:3 . . . .- . :~. . . . . . . . . . . . . . . . . . . . . . .
1901 . . . . . . . . . . . . . . . . .190 .; . . . . . . . .

. . . . . . . .
. . . . . . . . . .

. 04
. .

^ù0.i ~ 04H 14

.
. . . . . . . . .

1 .Y7,i 90 0 96 80'33
5.323 I l fi 57 :iGt 34
5,762 46 - :i 51 3611 lFJ
6. 453 I)1 204 s .: 103 84

19,010 56 217 37 22:5 64
950 SO . . . . . . . . . . . . 950 50

---~-_ ---
IS,lki0 06 . . . . . . . . . . . . . .1i0 1 4

Sick Ccneral
\lurtnar~ . and . r

l'w,cral . I li " pcu>e .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 11 02
1tt)0 INI . . 1,367 7 1

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 .117 52
. . . . . . . . . . . . . . . . . . . . . 10.400 93

. . . . . . . . . . . . . . . I 1 .9 59 9S . . . . . . . . . . . 22,567 90
. . . . . . . . . . . . . . . . . . 21 .62'21171 .9 49 1 6 . . . . . . . I 4 .1 4 7 4 91 . 4 7s 42 1 ..71>n 64

---
6 .rs7 ,',a s7.7 4 t z s

The est,ensc, inetn•rcd being ŸSï,i~12S :), a~lliust total receipts on e.-,pen s e nrc~~unt
$2,1 i G .14 .

The only other continental field which was occupied, r ;ns, that known as France
and Belgium . The results there were as follows :-
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FRANCE AND PFLGIUM .

Ile~ l .n•i~ .

I
. . . . . . . . . . . . . . . .

1597 . . . . . . . . . . . .
1S9S . . . . . . . . . . . . . . .
1899 . . . . . . . . . . . . . . . . . . .
1900 . . . . . . . . . . . . . . . . .
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1903 . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . .1901 . : : ,
19o.5 . . . . . . . . . . . . . .

Ill .nr 11semn .N1< .

159~ . . . . . . . . . . . . .
1S9S1 . . . . . . . . . . . .

1 :. -~ __ US1 .1110 . . . . . . . . . ., . . . . . . . . . i o

19111 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ., . . . . . . . . . . . . . . . . . ILSUl 'SII

1 ~ lY? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5, 21 1 8 2

1903 . . . . . . . . . . . . . . ., . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.1lS lil ~ . . . . . . . ~ . 1,2 65 til

1 901 . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . ~ VII 45 !o3 tS S. . . . . . . . .
1911i . . . . . . . . . . . . . . . . . . . . . . . "li IK) S1 !I) 171 4 :3

tii,•k 1 „•n,•r :~l
l'eau'. :uld nr

1'111era l . li X {•1,-,• .

1,461 61 174 74 26 553 (12

At the luectiug of the Supreme Court in 15 9 3 the Supreme Chief Ranger was
given the usual free land with regard to opening up the work of the urcler in AustTalia,
Now Zealand, Van 1)ienlan's Land, South Africa,- India and ' islands and countrie-,
contiguous thereto,' and in October of the following year lie was furnished with a
letter of credit for S 2 5,000, and proce,,l,r.'. vritl( his staff to Iudia and Australia . A
high court was established for Bengal an(] r su'bordiuate court at Calcutta, and in
Australia the foundatioll work was made to cover th .- states of Victoria, South
Australia, and New South Wales.

The financial result, of tht work of the o .-der in these two j((risdictions will appear

front the following tables :---

1597 . . . . . . . . . . . . .

tiick t~rnr, :, l

l',uu•rnl .
.~r

li~{u~n,.• .

. . . . . . . . . . . . . . . . . . . . . . . .
233 O7 13 2Z1 23 26
77 :3 .i1 28 19 31 :3 4

1 . 6 16 _ ill 4 9 SIS ;3 ;,
1,73t) 3 .i 33 (I:3 (4 75
I,tia (ril 311 110i II I :30
1 .207 -11, 27 16 .iR 3 1

7.230 69 1N2 !I .-, : 41119 :31
361 Je . . . . . . . . . :il i :, U

)i .Ntitl 11 )

S v l s . .~t .. : fls.

1596 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
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961 02 . . . . . .
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-------
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- ('t`•i $ ctE.
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32,706 36
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I :clrcu~r .

$ rls. 1 t - .

. . . . . . . . . . . . . . :!•4~î 7 7 r .'5,72(3 57

. . . . . . . . . . . . . . . . . . . . . . . . . 122' .516 Nt,

. . . . . . . . . . . . . . 2, 4:1:3 3 1 1Jl,tiR7 SP

. . . . . . . . . . . . . v,2"9 41i 42,+ ;r1 30

Combining the tables above for Great Britain, Scnndinavia, Franoe illl(1 Belgllllll,
India and Australia, we obtain the following eloquent results :--

1 " s1 ttl N ct:. 1: X t•t .% ..t . .

8 ,462 2 3 ! 52,7 1 :1 ( K t
6,M12 Il.l 29 ,973 : 13

Yremiurn . Itenefita Itereiee l . l'aid out .
Iieceipte . I)i!Uurred .

l4'-al 1(ritain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Svamdinavin . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Ftnn .•c and lielgium . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Inrlis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
.%,t rai 'i . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

.Adrl to expeuse re,cipts b per cent ,f ,, ., . . . . .- f

s c•t•. S r 1s .

069,730 365,094 08,867 371,237
20,237 7.831) 1,22G 87,74 4
7,414 1,633 31619 20,+i53

12,272 ; 2,A04 1,8 49 25 ,86 3
127,5.34 28,-375 11,530 4 41,47 2

1,1 :37,487 400,910 11 3,867 1 U52,~ti9
1,137,487 . . . . . . . . . . . . 56,87 4 . . . . . . . . .

1, 1 37,487 406,910 170,741 952,56 9

'L'lle difference betweeu $ 9 52,86 9 expenses paid out in the occupation of these
fields, and $170 .741, the auiouutreceived properly applicable to expenses, or $782,127,
represents the resultant encroacluuent up(ul ulortunry or other benefit funds .

The tide of extravagance• which was flowing in Australin seems to have alaruled
the Supreme Chief Ranger, and in the interests of econor .iy, Hen . 1)r. W. II . .llontague
was sent out to Australin armed not only with a cont :act with the Order for five
years from P'ebriiary. 1, 1901, but also with a sort of Royal coinmission signed and
sealed by the Supreme Chief Ranger, naming 13in3 inspector general of the Order, and
giving him rank and precedence over all manager,, district superintendents nndileputy
supreme chief rangers in any jurisdiction which he might visit . How this gentleman
carried out his mission of economy may be judged by a glance at the Australian figures
already given for 1901 and 1902, which years cover the history of Dr . Montague's

Australian work. The receipts on expense account during those years were $2,176 .67

and $2,329 .$9 , respectively, and the expenditures on genernl account $128,516 .86 and

$157,687 .8 9 , respectively. In 1900 the expenditure on these accounts had been

$36,726.57, and it fell in 1 9 03 to $42,854 .30 .
No doubt the fall in the figures after 1902 was largely due to the unfortunate

episode, the culmination of which was the finding by a Royal commission, appointed by
the government :ôf Victoria, that Dr. Montague, the accredited agent of the Order, had
been guilty of a corrupt offer of money to n member of the . legislature, and of a corrupt
payment of money to the Prime liinister, in thé interest of and for the benefit of the
Order. What his relations with the Prime Minister were is sufficiently indicated by a
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very full n,pon•t made by him and forming part of exhibit 453 . The Prime Minister
was to

`%•indicate us (the I .O.F.) by personally answering in parliauleut questions
which I would prepare and have asked in the TIouse, and the answers to which I
won](] prep ;n•e for Iii in . '

This ('rilllllll~;Sioll IIrrP .< ]lot db•(•III it ]ll•Llt-arP tu ot1vr an ; comment IIjKUt this oc-
c•tlrrence, ~:ciee t,, nll•ntion it ;Is ;t part if the histot ;~• of the Austrnlian extension .

At the date when th-~ t")rder ranlp tnuler supervision by the Ilepartment, which was
lifter the Act of 1s!u ;, the Ilepnrtulent conlmeneed and persisted in adverse criticislu
of tue deficit in the _1I'11/•r ;ll Or eslK'n!Ze fund, cau~eli by the excess of expenlliture over
thr expenso revenue from all sourrc, . 'l'llis deficit was very lart;el}• In(, to the enor-
tnous comparative etpendittire in the foreign fields to which reference has been ►nade,
:lccording to the ret urn ; made to the department by the Order it has been steadily

~;-r ►--vln ~ ~---- -sln-ce t -he %e;ir 1' The . foll ► I_l
,

l~lli.t~•nti figures are taken from the retlu•u . :--
l)r•hhulber :11, 1lm0, rleficit . . . . . . . . . . . . . . . . . . . . . . ~ :.'ti .'Itt•?

19111 ? ï i
.a_~ lI !111 .1 . .

. . . . . . . . . . . . . . . . . . . . . . 254,6tit

190 :11
. .

. . . . . . . . . . . . . . . . . . . . :3-ts,r~-t

u l!116! .'
. . .

. . .

. . . . . . . . . . . . . . . . . . . I(ll . :/ti?

•' ~!Ill.r • . . . . . . . . . . . . . . . . . . . . . . 11 .2'! la :i

7•bl• irrh<urv Irhru_ht trr l,e ;lr by flo1 Ilcp ;utuleul sleul• to luire rc.:ulterl in thl- appoint-
ment on 1)ecenlLhr ` . 1 9u11, ,rf aeowntittee of the exectltive of the (hrler, with it vie%c
trr an inluncdiate adj ;lstnteut of the deficit . The committee reported on Janunry 4,
19ur2, rccomnwndinr that one-balf of the Ilcficit sltotl]d lie borrowed from the sick and
funeral fuml. and tho other half front die contingent ftutd, to be repaid at the rate
of $111,000 per month, cllnmlencing \farch, 1902 . This report was a ► lopted . The. con-
tinRl•Ilt full(] consisteli of intere :t upon the accumulated flnui3 . and its constitution
and pnrpo=i, are vI-r, v flilh• IlMinc/l in \ch ;lt is now section .^,a of ilu' cml titilt ion . 'l']te
action of the executive in de~;i,n;itiug this ftùul it, a source of Inakint* ;;ooll, even
tvlnporarily, tlle deficit in the general fund, A%ould scent to have been unwarranted .It ., pllrtlo<o 1•einr iluo nl ;linthnancc and au-rnlentation of the nlorthlal;Y fund . the cx-
ecuti\e had no power. witltout the sanetion of the Supr/•me ('onrt, to dit•ert it to :ul%•othcr purpose . oven temporarily .

Notbing slrms to have followed upon the adoption of this report, in the nature
of ;1 refllnd L\- instnllnont, or othwrtit•ise, i ;ntil the meeting of the Snpremh (`,rln•t of
that , ve~r . At this tueeting it was 11eterminell to divert fronltlla_ ►nortuary fund theprofit ., aceruinn- from lap,es and tenlporar* v insur ;ntecs, and apply thos~e profits to the
-1reulgtheniug_ of the general fund. It was also determined to carry to the general
fund all intere .t in exce.,,-of 4 pfr cent enrneli by the mortuary full,] . To thesechnnges . as Nvell is to the lonn of any portion of the mortunry fund to the general
ftnid, Air. FitzRoralll sehmtz to have firmh• ob,jectell . Iie also insisted upon a general
curtaihnent of expenditurh, so as to brine and keep sanie within the limits of the
general fund . l'pon this. )fr . Stevenson, the Supreme Counsellor, had a conference
with the superiuten/lent, the result of which lie reported to the executive on FebruarV
23 . 1903 . His report is fully set out in the minutes of that body . Amoug other things
the superintendl nt, as this conferenee, urged the, keeping of the iuorhlary and general
fun ►ls in separate banking aceotntt,;, so as to make it impossible that cheques Ilrawn
for expenses should he paid out of mortuary funds, and he threatened to drnw atten-
tion_ to the muai ter-- in-his-annual- repnrt-rmless the ctirtniiing -of espénditurë tô the
extent n/<cs!zary to :,voill m•er►lraN ►•ing (lie penert► l fund were at onee aéterntined upon .
The Supreme Chief Ranger was then out of tltc~ country, but the executive council im-
me,iintely- rezolved in general ternis tlllolt cttrtuilment according to the deniand, made
by the sttperintemlcut . anrl /lelnlfvil \(r Stcvenson to proreed to Egypt to sce the Sit-

i ;
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preme Chief Ranger, a n d confer w ith him co that plans wight Le formulated by hin ►for c.urtaihnent . Steps were ordered ntc:u ► tinte to be taken to abridge the officiai
organ and to discontinue advertising . The meeting bet w cen .l(r . Stevenson and the
Supreme Chief Ranger see ► ns to have taken place, but nothint,r practical followed . OnDecember 1 9 , 100 4 . the overdraft in the gcneral fund havin g g ro w n in the mcantim o .from December, 1 1 10 1, the date at w hicl ► the esecntive first Go ok the ► uatter ut), from$277,324 to $I07,5,1, :.~ . the executit•e passcci it resolution which, singulut•ly enough, in
view of all that had taken pla v c, ;►uthorized the Suprenie Cl ► ief Ranger to borr o w

' from the sick and general fund or any other available fund sucl ► sünt-or suni , ; -
in addition to tthat lins bron heretofore cxpendcd• as n ► y be re( tuircd to li ( lnid,ttcall obligations iuciu•rwl or t o be inrnrr,vl in coinpletin g the t)rtihans' Home onForesters' island, '

and pro v ided further that such stinis rlwuld be repai d out of the Orphana' lloir e ftm d►t•1 ► euç ► •er the condition will warrant, '
I t is suggested that this resolution was not intende d to warrant d epletion of themortuary fund, and that the si,--k and 1'tuteral fun d was not, tvithin the protection ofthe L ►,tu•cice Dep : ► rtuteut at all . But whether that contention is well founded ornot, it is tnanifest that further inroads contiuucd to lie made upon the mortuary fund

not w ith s tanding all the protests of the depiu•t ► urnt and the virtuous resolutions of the
('X4- utivc.

~[att c r.. stood in this po s ition, with it growing deticit in the ôeneral account, until
October 1 6 , 19 05, when the following resolution was passed :-

• W herca s there has been various suu ► s of moncy borrowed at d itle ► ent tintes
since the Supreme Court ►neeting of 189 5 from the mortuary fund, the contin-
gent fund and sick and ftu ► era ; fund for the purpose of the general fund ;

:\nü whereas the aggregate amount.s of such loans front such funds with in•
terest, added to this date a t the rate of 4 per cent per annum is as follows :-3 for-
tuar,v, $297,587 .75 ; interest, $:30,213 .93 . Contingent ; $171,272 .3 3 , interest, $22,-
:326 .23• Sick and funeral, $1 1 0, 994 .55 ; interest, $19,53 9 . 89 ;

And whereas it is dec►ued proper that such a ► nounts, with interest, be repai d
to such sevcral funds ;

And nl, :ens it is impossible, w ithout suspending or seriously embarrassing
the work of the society, to repay the several amounts in o;te payment or in large
payments ;

And whereas such fw ►ds are not at, this time .utd it doea not appear to be
likely that they w ill in the near future be in need of ueh money :

Be it therefore resolved tha t such indebtedness of the, general fund to such
several funds be fnndal and paidas foll, ►►t•> :--4,35 .000 w ith interestat the rate
of 4 per cent per aunnut at the end of each year for five years after this (late, $30,-
000 with interest at said rate at end of each year for five years commencing with
A.D. 1911, $25,000, with interest fit said rate, at the end of each year of fi ve years,
commencing with A.D . 1916 . $20,000, with intere3t at said rate, mit end of each
year, comutencing with A .D . 19 2 t .

And be it further resolved that the Supreme Chief Ranger, the Supreme Sec-
retary and Supreme Treasurer execute and issue under the seal of the ~ ! orporation,
debentttras for such amounts to be dcsignatcxl `general fund debentures' n nd made
payable as above specified, with interest at said rate, and that such debentures
when issued be a charge against the generalfund of this society in favour of the
funds-above-indicated : _

, And be it further resolved that there be set aside from the income of the gen-
eral fund, commencing with the month of January, 1906, and continuing during'
each month thcreaftor until the several amounts of such debentures with inter@st
be paid in full a sum sufficient to pay at the end of each year the debentures that
will then mature and the interest that will accrue thereon .
123a-9
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And be it further resolved that the several amounts of such debentures whe n
paid be credited as follows :-for the loans made from the mortuary and contin-
gent funds to the niortuary fund, for the loans made from the sick and funeral
fund to the sick and funeral fund .

Whereas the Supreme Chief Ranger in carrying out the plan for the erection
and tituipuient of the Orphans' Home on Foresters' Island has incurred in the
name of the society obligations aggregating more than $50,000 above the $100,000
borr owed for that purpose from the sick and funeral fund, for material, labour,
machinery, &c ., entering into the construction and equipment of such home ,,

And whereas it is th ;r, ,foro expedient to furnish $50,000 to meet such obligation .
Be it therefore provided that the Supreme Chief Ranger, the Supreme Secre-

tary and Supreme Treasurer issue $50,000 in debentures, 10 of $5,000 each, pay-
able on or before one year from date, with interest at 4 per cent and borrow from
the Standard Bank of Canada thereon the su ►n of $50,000 to br used in retiring
obligations so incurred in connection with the ereëtion andequipment of such
orph ans' home and that such debentures be designated orphans' home deberture r
and be a charge against the general fund of this society .

Reso lved further that the Supreme Chief Ranger, the Stlpreme Secretary and
Supreme Treasury issue like debentures for $100,000 to be held by the society as
evidence of the indebtedness incurred in borrowing sums ;f money aggregating
that amount from the sick and funeral fund to construct and equip such orphans'
home and that such debentures be made payable on or before ten years from date
and bear interest at said rate and that such interest be paid in equal monthly in-
stalments out of the orphans' home contributions provided for by ene,ctment of
the Supreme Court at its last session, such interest charge to be treated as a part
of the expensè of maintenance of such orphans' home.

Resolved further that interest at the rate of 4 per cent per cinnum be charged
upon the sums so borrowed from the sick and funeral fund from the date of the
several loans so made for such purpose and that the amount of such interest ac-
crued to this date be charged against the orphans' home contributions.'

It should be noticed that the recited indebtedness covers and reassumes certain
borrowing' by the general fund from the mortuary fund and the sick and funeral

benefit fund as follows :-

Mortuary fpnd . . . . . . . . . . . . . . . . . . . . . . . . $17 1,272 33
Sick and funeral fund. . . . . . . . . . . . . . . . . . . . 110,994 55

both of which the Supre m o Court is said, at its 1902 convention, to have forgiven and
written o ff.

This extraordinary resolution disclo .•es a total depletion of the mortuary fund and
of the contingent fund which formed pa, ,t of it of $521,400 .23, including interest, and
n total depletion of the sick and funeral fund of $230,534 .44, including the money
' loaned' to the• orphans' home fund . It recognizes the impossibility of discharging
those enormous obligations without suspending or seriously embarrassing the society's
work . It proposes an impossible and absurd security, which was never given . It spreads
the payments over a period of twenty-four years . At the date of the examination of the
Supreme Chief Ranger upon this subject, September 19, 1906, nothing whatever seems
to have been done towards preparing to meet the first payment . The resolution and
its express requirements in this respect appear to have been completely ignored .

With regard to the curtailment of expenditure, the exe cut i ve eounc•il on April 9,
I90ii, purpoifi ►ig to nët ._upon "thé rëcommëiidi~t iôri-~f tlië Supreme Cliiéf Rân ger,
though he denies that he t~glr~ed in the policy, resolved to practically abandon the whole
foreign field, and to confine th,~ e_Npertditure of money for organization o i extension
purposes to Canada and the United States. J n terms, the resolutions eml.cdyin; this
alteration in policy provided for the closing ôf- Ahe- India- o9îsethe a ;c•x ntinuance
of 01 further work in France and the confining to Canada and theUniië .i - States of
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expenditure in the organi"zing field . The membership in the jurisdictions expressly
abandoned will probably, in the absence of organization, dwindle and disappear . In
the jurisdictions which have not been expressly abandoned there seems no reason to
doubt that the discontinuance of large organizing expenditure will make itself felt
in general apathy and a consequently reduced membership. Business which reqpired
so great an artificial stimulus to create results so disproportionate can better the gen-
eral interests of the order only by its depth .

Such is the history of an ill-advised and extravagant attempt to carry the fra-
ternal methods of this order into foreign and unsuitable fields, and of the consequent
breach in its mortuary resources, a breach whose healing up to September 19, 1906,
tested solely upon resolutions of an executive which for years had been passing
bimiiar resolutions only to break them .

The meetings of the Supreme Court have always been unduly expensive, on two
('eCasion8 80 much 80 as to be startling. In 18 9 5 the meeting was held in London.
On this occasion a steamship was chartered to carry the delegates, or some of them,
from Canada and the United States . To quote an expression used by the Supreme
Chief Ranger, there was-always `nloney to burn' when the order was to be advertised .
The meeting that year cost the order $71,857 .26 .

In 1898 Toronto was the place of meeting. The cost of that meeting, no doubt
partly because of the place of meeting being central in situation, was $32,843 .34. In
1902, when the Supreme Court visited Los Angeles, the meeting cost the order no less
a sum than $88,871 .69. In 1905,•meeting at Atlantic City, the cost was $39,767 .12 ,

The Supreme Chief Ranger states that it has been deternline ;i that, for the future,
all Supreme Court meetings shall convene fit Toronto .

The salaries of the chief officers have been as follows :-

1 $ cte .

Oronhyatekha, M .D ., S.C .R . . . . . . . . . . . . . . . . . . . . . . . . . . . .' 10,833 29
John A . 111cGillivray, S.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.000 00
11 . A . Collins. S.T. . . . . . . . . . . . . . . . . . . 1 . . . . . . . . . . . . . . . . . . . . 1.999 92
Dr. T . ltillman, S .P . . . . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . 8,000 00
It. W . Greer, S . Auditor. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .' 1,100 00
C. It . Fitzgerald, S . Auditor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .Î 1,000 00

1_26,033 2 1

1899.

Oronhyatekha,\I .D ., S .C.R ----------- ---_ . . . .-- . . . .-- .---
John A . \leGillivray, S .S . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . .N. A . Collin.". S .T . . . . . . . . . . . . . . . . . . . . .
. . . .Dr . T. Uillman, ST . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

B. W . Greer, S . Auditor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
C . R . Fitzgerald, S. Auditon . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1902 .

Oronh >~ atekha, M .D., S.C R . . . .1
John A .-bleGllttvra3`r S.S : : t,
11 . A . Collins, S.T . . . . . . . . . . . . . . . . . . . I
Dr . T . Dfillman, S. P S.P . . . . . . . . . . . . . . . . . . . . . .
B . W . Greer, S . Auditor. . . . . . . . . . . . . . . . . . . . I
C. R . Fitzgerald, S . Auditor . . . . . . . . . . . . .

: :I
C.It . Rae . . . . . . . . . . . . . . . . . . . . . .
Dr. A . Oronhyatekha . . . . . . . . . . . . . . . . . . . .

123a-9i

29,779 91

1897• 1898.

S ote. E cte.

9,999 96 9,999 98
6,000 00 6,000 00
1,990 92 2,249 94
8,500 00 6,000 00
1, .500 00 1,250 00
1 , 000 00 1,750 00

26,999 88 27,249 9 2

16,666 60 . ; 3"3's332-
6,000 00 6,000 00
2,499 96 2,499 06
6,000 00 6,000 00
3,500 00 2.000 00
2,500 00 2,000 00

37,166 56 , 21,833 28 28,499 92

i cte. E cte.

9,999 96 F,J33 30
5.800 00 8,600 00
2,499 96 2,499 96
6,000 ! ~ I 6 .000 00
2,000, 00 2,000 00
2„',i10 00 2,000 00
8,083 26 5,369 3 1

. . . . . . . . . .

.

. .

.

. . . . . . . . . . . . . .

34,083 18 32,702 57 ?4,974 87
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The salaries, wages and organizing expenditures for the tell years, 1800 to 19 0 5,
were as follows :-

Salaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $.322,330
. Office employces' wages . . . . . . . . . . . . . . . . . . . . 600,594
Organizers' s a l a r i e s . . 945,549
Organizing expenses . . . . . . . . . . . . . . . . . . . . . . 771,490
Bonuses and commissions to orgnnizer.: . . . . . . . . . . i6,304

$2,71G,1~2

The official organ, 'The Forester,' during the same period cost $345,401 .
The Orphans' Iluuie h,i, cost about $230,000, $100,000 of which was 'borrowed'

from the sick and funeral fund, and *50,000 from the Standard Bank .
The extcutivo established and maintainerl a restaurant which was finally closed

ug at n loss of $11,387.
When the Temple building was projected in 1895 the power to hold real estate was

limited to a v ahio of "" 1t10.001). The rstimatc of cost was between $70 0,000 and $800,-
000 . The statutory limitation ]laid no terrors for the Supreme Chief Ranger . IIe
says (pngc 2330 ) :-

` We just went right on with the buildiug. . . . . . expecting at some
future date that parlinineut wculd get wiser and give us the power to hold our
propertq here . '

Th ., executive council had determinod upon the scheme of its own initiative and
purchased part ôf the land upon which the building was to be erected before subutit-
tiug the 14b011 to the Supreme Court, wbicli was doue in August, 18 9 5 .

In -1866_tl( .o, legislation authorizing the holding of real estato to an extent suffi---- ---- -- ---- -
cient to cover the c-timnted coM was smught, tnrt parliament deemed $350,000sufficient
for all reasonable purposea and mndc that sum the limit . This was not permitted to

wake any real ditl'erencr.• in the plans of the exeeutive, though various devices «•tre
adopt^(l to disguise their dctiauce of parliament . A .lfiss Bailey, who was a clerk
in the head ofiice, figured as a purchaser of one parccl of land which she went through
the form of mortgaging to the order for $200,000 . When the statutory limit waa
raised to $350,000, she promptly conveyed to the order, and was paid $1,000 for her
assistance.

The creation of the Ontario Realty Company was the next device adopted . The
sole purpose of its creation was to evade the Statute. To it was conveyed an undiv.a-
ed two-tifths interest in the property for the ostensible consideration of $240,000, a

mortgege back for that suui- being-giveu .- The building was then ahnut -completed .,; ;
and the cost then of land and buildings was estimated at such a sum as would bring
the remaining three-fifths within the statutory limit of $350,000 . When the land for
the building annex was purchased, Mr . Iiunter, the general solicitor of the order, was
the nominal purchaser, mortgaging as in the former instance, and the land stood in -7
his naine front the date of purchase, January 15, 1898, till the Act of 1901 was passed,
by which the holding power was extended to an annual value of $30,000 . The Supreme

Chief Ranger says :-

` It was not safe to transfer the property over to its, because of its increasing
the amount of our holding powers probably beyond the Act .' - -

Tho Statute of 11101 was assented to on tl,pril 15, 1901. On tlio fbllôwing day the
Ontario Realty Company conveyed its holding to the order and '.%fr. IIunter con-
voved his holding during the following month .

The total nmount expended in land and buildings was $951,609 .49, of which
$12,880.68 was written off in December, 1899, and $144,177 .99 in December, 1900,
leaving the book value of the asset $714,450 .82 .
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The history of the order in respect of its investmmnts since 1901, is the history
of the Union Trust Company. On January 6, 1900, the Executive Council resolved :

` Thnt. we punchase it controlling interest in the Provincial Trust Corporation
of Ontario by the purchnse of its stock front time to tinie as we can secure the
same with the view of obtaining said rmntrol at the earliest possible date. '

This resolutiontis the only direct sanction preceding what becaine ultimately an inveat-
nient, in capital stock alone, of no le ss than $2,745,G00 of the funds of the Order. The
Provincial Trust Corporation was amoribtuxl institution with a capital originally
siuall, and which had bc~ome inuch impaire(l . Its assets represented 65 cents on the
dollar of its paid up capital of $113,700 .

Mr . William Lnidlaw, K .C., was employed by the Suprenic Chief Ranger to
secure the control of this corporation, and ltr . .ltatthew Wilson, K.C., who was one
of its (l :rectors, was entrusted by his fellow directors with negotiating the sale of such
control . Under their guidance the schemo rapidly grew, until it Lecnme it scheme for
the acquisition by the Order of the whole of the capital stock . t\'hen this object
had been attained the ;chemv became still more ambitious. A new compzuiy with a
rnpitnlizntion of $1,000,000 paid up stock was to be built upon the ruins of the old .
But while the petition for incorporation was under consideration b y the Governor in
Council this capitalization was increased to $2,000,000. At first the public was to be
invited to contribute to the capitalization, but as the possibililiè: of the scheme
developed, its authors accustomed themselves to less generous until ultimately
the Order itself became sole holder of the capital stock (buying at 110) save forty
shares, subscribed and paid for by the late Judge .ltcT)ougnl], the Hon . George E.
Fa:ter, \tr. Matthew Wilson, K .C ., and Colonel John T . Davidson. each of whnm took
tell shares, and a scat on the board . The objection raised by the Ontario Government
to the issue of an additional Trust Company charter was surmounted by it surrender of
file-charter of -tlië old coiïipnnyï -

It is not to be supposed that the promot4-rs of this investuieut were indifferent
to the fact that the capital fuwu] . embarked were not any longer to be confined to the
classes of inn•estment permitted by the Insurance Act .. They could not, as money of
the Order, be laid out in speculative schemcs, but as money of the Trust Company
they were supposed to have been enfranchised and to be available for any scheme,
however foreign to the trust upon which they were held .

Nor is it to lx, wondered at, that in the development of this enterprise private
advantages were regarded, and those of the Order disregarded. - llr .- Wilson in these
negotiations, as in later cnses, was paid by both aides . The Union Trust_ Company,
to which (r.ecording to the affidavit of 1[r . Foster when the old charter was surrendered)
had_hcen_t ransferresinll_.the tisseta of _the Provincial Trust Company, succeeded in
unloading'utwn the Foresters, in a manner which no witness hnr, ventured to explain,
such of those rssets as were considered bad or doubtful .

It was attempted to acc+ount for the creation of this company as a sort of iuvc :at-
iug department of the Foresters . This explanation might have applied to the original
scheme, which was to obtain a controlling interest in the small capital stock of the
Provincial Trust Company, though an investing department might well have been
organized and equipped without even that outlay. Bat it appears impossible to attri-
hute the scheme in its final development to any such idea . The purpose then was
wndoubtedly to embark in speculative +rar .snetious. -

Air. Foster, who was invited to become the managing director, and whose finaneial

experience-was gre.qt ;--snys-in--his-let :er- to theSupreme Chief- Ranger,-of-April-30,-
- --1 9 01 :--

`I have thought carefully over the matter from my own standpoint and front
that of the company and of the Order of which you are the head and its large and
steadily increasing financial interests which necessitate great care and responsibility
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in the matter of investments . It seems to me that a trust company with a small
paid-up, capital and depending alone on the general field for its business would
requ,ire niany years and much hard work to place itself in position to return any
considerable profit to its shareholders . The fiel; is not a wide one, and is already
pretty well occupied by older and well established companies . . . . . . . To
make our business foundation broad and firm we should make sure of a generous
paid-up enpiti;l so as to give confidence to our patrons and provide a basis for
operations on an active and enterprising scale. We cannot afford to go limping
along at slow gait . '

The letter concludes :-
'I can see the elements of a powerful and profitable combination if we can

only bring them together . '

There is nothing uncertain in the policy so outlined and advised, and it was the
policy which, in its development, determined the status of the Union Trust Company
as a large-nnü bold operator with the inoness of the Foresters forming its capital .

The company was not intended to obtrude its paternitv upon the public with
whom it was to do business, nor was it deemed prudent that the personnel of its direct-
orate should indicate its real relation to the Order . In his letter of May 27, 1901, Mr.
Foster advises :-

`But whilst. in reality the Trust Company will be controlled by the Foresters,
it is not best that that point should be emphasized to the public-but rather the
contrary . Tr- that end we should, I think, be most careful in the seleetion of
directors . '

Accordingly, when the company organized in September, 1901, out of the board of
seven, four were the gentlemen already mentioned, gentlemen whose names had not in
any way been identified with the Order, viz . : Judge McDougall, Mr . Foster, Mr. Wilson
and Colonel Davidson . A ll of them owned their qualifying stock. The changes made
in the board down to the commencement of this inquiry were two in number .- Sir John
Boyd, the Chancellor of Ontario, succeeded Judge McDougall on the latter's death, in
February, 1903, purchasing the qualifying stock from Judge McDougall's estate . In
the annual meeting of shareholders in February, 1905, the Hon . George W. Ross was
added to the board, purchasing shares to the number of ten . The Chancellor retired in
October, 1905 .

Upon the organization of the company in September, 1901, an agreement was made
between the Order and the company by which al l uninvested surplus cash funds of
the Order were to be handed over to the company for investment in the name of the
Order and in investments -_Ruthorizedby the Insurance Act . __Thecompany_guaranteed_-
tho investments and a 4 per cent rate, retaining as remuneration all interest realized
in excess of 4 per cent .

Thus the Union Trust Company became a great engine of investment for the
Foresters . No limitation upon investments was made with reference to the Insurance
Act so far as the moneys of the Foresters took the form of capital stock . The opera-
tions of the company were bold and multifarious, embracing timber limits, saw-mills,
western lands, United States railway securities, residential flats and loans and other
assistance to officers in their private speculations .

Of United States railway and foundry securities alone- the company held on
December 31, 1905, at a cost of $449,109 .68, securities whose estimated value was then
only_$347,500. _ _ _

The company at the saine date had, besides, the following assets :-
Ramloops Lumber' Co. . . . . . . . . . . . . . . . . . . . . .$ 316,000 00
Alexandra Palace shares . . . . . . . . . . . . . . . . . . . . . . 150,000 00
Alexandra Palace stock . . . . . . . . . . . 130,000 00
Improved Realty Co's stock . . . . . . . . . . . . . . 60,000 00
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Union Bank shares . . . . . . . . . . . . . . . . . . . . . . . . 16 .,; ,000 00
Northern Bank share s . . . . . . . . . . . . . . . . . . . . . . 50,000 04
Nanaimo bonds . . . . . . . . . . . . . . . . . . . . . . . . . . 26,005 00
Crow's Nest Pass Coal . . . . . . . . . . . . . . . . . . . . . . 12,500 00

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . .$ 911,505 00
which, added to the above . . . . . . . . . . . . . . . . . . . . . . . . . . 449,109 6 8

liakes a total . . . . . . . . . . . . . . . . . . . . . .$1,300,014 6 8

On October 0, 1902, the diréctors passed a by-law, ratified by the shareholders on
November 1, of same year, increasing a previous borrowing of $200,000 from the banks
to $400,000. This borrowing was principally to enable the company to carry speculative

Poster received one-half, or $5,000, causing a cheque of the Union Trust Company t o

securities. Besides this special borrowing, it overdrew its account with the Standard
Bank to the extent of about $210,000, and borrowed $259,000 from the Traders Bank,
the last sum being borrowed to enable a loan on Crow's Nest Coal stock to be carried
by certain gentlemen, one of whom wes the general solicitor for the company .

In February, 1904, the directors called up the unpaid 50 per cent of the original
$2,000,000 capital, and in December, 1 905, they took power to increase the capital to
$2,500,000, the new capital being all taken up by tl}e Foresters at 110 . This trans-
action enabled them to pay off that sum upon the publie liabilities of the company
and to lay before the shareholders a statement of assets and liabilities showing a gain
of $8,955 on profit and loss account . These increments to the company's resources
were sometinies conveniently made to enable the company to proceed with great specu-
lations, and sometimes rendered necessary in order to the discharge of the company's
obligations .

In March, 1 9 02, Dr. Montague, who was then Deputy Supreme Chief Ranger of
the order, took up the idea of making a large purchase of lands in Manitoba and the
Northwest. Iie associated with him in interest the Supreme Chief Rangcr, the Su-
preme Secretary and Mr. Foster, the managing director of the Union Trust Company .
The idea involved borrowing from the order the funds necessary .

In the minutes of March 28, 1902, which authorized the loan, the land is spoken
of as 100,000 acres, and the loan as $4 per acre . But when, on May 1, 1 903, to carry
the speculation, the lands, which appear then to have been conveyed to Dr. Dicntague,
were mortgaged by him to the order, they were 44,26 7 acres, and the moneys covered
by the mortgage and wbich then formed the subject of the speculation, were $138,000 .

' The lands were on the same day conveyed in trust to the Union Trust Company,
and the ultimate trust, subject to the mortgage, appears to have been in faiour of the
four gentl'emen named, though they are not named as benedcinries in the trust deed .

The Trust Company seems to have subsequently been made the depàsitory of fur-
ther cash advances by the order, to be handed over to the syndicate of four to buy
further lands. Accordingly, in 1 9 03, the syndicate purcbased what were known as the
Carrot River lands, amounting to 40,960 acres, at $5 per acre, the money being found
by the Independent Order of Foresters and the lands .being conveyed to the Union
Trust Company in trust. In the same year, 05,280 acres were purchased for $322,380
from Mr. Aird, of Wi,tnspeg, the Independent Order of Foresters advancing to the
Trust Company, and the latter taking a conveyance in trust for the syndicate. All
these advances as made, were supposed to be added to the mortgage security to which
reference has already been made . The Swan River lands were similarly purchased in
thesameyenr, the_quantitybeing_O,U20acres and the price $52,080, and the convey-

-being arranged as in the other cases .ancing
In connection with the purchase of the Carrot River lrnds, a commission of $10,-

000 was due by the vendors to one Pritchard, their agent . Of this commission Mr.

issue to his order for the amount, and deducting it from the first payment to th e
•vendors . This, he says, he divided equally among the members of the syndicate, and
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lu , S tN, ulc . if it . as a r ed n c ti ( m . tua (b • by 1 .4- a son oi his etl'm, t,;, in the priee of the ]nn 4 l,rathl ' ' r than as a counuis•iun . lli .. :tccunnt uf the mntt er is g iven at pp . 2616 nnd 2647 .Ur . R~~tte s . who tvns acting, for flic ven o ler S , the Ontario, Manitoba nnd Western LandC onihnity, q tul wttose account is given at pp . 302:3 to 3029, denies that there were anyti f •b~ , tiation : w hntevor f, r it t o htction in the price, oint s i t<te ,~ that ihe pric~~ was ttl-Ne :t y; per ont of whiclt •> :, vent,; per acre, or >,4 1 0,0 00 , would lie :tllum •ed tu thevo u o ior's nt:cut by w n

, v
of eotntnis S ion . and lie produces all order by I'richerd to nsv

F ost e r or th e i'nion Trust ( 'ompnu ;,- the $ 5,(1(10, Pritchard sifining ttt the saine titt~e areceipt, also produced, for the tt•hw1e fi10 .0 110 comuti ,~s ion, the other h :tlf of which vasthen pm i 4 hint by tl w veu lor- . Pritchard, whu- e : cc . nntt i s.given at pp . 30I1-30 1 2,d~cl :trc : that hc ; enr n, .an .111 l~ 'd tcith V naer. otl'eriug Ille 1 : 11 iI l .: :tt -$J per :tcri ;t, agent
of the vrn d, ~rs, that Ili, st , b>, .,tucnti y offered I'o .tet to 4 ~ plit' hia commission `in tw o,'tlutt this 4c r w n ,; wi t thr result of any discussion 4,r l i ea ;ing dotcn of the price, r in(]ha a d l5 th :tt, of the -~,5,t N )O which he himself reecit-c d : i ., commiEsinn, llon . M r. Cautp-he ll, the .ltturnr,y G- eu e rnl 44 \I :itiit o ,h :t :und ihc prc sidi•nt nf tl : :vend or cuwp :tny ,- titnil :tt e l f,-I- a 114 i re ce it• ed on :-tifth, or $ 1 . 00 t. Atr . latnpbelPs ez planation of thisw ill bc tutnt l l it pp. 3131 ;431 -10 .

.\ -11111 iuz th c ni ,1 n 4-N, to have re pt."entecl : t rwlv .ti f'it in price, it =eents difiionlt,its t•i i,w )f ti w trn-t upon w lticlt the Union 7'rn~t Cotnpnn v , to its tnauaging direc- .tur's kn .M lvo lr o •, hel d thcse ftmd s , to understand die div ; sion
.
of any portion of thentnntott g th e Imrrott•ink s v n o lirate . 11'hnt the utoney s were depositerl with hint for wasto purrhnse lamai to aild to the .,ectn•it y held '. ,y the Tnclclrndent Order of Foresters .

A s i m ilnr inci d ent tuok place in thc course of cnrr vrng out tlhe purchase of th ,,.Su•:tn River lands . 'l'he vendor tl :~re was IIon ._ .l~r. TicUlin, Premier of Manitoba,Tli"Y -teie vV st .,, l ie I . :;, ~~~ .innnl gentleman, Mr. Whitln, who was llr. Roblin'sr i st('(' . 'ritch :trd w a , Mr . Rob lin's private secretnr
, v

, and asked Mr. Roblin for per-nti .~iou b effect :t sale of thcnt tchich was hiven him. Pritchard brought Mr . Fnstrr
and Mr . A' o' hitL•t t~ i,- eth v r. ' l'ltc tn•i o e u ffrred h, by Ur. FcAs ter in his letter tu Prit vh;trd ofI)evv nt ber 23, I 911 : ; ( Eshi b it CIiG), was ,q5 25 per ❑ cre

, 'tcith2 .5) cents per acre as enmmis.iou, tltus nettiut; you $5 per acre . '

fit hi> letter of .? .tnu :tr Y S, t!ltl-l, tu Ali'. Whitla' , firm, he reutiu d , them that 25vent, per trro ;. to be pi ül :t , ' c 4,11 tni ssiun on sae,' and hu Sors this c :nt b e deducte,lfrom the c tch payment, w hich vas lier ❑ cre or better ;
' won < an •end it eLe t~tc therefm• S iinecl by the ven dors in fa v our of m yself. '

'l''te re ply a s lcs itim for a eheque for th e cash pn,vment, `less commission as per agree-
tnrnt .' 'l'It , Vil :h 1 :,~- tnent w as C1 .2 ,5 per acre on the 9 , 9 20 acres, or $12,400 . For this
Air. Fr )s t v r conseil two ch* tes (i f the V nion Trust ('otup:tn3- to issue, for $ 0,920, or $1per acre, t~ o Ur . 11hitln, an d for $2,1tit1, or 25 cents per acre to himself . In his letter
of l'c,hrnau .N 2, 1tt0t, .11r . Whitla, inclosiu g the cheque for $9,920, lie says lie is `retain-in l the $ 2 ; l' 0 connuissiot : .' 'l'hi w itm sses g s tu the transaction are Mr . Foaer, pp .
261 7 - 2 64S . _llr. I3nblin, pp . 3131 et seq ., and DIr. Pritchard, pp. 3046-3048 . They differin S unu• r c"teet s , but the main feutures ut the transaction are not affected by these dif-ferences. l'he $2,49 reeeivèd by Mr. Foster wos not in this case divided with the 'other uteutiars of the syndicate, but is professed to be held to await the final settle-
ment of the:r accntnn ts inter se. It is not apparently anywhere on deposit, or enr-
marked in any tangible forrn, an d its diversion to either the private account of Mr .Fustcr or to the acentutt of the syndicate was . like that of the $ 5,000, inconsistent
with the trust upon which the funds were held .

Ili an alternative view both these itLi tamces tua .v' be treated from the standpoint
of the dut}• of .llr . Foster to his employer, the ITnion Trust Company. His right tomake a commission or profit out of the business that uotnpany was tr ansacting as
trustee comm iot stand upoit amis higher ground than in the case of its beneficial husi-ness. TtT . se instances may, filerefore, well fnll within the_principles of criticism np-
p te( 1 by :>tr . Stevenson in his corresponclence with the Chancellor (Eshibit. 565), to
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Mr. Foster'y pro} , . ;i to rrncei % v' ronttni ::ion ) n purchasc= tua deLy the I'uimt Trust
Cmnpany, to w hicn priueittlc, \lr Fo~t oo• p rofc~ ~ze.z to itn v e von itis eh e erful and ita-
nio liate ,trlh 4 . ;i om, pp. •21î:1 .r anll 21136 .

Intkrd, if Mr . l- o .te r 11 a ,1 boitte in tnin 1 l titi tlra , ti e f le :clin
,
L" of the l'nion Trust

Company's board at all earl y uto m in 1g , 1141 . l (,n 11" cetnher i . 111 0 1 . in the case of the
contpany-'s s olicitor rccei v infi sintilar cmutuis :i~ ;, ; o r fr , cs , lie «•oul d hn ve av oi d e d I , eth
of these tran,aetion~ . Ife was prc=ent at the utceti~ ,,- ;nul n ., douht rrconle~l thc
tninut e in w itir•h it i : rentarkorl ,

that . it is n V rr,• un s afe and ) tr ;tctic e that ;t :~- no rtn p loy•erl by liteau
shotilrl recei v e a coutn6-,,i o n front tli (' olqiu~it v ~irle . 111,1 the adoption of any '114"1
luineipl v is utterly opt )os e ( l to tilt, tuticer snl praetice . '
Subsertuenth• . in .1 p ril . 19U), ow int; to on t- I i,iccti o tt tuarle by 1[r . Ste ven s ott in

auother tuatter t io the otlieer; of th e 'I'ru A l' . ,utpan Y l iceniuin ;; per,oually- intere,ted
in tuaitters finance d hy tlu - cotnpauy . it hait ~zcotns t" have bceu called . :mil 1)r . Alon-
tague, the Suhrcnie C'hir,l' 12anper . th • tiuln•ctne tiecretarY and \Ir. Foater aRr ve rl to
ahantloti to the eonn pany at est all the l o n d . tut ontl,rar•o d in thr• " rit*in o1 trausacti t' tt
reg .irding flue 44 .2137 acro, . Air . Foster says ( page 2652) that he agrecd cheerfully to
this . but tut,-Icr the imltrc .- ion that his do in g, ~o would cmpliasizo tue 'Y ndicate's titlc
to the 4 4.'?67 acres .

lu I) e c c ntht,r. 19 t 15 . the original purchase was al so gi v en up. 'l'hi~z was c an•i cd
out by 1)r . _llmrta);uc ( for w hwn, suhjcct to the lnil i •pendent Order of Foresters mort-
gage . the Uniott Trust Conipany 1'orm ;illy hel d thc lands iu tru s t, thou;th lie was him-
self trustee for the syndicate), rele o sing to the Union Trust Contpany . which to„k owvr-_ ---- - .:__ . __. ----- __the s~-ndicate rtglils at cost . That cotnptrny snL~z e t lncntlY d i s locd of these and other
holdiugs to a syndicate of w hich Dr . _llontaguc was a ntetnber, but to which tione of
the other members of the originct ; ~vndicate l i elo n{;erl . at such it price as to satisf y the
atuount due upon tue Indepeudent `)r d er of l'orc i letx utortga6e an d realize a large
profit to the Union Trust Company .

Do wn t- the date of his te stintony before the Conuni : ;ion AIr. Foster's attitude
towards this stu•rendcr would appear to ha ve bcvm hosiilc . The form lhe conveyanc-
ing took did not necesaitate his actual execution of auty- relea~e, and th o ugh his cou-
sent seems to ha ve been finally gi ven, after earnr st protests, yet it was g i v en, lie says,
most reluctantly, he not deenring it incon s i ;tent w ith his relations to the coutpany .
anv l the company 's relations to the Independent Orf tnr of Foresters, that lie shoulrl
occupy~ the position which lie so umwillingly gave up.

Late in the fall of 1903, \le -,s r.= . Rufu, If . Pupr anil (ienrhe W . Fowler cotn-
tnenced negotiations w ith lite Canndian P:,r•ific Paihwa Y Contpany . for the purrlia s e
of a large tract of railway sul s irh- lands, on behalf of a prdieae iurlurliug _Nte,srs .
W. H. Bennett and A . A . Lefurgey.• The result of these nesotiatiorLs was a verbal ar-
rankement by which they bcc :uae entitled, upon tnaking a c -,~ rtain deposit, to ha ve an
option to select at $3 .50 Zx~r acre, 20t1,00 0 acres, out of a larger area whicf , was tlten
supposed to be approximately 225,000 tticres,

The purchase ntoney, $70 0, 00 0, was to be pai d as follo w s : a deposit of :1;20,000
in cash . It further sum of $4 0, 0110 by May 15, 1903 , and, by June 1, 1903 , a further
sum of $56,666 .66, being tite balance of the first instalment ; the remaining instalwcnts
being distributed equally o ver five furthcr years, w ith interest . 'l'he ternis of pay-
ment were the ordiuary terrn .- upon which the t .rihw ay company was then d isposing
of its land .

A map, showing the area out of which the selectiôn might be made, was sent on
February 4, 1903, by the land connnissioner of the company at W innipeg to Messrs .
Pope and Fowler. There seenr ., , hon•ever, to ha v e been some misunderstanding with
regard to the cash deposit, and upon time being asked for its payment the land com-
missioner declined to give such time and notified Messrs. Pope and Fowler that the
natter was off, and that lie intended to proceed to deal with the land without reference
to what had takeu place l)etR^t'n them .
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On April G, 1903, negotiations were resumed, and it was arranged that, upon th e
required cash deposit of ,1,', ?0,000 being immediately made, the arrangement should
again be sc .t on foot, giving Messrs . Pope and Fowler till May 15 to examin e and make
the second pa

'
vinent of $40,000, and till June 1 to complete the first pavment . 0ecord-

in g'l
'
v . rnl :lpril 2-1 the cash payment. was made, and for the first. time the option was

put in writing. It scheduled about 217,000 acres, and the right to select 200,000
acres from this larger area was what (lie option covered .

Thnt th' . 1,m4 selecte L should lie average lands only was secured b y the Railw.iy
CompanY itself reserving about 25 per cent of the total area in lands of average
val ne . and oniitting this reservation from the lands scheduled ; and by a stipulation
that if any lands whatever were selected in any particular township in the sc'-,-d!tle,
all lands schcduled in that township must be taken . This agrecmwit is Exhibit G68,
and i .. dated April 2-1 . 19 113 .

On the following day the Land Commissio . x offered Messrs . Pope and Fowler the
whole of the eec ess over 200 ,000 acrc~ of the ]:in(] from which imder the option they
woro vntitLod to select . at the sanio price . 1, 3. 5 0 per acre, and this offer was accepted
b y letter of April 30, 1903 .

Ill their viT(n•ts to fi nance the undertaking, Messrs . Pope and Fowler were brought
into communication with some of the persons interested in an Ontario c^rperation
known as the New Ontario Fartn and Town Site Syndicate, whose incorporatic,n had
taken place on .1[crch 25, 1 19 03 . There were five shareholders in this corporation, each
of whom owned one share of its stock, and it was said to have had some options in
connection with lands in Ontario which were not supposed to be of any value . In the
course of nerotiation: between the Pope and Fowler s

'
vndicate and this company,

iutder circumstances end for reasons which have not been made clear to the Com-
mission, Mr. Foster, the General lfannger of the ITnion Trust Compan

'
v, and Mr .

AicGillivray and afr . Wilson . who were directors of the 1: .~"nion Trust CompanY, found
their services enlisted . Tt has not been possible to ascertain with certainty the date
at which this took place . but, allowing for the time which might naturally be expected
to he spcnt in negotiations, and hnving regard to the fact that the matter was put in
det°nite concrete form on May 30, it is, perhaps, not unreasonable to suppose that this
liatnx ned at or about the time when 'Messrs . Pope and Fowler took the option of -<kpril
2t This woul,a allow about, a month for the negotiations .

Tt is stated by Mr. Foster and also by Mr . Wilson that in the earlier stages it was
inteuded to finance the matter without reference to the Union Trust Company, it
being, expected that one-half of the financing would be taken care of by Messrs. Foster,
:1icGillivray and Wilson, and the other half by the persons composing the New Ontario
Farm and Town Sites Syndicate. This, it. is said, fell through, however, because
the latter found themselves unable to carry their share of the transaction .

That the Union Trust Cornpapy was at an early stage of these negotiations in-
'tended to have some relation to the transaction, is shown by the circumstances that
on May 20, ,ltr . Fowler was in correspondence with Mr . J . W. Curry, the solicitor for
the New Ontario Company, exchantring and revising a drift agreement in which
the Union Trust. Company was named as the trustee to whom Pope and Fowler were
to transfer the option, the beneficiaries of the trust not being disclosed upon the face
of the document .

On May 30, 1903, this conveyance was completed (it is, part of Exhibit 483) .By it Messrs. Pope and Fowler transferred to the Union Trust Company as trustee
the right or option to inspect, examine and purchase the lands mentioned in the agree-
ment between lfessrs. Pope and Fowler and the Canadian Pacific Railway Company
of April 24, 1903, at a price which was to net t.hëm a profit of $1 per acre over the$3 .50 which they were to pay to the Railway Company . Messrs, Pope and Fowler
were not, however, intending to part with the whole 217,000 acres for which they had
bargained with the railway company, nor even with the whole 200,000 acres which
were spoken of in the agreement . The method of conveyancing adopted was to attaeh '

I

I

t

Ji :_-
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to the agreement with the Trust Company a copy of the nt;rccineut of April 24 with
the rnihway company, aitd n new schedule, covering approximately 193,000 acres only,
omittinb altoethcr l ie sehecjulÇ_coxtr in17.QRtZ-aCTC.4_IlttIlL'h['1l._t11.tI1C-a,Cr e ^ l linn t.-of-
April 24 . Messrs. Pope and Fowler had selected for retention some 6,500 acres As
being contiguous to the anticipated and projected line of rnilway, nnd as having,

therefore, peculiar aih•autage~z, and they were Also, At this dnt.e, retnining the difference
between the sum of those two acreages, 193 .000 and 6, 500, nnd the whole 217,000 upon
which they had the option . None of the persons with whom they were negotiating

seem to have been made nware that either of these reservations had been made .
It seems highly probable that on May 1 5, when Messrs . Pope autl Fowler poiid the

second instalment, $10,000, of the cash payment au(] took up the option, matters had
so far progressed that they were quite certain the matter would be finnnced ; indeed
the agreement iceites a payment to Pope and Fowler by the Union Trust Company of
$23,520, and p-,,vides for the payment• by the company of a further suin of $33 .146 .66
by July 1, 190l, beyond which date they had then arranged with the railway company
to extend the time for completing the first instalment . The3e two suins, tn_n,ther with
the $60,000 which Pope and Fowler had Alrendy paid nnd which, by the torms of the
agreement, was to be refunded to them, made up the total first instalment of Q116,-
666 .66 payable to the railway company.

R
,

By this nfireementit was further prnvidod that .lie~sr~ . Pope, nnd Fowler were to be
paid the $1 per acre, approxiniately :,200,000, profit, $ 50,000 in stock of the New On-
tario Farm nnd Town Sites Syndicate . and the balance as follows : one-sixth or np-
proximately $25,000 on November 1, 1903, and the rest in rive instalments of approxi-
mately $25,000 each, payable at the "ilntis at which the tnstïili3icnts of purchese money
were payable to the railway company. It also stipulatE? that if Ili,- lands are passed on
to the New Ontario Company at a further advance of 60 cents per ncre . they shall
receive n further block of $5,000 paid-up stock in that company

. The avowed intention of Ilessrs. Foster . ,1fcCillivrny nnd Wil~on from the begin-
ning was to make the profit last named-of-50 cents per ncrc for themselves, and it is
difficult to believe that the beneficiaries undisclosed in the agreement of 'May 30, for
whom the Union Trust. Company was made trustee were not intended to be .liessrs .
Foster, :\IcGlillivray and Wilson, subject, of course, to their getting in such rights as
the old members of the New Ontario syndio;rtc, who had failed to finance their half of
the proposition, might still be entitled to maintain .

:1fr. Foster thinks that when this agreement was made, on May 30, 1 9 03, and up
to June 4, when certain further conveyancing took place, to which reference will . be
made in a moment, there had been no idea of the Trust Company being brought in to
advance moneys . He is, however, manifestly mistaken with regard to this, because on
June 3, he brought, as manager, before the board of the Union Trust Company, the
very proposition that that company should loan to the New Ontario Syndicate a sum
not to exceed $140.000, for the manifest purpose of enabling the agreement of )fay 30

's to be carried out. The resolution, so far as material, is as follows :-

`The manager laid before the directors two propositions for investing in lands
in the Northwest which were approved in principle . The first in reference to the
New Ontario Farm and Town Sites Syndicate Land Company . . . . . . to loan
to the New Ontario Farm and Town Sites Syndicate Land Company, Limited,
capitalized at $1,000,000, on the security of the lands and assets, a sum of money
not to exceed $140,000, at a rate not to exceed 6 per cent per annum . The Union
Trust Company is to have the option of taking fully paid-up stock at par for the
whole or any part of this advance and interest thereon, and is to receive in ad-
dition as a bonus 2371 shares of $100 each, par value, of the paid-up capital stock
of the company . '

V4hen, therefore, the conveyancing of June 4 is approached, it is manifest that the
Union Trust Company had become hound to finance the proposition . There is no roi - r-
ence in the minute to the personal interest of .lfessr . Foster, 11fcC3illivray and Wilson .



140 R0Pd1. COMMISSION ON Ll PF. I\'SURAYO'E

7 EDWARD VII ., A. 1907
On .lttnc 1, they entem,l into ;iii agrcrtucnt to extinguish ally title to the Pope a n d

Fowler option that mi~ht retnnin in the mentlx;rs of the New Ontario Syndicate, an d
for the nwtni =ition o f the Charter ri ¢ht, andpowers of thnt_-qomptiny, r_er- .xhc .first:_tiine----
t i1!~r ;tppear upon rccerd . 'l'hey are recited to be entitled to one-hnlf intere.;

tin tho l'~~pe niaiF o w ler option, «•ltich is recited to have been com•eyed to the Union
•l'rn~zt C .- tup,in .N • M• the agreement of May 30. The agreement also recitez that some o f
the 4,1114 .r p,n•ties to it . who are ntninly member ; of the New Ont ;trio Company, are en-
titlcil to tht, nihcr half interc3t, mi(l prov•ide, that .lles4;r, . Fo,~ter, \[cGillirray and
Wil,-ii n rr the•nect",rth to bc thr sole ^nd only persons iute>`osteil in the option, twd'
that tLw l'ilion 'fru,t Contpnny, the trustee, shall hold the option for their sole use-nnd
cuetit thni tho eli ;irter of tho New Ontario Company shnll be assigned to or 'vested in

thl- :, ï t itt ttnd,r thrir control, by having them or their nominee~-- made directors ;
the tivi, ~h :u• e hol d e rs of tbo cotnpon y retuninin"r n!cmbet ,; Io the Saille aimount of stock,
-fl 00 each . which thwy thi•retofure held . Messrs . Fa.ter, \fc( .illicrav• ;iuii Wilson arr
to either form o uvv• v„uip,u!y or work the old conipc!ny, and the lands are to he I ► nnrllecl
ot S nel l nn ;t (N- ,in rt • n~ t, net to them 11511 shares, or ti9 5,0(>t) of poid-up stock over and
aib~~cc whnt lite „pti ."I and lands have cost thetit, whereupon ]00 shau•e, out of the 950
are to hc haude,l ~~~•e~ to the ofher parties Io the agree!nent . beinr tnainly metnbers of
thl, . I , l .s .yudicat(% t~ ) denl with as they may ap~rce . On the saine day they (lid ,tgree to
i ditriLutir,n o f tilt wie hundred shnrt~= anuouf; theui ..eh•es . '

The ch ange in th~, owuerAhip of the charter was etfected on .Tune 11, at a meeting
-- f the tiv-c altorehohlcr, of lite \'exv• Ontario Company, at which an offer mn(le b y Mr.
loster, on behalf of hiu!seif and Messrs . .1teGillivra}- and Wilson, was accepted . That
444~r is dat(A-Juue 30 ; aml-i~ to Ahe effecY th .7r~t~i c~nsidernïtôn of -the illottnënt ) f 1,00 0;i : foll~,w< : It to \Ir . Fosti•r, ltt to \Ir. \Icl :illiv•ray, 10 to Mr. Wilson, and llïtl
1 file l'uio!i Trust Compnu}• in trust for partie, interested as may be set out, in the
soh,,inle to the trust deed, they will transfer tbe Pope nn,l Fowler option, of which
they are now thc solo owners, to the Nev Ontario Synolicute. There is a further stipn - l:ition that Fo:aer, 1((•Ç;illiN•riy and Wilson . '-,ir John Boyd, the I-Ion. Rober t
]loger; ,ind C . P. `choltield are to he appointed direct~~r, of the compan.- and to get one
(11talif}•iur share c,tch out of the thirty which are stipulated to be allotted to Messrs .Fuster . _llr(~illi~~r;~~ au( l Wilson . 'l'hr offer beint; »ccepted, the shares were allotted
nccordiut*ly, the directcn•, resigned and fit(, new directors stipulated for were elected .

On .lune •?? mi agreement was tu,ide which was intended to stnn up and put upot(Z -7-
tlte intenrlod footing ;fie whole of the stock . A[essrs, Foster, _l[eGillivrar and Wilsmt,' .',,N\-ho are &=crihed as `nivnersz,' are parties of the fir.,t part. ; the L'nion Trust Cotu-
pany, ' bankers,' p:rties .of the second part ; Dr. Oronbyatekhn, Sir John Royd, Ilon .
Robert Rot:cr.s . Air . Scholfield and _l(essi:, . Foster, 1feGillivrny and Wilson . `share-
holders,' of the third p;irt, and the New Ontario Company of the fourth part . Théw 1!0l l optif-11 is ,tssigued to the cotnpany, which is to nu>sce all payments upon the
option en d is to allot p!iid-np share , in addition to the $50,000 of stock which
_llessrs. !'op(, iud Fowler vvrr~• to receive as 3s51 per cent of their $1 profit per acre as
follo w s :-
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'Ibtnl mli :lrcüul,lin4 trl .rr .•eutiug SII profit nu YIXI,INNI avre- . . . . . . .
:► Ilottcrl to \Ic~-r,. 1'1 l~c cunl Fn„Icr in rc~lirct .-f tlii: tir- 'tlt . . . . . . .

1tuLutec belnuging tn No>-r± . l'ust,•r, \Itl ;illicra>~ nu't \\il-u . . . .
Allot tn l ' o s i e r . . . . . . . . . . . . . . . . . . . . . . . . . . lie 1 .INN 1

. . . . . . . . . . . . . . . . . . . . . . . . lit 1,INN1
., 1~'il<on . . . .~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Itl I .INNI

Sir Jul :u Itupd Wu :r1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Ili 1 .000
llou . It . li,r•ers (lit il .~ . . . . . . . . . . . . . . . . . . . . . . . . . . Irl I .(NN t

.111ut half of tiill) to 1u>rr•r. \Itl ;illiN~ruy und 1Cil-m

.\11„t to Ur . Onrnlo~ntekhm . . . . . . . . . . . . . . . . . . . . . . . IIXI lI1,IXN1
Union Truat Co . (bouu .,r . . . . . . . . . . . . . . . . . . . . . . . Ya ;!. 5,7 :,t1

• ' tuetu6,•r, Nev Ontario Svmlir :,t,• and . , t l i e r > t„ to-
tin v uisli their t u i l e. . . . . . . . . . . . . . . . . l llll 111, 0 0

Iinlrutc~• ud .t slinres nll, .ite,l to Mr . I 'u<ir•r . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

I,INXI 11N1,INX1
nll 3.1XN 1

!I,ill 1N I

fll 6,04 X)

S 541 \11,INN1
4-4.i l4,.i1N1

11 5 41 . ilN l

137 } 4 3, 7 :d1

i t i.ill

The allotment to 1)r. Orouhyutekha of 100 ,=h ;ires is not at Al cle.u'ly explninell,

but h' , deenls himself to have been s>, trustee of it, either for the Foresters or for the
Union Trust Compauy ._ It will be observed that the 237 j bonus shares given to the.
Trust Company was 25 per cent of,the total holding of Messrs . Foster, _lfeGillivray

and Wilson, 950 shares .
In addition to the above Oock, whicll was all in rl•~pect of the 5 0 cents profit, _llr .

Foster says that it was understoed with regard to Sir .1ohn Boyd . 1141n . Robert Rogers

and llr. Scholfield, that, while 10 shares : nch were given as qlialit'yint,r them, they
should also each subscribe for other 40 shares . .ltr. Ro,-ers does not ~zvem to have donc
so, but Sir John Boyd and .1[r . Scholfield each applied for iuul had allotted 40 addi-

tionnl shares . Sir John Boyd states that his 40 shares were paid for in full . _lir .

scihofil'ltl stai,'s that ho ha; ir.ti,l j+21 ,oINI on accrnmt of hi~ - FII .hnrr~, and that it was un-

derstood that lie should not be required to pn}• more. 'l'hcse two stnns are the only
sums of uione~ which were paid for any of the stock issued by this company, save
possibly in their origin the original five :=hnres of the old nielnhers .

On the sanle tlay. Jlule 22, a luceting of the shareholders of the New Ontario Syn-

dicate was held at which the agreement was cmlfirnlell . The Ilirectors were incrensed

to nine, 11e-srs . Pope, Flnrler and Lefurgey being added to the boavd .
At the meeting of the directors of the l"nion Trust ('rlulpau}', of Jlme 23, 1903,

the manager is stated to have reported that arrnngement~ ; had heen completed for the
transfer to the Trust Company of the agreed stock, and it is also stated that the man-
ager explained that in pursuance of the resolution of the previous meeting, an ngrct .

ment of .Tune 22 has been prepared, whereby the 'l'rtlct Company becolnc, tl'eastce for
and ndvanchs money to the New Ontario Syndicate and becomes secretnry-treasurer
thereof, and that the Trust Company has rcceived 2 :37 A ~4hares and is to have it reason-

able rate of intereat on advances, with the option to take stock for snme . The board

authorized the execution of the agreement, and limited the alvnnces, until further

resolution, to $140,000 . In this minute no reference is made to the interests of llessrs .

Foster, :1feCillivray and Wilson . At the meeting of July 0, hotcever, the general mnn-
ager reported that Pope and Fowler and the Canadian Pacific Railway were conveying
directly to the New Ontario Syndicate instead of circuitously through Messrs . Foster,

McGillivr®y and Wilson . This is the first mention of the names of these gentlemen

in the minutes in connection with this transaction .
On the 21st July, the name of the New Ontario Syndicate was ehnnged - to the

Great We..t. Land Company, Liluitrd .' Later in the sanie month Messrs . Pope and
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Fowler gave directions to the railway compan ~ to convey certain blocks of land in
pursuance of the dealings that had taken place

. An imwaterial distinction was made in the conveyancing between ` main line '
and `branch ]ine' subsidy lands . Two blocks, totalling, as then supposed, 193,947 .49
acres were accordingly conveyed, being the lands which had been put in the Pope and
Fowler scliedule, substituted for the C . P. Ii . schedule when the agreement of May
30 was inac'o . About• the saine time \lessrs . Pope and Fowler authorized the railway
conipany to convey a lso 8 , 6 10 acres, and the conveyance was accordingly made . The
arrangement with rcrard to this is stated to have been the saiiue as with regard to
the other lands . .ltessrs . Pope and Fowler turning them over directly to tlie éompany
and receiving a'protit of $1 per acre, and .llessrs. Foster, _llcGillivray and Wilson
receiving a profit of :0 cents per acre . At this (late they were the sole members of
the executive connnittee of the Great West Land Company-having been appointed
at adirectors' meeting of 22nd June, 1903, and the transaction, therefore, presents
some peculiarities .

On the 9th July, 1 9 03, :11r . Foster reported to a meeting of the board of the
Great Land Company, at. which the three members of the Executive end Mr . Schol-
fiel,i, were present, as follo«•s :-

` that lie learned that _ltessrs . Pope and Fowler held about 5,010 acres of
1 a 114 in proxiroity to the 200,000 acres heretofore bought, and that it is now
found that the 200,000 acre block will, upon measuremcnt under the ternis of
the last agreement between liessrs. Pope and Fowler and this company, fall short
several thousand acres and that lie thinks he can secure for this cumplny_ at--
practically the same price per acre as this company pays for the 200,000 acres the
additional 8,640 acres .' '

It was thereupon resolved that Mr. Foster be authorized to purchase the acldi-
tional lancL<<, paying therefor $5 per acre, $1 per acre in stock, paid up and non-
assessable, and the balance in six ~early instalments, &c. The arrangement made
between Messrs . Pope and Fowler and lAtr. Foster with regard to this, in(] which
was carried out, involved Messrs . Pope and Fowler making their profit of $1 and
Messrs . Fo,iter, _1fcGillivray and Wilson theirs, of 50 cents per acre, as in the other
ease . 'ilie minute makes no disclosure whatever of the personal interest of the three
members of the executive in the transaction .

The result was that $8 ,320 of the purchase money was paid in capital stock of
the compan,y (83 J shares) and the balance in cash . Of the 83 J shares of stock, 40
went to 1[essrs . Pope and Fowler and 43J to Messrs. Foster, 11IcGillivrày and Wilson.
These were divided, 14 to Foster, 14 to McGillivra,y, 14 to Wilson and 11; to Foster in
trust for himself and the other two . It does not appear that the personal interest of
these gentlemen would ever have been disclosed had it not been discovered upon an
inspection of the stock book of the Great West Land Company, to the production of
which vigorous and prolonged objection was made (page 2 621) .

It should be borne in mind that in this trai.•ection, as well as in the main
transaction, the Union Trust Company wfs finding all i'-e funds necessary to carry the
lands .

Part of the remainder of the subsidy lands, 217,000 acres, originally covered by
the final options, between the railway company and Messrs . Pope and Fowler, were
turned over to one Bellhouse by the ro.ilway company upon the direetion of 1lfessrs
Pope and Fowler. 7'he quantity of land embraced in that sale was 7,588-30 acres .
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'l'he following 'is a corrected table of the original 2 17,000 acres at,ti tli ;~ir diaposi-
tion :-

Q Ja niuty .
Original FinqUy
I:stiroate . A-ccrtained .
(Acre,- .) (Acres )

1 . To G . W . l ; :nd Co . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 4 ,33 9'25 41.245' 09
2. ' . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 141t.503'2 t 147.427'20
3. " . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~ . . . . . . . . . . . . . 6,610'tRt . 8.643'0X)
4 . nellhoume sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,585'30 7.55,9'30
5 . Still retained by \te!zsrP . Pope and l'on9er unsold ; . . . . . . . . . . . . . . . . . . . . . . . 6,53:3'39 6,533'3

6 Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 216.6691R ' 214,437S 6

The policy of the Union Trust Company Board with respect to exercising the
option to take security for the advance or to take stock at par seems to have been
smnewhat vacillating. Messrs. Foster, 1fcGillivrny and Wilson were still members
of the board, and the lands, which it had originally been expected would be sold off
within n few months, remained on hand. On January 1, 1 9 0-1 , the Inspection Coul-
mittee of the Board reported that the total advanecs up to that date were $140,601 .71,
of which $1,400 had been converted into capital stock and $145,201 .71 remained as a
secured loan.

On the 26th March of the same year the Board resolved to exercise the option
-- -

- by taking stock for all the advances to be made under the agreement, and the reso-
lution proceeds `does hereby take stock for the amount heretofore advanced .' The
lands had then been on hand for nearly a year.

On December 16 of the same year the two companies entered into an agreement
reciting the resolution of March 26, and the allotment of stock for advances under
it from time to time, and went on to provide that the land company should and it did
thereby grant to the Trust Company the agreements held under the raihany company
and under Messrs . Pope and Fowler as purchasers, and the subsequent agreement be-
tween the railway company and the Trust Company, and all the lands mentioned there-
in and all rights thereunder, all rights to unpaid calls on stock and all other assets
of the company, as security against, all sums heretofore or herea fter advanced under
the agreement of June 22, 1903, but that any payment g or advances made by the

Trust Company for which stock had been or should be thereafter nllotted, should not
be deemed to be a liability within the meaning of the agreement .

On May 20, 1905, another resolution was passed by the Trust Company board to
the effect that the Trust Company should advalice to the land company up to $900,000,
taking as security 6 per cent bonds of the company, based upon a first mortgage on
all its property . The lands were still unsold, and the Trust Company had received
nothing in principal, interest or dividends .

Later in the sanie year Air . Stevenson, becoming alarmed at the enormous sums
of money belonging to the Trust Company then invested in lands in the Northwest,
agitated in the Board for an alteration in its policy, and among other things seems
to have advocated turning all the advances made to the land company into an interest

bearing mortgage . This, of course, involved the abandonment of the capital stock

allotted in respect of these advances .

The matter came up for discussion at a meeting held on November 7, at , which
Messrs . Stevenson, Foster, TfcGillivray, Wilson, Davidson and Ross appear to have
been present, but the matter was laid over to be further discussed at an adjoùrned
meeting .

M inutes of the adjourned meeting are found in the minute book under date
November 13, and it is recorded there at this meeting the same directors were pr esent
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who Nvtre prv~zeut nt the n,cetinç; of \ovember 7 . 'l'he tninutes ~:o recorded emttain the
following :--

'<1ftor a full disen~sion in reference to the Gri,at West Land
('omp:nt y , it tcas deeided, Oit tnntimt by Iion . E . G . "tet•enQon, seconded b y Lieut-
I'n,tnt J . A . \lac(:illivrn .v, that the 1-11iotu 'rrnst ('ontpan}• -ltoul d assume tltc'
position of tnortt*at;ee with rePoroncc to As aclv:utces and pn,vntents to or for tite
Great \l'v,t Liu] Company, '

had the re6ulutinn, as recorded, stopfed it this point it would, no doubt, have quite
entbudicd the policy then being advocated b y Mr. Stevenson, but the resolution proceeclz :

''iuste .ul of the stock received by the comptuty and it, prc .,ident upon formation of
the land cotnp,tn y , and the stock receivecl as n-piescutint ; payutents attd advances,
tlw eompvtY and its president releasing, to it, original owners respectively the
stmolc tchich liai been aequired nuder the former arrangement as set forth in the
agreement of I nno 22, 1NU : ; .

' This lnnpu;ige iterhnps, equive.ca . l,ut it lins 11eom a,suntecl by those intere .•te dto be itrteuded to provilic for the ab :tndouun•nt to Ah-s .;r.: . Fnster . _llaeGillivray and
\V'il :.cjtt of the 2a .1`1, shnrc- of bnnn, stock tehiclt was to be the rowttrd to the Trust
Company for tin,tncing, ihv tU•,nis :tctiun, irrespective altogether of whether such financ-
ing was by wa

,
v of lo :tn or by wav of ptn•chnse of capital stock, and of the 100 shn res

allotted to 1)r. Or„nhyutekha, who deeut .~ him: elt a trustee of them for the Trgtst
Company I' r the I'In•e .ter.~ . AIr . Stet•etisim is very rcluetant to adtuit the puternity
of this part of the resohttion, and it is both rematlcahle-nnil_iinforttt»atethat in-the. • -. -- - - -tïook-7,-etiŸ -fo t ïc"tsterrnk the attend ;inceot ciirecters, no signatures are found under
date Novetnber 1 21 , nor tudecd is that date itself found in the book .

The rec"rdeci miuutc's proccv~d to iustrttct the solieito.--who was Mr. Mathetv
Wilson-tri prepare the neevsitr,%• pafror : to br• esecuted by the of}icerF of botlt cout-
panics .

The miuttte huok rccords another ntcoting of the directors on Noveanb-r 28, 130 5 ,
at «•hich _ltessrs . Foster, 11acGillivray and Wilson, together with Directors Ross and
Davidson, are recordecl as being present . In the tninnte., of that meeting occurs the
followinL* :- - -

` The solicitor of the cotttl,any, purstiant to the instructions of the Board
at its meeting of November 7, re :ul an agreement and mortgage as between the
Vnion Trust Company and the Great \Cest. Land Contpany . . After some discus-
sion and amendment it was moved by Ilon . G . W. Ross, seconded by Lieut-Col .
J . I)avidson, that the form of agreement. between the Union Trust' Company and
the Great West. Land Company as subntitted by the solicitor, pursuant to the te-
solution passcrl at tue last meeting of the uireetors, be adopted, and that the pro-
per nmottt be tilled in by the General Manager and the agreement exec•utec] and
be submitted to the Great West. Land Company for execution .

`It was also resolved that the form of mortgage and assignment from the
Great West Land Company to the Union Trust . Company, as submitted, be
adopted, with the amendments made, and be executed after all blanks be filled
in, and that the by-laws for that purpose be passed and that n meeting of the
shareholders be fortltwith called to consider the agreement and mortgage after
the saine -hall have been adopted and executed by the Great I`'"9t Land Com-
pany. "

The directors' attendance book contains no record of a meeting of this date, nor

by the president, Dr . Orônhyatekha; -wns made to • .ltessrs . Foster, licGillivray an d

any signature of directors .
Undoubtedly a mortgage was prepared and eiecuted, and undoubtedly a formal

release and abandonment of all the stock representin, advances was also prepared
and executed . Nor is it at all in doubt that a formal assignntent by t1 ►eçompangand

Wilson of the 2374 and 100 shares respectively .
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This was done in the absence from the country of both the president and Mr .
Stevenson, the transfer,of the stock held by the president being effected by menus of
a general power of attorney which he had left behind him . He professes not to have
been aware at all of what was being done, and later addressed a letter to \[r. 1[at-
thew Wilson demanding a re-transfer of the 100 shares .

Mr. Stevenson had left on November 13-it is said immedintely after the meeting
recorded on that date-and was not present, of course, at the recorded meeting at
which the direction of that date was carried out.

It is, perhaps, worthy of observation that there is no signature by way of subse-
quent confirmatioii to any of the miuute3 to which reference has been made, in the
minute book itself . In the ntteüdance book, between the meetings of November 7
and December 213, both of which are si .-ned for, there is a blank of 2 5 line9, covering
parts of two pages .

The directors who are recorded its being present at these meetings-with the ex-
ception of 3[r . 3fcGillivrny-were all examined . 1[r. Stevenson says (pp . 2387 -123S8) :-

Ill what I said about the other matter' (referring to the giving up of th e
bonus stock) ` I have no hesitation in saying that while I did not understand the
other wattcr was concluded or considered at all, I have no hesitation in saying the
other gentlemen thought it was or that minute would not nppear in that way.
But I did not understand it in that wny . . . . . . . .I had not in mind the giving of
it up, althou;;h I did not attach much imporGiu(re to it . '

(Pages 2388-238 9 ) :-
' Q. Was there at that meeting in connection with the resolution, which you

are-said-to-have moved ;-any discussion, nny-mention ; to your recollection .-ûf-this
bonus stock being given up?-A . Uy recollection is that there was not . I simply
say that because when the matter came to my notice that it had been (]one, it was
a surprise . I may say that I talked the matter over with 11r . Wilson since that
tinie, quite recently, and Wilson thought I was a party to this agreement, and
that I had approved of the agreement itself, and was very firm that the matter
was within my knowledge . All I can say is that I did not understand it so . . . . . .
As it seemed to me, we were to have the stock, whether we took the position of
mortgagees or the holders of stock . . . . . . . .I have given my recollection . That
cannot be changed .'

(Page 3106, after the other directors had been examined) :-
` I have read very carefully all that has been said on that subject with a view

of refreshing my recollection . I have recalled the circumstances of that day and
I can only say that after goinr; all over it I am con firmed in the view that I
originally had, that I ne v er understood that any stock was being turned over for
the mortgage or on account of that transaction except the stock representing the
cash advances, and that the bonus stock was never included or considered or
thought of. My recollection in that respec t is just in accord with Colonel David-
son's and Mr. Ross'.

Q. Would you say as to the possibility of any such resolution being made by
you formally or informally at any meeting?- A . It is absolutely impossible . If
I had written any such resolution as is said I certainly would have recalled it,
because 1 ;eouid have had the mattcr in mind .

Q. And you say that no such resolution was prepared by you?-A . I say that
no such resolution was prepared or offered by me .'

Colonel Davidson says, at page 2602 :-
'My recollection is the bonus stock--was never discussed . Ismay be entirely

wrong.
Q. You have no recollection of its being discussed?-A. No .
Q. Don't you think•you would recall it, if such an important thing as that

_were_discussed i-A.- I would think so, but the idea of its not belonging to tiie_
Trust Company has never entered my head' -
123a-10
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'I do remember that we did discuss, as I said a moment ago, the question of
unloading ourselves on these lands.

'Q. Do you remember at any time or at any meeting any discussion with
regard to giving up the bonus stock which the Union Trust Company held, not
for, its advances, but as consideration for having made advances .-A. I do not
remember anything about the surrender of the stock .

Q. Do you think you would have remembered if such a discussion had taken
place?-A. I think I ought to.

Q. You think you would?-A . I think I would . . . . . . '
Q . (Rcading from recorded minutes of November 28) The solicitor of the

company, pursuant to the instructions of the board at its meeting of November
7, read the agreement and mortgage between the Union Trust Company and the
Great West Land Company. After some discussion it was moved by the Hon .
G. W. Ross, seconded by Colonel Davidson, that the form of agreement (reads
resolution) And that the proper amount be filled in by the general manager . Do
you remember that agreement being placed before the board and discussed?-A .
I do not remember it .

Q. Do you remember moving such a resolution ?-A. I do not .
Q. Do you think that you would have forgotten if so important a matter as

that was discussed at a meeting so recent as November 28 ?-A . Is that the agree-
ment in which the surrender of stock was provided for ?

Q. Yes.-A. Yes, I think I would remember it . '

Air . Foster's account is given at pp . 2578-2584 . It is very difficult to paraphrase
or condense his account of the transaction . He thinks the abandonment of the bonus
stock on the part o f the Union Trust Company was improvident and apparently thinks
that he opposed it and that it was only abandoned in deference to Mr . Steven§on's
persistence, although lie says at page 2580 :-

'Q . Did he mention specifically any stock at all ?-A . He mentioned stock
specifically.

Q. Did he distinguish in what lie said between the two kinds of stock $-A .
I dont know whether he distinguished between the two kinds of stock or whether
he simply referred to stock generally . I would not say that he did refer to it in
any other way than to say it was stock .'

Mr. Wilson's account will be found between pp. 2719 and 2728. He also thinks
that,llir . Stevenson was insisting upon giving up the bonus stock, including the 100
shares held by Dr. Oronhyatekha. He also thinks that he himself was opposed on be-
half of the Union Trust Company to the bonus stock being given up . He says, how-
ever, that in the course of his discussion of the matter he took the position that it was
inadvisable, in the interests of the Union Trust Company, to make the proposed
change. Page 2721 :-

'Q . You were advocating the policy of not converting your advances into a
mortgage 4-A. Yes, in that case.

Q. That is what you were saying to Colonel Davidson ?-A . Yes .
Q. Did you say to Colonel Davidson, ` Of course if we do that we are going

to take away that compensation stock' ?-A . I do not recollect saying that to
Colonel Davidson .

Q. And• if you did not say it to him, you heard nobody else say it, and you
heard no discussion about it, either then or at any time ?--A . Ob, well, I won't
say that . . . . . .

Q. You have no recollection of yourself or anybody else saying more about
the desirability of maintaining the status quo than you told me you said 4-A . At
those meetings I had not.'
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It also appears that Mr . Wilson had been advising 3f r. Scholfield, of the- Great
West Land Company, that there was no right in the Union Trust Conipany, after hav-
ing once elected to take stock for advances, to re-elect to take a mortgâgë nndinsiët
upon retaining the bonus stock .

The 337 J shares were divided with practical equality between Messrs . Foster,
McGillivray and Wilson .

None of the three gentlemen concerned seem to have seen any impropriety in
taking part in the discussion at the Board of the Union Trust Company of a question
in which their interests were so vitally opposed to those of the Trust Company.

It is impossible to lose sight of the further circumstances that in the inception of
the transaction, whatever the intention of the gentlemen may have been, their co-
directors Mr. Stevenson, Sir Jotm Boyd and Colonel Davidson, were left under the
impression that they were putting up their own funds and were not made aware of the
fact, as to which the minutes are entirely silent from beginning to end, that they were
making a personal profit . Mr. Stevenson, page 2379, Sir John Boyd, pp . 2435 and
2436, Colonel Davidson, page 2600: The lack of proper vigilance on the part of other
members of the board, though explainable by their confidence in their co-directors,
ought not to escape observation .

In 1903, Mr. George W. Fowler, on behalf of himself, Mr. William Irwin and Mr .
George McCormick brought to the notice of the Union Trust Company a proposition
for the joint acquisition of certain timber limits and mill property in British Col-
unibia. The proposal took the shape that the property should be jointly purchased and
turned over to a company to be formed, of whose sto ck the Trust Company should hRve-_ _-- - -- --- - -- - --- -51 per -cent and- 3iessrs: FowTèr, Irwin and 11icCormick 49 per cent, the parties con-
tributing in those proportions to the ultimate financing of the transaction, but the
Trust Company meantime advancing all the money required .

Irwin and McCormick, who were supposed to have the necessary practical know-
ledge and experience, were to examine and report upon the property, while Fowler ;was
to undertake the business of negotiating for its purchase . Fowler in his testimony
asserts very strongly that he was the out-and-out owner of an option upon the property
before he approached the Trust Company, and that he approached the company as
proposing vendor, and at arm's length, pp . 277 9-2788, and pp. 3090-3093 . On the other
hand Mr. Foster (page 2535) and Mr . Stevenson (page 2403) speak of Mr. Fowler as
having entered upon the negotiations for the purchase of the property in question for
all those who were expected to be interested .

The facts that seem to be clearly established upon the documentary and other
uncontradicted evidence may be stated as follows :-

(1) Prior to 24th October, 1903, Air. McCormick had refused to deal as purchaser
for a property which included all the timber limits and other property included in this
transaction, and also three smaller limits, alleging that, for the whole, $250,000 was an
excessive price.

(2) Fowler was introduced as a prospective purchaser by Mr. McCormick.
(3) On 24th October, 1903, Mr . Peter Ryan, who was negotiating the sale, gave

Fowler an option at $+200,000 on the whole property, except 28 acres of berth No .
233, including the three smaller limits, (Exhibit 509) . The omission of the 28 acres
was probably a clerical error .

(4) On the same day Ryan gave Fowler an optiôn at $250,00b on the whole prop-
erty, including the 28 acres of berth No . 233 and the three smaller limits . (Exhibit
502) .

(5) An option, bearing date the same day, from Fowler to one'James Harper,
of Boston, at $260,000 is produced, covering the same property and with the same
omission as that set out in paragraph 3 . (Exhibit 511) .

(6) Before the 19th December, 1903, a proposal seemb to have been made by
Fowler to air: Foster, the managing director of the Union Trust Company, the

123a-10i
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natureof which is indicated by the minute of he board of that date, as- follows :
(Exhibit 493) .

` A proposition was laid before the directors by the manager in reference to
providing money for the purchase and working of çertain timber berths in British
Columbia as described in a memorandum of agreement entered into between
Peter Ryan of Toronto and George W . Fowler of Sussex, N .B., giving an optin :,
to the latter by the former, and the manager was instructed to continue the
negotiations and secure the reports of the examiners now upon the property, on
the understanding that if the reports are satisfactory the Trust Company will
advance the money required to purchase the property and take a controlling
interest therein . '

(7) The option referred to in the minute is the option mentioned in (4) and the
` examiners' then upon the property were McCormick and Irwin, who were sent out
and their expenses paid by the Trust Company (page 0 099) .

(8) On 5th January, 1904, the examiners reported favourably to Air . Foster
(Exhibit (377) . This report covered the 28 acres, and also referred to the three smaller
limits .

(9) On 26th January . 1904, Dir• Fowler again saw Mr. Ryan, and negotiations
were resumed, the object being to close with Ryan upon a basis which would be
satisfactory to the Union Trust Company, which was then expected to finance the
transaction . . The negotiations shifted from the terms of the option spoken of in (4),
and the three smaller limits were eventually eliminated, the ostensible price of $250,-
OM-fixed-by-the -option -ment ioned-in-(4) being-aceordingly--reduced- to an ostetisible
price of $225,000, while the real price of $200,000 fixed by the option mentioned in (3)
was reduced to the real price of $170,000.

(10) Two agreements were then prepared and executed, both dated 26th January,
1904, one of which was to be operative between Ryan and Fowler, selling him the prop-
erty, less the three smaller limits, but embracing the 28 acres, for $170,000 (Exhibit
510), while the other, which was intended to be put forward to the Union Trust Com-
pany as the real bargain, professed to sell him the same property for $225,000 (Exhibii
!t-(5) .

(11) 3ir. Fowler does not pretend that he ever disclosed to the Trust Compan~
either the real option on the larger property at $200,000, nor the real bargain on th(
smaller property at $170,000. In the early negotiations the fictitious option at $250 .•
000 was alone put forward, and in the later negotiations the fictitious agreement ol
sale at $225,000 was alone put forward.

(12) In elaborate reports (Exhibit 678), made to :11r. Fowler by= McCormick an~
Irwin, parts of which purport to bear date February 1, 1904, and other parts Februar .N
4, 1004, the timber limits and the mill and other property were fully discussed . Th

e do not appear to have made any further report to the Union Trust Company or t c
Mr. Foster . It is, perhaps, significant, that while the report of January 5, 1904, tc
Mr. Poster merely refers to their having sent men to examine the Albert canyon limits
being the three limits which were cut out of the completed transaction between Ryar
and Fowler bearing date January 26, the report of February 1, to )1ir . Fowler con•
demns these limits, advises their being discarded, and suggests that the price s>=ouk
therefore be discounted by $20,000 . It is difficult to resist the conclusion that Tir
Fowler was in possession of this information when lie closed with Ryan .

(13) On February 8, 1904, the dealing with the Union Trust Company was re
iluced into conveyancing. The main agreement of that date, by which Fowler con
veys the property to Foster in trust, and which declares the trust to be, to the exteni
of forty-iine per cent for Fowler, Irwin and McCormick, and to the extent of 61 pel
cent for the Trust Company, recites most carefull•v that Fowler, Irwin and bicCor
miek contemplate purchasing and desire to negotiate for the property, and have ap- --

; that jp i to the Trust --Cô-m-pa - ny to 7 •oin- the m- in-the pürchëse - in pursuance - the r - -eo
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the Agreement of January 26, «ith RyÀn wAs entërëd intoby Fôwlér ; and that it is -
now necessary to procure and pay to Ryan his purehcse money accordingly .

(14) Following this, $225,000 was paid to Ryan by the Trust Company . By the
real arrangement between him and Fowler he was only entitled to retain $170,000,
and he paid over the remaining $55,000, or the greater part of it, to Fowler .

(15) Out of these moneys Fowler paid Foster at least $2,500, Anû probably about
$7,000. He paid McCormick $1,000, and Irwin, $12,000 . lfr. Foster's evidence, pp.
2536-2537 ; Mr. Fowler's evidence, pp. 3102, 3103, 3104 ; Schurmau s evidence, pp .
2526-2527 ; (Exhibit 546) . _

Mr . Fowler became entitled to 650 shares in the capital stock of the Kamloops
Lumber Company, which was formed to take over the properties purchased from
Ryan. llir . Foster had soi ,e verbal arrangement with him, by which he (Foster) was
to be beneficially entitled to 300 of these shares, indenurifying Fowler against his ob-
ligation to pay for them to the Union Trust Company, which had advanced all the
moneys. This was reduced to writing in June, 1905 (Exhibit 547) .

It seems unfortunate that this dealing by the managing director vas not disclosed
to his company till after this inquiry commenced, pâgë 2597 .

While the organization of the Kamloops Lumber Company was proceeding, nn-
other property in which Irwin, McCormick and Fowler were interested was offered
to complete the equipment of the new company. This was the Okanagan Lumber
Company's property at Enderby, B .C., consisting of mill, limits, plant, book accounts,
&c .

This__company_ 1~Ad been inc_orporrt e il ii~i~ugust, 1303,_stnci_h~td_a_ÇapitaL.stock-
of $50,000. There were originally five shareholders, of whom McCormick was one,
each holding $10,000 of stock . Mr. Irwin subsequently bought from lir . Bull, who
was one of the original shareholders, half his holding, for $5,000 .

The Okanagan Company had purchased for $40,000 the whole property and equip-
ment which it was proposed to pass on to the Kninloops Lumber Company for $175,-
000, besides an additional price for the manufactured logs on hand, for which the
Kamloops Lumber Company ultimately paid an additional $42,000 .

At the end of 1903 the directors of the Okanagan Company had submitted to the
shareholders a statement of assets and liabilities (Exhibit 540) . The total assets were -
placed at $65,544 .66, stock liability at $50,000, and other debts at $11,026.81, leaving
profit and loss account at $2,517.85 .

Mr. Fowler says that Irwin urged the purchase of this property upon the Union
Trust Company, as part of the Kninloopa ur,dertaking, threatening to withdraw from
the latter altogether and to purchase and operate the Enderby, property himself .
This is corroborated by' 'Mr . Stevenson, who s .rys that they rather felt they were co-
erced by Mr. Irrin's course against their own :nclinations. Mr. Fowler says that the
interest of McCormick and Irwin in the subject of the purchase was known . Mr. Fos-
ter says he knew nothing whatever, about the organization of the Okanagan Company,
its shares, or who held them . .ltr. Fowler says that Irwin and McCormick had nothing
0 do with the examination of the property, and that an independent examiner, a
Mr. Hamilton, was sent. Mr. Stevenson sa,vs they were relying upon Irwin's ex-
perience and responsibility. Mr. Foster says it was Irwin and Hamilton who were
specially sent . Mr. Fowler says that he had nothing to do with the negotiations which
resulted in the option givén to him on May 23, 1904, but was sent to Enderby after
the matter had been completely arranged, for the formal purpose of taking an option
upon. the arranged terr.is. Mr. Stevenson says Mr. Fowler represented, as he under-
stood it, `our company,' and his associates Irwin and McCormick in the negotiations
for that property. air. Foster's recollection is not clear, but he thinks Mr . Fowler
brought an option from the Okanagan Company which the Kamloops Company, after
investigation, accepted . This is clear, that the option of May 23, 1804, was given to
Fôwler,and that on-the same date he was giventwo-powerg of attorney by the Okan-
agan Company, authorizing him to receive all purchase moneys under-
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`a certain sale of our property made or to be made by us to the Kamloops Lumber
Company through the said George W. Fowler . '

It is also clear that the whole purchase money, $175,000 for the property al 1
$42,000 for the logs, was duly paid to Mr . Fowler by the Kamloops Lumber Company
or the Union Trust Company. It is also clear that Irwin, McCormick and Fowler re-
presented to "31r. Bull, who had $5,000 of stock on which lie had paid $1,000 in cash,
the remaining $4,000 being represented by his promissory note, that the property had
been sold at such a figure as would give each shareholder two for one, and they set-
tled with him on that basis, paying him $ 6,000 and cancelling his note for $4,000 .
The balance of the $217,000 after paying the liabilities, was divided among Hale,
McCormick, Irwin and Beattie, they being, so far as the Commission wa"- able to
ascertain, the then remaining shareholders of the Okanagan Company, and Mr.
Fowler . but in what proportions the Commission lifts not discovered. Fuwler claims
to have advanced the company $22,000, and says that to some extent, probably $16,000,
this advance was treated as entitling him to the position of shareholder in tüe divi-
sion of profits . IIe does not pretend to have made any disclosures upon any of these
matters to those of his associates in the enterprise who represented the Union Trust
Company interests .

Another aceretion to the equipment of the Kamloops Company was the Shuswap
Shingle and Lumber Company . One Shields controlled the sale of this property.
llessrs . Fowler, Irwin and McCormick negotiated with him, and in pursuance of their
negotiations the Shuswap Company on 27th May, 1904, gave an option to Mr. Foster,
as trustee, ai $40,000 . Mr. Fowler says that after lie and his associates had examined
the property and agreed to recommend its purchase, lie was informed by Mr . Peter
Ryan that lie, Ryan, was entitled to n commission of $5,000 on the sale from Shields,
and that he was offered by Ryan one-half of this commission . Ryan gave Fowler an
order or orders accordingly on Shields. Fowler says that Ryan had not then paid him
time whole of the $55,000 which lie was to receive out of the original Kamloops pur•
chaso money, and that the order or orders given by him included a sum of money in
addition to the half commissiou, which additional sum was to be applied on the bal-
ance due by Ryan. He snsâ the whale amount received by him from Shields on the
order or orders was, he thinks, 4"t,000, and that he is quite willing to credit Ryan on
his debt with the whole sum, He did not disclose to those of his associates who re-
presented the Union Trust Company any of these circumstances. His account is given
at pp. 3079-3083 of the evidence .

The interests of the Kamloops Company passed through various phases . Irwin
did not remain interested, but dropped out when the initial .--angements were about
being reduced to writing. Another subsidiary companÿ-was formed and took its place
in the Kamloops group . At another stage Fowler and McCormick surrendered their
stockholding altogether, and finally the Trust Company sold out their whole invest-
ment, fortunately at a profit . This was brought about by the efforts of Mr. Steven-
son, who, in 1905, took the position that the operation and conduct of business enter-
prises of the kind were foreign to a proper investment of trust funds . His report
upon these propecties to the Union Trust board of November 10, 1905 (Exhibit 608),
is an able review of the situation at that date and the policy outlined in it has been
followed out not only with wisdom, but with extrerne good'fortune .

On April 9, 190G, the executive of the Foresters passed a resolution to part with
the whole of or a controlling interest in the stock of the Union Trust Company . Mr.
Stevenson speaks of three factors which entered into that policy :-(1) The respon-
sibility and risk involved in the Trust Company's investmenta, which belonged sub-
stantially to the Foresters, had become too great . (2) There were rumours afloat of
profits 'upon the side.' (3) The property of subsidiary companies had become an
acute question, and the New Hampshire superintendent of insurance was making a
point of this feature in considering whether to grant the Foresters authority to do
business in that state .
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In furtherance of this polic•y Air . Matthew Wilson, K.O., the general solicitor and
a director of the Union Trust Company, was employed by the I .O.F. to effect a sale
of such controlling interest. In the course of his negotiations lie cauto into relations
with Mr. E. E. A. DuVernet, who thinks that at this time Mr . Wilson produced an
option to himself to purchase $1,500,000 of stock at 110 . .llr . Stevenson says the statue
in the option was not fillcd in until after the arrangement with Mr. DuVernet was
in progress, and that Mr, Wilson firat suggested filling in the name of Ur . DuVernet
himself. Mr. DuVernet says he agreed to take tip the option at 110, in addition pay-
ing J,ir . Wilson, whom he says he believed to be the independent owner of the option,
$5,000 in cash and 200 sltares of the stock .

Mr. DuVernet says he arranged with Messrs . Edwnrd Gurney and Charles Magee,
the former being president and the latter vice-president of the Crown Bank, that they
should take over one-third of the option, or $500,000 stock, arranging for the financing
of that portion. He says that .l[r . Wilson desired to make a stipulation with him for
an option back at 110 on one-half of $500,000 of the stock, or $250,000 . This Mr . Du-
Vernet says lie at first declined, but finally, upon pressure, agreed to do, upon the terms
of Mr. Wilson `bringing back' half of the $5,000 cash commission and half of the
$20,000 stock commission. Mr. Wilson was to deposit the $2,500 with him to be for-
feited if he failed to take up the option . He says that on this occasion he drew his
own cheque for the $5,000• commission, payable to Air . Wilson's order, and that when

.the $2,500 forfeit was agreed to Air . Wilson endorsed the $5,000 cheque over to him
and received the cheque of Air. DuVeruet's firm for $2,500. Ih says he thinks the
option to Wilson was in writing, and that Mr . Wilson subsequently forfeited by letter
his right to take up the $250,000 option. Neither the option to :1ir. Wilson nor his
letter forfeiting same has been produced.

Air. Wilson's account of the matter is that his 'interest' is one-half of $500,000
of the stock, that he is `with Mr. D}tVernet' in the purchase to that estent . Fie says
he told Air . Stevenson that he had been ` invited' to become one of the purchasers .
He also states that Mr. DuVernet wished him to become manager at $10,000 per year,
or president or vice-president at $5,000 per year, which he would implement to the es-
tent of $2,500 out of his own lwcket ., He says a cheque payable to his order for $5,000
was put before him by Mr. DuVernet and he was asked to endorse it and_didso, but
he does not know whose cheque it was or what was its purpose, save that it was part
of the transaction by means of wh ;ch Mr. DuVernet was interesting Mr . Gurney and
Mr. Magee ; that he made no inquiry whatever, and does not know why the cheque
was payable to him . He is not sure, but he thinks the $2,500, which he admits he
received from àir. DuVernet, was paid to him on a subsequent occasion . lie did not
report the arrangement for the $2,500 to Mr . Stevenson.

With regard to the compensation to be paid him in stock, he says the arrange-
ment with Mr. DuVernet was that if his (Wilson's $250,000 of stock were sold, he
would accept $25,000 as his profit upon it . He thinks it was not $20,000, but $25,000 .
He say9 there never was any agreement in writing, and be never wrote any letter.

HF says he would not sell for less than the $25,000 profit, but would rather not
sell at all .

Mr . DuVernet absolutely denies that there ever was any intention to makz any
profit whatever out of the stock.

These are, in brief, the accounts given by the immediate parties to this trans-
action . They are, under the circumstances, and having regard to the recent date of
the transaction, remarkably contradictory. If it could be supposed that Mr . Wilson,
agent for the vendor, stipulated for a secret commission in cash and stock from a
vendee who was acting for himself and others, and that the latter made a cross stipula-
tion that the commission in cash and in stock should be secretly halved with him, all
the admitted facts would harmonize themselves with a theory which would be at least
intelligible.

The writtén agreement which emerged from these negotiations is dated 8rd May,
1m By it the Foresters sell to Mr. DuVernet 15,000 shares of Union Trust stock
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for >k1 . 650,000. The Trust Company assents . .llr. DuVernet pays $500,000 cash .
The balance of the purchase money is payable in five years with interest yearly at
5 per cent . 250 shares are immediately delivered, the remaining 14,750 srares remain
with the Foresters as security, but may be released by payments in multiples of 110 .
Mcantime Mr . DuVernet receives all dividends, but die Foresters retain the voting
power . The relations theretofore existing between the Forrsters and the Trust Com-
pany with regard to investments by the latter of the former's funds are revised and
continued for tell years, subject to six months' notice .

Tf the purpose of the resolution of 9th April, 1900, was to part with control of
the Trust Company, this agreement, does not adapt itself with expedition to the pur-
pose .

TII1; CATIIOI .IC \IUTJAL BENEFIT ASSO(JATION OF CANADA .

This society was first incorporated on 18th January, 1 890, under the Genera l
Ontario Act. It was tleen under the jurisdiction of it parent society in the United
States, bu t in 1892 it declared its iudepend^nce, and became a distinct Canadian
society. In 1693 it obtaine (i an Act of incorporation ;'rom Yarliameut (56 Vic., cal ).
90), That Act declared its object to be frat,ernal w don, tbo improvement of the
social, moral and intellectual condition of its mem bers, and their education in integ-
rity, sobriety and frugality, and the establishment, management and disbursement of
a mutual beuefit and a reserve full(], from which a sum not exceeding $2,000 might
be paid to the widows, orphans, dependents or other beneficiaries designated by, or the
legal representatives of deceased members . By the st atute the head office was fixed
at London, but in January, 1 9 03, it was removed to Kingston . By the Act the usual
powers in respect of organization and government were conferred, the society's pow-
ers of investment were defined and annuities and endowments were prohibited .

The by-laws which constitute the law of the society, so far as material for the
present purpose, fix certain rates of assessment and create with the proceeds thereof
a beneficiary fund . They provide that each member is to pay in each year after 1st
January, 1 905, an amount equal to twenty fu ll assessments, divided into twelve
monthly payments and that members must pay any f. irttier assessments not exceed-
ing four in any one year, that it may be necessary to levy. The beneficiary fund
resulting from these assessmeut s is the primary source f o r the payment of death
claims .

Provision is aho made by the by-law + for the creat .on of a reserve fund . A gross
5 per cent of evety assesnient levied is to be transferred for that purpose from the
beneficiary fnncl account to t he reserve fluud account . The group of by-laws dealing
with this fnnd is ill-drawn and the meaning in some respects quite obscure. When
the reserve fumai exceeds the amount of the whole asstisment, the excess may be in-
vested . The auto int of one whole assessment appears to be intended to be kept at
hand in cash to f upplement the bene ficiary fund, if that fund should be found insufti-
cient to pity death claims. To that purpose it is permitted to be applied, but it is re-
quired to be replaced `as soon as the assessment or assessments issued for paymenf
of such claim have been received . '

Save for the purpoes of this emergency, the reserve fund is required to remain
intact, and to go on accumulating, but not more than twenty-four assessments in any
one year are to be levied . If twenty-four assessments have been made, the reservé
fund may be resorted to for making good any de ficiency in the beneficiary fund, in
lieu of such further assesment ; provided that the total minimum amount of the re-
serve fund shall be $10,000, the excess over tha t stmt being alone available for the
purposes stated . It is also provided that when the fund reaches $250,000, although
the assessments in any one year have not exceeded said number (24?), then so much
of the reserve fund as exceeds $250,000 and the interest upon the whole fund, or so
much as may be necessary, must be applied to the payment of bene ficiaries, in lieu of
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an assessment upon the surviving members . It seems probable that this last provision
was intended to make any surplus reserve above $250,000 available in case of the
assessments, and that the word `exceecled' was intended to be `reached .' If not, it is
extremely difficult to understand the provision .

The by-laws require an initiation fee of fifty cents to be collected by the Branch
Council and remitted to the Grand Council, as well as a per capita tax on each mcm-
ber of $1 .20 to be remitted quarterly . The fund arising from these resources is
available for expenses .

Whnt is spoken of as a sick fund was very recently established, but it may be
clisregarded for the purposes of this report being, as was said, still in its infancy .

From the time of its incorporation the ass•:ssments for which the by-laws of the
society provide and which have been constant in amount, have necessarily been more
frequent than monthly. Until the change in 1904, about to be notice(], there was no
spreading the extra levy over the year in monthly instalmenta. Sometimes as many
as fifteen, sometimes as many as eighteen or ninetcen single assessments were levied
during the year. This was productive of much inconvenience to the members . :ltany
and serious were the discussions of the vital question whether adequate . rates were
being exacted . The Grand Cotuicil saw otber fraternal bodies `haviug trouble' with
their rates . Some were raising theni . Others were decaying. `Committeo after coin-
uiittee' was appointed to consider the situation . They could not agree . The funda-
mental paradox which characterizes the question was too much for them . They were
apparently prosperous, always lied money to pay the clainLS made upon them, but the
more thoughtful among theui saw dimly that a time might come when, with an aging
membership and a growing death rate even tweuty-four assessments insiead of twelve
n•ôuld quite fail to make good their insurance liabilities .

At length an actuary was invited to give his advice. The gentleman selecten
was i1fr . Abbé Landis . lie made a careful examination and valuation of the society's
policicv . His report, which was published in the official organ of the, society, points
out the abnormally low lapse rate prevailing in the society and the consequent per-
sistence of its insurance contracts, thus anticipating the argument sometimes deduced
from the alleged large profits on lapses in fraternal societies . IIe demonstrates with
much clearness that the younger members, at prevailing rates, are contributing to the
cost of carrying the older members' insurance, instead of accumulating a fund by
means of which their own may be carriecl as their ages advance and the cost increases .
lie shows the fallacy as well as the inequity which chnracterizes any method of in-
surance by which each policy is not ninde to provide for its own cost . lie proves that,
as time goes on, the proportion of new members to old must enormously aud impossibly
increase in order that the assessments of the fornier may continue to defray the ex-
pense of carrying the insurance of the latter .

He computes a reserve of $ 6 ,217,2 4 8 on the basis of twelve assessments per annum,
a reserve of $4,711,010 on the basis of eighteen assessments, a reserve of $3,204,773 on
the basis of twenty-four assessments . and shows that by making thirty-six assessments
annually, as a level contribution for all future time, the reserve required would be
reduced to $1a2,208 against which stood the accumulated funds of the society, then
$157,5 6 3, leaving a deficiency of $34,375 to be provided for .

But he recognizes the impossibility of levying thirty-six assessments per annum
if the society's existence is to continue, and he submits two alternative tables of level
monthly rates, one for whole life insurance and the other for term insurance to age
65, giving readings of both tables at alternative rates of 3 1 and 4 per cent, and using
the National Fraternal Congress table, which he finds to accord very closely with the
actual mortality experience of the society .

This report was presented to the (}rand Council at the 1904 convention . The
council referred it to a special committee, which reported that the existing rates
were not sufficient to secure the stability of the society, and that the committee had
not enough information to make a formal recommendation for readjustment of rates,
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and advised the convention to empower the executive to make the re-adjustment .
This report w as presented to the convention, which then proceeded to pass the 20•
assessn:ent by-law now in force.

Tt may well be supposed that a majority of the older members of the society
would oppose the adoption of the plan proposed by 11ir . Landis . The keystone of his
proposition was that they should bear the cost of carrying their own insurance, in-
stead of resorting to the surplus funds which younger members were providing to
carry their own when its cost should exceed the level contribution .

The following table compares the society's present rates with the Hunter and
National rraternal Congress rates :-

18 . .
19 .,
20 . .
21 .
22 . .
23 .
24 .
2J . .

26 .
27 . .
28, .
29 . .
30 . .

31 . . . . .
32 . . . . . .
33 . . . . . .

30 . . .
37 . . .
38 . . .
39 . . . .
40 . . .

46 . . . . . . . . . . . . . . . . . .
47 . . . . . . . . . . . . . . .
48 . . . . . . . . . . . . . .
49 . . . . . . . . . . . . . . .
50

17 .40

11 .28 ', 10 .02
11 .66 ' 11 .24
12.03 11 .57
12.42 11 .92

12.7G 12.28
1 :3 .22 12.67
13 .49 13 .08
13 .87 13 .51
14 .31 13 .06

14 .76 14 .43
15 .22 14 .94
15 .73 15 .47
10 .25 16 .03
16 .82 16 .62

17.42 17.24
18.05 17.90
18.71 18.60
19.42 19.34
20.18 20.11

20.97 20.93
21 .81 21 .80 -
22.70 22.72
23.65 23.69
24 .66 24 .72

25 .72 25 .81
27 .31 26 .91
28 .10 28 .20
29 .36 29 .5 1

'l'he reserve fluld, consisting of 5 per cent taken from all assessments, is intact,
and now amounts to about $208,000 .

The beueficiar}• fund, however, has been freely treated as a fund from which
borrowings for expenses might be made . At the time of the inquiry the general or
expense fund was thus indebted to the beneficiary fund to the extent of about $11,000,
which was expended in holding the convention in 1904 .

The prenriunl income of the society for 1905 was $336,601 .05 . Its membership
at the end of that year was 19,750, and the insurance in force, $26,3 93,500 .

The societY has never made any investments, all the funds in hnnd being deposit-
ed at interest in different banks .

Rate per 81,000. ll unter . N . F . C .

-- -- - ~
Î

9 .88 ~`----

10 .20
10 .55 •

10 .20 10.91 , 10 6 2

11 .4(1

13 .20
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THE CANADIAN ORDER OF THE \VOOD\iLN OF THE 1VORLD .

This society was incorporated in 18 93 by Act of Parlinmcnt, 56 Vic., cap. 92, its
objects being :-

(a) To unite its members in social and fraternal bonds ;
(b) To collect and distribute charitable donations ;
(c) To make with its own members contracts for insurance in sums not exceed-

ing $3,000, payable on the death of the insured ;
(d) To erect a monument over the grave of each deceased member .

Its head office was fixed at London, and provision was made for its government
by a representative body to be known as the Head Ciunp, to be elected annually or
biennially as ►night be determined by by-law .

The Act directed the accumulation of an emergency fund not less than the pro-
ceeds of one mortuary assesiment upon all the membership, and authorized the raising
of a reserve fund or guarantee, by subscription, to an amount not exceeding $100,000 .

By-laws were passed, the earlier forms of which may be disregarded for the present
purpose. In their present form they provide for the organization and government of
subordinate camps, the delegation of representatives thereof to the head camp, bestow
names upon the officers, arrange for their eleetion . prescribe their duties and create
them an executive council, having (except while the, head camp is in session) all the
absolute, original and appellate and final jtn•istlictiou of the head camp .

The by-laws further establish certain funds and accounts, impose fees, taxes and
assessments and fix monthly premium rates .

In 1902 the society agitated for the establishment of sick and funeral benefits .
Application was made to the Ontario Inspector of Insurance for permission to form
a department of the society for that purpose, but the request was denied . An amend-
ment by Parliament to the original Act of incorporation was talked of, but was dis-
couraged by the Superintendent, who stated that if asked to report upon such an
application lie would report adversely . It seems probable that his reason was the
disinclination of the society to come under any compulsory requirement as to main-
taining reserves . Parliament had originally authorized, but had not required a re-
serve in respect of the mortuary business of the society, and the establishment of
another branch of business without providing for adequate reserves did not recommend
itself to the Superintendent .

In 1903 Parliament was applied to, and the Act of incorporatien was amended
by adding to the four original objects of the society a fifth, viz . : To establish, main-
tain and administer a fund for the payment of sick and funeral benefits . Parliament•,
however, required that the sick and funeral fund should never be less than the legal
reserve, calculated as to funeral benefits on the basis prescribed in the Insurance Act,
and based as to sick benefits upon such Standard Sickness Tables as the society used
in the construction of its rates, and a rate of 3 J per cent .

The sick and fune?al premiums were required to be payable monthly, sick benefit
was limited to $260, funeral benefit to $100, the new branch was to be kept separate
in every respect fioni the rest of the society's business and the use of any other funds
of the society for sick and funeral purposes was absolutely forbidden .

Tho present deposit of moneys with the Treasury Board was excused, but the
right was reserved to demand a deposit of $10,000 so soon as the required amount
should be available .

The funds established by the by-laws are :-
The emergency fund ;(1)

(2) The insurance fund ;
(3) The monument account or fund ;
(4) The expense fund ;
(5) The investigation fund ;
(6) The sick• and funeral fund .
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The reserve or guarantee fund authorized by the Act of incorporation wa s
never established, except in so far as the insurance fund serves the same purpoee.

The emergency fund was provided for by requiring every applicant on joining
to pay one assessment at the premium rates paid. This fund was not to be resort•, .d
to except for payment of mortuary claims, and then only when the insurance fund
4onld be exhausted .

All subsequent as-sessments were to go into the insurance fund . This was not
to he depleted except for death elaims, payments to the monument account and the
restoration of borrowings from the emergency fund .

The monument fund consisted of sums transferred from the insurance fund. At
the death of each member $100 was so transferred, the policy providing not )nly for
the payment of the amount insured but also for the placing over the grave of the
Jeee: ► sed member of a nionunient 'of the value of not less than $100 .'

1 -
'ii .) by-laws

s'ay `at a cost not exceeding $100.' The monument fund was applied in or towards
the erection of monuments, but sometimes monuments were not dc~,ired_by the bene-
ficiaries, or they were content with the expenditure of less than $100. In these cases
the by-laws directed the transfer of the saving to the expense fund for the exten-
sion of th(, Order . In this way the sum of $6,01 0 .25 found its way from the insurance
or mortuary fund into the expense fund .

The principal normal sources of the expense fund were certain per capita taxes,
certificate fees and profits on sales of supplies to subordinate camps . What may be
called its ubnorn ► al sources are the monument account, already mentioned, and the
sick and funeral fund, front which Q2,114.19 was transferred, $1,114.19 being said
to represent the cost of the legislation obtained in 1903, and $1,000 being estimated
for cost of management for two years .

The investigation fnnd was created by setting apart 1 per cent of all the assess-
ments received . Its declared purpose was to protect the insurance ftmd against im-
proper claims, by the defence of suits and investigating the conduct of members and
others . There has been taken front the insurance fund and put into this fund, under
this authority, $3,900 .10, besides $56.8-1 transferred from the emergency fund, appar-
ently without any authority whatever .

The sick and funeral benefit fund is or should be the reserves in respect of those
benefits, computed upon the basis prescribed in the Act of 1903 .

This branch of the business was by the act required to be kept separate from the
society's other business ; and it was, no doubt, intended that the maintenance of such
reserves should sufficiently secure the solvency of the branch in respect of its sick
and funeral obligations . No attempt was made by the socii'ty, however, to comply
with the Statute . It seems clear that no standard sickness table was used for the
purpose of computing the sick and funeral rates, and, indeed, that no computation
of any kind was made, either in respect of the rates fixed or :n respect of the reserves
to be maintained . The fund, which stands at something lesi . than $1,200, is grossly
inadequate to answer the purposes required by the Act.

It was quite impossible to obtain any clear knowledge of the actuel position of the
company, the state of any of its funds, its income, expenditure, rssets or liabilities . The
society kept no ledger, and its cash book entries have never been posted or classified
or assembled in any way. The accountant employed by the comn;ission reported his
inability to apply any check to the bookkeeping of the society .

Its yearly returns appear to have been based largely upon estimates and not upon
Actual analysis and summation . All its funds have been mingled in a single bank
account, from which all payments were made.

Under these circumstances, it is not remarkable that much more has been paid
out for expenses than the funds available . The insurance funds have been continu-
ously subject to depletion, the covering device being to borrow money from the bank
upon promissory notes approximately representing the overdraft from time to time,
and crediting the proceeds of their discount to the mingled account . On December
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31, 1905, this . borrowing anlounted to $9,542 .60 besides which the society owed in
office rent and salaries, $1,503.98 . The bank charged 5 per cent upon the moneys
loaned, and pai(l 3 per cent upon the deposit .

The society returned ledger assets at $169,928 .62 on December 31, 1905 . The
accuracy of this it has been impossible to verify .

There were returned as in force at thé saine date 10,438 policies, insuring $11,-
499,000, besides $100 per member, or $1,043,800 for monuments. The number of
sick and funeral beneficiaries was 611, and the total assets o ;i' that branch were re-
turned at $1,087 .89, omitting a small amount returned as uncollected premiums .

There have been periodical audits of the society's accounts, but as the material
ior a proper audit has never existed, these audits must have been the merest pre-
:tcnce.

This society has had members paying upon four schedules of rates . When incor-
poration took place in 1893 a schedule was fixed which is shown in outlino in the
third column of the following table. The society, however, theu admitted in a body
those members of the old unincorporated society who chose to join them, There were,
perhaps, four or five hundred of these, and they were permitted to continue paying
the rates fixed by the unincorporated society, which are shown in the second column
of the table . In 1896 the rates were raiced to the extent shown in the fourth column,
but the increaso did not apply to either class of old members . In 1900 they were
again raised to the amount given in the fifth column, but all classes of old members
were left unaffected . In 1904, when the Knights of the :1laccabees, another friendly
society, raised the rates of that society to a higher figure than the rates then in force
among the Woodmen, about four hundred of the Knights were admitted at the 1900
ratoos ; but as of their respective ages when they joinMi the jiaccabees, paying $11
per $1,000 of insurance for the privilege . In 1901 a committee was appointed to
consider proposals to charge current rates to old members, to increasc : the current
rates and to admit women . The committee reported favourably upon all proposals,
recommending the adoption of the Hunter rates, referring, no doubt, to the table of
rates contained in the schedule to the Ontario Insurance Act. The only portion of
the committee's report that was adopted was that relating to the admission of women .

January 30, 1906, the Sessional Committee of the society reported :

`that ju d ged by any standard system of comparison, our present rate is not
nearly adequate for the purpose of our Order, and that the longer we continue
to accept business under these rates, the greater will be our eventual loss . '

The report was very careful and elaborate . It pointed out, among other things,
that at the existing rates, an applicant entering at 30 would at 60 have used up• the
whole amount paid by him above actual mortality cost, though kept invested con-
tinuously at 4 per cent, and that an applicant entering at 38 would be in a similiar
position at 5 8 . The committee reconunended the rates outlined in the sixth column
of the table . The head camp rejected the recommendation, although it does not
appear to have been intended to npply to the old members . The other columns in the
table enable a camparison to be made of all these schedules with the ra-ces fixed by the
Hunter, National Fraternal Congress and Tables respectively :

1891 . 1893 .

20. . . . . . . . . . . 1_ . ..__4:SD ~ - 4 .20
25. . . . . . . . . . . .'

_
4 .80 4 .80

30. . . . . .
. . . . . . .

! 5.40 5 .40
35. . . . . . . . . . . 5 .40 6 .00
40. . .

.

. . . . . . . . . . 6.00 7 .20
45 . . . : . . . . . . . .' 6.80 9.00
50. . . . . . . . . . . . . 9.00 13.80
55. . . . . . . . . . . . . 18 .00 30.00

6 .00 7 .44
7.20 8.16 '
7.80 8.88
8.40 I 9.72 ~
9.00 11 .52

10.20 15.12
14 .40 27 .04
30.00 51 00

14 .64 . . . . . . . . . .
18 .50

21 .12 .
25.92 27.13
32 .52 ~ . . .
41 .28 42.83

X .F .C .
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The exemption of olci members from the payment of the present rates seems to b e
a direct contravention of the terms of by-law 112 (a) fixing these rate3, which makes
them apply in express terms to every member . It was said that the `understanding'
was that old members should not be affected, but no such understanding ought to pre-
vail against the clear language use(] .

It must not be forgotten that the various rates fixed from time to time by the
society, while nominally fixed with relation to the amount of the policy or certificate,
should, in reality, be suR'icient to provide for an additional $100 upon each policy,
by reason of the monument provision .

The Commission called upon Mr. Grant, of the Insurance Branch, for a valun-
tion of the insurance obligations of the society upon the basis of the National Frat-
ernal Congress ,ltortality Table, at n 4 per cent rate . The result of that valuation is
to fix the pres^nt value of the society's obligations, not including the sickness and
funeral benefits, at $1,017,100 .

Tir . Blackadar made an entirely indepeudent valuation, using, however, the H(m)
tal-le and a 4 per cent rate . This valuation is $1,026,186 .

The ledger assets of the society, claimed by the return of December 31, 1905 :

Returu of December 31, 1905 amounted to . . . . . . . .$16lI,fl28 62
The other assets given were . . . . . . . . . . . . . . . . . . 1 1,892 2 8

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . .$184,820 90
The, liabilities, according to the return were . . . . . .$ 27,546 5 8

Available assets . . . . . . . . . . . . . . . . . . . . . .$157,27-1 .32

Your Commissioners intend tc discuss the position of this and other fraternal
societies from this point of view more fully under an appropriate heading in a sub-
sequent part of this report .

THE SUBSIDIAItY HIGH COURT OF THE ANCIENT ORDER OF FORES-
TERS IN TIiE DOMINION OF CANADA.

This society, prior to 18 9 1, was a dependency of an English society . In that year
it became independenty and commenced the business of insuring its members, under
the name of 'endowment' .

The first incorporation was under the General Ontario Act, R . S. 0., 1877, car .
167. Subsequently, under circumstances and for reasons which will be explained,
it obtained from the Dominion in 1898 an incorporating Act, 61 Vic ., cap. 91. That
Act declared the objects of the society in terms which, for the purposes of this report,
do not differ materially from the terms in which the objects of the other friendly socie-
ties, already reported upon are declared . The provision which distinguishes the
incorporation by Parliament of this society from that of any other society with
w'.iich this report has had to deal is the requirement imposed by Section 10 of the
Act that, in respect of all policies issued after its passing, a fund equal to a reserve
computed acording to the standard provided in the Insurance Act shall be main-
tained . This circumstance marks, in the opinion of your Commissioners, a definite
advance by Parliament towards the placing of friendly societies upon the sound
basis of maintaining such a reserve as will amply secure their members in respect
of their insurance contracts .

The same section, in effect, left prior insurance of the society's members to stand
upon its own footing without the inequitable aid afforded by the contributions of new
members, by requiring the business in respect of new insurance to be kept entirely
distinct and separate from the old, and by prescribing an absolute separation be-
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tween the funds accruing under the old insurance and those accruing and passing
into reserve under the new .

In other respects the Act is not substantially dissimilar from the other Acts in-
corporating friendly societies which have been noüced .

The history of this important change in the character of friendly society legisla-
tion is not without interest . This society had extended its business into the pro-
vince of Quebec and had considerable membership there, when, in January, 1898,
the legislature of that province passed an Act requiring mutual benefit societies and
benevolent associations incorporated in other provinces to make a aeposit of $6,000
with the Provincial Treasurer, and to select a head office and appoint a general agent
in the province of Quebec . ,

The next regular sitting of the High Court of the society was not to take place
till 1899, and the executive, unwilling to accede to the new Quebec law, decided to
apply to Parliament for an Act of incorporation, after obtaining which a Dominion
license ,c4'4 be procured, entitling the society to do business in all the provinces of
the Dotninio%, without reference to any provincial license requirements .

The time for introducing private Bills in the House of Connnons had expired,
but, by well directed and persistent effort., this obstacle was surmounted . The Bill,
as introduced, contained so much provision as section 10 of the Act . Its passage was
opposed by the Superintendent, and was only secured after its promoters had as-
sented to be put under compulsion to maintain the legal reserve in respect of all new
business .

The executive was subjected to some criticism at the meeting of the High Court
in 1899, but their action was, in the end, approved by that meeting, and by an in-
genious arrangement and offer of options to the old members, from whom the opposi-
tion came, calculated to induce them to bring their insuranco within the new pro-
visions, the difficulties were substantially composed, very few, it is said, retiring,
and nearly all availing themselves of one or other of the options, so that at the date
of the inquiry all the insurance on foot was insurance in respect of which the legal
reserve -was being maintained .

The options were as follows :-

(1) IWuction of the new rates by the member's shares in the then existing
fun d, ;

(2) Reduction of policy by lien to the extent of the difference between the
policy's share of the then existing fund and what its share would be of a full
legal reserve, the member paying by way of premium the new rates at age of
entry and interest on account of the lien at 5 per cent ;

,(3) Continued par.,ient of old rate, but certificate to be issued for such
- amount only as old rate and policy share of he then existing fund would purchase

at new rates ;

(4) Payment discontinued altogether; member receiving paid up certificate
for his policy's share of the then existing fund .

The officers of the society who were examined were explicit with regard to the
general satisfaction of the membership under the new conditions and the improved
standing and prospects of the society .

Before the change the membership was falling off ; few new members were jo
.
m-

ing, and the aging of the old membership was seriously increasing the death rate .
Since the change there has been a stendy and healthy growth in the new mem-

heiehip, the old members have the satisfaction of knowing that tt,c+y are themselves
'paying for the carrying of their own insurance, and the new members, are relieved
of the alarming drain upen t .héir surplus contributions, intended to carry their own
insurance in its later and more expensive years, but theretofore diverted to the mak-
iug good of the excessive cost of keeping the insurance of the old members on foot .
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It seems to be beyond the powers of this society to stipulate, as it does by en-
dorsement on the policies in one c1aEg, that the member may be paid a portio n of
the insurance in cash, taking paid up insurance for the balance. The incorporating
Act permits only contract to pay on proof of the member's death .

On 31st December, 1905, the society had 1,163 policies in force, assuring
$1,048,SR2. -

GI:NrRAI. OBSERVATIONS AND RECOMMENDATIONS .

In the foregoing synopsis of the results of the inquiry into the organization and
nianagement• of the Canadian companies holding Dominion licenses, your Commis-
sioners have endeavoured merely to collect and arrange the facts as disclosed in the
evidence adduced before the Commission from which proper general conclusions
may be drawn . They have not attempted to draw such general conclusions, nor have
they attempted to deal with questions of pure insurance, believing that such conclu-
sions may more fitly be drawn and such questions more advantageously discussed in
this part of the report, where, in a general review of the whole field, an effort will be
made to present in some s ystematic shape those features of the present situation
which call for comment and remedy. The demand for reform may properly, in this
general review, be pointed by illustrations d rawn from the historv of the different
companies as disclosed in the course of the inquiry .

The freedom from legislative control which obtains in Great Britain in life in-
surance matters and which is so much emphasized in the statements of British
actuaries and managers put before the Commission, indicates an ideal condition ; no
legislative check- upon investments, no standard legal reserve, but a system of returns
which lends itself to complete publicity in all essential business details . If the con-
ditions of the life iusurance business in this country bore any proximate resem-
blance to British conditions, a similar legislative freedom might induce similar posi-
tive results here. But in the opinion of your Commissioners the conditions nre quite
dissimilar .

In Great Britain life insurance companies are usually managed by scientific
zctuaries, who devote themselves to life insurance business alone .

More attention is paid to soundness of insurance basis' and accuracy of insur-
ance results than to financing on a large scale .

A British life insurance company is not an enterprising aggregation of capital
seeking to influence the markets or hold the fi nancial balance of power.

Then there is in Great Britain a large body of trained expert actuarial opinion,
and insurance companies cannot stray far from sound methods, without detection and
publication of their error.

In the main, Canadian conditions are quite the opposite .
Yet, so fa r . as abuses have not been developed in practice, freedom is to be

preferred to legislative control . The task before your Commissioners is to be per-
formed with a view to recommending changes in the existing law in those respects
only in which it has failed to prevent some real wrong .

An orderly arrangement of the topics which fall to be dealt with will rruch
assist in the discussion .

(1) The share which policyholders ought to have in the active supervision of
the management .

(2) The relation of directors to policyholders and their interests, including
questions of individual or concentrated control, and the powers and duties of direc-
tors with regard to investments and management generally .

(3) These two topics will properly lead up to the subject of mutualization .
(4) The important question of expense demands the most ca re ful examination,

in view of the alarming inerease in the ratio of general expensé to incôme, especially
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in respect of the initial or first year's expense, and in view of conditions arisin
largely frbin the headlong struggle for large accretions to the volume of business .

( 5) A topic of the last importance is the range of permissible investments .
This topic includes a discussion of the systematizing of the present po«ers and of
bringing all existing companies under tuliform provisions . It also calls, in view of
the conditions which prevail in some companies, for an examination of the principles
which ought to guide the mauagement in mnking investment within the permis-
sible range, and the personal relations of the management towards the properties and
securities in which investment is made . It also demands an inquiry into the subject
of allied and subordinate conlpa»ies as n means or vehicle of investment .

(G) The valluation of policies is a subject of great importance, involving, as it
does, the vital question of solvency in respect of insurance obligations .

(7) Closely allied with the foregoing topic is the question of lapse and surrender
values, and the question whether sonie, and if so, how much uniformity in respect of
insurance practice in this regard should lie prescribed .

(S) This naturally leads to the question whethar the policy forms of perlnis-
sible insurance should be simplified and an attempt made to standardize them .

(9) What, if any, re,eecly ought to be devised to secure to policyholders the
ascertainment and distribution of the profits to which they are entitled ? Is the
modern practice of companies to hold and administer large accumulated surplus
funds, undistributed and unaccounted for, a practice which ought to be encouraged?
Is it consonant with sound principle to treat such moneys as trust funds which be-
long to policyholders, and in respect of which strict accountability ought to be en-
forced ?

(10) The question of amending the present statutory requirements with regard
to returns by the companies, and generally of securing such publicity, by means of
those returns and otherwise, as will facilitate comparisons between the methods and
results of different companies and minimize abuses in practice, will require careful
consideration .

(11) The departmental methods will require examination, with a view to hscer-
taining whether any and what wider powers and duties ought to be conferred and
imposed so that there may be such effective supervision as will secure regularity
and propriety in the business of life insurance.

(12) Fraternal insurance is a subject which calls for careful and special ex-
amination .

(13) Is it expedient that the state should enter the life insurance field, and if
so, to what extent and under what limitations ?

(14) Is it expedient and possible, having regard to questions of conflicting juris-
diction which may arise between the Dominion and the provinces, to arrange for
practical contractual uniformity throughout Canada ?

1 . THE SHARE \VIIICIi hOLICYIIOLAERS OUGHT TO HAVE IN THE ACTIVE SUPERVISION OF

THE MANAOE➢ fENT .

This question concerns participating insurance only . With regard to non-parti-
cipating insurance; the insured makes his contract, its terms are definite, its amount
does not vary with the prudence or imprudence of the insurer, and the laws of the
country afford adequate security in the shape of the legal reservc .

But a different question arises in the case of participa ;ing insui .tnce. Here
ths insurer takes the insured into a quasi-partnership and the partner is vitally
concerned with those considerations of prudence and imprudeoce which bear upon
the earning of partnership profits .
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Seven of the following inaurance companies, all of which are eranowered I
confer the franchise upon participating policyholders, afford them facilitiey more
less caotinus and more or less effective for taking part in company governrcent .

Company .
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Voting
Qualification
in Inaurance .

Canada Life . . . . . . . . . . . . . . . . . . . . . . . . . . .

Confederation . . . . . . . . . . . . . . . . . . . . . . . . . .

Federal Life. . . . . . . . . . . . . . . . . . . . . . . . . . .

London I.ife . . . . . . . . . . . . . . . . . . . . . . . . . . .

Dtanufacturers . . . . . . . . . . . . . . . . . . . . . . . .

Home Life . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Northern Life . . . . . . . . . . . . . . . . . . . . . . . . . . .
Imperial Life . . . . . . . . . . . . . .
National t.ife. . . . . . . . . . . . . . . . . . . . . . . . . .
Royal Victoria . . . . . . . . . . . . . . . . . . . . . . . . . ~ •
Crown Life . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Sovereign I .ife . . . . . . . . . . . . . . . . . . . . . . . . .
\tonareli Life . . . . . . . . . . . . . . . . . . . . . . . . . .
North Amcrican . . . . . . . . . . . . . . . . . . . . . . .

S

3,000

1,000

1,000

1,000

1,000

1,000
1,000
1 .000
I, C 00
1,000
1,000
1,000
1,W0
1,000

Directors'
Vote for Whole or Part of Board

Qualification .

:
10,000 Six out of fifteen .

Insurance.
5,000 Whole board, 12 ; not less than or

Insurance. third must be policy holders .
Afust have stock R'hole board . *

qualification .
3,000 Three out of nine,

Insurance.
Must have stock \Vhole board .

qualification.

, . +

5,00

0 +lliese cotnpanies are authorized by Statute to extend the franchise to policyholders but have never done to .

No method hitherto adopted for securing a policyholder's vote has been foun
satisfactory. Yen,onal attentltulce at meetings is not to be expected, and the prox
system does not tend towards the expression of individual opinion . But indeed th
great body of policy-holders, while not indifferent nor apathetic upon questions o
management, is at present powerless for practical purposes . Perhaps it is felt that n
one person's views and attitude can affect the management policy . Even if ther
were great questions upon which the management divided and upon which policy
holdl:rs were roused, their proxies would be largely at the command of that ptirt
tivhich made the most strenuous cal~vas= . There are numbers but no coherene.:.

What are the evils, actual or possible, which the better representation of polic3
holders in the management may be expected to ourc; or mitigate ?

(1) The possibility of misn,anagelroent -f funds and investments .
(2) The possibility of extravagance in r.p~ aditure ,
(3) The possibility of unfair treatruent f policy-holders :

(a) upon their insurance contracts .
(b) in respect of profits .

(4) Unwise contracts of insurance .
(5) The entrenchment in power of the management .

Your Conlmissioners have considered with mmch cnxiety the question wbetlte
it may reasonably be hoped to prevent or mitigate these evils by enlarging the right
of policy-holders . It is believed that many of them will be practically ended if th
feconunendations made under other heads of this report are adopted, particula-11
those relating to investments, expense, the simplification and standardization e f in
surance contracts, returns and publicity. It does not seem practicable to hgislat
effectively against the acquisition of controlling stock interests. If the abue .3s ]ikel;
to arise from the concentration of interest and entrenchment in office arij not pre
veltted by prohibiting dealings in which those who embody the concentration an(
entrenchment are interested, they are not to be prevented by any combination o:
policyholders of which there is any historical instance .

It is, however, hoped that better provision may be made for bringing home to th
policy-holders the questions which so vitally concern them . The law as to proxiee an,
voting, which is recommended in the case of mutual companies, and which is mor
1ully discussed hereafter, may well be applied to those stock companies which 11av

i
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extended a franchise, hithecto illusory, to their policy-holders . If it should be found
in practice to be effective in the case of those companies, its extension to others may
require fut .:re consideration .

In the attempt made by your Commissioners to suggest improvements to the ex-
isting law :n this respect it is intended to put all comtanie.s which admit policy-
holders to vote, upon the same footing with regard to the policy-holder's v-)ting quali-
fication and to make the possessor of the voting qualification eligible to the office of
director.

With regard to mutual companies, of which there is now, properly 'speaking, only
one, different considerations arise, not because the evils to be at,prehended are differ-
ent in their character, nor because it may nol be hoped to reach them by the intro-
duction of the amendments which have been referred to, but because it is of the
essence of a mutual company that the policyholder should govern . It is, therefore, of
importance that his government shoulcfi be real and not n'figment, and that apart .
altogether from respect for the safeguards which the legislation referred to may in-
terpose, the management should at all times have a wholesome sense of real respon-
sibility to an active and wide-awake constituency .

The proxy system is capable of much improvement, upon very simple lines . It
would not, in the opinion of your Commissioners, be wise to abolish it, and to sub-
stitute voting singly by mail . Policyholders are a scattered body, and should have
the ability to unite in expressing their views which the proxy system alone c+an
secure . But every proxy should be given for the single occasion only which brings
it into being, and should not be capable of use beyond that occasion . This will stimu-
late the interest of the policyholder, and minimize the abuse of his proxy .

The proxy given for the special occasion should not be a stale proxy when used,
but should be executed by the policyholder within three months before the occasion
of its use .

The Commission is aware that this recommendation may, and perhaps will, in-
volvè something in the nature of an annual election campaign, but this is not, in
the opinion of your Commissioners, undesirable, as it makes for the education of the
constituency and for the vigilance and good conduct of the directors .

To personal voting and proxy voting as above limited, there can, in the opinion
of your Commissioners, be no objection to add the single voting by mail . This method
of expressing the policyholders' views would, in practice, be limited to the vote for
directors . No policyholder would be aware of any of the other questions which
might arise in the meeting at which the vote is given. Your Commissioners have
considered with care the question of informing the policyholdt;rs in „d--

,
znce whatquestions are to be discussed . There is much to make this desirable, but there is

against it, not only the expanse involved but another circumstance which your Com-
missioners think decisive . It has been the practice with some companies in the past
to make provision forbidding any question to be raised or any motion made at a
general meeting without certain prescribed notice . These provisions have tended to
minimize criticisms, and, therefore, should not, in the opinion of your Commissioners,
any longer be permitted to continue. If, then, there is to be an open door to discus-
sion at these meetings, it will not be practicable to give full information to polioy-
holders, in advance, as to the business to be done, and any attempt to give such infor-
mation might mislead.

But with regard to the election of directors the position is different . Every
policyholder ought to be put in possession in ample time of the information necessary
to enable him to make an intelligent choice. There should be a system of nominations,
under which, at a convenient date before the meeting, the candidates who are eligi-
ble for elect 'tbn-aie definitely ascertaincd . Their names, when so ascertained, ought
to L9 notified to the policyholders, so that if not in attendance at the meeting they
may vote by mail or give their proxies intelligently' .

12`•.a-11i
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'I'he i nctho d of nomination and election adopted in the State of New York in th e
recent insurance legislation there has recommended itself to the Commission, with
some modifications. The scheme may in legislation take the following shape :

(1) The fcllowing provisions shall extend and apply to every mutual life insur-
auce cor p oration and to every other life insurance corporation having a capital

stock vrhetber called by the nam .; of capital stock, guarantee fund, or any' o ther name,

imdor the jurisd iction of the Parliament of Canada, whose policyholders now are or
shall hereafter become entitled to vote for directors, whether in common with stock-
holders or by a separate vote, save that the provisions of section (5) and so much of
section ( 4) as relate ,; to the withdrawinn before W e election of the lists therein uien-
tioned shall not apply to the case of sueh separate vote.

(2) At every election of directors, every policyholder whose insurance shall be
in force an d sh a ll have been in force for at least- one year prior thereto, - shn11 be
e ntitled to vote without other qualification, either in person or by proxy, or by mail,
as herein provided .

(3) Every such policyholder shall be entitled to one vote only, irrespective of

the number of policies or thc amount of insurance held by him, and unless a policy
shall have been a s signed more than six nionths prior to The election by an assign-
111 ent absolute on its face to au assignee other than the corporation which h a ve

issued the policy, the pe r son upon whos e application the policy shall have been

issued, or, if the application be signed by more than one person, the person -,% hose life

i , insured ,hall be decme,l to b e it policyholder entitled to votc as aforc s .,.l d ; in case
a policy shall have bcen assigned as aforesaid, the nssignee shall be deemed L o be a

policyholder entitled to vote, provided his signature, attested by the assignor, shall

have ix-en filed at ti ie liead office of the corporation which shall have issued the

po l' c Y •
( 4) At least five montlLs prior to every such election every such corporation

shi,11 file w ith the Superintendent of Insurance two full and correct lists of the names
and last known post office addresses of all policyholders who will be entitled to vote

therea t under the foreroing provisions . The name -- of said policyholders shall

b ., arranged on said lists alphabeticr,lly and shall be classified by provinces and ter-
ritories of Canada, the kingdom of Great Br:ta ;n and Ireland, other British pos-
s c. s ious and foreign countries and states. Such corporation shall also maintain

two similar lists at its head office ; and at its general agencies in every province and

territory of Canada . All said lists shall be subject fo inspection and copy at any
time during buGiness houri by any policyholder in said corporation or by his au-

thorized representative, during the five months prior to such election ; provided, how-
ever, that after such election, or, if no candidate shall have been nominated other

than those nominated by the board of directors, then after the time for such inde-
pendent nominations shall have expired, such lists may be withdrawn by the cor-
poration filing and maintaining the saine as aforesaid .

(5) At least five months prior to the date of any election of directors in any
such corporation, the board of directors shall nominate a candidate for each vacancy
to be filled at such election in the filling of which policyholders are entitled to vote,
and shall also appoint three persons, jointly or severelly, to receive proxies to be
voted for said candidate or candidates, and shall also file with the Superin bmdent

of lnsurance at its head office and at the office of the general agency above described

a certificate of the name or names of the candidate or candidates 1-o nominated and

of the persons so designated to receive said proxies .
(6) Any ten or more poleyholdera of such corporation entitled to vote may also

nominate a candidate for each such vacancy, by filing with the Superintendent of

Insurance and at the head office of the corporation, at least three months before the
election, a certificate signed and attested, giving the names and addresses of the can-
didates nominated and the names and addresses of three persons, jointly or severally,

de s ignated to receive proxies to be voted for said candidates.
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(7) At least two months prior to any such election the corporatfion , ;hall cause
to be mailed in a sealed envelope to cach t olicyholder whose name sholl be upon said
list and whose policy shall still he in force, at his last known post office address, a
printed ballot paper containing the nuuic•s of the candidates nominated as here'tttbe-
loro provided and of the persons so appointed to receive proxies, conveniently nr-
ranged so as to indicate and distinguish betwcen the different nomination-. The bal-
]or, paper shall have printed upon it the naine of the company, the post office address
of its head office, the number oi directors to be elected and the names of thos3 whose
terms expire, the date of the election and instructions as hereinafter provided for the
use of said ballot paper and of the proxy hercinafteY mentioned, and a designated
space for the signatures of the policyholder and of a subscribing witness .

( 8 ) There shall be inclosed in such sealed envelope with such ballot paper, a suit-
able return envelope, having thereon the name and post office address of the head
office of the corporation the words 'ballot for directors' and a designated space for
the policyholder so voting to write his ranie, his post office address and the number
of at least one policy held by him . There shall also be incloscd in such sealed envelope
a mtitable blank proxy upon which shall be printed a stateinc•nt of the right of the
poiicyhob :er to vote either by mail or by proxy as herein provide-1 or in person .

(9) No other paper or written or printedYnatter shall be inclosed in such sealed
envelope, and specimens of such sealed envelope and inclosure shall be approved by
the Superintendent of Insurance before being so mailed .

(10) A policyholder desiring to vote by mail may indicate upon the ballot paper
the name or namcs of the candidate or candidates for whom he desires to vote b y
making a cross or crosses opposite such name or naines or by striking out the naine
or names of those for whom :ie does not desire to vote, or lie may otherwise
suitably indicate the same in writing, and he must sign the said ballot paper
or other writing in his own handwriting in the presence of a subscribing wit-
ness, and inclose the sanie in such return or a similar envelope, upon which must be
written his signature in his own handwriting and his post office address and the
number of at least one policy hed by hi-.n . Such return or similar envelope may be
mailed post paid by the policyholder to or may be delivered at the head office of the
company.

!11) No policyholder may vote for more than the number of directors to be
elected, and all ballots upon which the intent of the policyholder doe_ not fairly ap-
pear shall be void .

(12) Any policyholder may vote by proxy excetrted to any person, whether desig-
nated in the certificates filed as aforesaid or otherwise.

(13) The execution of any proxy shall be attested by a subscribing witness and
the proxy shall set forth the number of at least one policy held by the person giving i ; .

(14) A proxy shall not be valid unless executed within three months prior to th e

election and shall be used o . 'o at such election or any adjournthent thereof and may
bo' revoked by the policyholder giving the same at any time to the opening of the
po]ls upon the day of such election .

(15) The votes at such election shall be limited to the candidates nominated a s

aforesaid .
(16) The election shall be by billot and shall be held at the head office of the com-

pany, and the polls shall be opened at ten o'clock in the forenoon and remain open until
four o'clock in the afternoon of the day of the election, at which time they shall be
closed . The board of directors shall appoint an adequate number of scrutineers who
shall be qualified voters and shall be paid fer their services by the company. Every bal-
lot except those cast by proxy shall be signed by the policyholder in his own handwrit-
ing. In casting a vote under a proxy the proxyholder, or, if three or more persons are
named jointly in the proxy, a majority thereof, shall place his name and address or their
names and addresses on the ballot and shall indicate thereon the number of votes of-
fered under the proxy.
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(17) All envelopes received at the head office of the company marked substantiall y

as `ballot. for directors ' at any time before the day of ele,2tion or on that day before
the polls are closed shall be preserved intact without opening, and before the polls are
closed shall be delivered to the scrutineers . Any person concealing or withholding, or
participating in the concealment or withholding, from the scrutineers, or, not being a
scrutineer, opening or being privy to the opening of any such envelope, shall be guilty
of a misdeweanour.

(18) No ballots received by mail or delivered at the head office of the company or
offered personally or by proxy after the polls are closed shall be cotulted .

(19) All ballots offered personally or by proxy and all ballots received by mail or
delivered at the head office of the company, as aforesaid, before the polls are closed,
shall be received by the acrutineers, subject to verifica!ion and ascertainment of the
validity thereof and of the qualifications of the voter .

(20) Immediately upon the closing of the polls the scrntineers shall proceed to the
exa ► niuatim ► of the ballots and shall couot the votes lawfully east . 'rhe count shall pro-
ceed from day to day and the scrut-incers shall certify the result to the company as soon
as it is completed .

('21) One qualified voter, designated by a majority of each three persons who shall
have been appointed to receive proxies to be voted for nomin ► Aions as aforesaid, may
be present during the casting and the counting of the votes .

(22) All ballots, proxies and envelopes received by the scrutineers shall ilmnedi-
ately upon the completion of the count be placed in sealed packages and shall be pre-
served by the said scrutinecrs for a period of four months, subject to the order of any
court having jurisdiction in respect thereof .

(23) No expense incurred in the preparation, printing, circulation, obtaining or
use of proxies, other than those provided for by section 3 hereof, shall in any case be
borne or paid in whole or in part by the corporation .

(24) The including by any corporation of the naine of any person in any list of
policyholders required by this section shall not be construed as an admission by the
corporation of the validity of any policy, and no such list shall be competent evidence
against the corporation in any action or proceeding in which the question of the valid-
ity of any policy or of any claim under it is involved .

s u M MA itr .

1 . As to mutual compani(-; and companies which now permit shareholders to
vote, make the voting franchise and directors' qualifications uniform .

2 . For the present do not force the policyholders franchise upon companies in
which no such franchise now exists .

3 . Where the franchise exists, election of directors by ballot and policyholders
to have right of nomination .

4 . Policyholders may vote at elections in person, by proxy or by mail .5 . Proxies to be furnished policyholders for purpose of election, and to be good
for election only .

6. Abolish requirements as to notice of motion for general meetings .
7. Publication of lists of policyholders .

II .-THE RELATION OF DIRECTORS TO POLICYIIOLI)ERS AND TIIEIR INTERESTS, INCLL'DI\G
QUESTIONS OF T\DR'IDUAL OR CONCENTRATED CONTROL AND THE POWERS AND
DUTIES OF DIRECTORS \CITIF REGARD TO INVESTMENTS AND -M A\ AGEJIEVT GENERALIfY .

It seems to, the Commission of importance to define the nature and position of
the funds res'ulting from the operation of insurance companies . Save in so far as
capital stock plays a part, these funds are either a reserve kept in hand to discharge
the insurance obligation or a surplus resulting from a charge upon the persons in-
sured in excess of what it has cost to insure their lives . The policyholder contributes
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both reserve and surplus, au,l Nvhere business is done upon the participating plan it
is the surplus moneys that arc called profits . llow tuiimportant a part may be
plnyed by capital stock is demonstrated by an examination of the table showing the
capitalization of the different companies, in an early 3jart of thi : report . In truth,
when all insurauce compauy's position has become established, its capital stock be-
comes ainere document of title by virtue of which a particular body of persons con-
trol those larger and more iwportaut funds which the policyholders contribute. And
there is reason to fear a confusion of ideas, with regard to his relation to these funds,
on the part of the person iu control .

Insurance comp:uiies tend to become powerful aggregations of money, with

financial rather than insuraunce aiims, 'l'1ie power to engineer these ag~,rer,ations be-
comes a thing to be cle.sired by financial operators, and the acquisition of the docu-

ments of title, the stoekhohlings, which may be of the pettiest face value, carries
that power with it . :, .trit;ing instance is stated in the report of the Armstrong
cuumlittee . An insurance compauy had a capital of $100,000, the dividends upon
which were lünited to 7 po r cent . The dividends upon a controlling interest, $50,200,
could therefore never exceed $3 .514 . )'et for that controling interest, $2,500,000
VA'alS pald .

The Comniis>ion ,ïttributcs to this feature of the insurance practiue of the
present dny most of' tlif, evils tmder u•hieh the insuring public suffers . The race for
new busines> . with it ., extr,ivatnint expenditure and its forced and in consequence
more or less non-persi~tene additions to the volume of insnrance„ is disti-ctly one of
its results . 'l'he large companies in the United States, whicli had fallen into the hands
of fin:nclefs with \4hom insurance was but a means to an end, began the struggle for
larger accumulations of money, and smaller comp,inies were drawn into the current
of extravagance . Tlie deferred dividend system was devised to facilitate the accu-
mulation and retention of policyholders' money. Spcoul:ative instead of investment
fields are eagrrly sought . I)irectors aim at the forwarding of their own schemes .
Underwritings and syndieates, the select machinery of finance, are operated with in-
surance funds. •

And what is the character of these funds? Are the purposes to which they are
being devoted consistent with that character? Your Commissioners have no doubt
that accumulated insurance fnmds are, in every essential particular, trust funds .
They belong tô the policyholders and not to the shareholders . The directors are not
in possession of them as trading capital in any sense or to any degree. They are
not subject to trading risk . They are held in trust for investment and to be even-
tually paid to those whose moneys they are . Being trust funds the function of the
directors in regard to them is the function of trustee . Once the subject is put upon
this simple basis the criterion for determining the propriety of any particular deal-
ing by the directors with these funds also becomes simple . Out;ht a trustee to do this
with trust fnndL.? Once thi, is recagnized as the test, all ditficult

i
v disappears .

.If the °oncentration or individualizing of control is niade the means of divert-
iug the trust funds from the trust purpose, even temporaily, this fundamental law is
hroken . if vehicles of investment which are outside the stntute governing invest:
ments are employed, the law is broker . If permitted vehicles of investment tire em-
ployed to aid the private interests of the trustee, the law is broken again . No trustee
is permitted to occupy a dual position with regard to his trust . IIe car.n-* '.e upon
both sides of a transaction. -

The control by one hand creates a situation which requires the most jealous
scrutiny. It involves the removal of those restraints upon conduct which are pro-
moted by equal discussion upon equal terms among co-trustees . It is not practicable,
nor, in the opinion of your Commissioners would it be wise to legislatively forbid it .
Interference with the free purchase and sale of property of any kind would be out of
joint with the times. But it is practicable to put safeguards upon the exercise of
that control so as to prevent or minimize its abuse . No director should be permitted
to have any personal interest whatever whether as principal, agent or beneficiary in.
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Any property which is the subject of investment by his company, or in any of hi
company's transactions . Underwritings and syndicates for the ]tnudling of securi
ties should be forbidden altogether. Nor should there be au

'
v dealing between an it

suranee company and any other company of which any director of the insuranc
company is a shareholder.

All contracts with officers should be authorized in express terms by the board c
directors and no such contract should be for a longer term than three years . Th
providinv in any such contract for rentunerat .iol . to the officer by way of commissio.
out of future. , colmo should be prohibited . The muatiug to or rewarding partieula
policyholders under the guise of payment for services as members of local or advisor
boards and the like should bc prohibited .

III .-AtOTl? .1t.IZ .1TIO\ ,

.Tlle history of tlle ouly purely mutual company under license, The Aiutual Lif
as.-urauce l'olnpany of l'auada, hav ing its head office at Waterloo, is proof of th
possibility of successful oix~rntion v: ithout a capital stock . The comparatively said
paid up capial stock upon which most of the stock companies have built their busi
ness goes far in the same direction . The Canada Life, with its $1,000,000 of paid III
.rikpital, is no exception, for its great business was built upon a capital of $125,004

k- f«•hich half was paid out of profits . So, too, with the Sun Life. The whole cash
apart from profits, necessarily put up by its shareholders, was $62,600 .

It seems reasonably plain that if an insurance business possesses the element
of success, the capital stock soon ceases to play any important part in its operatiou
It is difficult to deny, however, to the capital actually adventured, the position o
security and profit which its adventure has earned . In cases like that of the Canad
Life, where $S75 .000 was put into an established and flourishing busine,s, for t

h sole purpose, so far as the Commission has been able to ascertain, that it might earn
at the expense of the policyholders, a larger rate of interest than it inherently com
manded, no such considerations apply.

Your Commissioners are not satisfied that there is any real demand for mutuali
zntion among policyiolders . It may well be that the majority prefer the additiona
secln•ity which the existence of a capital stock affords . With the machinery recoin
mended for enabling them to express their opinions more effectively, they may, per
hnps, be heard from in the future .

In this connection it must be remembered that in the case of the one purel ;
mutual company within the range of this inquiry the existence of the mutual prin
ciple has not prevenied the m,1nngrment from retaining practical continuity o :
control .

IV.-]s'cpEti SES .
t

Before dealing with the large and perplexing question which arises from the ex
traordinary forcing of new business and the consequent wastefUl expenditure in secur
ing it, the Commission presents such n financial history of the Canadian compan
ies, in outline, for the year 1 905, as will place the problems to be solved in a plait
and concise form.

The various companies were required to furnish statements of their profits an(
losses during 1905, on forms provided by the Commission . The Central Life wa
excepted because its operations were too recent to give results of value ; and the IInior
Life because, without it similar statement from its agency company, the informatior
furnished would have been misleading .
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The aggregate profits* for the y ear, as shown by these statements . were $5,507, 9 03,
and the aggregate loss e s :ï; 2 , 60 0,2 S 5, l eaving a total net profi t of F2,907,618, or 52-8
per cent of the gross profits, but, as explained in a subsequent table, ' Profits' ill-
cludes the writing up of securitie s still hel(1 . For instance, in the case of the Sun
Life, as w ill shortly be seen, more than a million dollars of writing nll Was iclcltlded .

* 13,y this, `gross earnings ', as in a raihca}• company's statement, are not intend-
ed ; but merely the sana of profit balances in the profit and loss statelut'nts .

All the companies except four show a net pro fi t for the year, the exceptions
being the Crown, Sovereign, Royal V ictoria and IIonle . Their combinod net loss was
$87, 464 .

"I'hc e ompanies differed very witlhlr in the ix•rcentago of the ,ro :, profits saved .
'1`abl~ I. collects the pro fits and loz ~es .

'P :1 r3L1? I .

SllotviNo the Total Protit , . Total Lo-ses and Net Profits or Losses .
I

('i .ultqu , l ,

North Amerirau . . . . . . . 3)2 .11 -1
lfanufacturer= . . . . . . . . . . . 41° .3v7
London . . . . . . . . . . . . . . . . . 64. Jt! 5
Ex cel s ior . . . . . . . . . . . . . . 79,973
Continental . . . . . . . . . . . . . 7,077
Crow•n . . . . . . . . . . . . . . . . . . 3:3,769
Imperial. . . . . . . . . , . . . . ! 2 2S , 10 :3
Canada Ltfe. . . . . . . . . . . . . 965 .:35:"
Confedera t i ,qn . . . . . . . . . . 325 .23S
National . . . . . . . . . . . . . . . . ~ 19 ,74 4
Sovere ig n . . . . . . . . . . . . . . . 21 .537
Federal . . . . . . ~ . . . . . . . . 171 .117ti
ltlutual . . . . . . . . . . . . . . . . . 417,v13
Dominion . . . . . . . tU . 2:31
Northern . . . . . . . . . . . . . . 42.972
Great We~t . . . . . . . . . . . . 225 ,59 4
Sun . . . . . . . . . . . . . . . . . 2,O03.0(03
Ho}el 1'ict m ia . . . . . . . . . . I9.103
Home . . . . . . . . . . . . . . . . . :37,57 7

5,507 .90 .3

l'~nt . Profits .

190,$i6 57 .
246,677 3 9 . S
36,079 5 .5 .U
52 ,1(1 63 .7

:3,0 :5.5 4:3 . 2
4 :3,3219 1 "ti . :t

1 :39,61X1 60 .5
459,957 , 47 .6
149,232 a•5 . 9
2 2, 965 16 .2
41,(102 1!)0 .7

1t1•5,972 61 .f1
149,950 3 :i .' :

3'2,11 91 t)5.2
2a .S();, '.5

1a1, :, :35 63 .7
616,123 :32 . "
4 :3 .0,23 227 .3
7 1,bN.̀~ 1 89 .7

6(xl.?S5 47 .2

161, 2IiS
165 .92 0
23,Sttt
27,a :3 :3

4,112 2

S3, 5A~
eie•i,328
176,006

26,779

. . . . . .
. . . . . . .~. 10,465 I -p0 .7

65,1OF 3R .1 . . . . . . . . . . . . ~
267,titi7 64 .1 . . . . . . . . . . .
17,1an 34 .8 . . . . . . _- . .
15,167 4 2 .5 . . . . . . . . . . .
81,('60 :37 . 3 . . . . . . . . . . .

1,353.756 67 .5 . . . . . . . . . . . .'
. . . . . . 24,43e -127 .3

. . . . . . . . . . . . . . . . . . . 34•e11 -59 . 7

2,095,032 . . . . . . . . 57,464
87,46 4

2,907,618 52 . A

The foregoing table shows a reduction of the aggregate earnings, by means
of lo6ses, to the estent of nearly one-half, without regard to expenses of management,
strictly, or to death-claims and similar outgoings, except as to any balance of expen-
diture over the provision therefor . These have been provided for before arriving at
the total profits. Tile losses to be cleducted appear, therefore, to be such as might
conceivably have been avoided, and if they had been avoided, the total earnings of
$5,507,903 would have been left intact.

An inspection of the exhibits from which Table H . has been compiled shows that
no less than $1,554,430, or 53 1 per cent, of the net profits, is from two sources :

Gains npon sale- or maturities . . . . . . . . . . . . . . . . . . $5 99,887
Increase in market values . . . . . . . . . . . . . . . . . . . . 954,543

I'cr

Cent .

l'Cr

('eut .

42 . ;, . . : . . . . . . . . .
.10 . 2 . . . . . . . . . . . .
41 .1 . . . . . . . . . .
:31 . :3 . . . . . . . . . . .
.ifi .S . . . . .

. Sb8 -2F .3
39 .2 . . . . . . . . . . . .
n2 .-} . . . . . . . . . . . .
i .l . . . . . . . . . . .

53 .5 . . . . . . . . . . . .
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TABLE II.

_._Showing Gaie ; and Ieosse.w, by Sales or Maturities and by Changes in the Market
Values .

Company .

S A i i . m 11 % rretrtr.s. 01.+ttce4 .

S

North .lmerioan . . . . . . . . :{,721 . . . . .
Jlanufnett:rers . . . . . . . . . . 2 1,4:i1 4R
London . . . . . . . . . . . . . . . . . 1 .117 :i . . . . . . . . . . . . .
E 'welsior . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

..

Corrtiueutal . . . . . . . . . . . . 2:{ I
Crown . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .,
I m pc r i a l . . . . . . . . . . . . . . . . 1,274 . . . .. . . . . . . . .
Canada . . . . . . . . . . . . . . . . . 71 .:{.CII 4.INN7
Cunfo lerat ion . . . . . . . . 1I 9,3211 SI„'r3 6
National . . . . . . .

. Sot•creign. . . . . . . . . .
Ptderal . . . . . . . .
\tntnal . . . . . . . . . . . .
I)oriinwn . . . . . . .
\orthern . . . . . . .
Great 11'cet . . .
Sun . . . . . . . . . .
I{li~' ;11 Victoria . , . .
If . mI•. . . . . . . . . . . . .

22.313

¢

117

Gain. Loc. Gain.

F S S s

None repfuted .
64 .334 . . . . . . . . . . .
1,031) 70

4 5~1 . . . . . . . . . . . .
S3 . . . . . . . . . . . . .

2,4SS 2
4 t1,3112 651

019 i . . . . . . . .
52,164 40,0S9
~1,s9R I . . . . . . . . . . . .
4 .077 . . . . . .. . . . . .

27,499 :3,93 1
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

atil . . . . . . . . . . . . . -lsl.
. . 159 . . . . .

. . . . .
.450

.1
l :i.l~l .; _07,21;i 1,Ii4,S03

. . . .
. 362, :i1 .i 1,130,218

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .' 1,276 . . . . . . . . . . . .

S!Il .lilla

3P~0 . . . . . . . . . . . .~ 38~
---------i-

2111 .716 1,378, 999 424,456 1,555,70 6
1 .27 6

Net Fain . . . : 1,551,430

1,27 6

1,27 6

This is 53•5 per cent of the total net profits . As wide a fluctuation the other
way would h ;n,~ made the year's transactions show a net loss.

'fi)(--e gains are due to present favourable financial conditions .
Tbe total interest realized, after deducting investment expenses, amounted to

$4 2 62,690,16, -which averaged 4•685 per cent upon the assets held by these companies
tinl lst Jauuary, 1905, or ratlter under 4j per cent on the mean assets for the year .

The Commission requcsted the companies to deduct the interest credited to spe-
cial funds, as well as the intere~,t required to make good the reserve, in arriving at
the true lmifit from intere~:t . But this request was variously interpreted, dividends
on o;lttital stock and the like loin .- deducted in some cases .

'I'b e ,)_~gl~1~,1ate capital of ihcse comtlanies on 1st January, 1905, was $3,743,706 .64
and the surplus f{lds, $9,0-5,566.33, making a total of $12,829,272.97 . Tnterest on
this at •t} per cent is $577,767 .24 and the interest required to make good the re-
serve ., is plnced at $3,261,063.90, or in all, $3,838,831 .14 . The total interest realized
was $4 .262,690,16 . The difference, which is surplus iaterest actually available for
tlistribution to policyholder: (other"•ise than in interest on accumulations of sur-
plus), is $423,55 9 .02, or a margin of about 10 per cent .

On the basis of the net excess over what is requircd to make good the reserve,
the percentage is about 23 per cent ; but this includes the interest on accumulations
of surplus .

One company, only,'failed to realize interest enough to make good its reserves .
Anot.her showed an excess of but 2 per cent. t

3,721
7!1,9U4

2,035
484

2,314
2.464

10.01 :i
22fi .32f 1

.11),n59
4 .S9 R
4 , 97 7

4 5,961i
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TABLE III .

Showing proportion of Net Interest Rehtrns (Dc(lttcting I)lcestment I' :xpensos)
Interest Required to make good the Resert•es .

Companies.

! 4 .262.690 16 :3,2Fr1,t)Fi :3'.t0 1 :311• 7

Net Iicr uirrvl t o
Interest ma~e gawl Ratio .

Iteturn~ . Heserve± .

S cts. f cte.~ P. C .

North American . . . . . . . . . . . . . . . . . . . . . . . . . 2R2,595 65 246,808 83 114 .6
M anufacturers . . . . . . . . . . . . . . . . . . . . 270,579 36 234,700 00 115 .3London . . . . . . . . . . . . . . . . . . . . . . . .. R3.333 00 65228 00 127 .7Excelsior . . . . . . . . . . . . . . . . . . . . . . . . 50,018 è~ 33

.
.069 52 1b1 :3Continental . . . . . . . . . . . . . . . . . . . 149 .0Crown . ., . . . . . . .

15.712 42 10,71 4 b57 8
3 22 ! 117 . 4. . .

Imperial . . . . . . . . . . . . . . .
7,870 68 6 ,

116,607 W 68,019 00 171 . 2
Canada . . . . . . . : . . . . . . . . .. 1.216.119 47 929,892 00 130 .8
Confederation . . . . . . . . . . 481,316 00 421,441 W 114 .2
National_ . 10,703 91 12,635 l10 84 .7
Sovereign . . . . . 13,977 03 3,477 &S 4 01 .9Federal . . . . . . . . . .. 96.fr10 08 77.023 Y, 125.55lutual . . . . . . . ;391,172 69 332,902 29 117 .5I)otninion . . . 5 4,017 36 29,335 35 184 .1Northern . . . . . . . . . . . . . . . .
Great West .

. 23,3&5 00 ! 3, 749 00 169 .9
150,170 00 73,396 (1t) 204 .6Sun . . . . . . . 958,931 77 ti70,896 71 142.9

Royal Victori aHome 1ti,ü37 l:i 15,72,i 61 102.0. . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.3.611 (x) 15A02 Ot) 153 .4
- - ------'--_--- ---. ----

The assets of these companies on Jauua ;v 1, 1 9 15, were $90,982,611 .24 on which
the net rate realized was 4•G35 per e-,nt . W. these assets, $ 3,74 3,7011, 6 1 represented
capital and $9,085,566 .33 ttccuu)ulr.ied surplu'4, upon 1)oth of which interest must be
computed as well as upon reserve, in order t,t n)ake -i proper anah•~zis .

The commission required the e)mpani•_s to shuv in their profit antl loss statements
the net amount of death claims exr-c,;ted in 1W, as to policies issued in that year
and as to other policies, separatel~, an,] also the net ammtnt of death claims actually
met• with .

The total net mortuary claims in these con)panic•s during 1905 were $3,021,-
847.96 and the amount expected, in accordance with the Hill . mortality table,
which is the Canadian standard for computing the value of policy obligations, was
$4,410,202 .54 . The actual claims, therefore, were but 6 3} per cent of the expected .

Individual companies in other countries have shown as low a ratio as this
'
. but

so low a combined experience as this, has never, this commission is atlvisetl, been pre-
szcnted heretofore . I)oubtless it is in part due to the youth of ntany of tho com-
t~anies a-itd to the large volume of recently-isaued business in all the companies ; but
in large part it is due to the climatic and vital conditions of this country .

'I'he ratios in individual companies %•ary front 24 per cent to 11• 1 per cent, only
two, however, showing percentages in etcess of the expected . Though some of the
variations are in part explained b y acceptance of lives in the tropics, by comparative
laxity in accepting risks, by the smaller or larger pi•oportion of freshly selected lives

and the like, the widest variations are explained chiefly by the fact. that the com-
punit's in which they occur have not yet sufficient business to assure a reliable aver-

aéc from year to year. The smalle.t and largest ratios are fotutd antonr the newer

,u!t1. ~ :ra"wr colupanies .
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S1toNvlNa Total Expected and Tota! Actual Net Death Losse s
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F.xpecttyl . .lctunl . Ratio.

North Amcricau . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
1lanufacturers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
I .ondon . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
l ;xcelsior . . . . . . . . . . . . .
Coutinental . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
CroIcn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

InlPerial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Confnicr.clion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . :
National . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Sovereign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . '~i
l'aler.tl . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
11f utual . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dominion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Northern . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Great \1'ra . . . . . . . . . . . . . . . . . . . .
Sun . . . . . . . . . . . . . . . . . . . .
Royal Victoria . . . . . . . . . . . . . . . . . . . . . . . .

. . . .
. . . .

Ilome . . . . . .

4,4111,202 54 3,021,847 06

S cte . $ cls .

331,561 00 199,853 00
394,100 00 2,53,226 .51
117,271 00 70,232 00
57,795 42 25,485 98
31,364 85 7,580 57

287,520 00 14,080 00
155,852 00 85.247 00

1,098,061 02„ 817,797 06
4 02,423 00 256,061 (1(1

4 7,208 96 15,810 01
11,684 76 13 ,375 00

180,574 89 130, 0 86 01
397 .613 56 201,tJ 47 49

:0,6 17 62 39,(,S 00
. :37, 401 00 15,433 00
2 06,8110 00 110, :381 00
792,581 05 694,236 37
31 .894 41 3 6,344 41 0
36,616 00 17,683 00

P .C .

('i0 .
Gl .
67 .
44 .
24 .
4 S) .
54 .
74 .
63 .
33 .
114 .
77 .
.i0 .
77 .
4 1 .
53 .
87 .
113 .
48 .

table of mortality by which the expected death claims were computod-
which is also the standard for valuation in Canada-is the IIm table, a tab
compiled front the history of lives insured in the leading British companies .
covered only up to and including the year 18 63, and grouped together all lives at tl
saine age, without regard to duration of insurance . A more recent investigatio
covering up to and including 1893, shows that this older table was ni;ott orrect f,
British companies during that period, if applied to lives insured longer than '
years (0N (10) table but that, owing to careful medical :cau)inati)n : 1111 selcrtio
the mortality during the first ten years is much lower (0 (m) Select 1 at)ie) .

The expected rleath-claim, in 1905 on policies issued that year, computed by tl
Itm table, were reported by these companies to be $341.439.07, and tile actntil deat
clainls $19 0,569.41, or about 56 per cent . Probably this lower mortality is explaint
b~ the influence of fresh medical selection upon the lives .consitlered, so large a pr
portion of them having been recently accepted . The extrelne variations shown a
due to the conlparatively small nuurber of lives at risk .
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TABLE V .
•

S/1owlNa Percentage of Actual to Expected Losses in respect of Policies i-,sued within
the yenr (1905) ,

('nu,P :mie "

North American . . . . . . . . . . . . . . . . . . . . . . . .
Jlanufacturers . . . . . . . . . . . . . . . . . . . . . . . . . . .
London . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Pacelsior . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continental . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Crown . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Impcrial . . . . . . . . .
Canada . . . . . . . . . . . . . . . . . . . . . . . . .
Confederltion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
. ntio .an . . . . . . . . . . . . . . . . . . . _ . . . . . . . . . . . . . . . . . . . .
SnvereiKn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Mutual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dominion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Northern . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Great West . . . . . . . . . . . . . . . . . . . . . . . . . .
Sun . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Royal Victoria . . . . . . . . . . . . . . . . . . . . . . . .
Home . . . . . . . . . . . . . . . . . . . . . . . . .

----- -- -

I'AtKetcd Actual

Losses. Loeses .

$ ets

I'ercentage.

S cte .

22, 550 00 4,805 00 21 . 3
32,460 00 14,650 00 45.1
14,270 00 5.065 00 35 . 1
9,435 53 . 3,397 28 30.0
4,('ia0, 51 917 O8 20.4
.5 .500 00 Nil .

17,0113 0() 6,471 00 37.9
54,7K0 OU 36,393 00 i fNi .4
22,881 t)0 9.119 00 39 .9
7,559 25 Nil .
2,728 22 Nil,
13,021 72 Nil .
24,393 27 26, .114 00 108 .3
4,120 79 8,234 50 1!)3) . :i
5 .3:38 (X) 3,000 00 56 . 2
23,51M) 00 4,500 00 19 .2
67,597 13 0:3,065 55 93 .3
5,848 25 2 ,500 00 63 .0
5, 651 00 2,000 00 33 . 4

3 41,4 1 9 67 190, .5 6 9 41 55. 8

In respect of policies issued before 1905, the expected death claims in 1905 were
$4,068,762 .87 and the actual death claims, $2,831,278 .55, or ❑ bout 70 per cent, show-
ing a salvage of $1,237,484 .32.

The variations are not so wide as in the ratios for the calendnr 'yoar of issue,
the number of lives being proportionately much larger . Yet they vary from 25 to 149
pcr cent, only two companies showing ratios exceeding 100 per cent .

TABLE VI ,

S11owl:.a Expected and Actual Death Losses under Policies issued before 1905 .

Companie?. 1'.zpe.te'l . Actual. Ratio.

$ cts. P.C .

North American . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
ltlanufacturere . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
London . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
F.xcelsior. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continental . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . .
Crow n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Imperial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Contederation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
National . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

.Sovereign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
b'ederal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . .
Dlutnal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dominion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . :
Northern . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Great West . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .j
Sun . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .!
Royal Victoria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
HomeMorne . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

309,0 t110 00 195,0t8 00 113 .1
361 .fi f10 ':3R,576 51 66 .0
103,001 00 74.t67 00 : 72.1
48,:359 S'J 22,OSS 70 4 .5 .7
26,724 14 ti,('i.33 49 24.8
2:3,1112 (8) 14.030 00 60. 7

138,759 t)f) 78,773 00 56 .7
1,043,281 02 781,399 06 74 .9

379,539 00 246.942 00 05. 1
39 .649 71 15,810 04 39.9
8,956 54 13,375 00 ( 149 .3

167,535 17 139,068 04 1 83.0
373 .220 29 175,533 .49 44. 1
46,520 83 30,773 50 66 .1
32,063 00 12,433 00 38.8

183,300 00 105,881 00 57 .8
724,083 92 631,170 82 87 . 1
28,016 16 33,844 90 120,7
3 0,962 00 15, 683 00 60.7

4,069,762 87 I 2,031,278 55 I 69.6
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To the net premiums, computed by the ssme standards as are used in computi n
reserves, is added qn amount estimated to be required to cover expenses, contingel
cies and in some cases a provision for dividends to policyholders. This is called th
`loading.' Companies compute this loading in various ways .

The companies were required -co show, separately, for first year and renewal pro
miums, the loarlings received in 1905. The total s-~m shown was $3,615,403.96 . The,
were also requir-d to show the year's total expenEes, other than in çaring for inves~
ments ; this to : .ll was $5 .105,630 .30, or 141 per cent of the entire loadings received .

If, therefine, the total loadings received during the year had been original]
provided to defray expenses only, the whole provision made by the companies for th
year's expenses was exceeded b y no leçs a sum than $1,490,166 .34. But the loadin
is not provided for that purpose solely but also to provide for contingencies, such a
deficiency in interest, mortality in excess of the provision for same, investment losse,
&e ., and, theoretically, in most cases for 'profits,' as wel l

It is a significant fact that not one of the companies kept its'expenditure fe
11105 within the loadings .

TABLE VII .
v

`howing ratio of Total F.xpensc-s (exclusive of investment expenses) to Total Loadin p

Companica . Ratio .

P.C.
North Ameriean . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1
303,743 69 377,239 90 124 .2\fanufacturers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 356,386 58 455,992 79 128 .0l~nudon . . . . . . . . . . .t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121,816 00 159,272 00 ~ 137 .5Excelsior . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

.

.
.
.

.
.

.
.

.

.
.
. 79r281 34 107,612 03 i 135 .7Continental . . . . . . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . 29,359 87 86,766 40 I 227 .4Crmwn . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3 0Q860 97 74,754 41 242 .2Imperial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 147,024 00 252,043 00 171 .4Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 555.860 65 899,542 85 161 .8Clonfcderation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 290,188 00 365,805 00 126 .1National . . . . . . . . . . . . : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39,200 91 67,793 59 172.9SoN •ereig n . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,536 11 54,848 32 332.4I'eder:l . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 90,113 02 200,512 61 222 .5Jtutual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 260.740 46 314,508 02 126 .2Dominion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,256 38 60,863 62 151 2NortLern . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,275 00 t 58,355 00 170 .3Great West . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 170,940 00 ! 254,852 00 149 .1

S uir . . . . . . . . 985,14787 '; 1,18.3,340 58 120 :1Royal 1'ictori. . . . . . . . . . . . . . . . . . . . . . .
. . . . . . . . . . '

. . . ' . • . I 32,158 11 66,207 18 258 .8
Home . . . . . . . . . . . . . . . . . . . . . . . . . 32.575 00 $5.323 00 261 .9

TotallLoading.jTotall:xpenses.

E cte.j S cte. l

3,615,463 98 5,105,630 30 141 . 2

But let us make a further analysis and compare the renewal loadings and firs
year loadings with their corresponding expenditures, separately .

The total renewal loadings received in 1905 were $2,926,178 .67, and the total ex
penses, other than the reported cost of new business, were $1,826,510 .41, or about 6 :
per cent.

This means that, if the expenditure made in respect of new business had beel
kept within the initial loadings or if no new business had been done at all, the load
ings instead of showing a net loss of $1,490,166 .84, would have yielded a net profit o
$1,099,668 .26, available for dividends to policyholders .
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Showing proportion of Renewal and Management Expenses to Loading on
Premiums .

Company .

S cts .

233,486 32
327,799 30

64,016 00
71,784 71
49,527 82
57,473 14

181,975 00
545,430 36
222,360 00
38,894 62
28,860 49

136,049 88
378,083 15
36,592 79
36,333 0 0
203.C 00
777,30039 00
26,143 31
63,902 00

p .c .

North American . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
111anufacturers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
London . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Excelsior . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continental . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Crown . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Imperial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Confederation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
National . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . .
Sovereign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
F'ederal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
biutual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . .
Domrm(-.• . . . . . . . . . . . . . . . . . . . . . . . . . . .
Northern . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Great West . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Sun . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Royal Victoria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Home . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Loading Renewal and
on Renewal Management
l'remimus . Expenses.

258,1 85 5 5 143,753 58 55 .7
291,715 04 ' 128,193 49 44 .()
102,000 00 95,256 00 , 92 .6
61,286 61 35,827 32 58 . .i
21,017 55 17,2:38 58 82.0
21,981 .52 17,281 27 78 . 6

115,277 00 70.068 00 61 .3
478,101 85 354,112 49 74 .1
216,808 00 143,445 00 66 . 2

26 .238 90 ' 28,898 97 i 110 .1
10 .:381 36 25,987 83 250.4
73,056 09 64,462 7 3 88 . 2

227,566 21 136,422 87 6 0 . 0
:31,588 70 24,27~ 8:3 76.8
25,185 00 22022 00 87 . 4

128,146 0 ) 51,843 e` I 40 .4
785 .846 30 406 003 1 .,8 51 .7
26,812 09 40,06.5 87 140.4
24,284 ()0 21 .331 () 0 87 . 8

-i------
2 .926 .173 67 1,526,51 0 41 62. 4

The next table compares the cost of now business during the year, $ 3 ,279,119 .89,
with the loadings on first year's premiums received, $ 6 89,28 5 .29 . The former is 47f>
per cent of the latter. The net deficiency is $ 2,5S9, 8,34 . 13 0.

Here variation is due chiefly to relative extravagance or ecmloulv . The lowest
ratio is 300 per cent, the highest is 7K .

Totals and Ratios of Cost of New Business to Loadings on First Year's Premiums .

I Cost of
Company . I oadinqs . Per cent .

\es 13usiness, f

$ co.

. North American . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 5,558 1 4
Manufacturera . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64,671 54
London . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .' 18.916 00
Excelsior . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,994 73
Continental . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,342 32
Crown . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.879 45
Imperial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .~ 31.747 00
Canada . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . 77,758 80
Confederation . . . . . . . . . . . . . . . . . .

. : . . . . . . . . . . . . . . . . . . . . . . . . ' 73,580 00
National . . . . . . . . . . . . . . . . . . . . . . r. . . . . . . . . . . . . . . . . . . . . . . . . . . . ! l .?.962 01
Sovereign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .j 5,154 75
Federal . . . . . . . . . 17.056 03
\tutualof Canada . . . . . . . . . . . . . . . .~ . . 33,174 25
Dominion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.667 68
Northern . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.090 00
Great West . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,794 00
Sun . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 199,301 57
Royal Victoria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

:
:1 5,346 02

Home . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.291 00

689,285 29

Renewal

Ratio.

512
507
338
399
59-1
647
573
701
302
300
555
797
537
422
400
474
390
489
77 2

3,279,119 89 1 476
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There are many ditliculties in the way of a satisfactory solution of the questio n
which these tables present in sustartling it form . In the first place the loading, which
theoretically provides for a large initial expendit tire and a subsequent series of much
smaller renewal and management expenditures, is not collected, as to the large initial
exponditire, coineidently with the incidence of the expenditure itself ; but is, together
with the sul~se<puent simuler expenditures, spread over the whole life of the policy, in
the shape of a uniform level addition to the nwt le v el preioiuni . In any case, therefore,
if the loading is not excessive, the company cannut have on hand, with and as part of
the first premium paid, the whole provision which the loading has made for the initial
cost of obtaining insurance, and must borrow it in some quarter. This is a question
etnite diffrrrnt froin any question of exce.~sirc initial expenditure. If the initial ex-
penditure is entirely normal and proper, there must still be anticipation, to the extent
of the ditTerence between the anuotunt of the normal initial expenditure and the uniform
level loading . In time, speaking in averages, the expenditure will be recouped out of
the later level loadings, which must not only bear the later expenditures but furnish a
sort of siu!cing fund to make the initial expenditure good .

In the normal condition of things, therefore, first year cost cannot be confined
within first year loading.

The alteration of the whole system of loading, so as to make the loading in the first
year sutiicieut in itself, would require to be effected either by raising the initial gross
premituu or, if the gross premium is left level, by raising the loading embraced within
it and correspondingly reducing the net premium . The raising of the gross premium is
not practicablc, under present conditiona, and to lower the net premium is to destroy
the whole computation upon which it is b ased and to reduce the reserve, for a time at
least .

There must, therefore, be a borrowing from some source, to be recouped out of
subsequent loadings, so long as the initial expenditure exceeds the level loading .

But might it not be feasible to put the whole life insurance agency business upon
a new footing, so that the agent, instead of being paid a large initial commission upon
bringing in a policy which may not persist beyond the first year, and may, therefore, be
a source of loss to the company, should be remunerated according to results, spreading
his total remuneration meautiute over so long a term at least as the policy may be likely
to persist? If this is feasible, the large initial expenditure would be brought down
towards the level loading, and the latter woubl tend towards meeting it . In other
words, the expenditure, like the loading, would tend to become level .

Your Commissioners believe that with the co-operation of the companies this may
be accomplished . Agent--, who have been debauched by large commissions and by
bonuses and prizes, and who have found it possible to maké gifts out of their emolu-
nients in the shape of rebates, may leave a field where more temperate and reasonable
methods prevail . Those who remain may not find it profitable to force insurance
policies upon persons who do not want them except at a discount, and who want them
at the discount so little that they lapse in it year or two . There may not be so large a
volume of non-persistent business, and it may require fewer agents to handle that which
is wholesome and persistent . But your Commissioners see no objection to the adoption
of methods which will produce any of these results or all of them . Everyune professes
to reprobate rebating, which includes the issuing of policies at special premium rates,
` stock' policies and other similar devices. The companies can put an end to it if they
will . And if it is made to the advantage of the companies to bring their initial ex-
penditures within a'reasonable proximity to the level loading, by spreading it over such
a term as will insure the persistence of the business for which it is paid out, your Com-
missionera have no doubt this also will be done .

Can an effective re~edy for rebating be found? Penal provisions have not hitherto
been found availing, because they do not interest the directors of companies in which
the practice prevails. Your Commissioners believe that the managers and directors of
insurance companies may be brought to ~^L^ an interest in stopping the practice, if a
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substantial money penalty, say $1,000, to be recovered by any person who will sue for it .
is imposed upon every manager and director of n company, any of whose agents, whether
with or without the knowledge of thq manager or director sue-1, makes any rebate
whatever, in respect of any premium or any parc of a premium . No indemnity by the
company should be permitted in respect of any sum recovered . Your Commissioners
desire to put upon record their strong sense of the inherent evil involved in the practice
of rebating, not alone because it marks the extravagant race for business and is an
en< igement to the writing of non-persistent and unprofitable insurance, but because

in a : of itself it is dishonest and unrighteous . W ithout the serious and real co-
operation of those having the direction of insurance companies, your Commissioners
do sot believe that penalties imposed upon the immediate parties to a rebating transac-
tion will prove at all effective . The managers and directors themselves must be com-

pelled to make the law effective by having the strongest personal inducement to do so .
Visiting penalties upon the companies punishes the policyholders . Let the managers
and directors be personally responsible for the conduct in this respect of those whom
they put forward between themselves and the insuring public .

It is confidently exlxct cN l that much will be (]one to cure the e vil of excessive first

cost by removing some of the conditions under which that exce,s has arisen . The

Commission refers in particular to what is recommended under the headingv, distri-

bution of profits and returns and publicity. If the inducement to pile up ]nrge accu-

mulations of capital for financial purpo ses is renloved, and if full publicity in respect

of expenses and methods of investment is compellc .l, so that the ilcsuring public is

reasonably able to inspect, examine and compare, there will, your Commissioners be-

lieve, be greater prudence and economy, and less straining after more or less illusory

accretions to the volume Of busille", (]One.

There remnins the further question, from what source should the interim borrow-

ing, incident to the level loading not being immediately in h ind to nlept initial cost,
be made ? Before discussing this question some further general observations should

be made to clear the ground .
From what source is this borrowing made under present conditions ?

Old companies, with n large volu me of insur :ulce in force, have borrowed in part
from the salvage in loadings on renewal premiu :as in respect of old policies, auloullt-
ing on the average to 38 per cent of those loadings, as has been notice(], and in part

from other surplus earnings belonging to policyholders . Newer companies, without

these re s ources, have either impaired their capital, or created n fund by way of pro-

rniunl on capital stock, and have, besides, appropriated the earnings of older policies,

if any. Several companies are, in consequence, in the position of having deferred
dividend policies outstanding, each calling for all accumulation of surplus, but

without any accumulation to the credit of any of them, and sometimes with an im-

paired capital in addition . This is virtually equivalent, unless the condition is reme-
died, to supplying non-participating insurance at participating rates, which are about

20 per cent higher than non-participating rates, this anomalous condition resulting

solely f rom the excessive expenditure for new business .
The key to the mischief is that what has been earned by and belongs to policy-

holders is improperly spent ; and to avoid this by making provision for what is legiti-
mately required for the acquisition of new business, beyond the initial loading, without
undlily trenching upon policyholders' money, is the problem t o be solved .

The problem is further complicated by the consideration that old policyholders,
whose money is being expended, will in reality be benefited by all new business which
is acquired by fair expenditure and becomes reasonably persistent .

Bearing these considerations in view, an attempt will be made to analyse the
existing conditions and to arrive at a fair solution .

The new premiums received in 1905 by twelve companies amounted to
$2,699,915 .68, and the amount paid out of these premiums to agents in commissions
alone was $1,676,066.65. The rate of commission, therefore, averaged 62 per cent on

123a-12
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the total first year's premiums collected . In these totals, only those companies' figure
are included in whir,h commissions are given separately in the returns to the Corn
mission .

There was considerable variation in the ratio as between individual companies
partly because of differences in economy and partly because some companies providei
other compensation, such as salaries or advances .

TA13Li; N .

Ytatc'eNi'ml: of fi rst year's Comnlissio. s to Premiums on New Business, 1905 .

l'remiums Commission s
on lrercentage.

\e« 1311siues~ first year. ,

North Arneriean . . . . . . . . . . . . . . . . . . .
)I ;,nufnctarrr~ . . . . . ., . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . .
l .nndon . . . . . . .
F.xcel<ior. . . . . . .
COut nental . . . . . . . .~ . . . . .

. Crown.

Great 11~ea . .- . r . .
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~

Irnpcrial : :
. .

Canadr, . . . . . .
.

Con(ederatrnn . . . . . ,
. . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
:~atlonnl . . . . .
SnVereign . . . . . . . . . . . . . .

. . . . . . . . .

Fr+leral . . . .
1lutual . . . . . . . . . . . . . . . .
Dominion . . . . .Nnrthcrn .

. . . . . . .. . . . . . . . . . . . . . . . . . . . .
. . . . . . . . .

.
. . . . . . . .~ . . . . . . . . . .. ~

Stm . . . . . . . .
Royal ~'ietori .t . . . . .
Homc . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

$ et~. $ et-, '

228,337 S8 142,875 42 ~ 62 .6
300,761 98 123,920 74 . . . . . . . . . . . .
32,610 67t . . . . . . . . . . . . .*i . . . . . . . . . . . .
68,4 52 32 23•683 592 34 .6

.5:35 filt . . . . . ü

131 99t1 96t---•-- . . . . . . . .** . . . . . . . . . ., .

434 .547 93 2.52,565 22 58 .1
207.598 23 168,659 00 81 . 2
32,789 30 17.925 26 54, 7
2fi,374 70 7,977 932 30.3
97•016 11 72,569 33 1 74 . 8
215,543 09 130,754 10 52 .6
39.511 ()St . . . . . . . . . . . . . * . . . . . . . . . . . .
37,448 sit_ . . . . . . . . . . .* . . . . . . . . . . . . .

175,390 25 124,818 00 71 .2
772,445 FiQr 524,108 25 - 67 . 8
24 .981 38 1 16,229 81 65 .0
40 .021 42t . . . . . . . . . . . . . * . . . . . . . . . . .

2,617.291 77 _ 1,676,066.a 1; 64,00

* Au repnrt .
t Omitte,l (rum tnt~l~ .
a'l'hele (iRne, arri v e d at by d,•,lartin¢ prc,ent c,vlncas S inRlt• premiurn,d .` ., . .ua additiuua treated in returna by Company.
j Compens;,ti.m inrRelp pai'l in uther 6,rm? .

Other compensation, howevt r, such as prizes, bonuses, rewards . nllowance-,,
salaries and advances, «•as paid to agents for obt .niuing new business, as well as corn-
mi-ions. The total remuneration to agents by thesE cmnpnnies for new business
amounted in 1905 to $ 1, 994,352.16, which, upon the total premiums for the first year,
$2,69 :1,915 .6s, was about 74 per cent . The impression given by the life insurance
agents in their memorial presented to the Commission, that the average was in the
neighbourhood of, 50 per cent, is therefore erroneous .

.lhundant testimony is before the Commission, that, largely in conse,iuence of
over compensation, agents give away much of their remuneration in rebates, and pro-
bahly they do not realize more than 50 per cent,on the average, nor so much, perhaps,
as they would realize, were the aggregate compensation lower than fit present .

Specimen contracts with agents made by the various companies are :;efore theCommission . These show commissions alone ranging ;ometimes as high as 80 per
cent, and very commonly as high as 65 and 70 per cent of, first year promiums on the
usual policy forms.

The ratios of total remuneration for newi business to new premiums received vary
in individual companies from 45 per cent to 104 per cent, the variation being due,
chiefly, to relative extravagance' or economy, but perhaps partly to the failure of some
companies to include all items of compensation .

t'ompanier .
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TABLE XI.

COMPF.\BATION to Agents for New E :•t,iness and its percentage to Premiums received
on :~ew Business, 1905 ,

('nrnpanies.

North Americnn . . . . .
NInnuducturers . . . . . . .~ . . . . . . .~ . . . . . . . . . . . . . . . . . . . . . . .i
1 .onriun . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
ECfelslor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continental . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Crown . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Lnperinl . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . :
('mntoieratrou . . . . . . . . . . . . . . . . . . . . .
National . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Suvereign . . . . . . . . . . . . .' . . . . . . . . . . . . . . . . . . . . . . . . . .

.
. . . . . .

Ferter.rl . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . !
}lutusl . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .'
Dominion . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Northern . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Great West . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Sun . . . . . . . . . . . . . . . . . . . . . . . .
Ruyn1 F'ietum . . : . . . . . . . . . .. :

. . . . . ~home . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Compensation .

E cts.~ Y cta.

228,337 88 156,160 66a
300,764 98 252,048 43

l'ercentago.

68 .4
83 . 8

32,610 67ti . .. . . . . . . . . . . . . . . . . . . . . . . .
68,452 32 , 30,671 97i 44 .8
38,535 61t1 . . . . . . . . . . . . . * . . . . . . . . . . . .
44,931 06f ; . . . . . . . . . . . . . . . . . . . . .

134.990 96f . . . . . . . . . . . . . . ~ . . . . . . . . . . . .
434,5-17 03 255,897 Q5 58 .0
207, .598 23 169,659 00 81 . 2
32,789 30 21,425 82 68.4
26,374 70 22,468 93 85 .2
07,016 11 101,252 GUt 101 . 4

248,543 0X9 147,789 32 5fl .5
39,511 08fi . . . . . . . . . . . . .t . . . . . . . . . . . .
37,448 .81t . . . . . . . . . . . . .

*
. . . . . . . . . . . . .

175,390 25 128,898 010 73 .5
772,445 60 ti89r17.3 31 88. 9
24,981 38 -- 19,606 118 - - 78 .5
40, 021 42t . . . . . . . . . . . . .s . . . . . . . . . . . .

2,617,241 77 1,994,352 16 1 - 76 . 2

* No scl,ar.uir,n in the returns .
t N t intdnde l in tutnL.
a LnrRe mmouuts in 'ott er expeuv:?.' not sj specifinl as to :nable separntion.
: Ladndt- ttnvelliut; expen>e'

. In their returns to the Commission the companies were also required to includ e
medical esaminers' fees and cost of inspection as part of the cost of new business .
They wero. requ(s ted, also, to include any other item which they deemed part of such
c o st . This was variously interpreted, some adding nothing and others including even
a part of ]lonie office salaries and expenses . Doubtless some rents of branch offices,
salaries of supervisors, some ada< -,rtising and much of the cost of literature and print-
ing would be saved if there we.^ l:o new business . It is, however, difficult to apport .ion
these charges between old and new buqinecs, and in any event they are not so control-
lable as to rise and fall with the volume of new businese . It is pertinent, therefore,
to consider what is the direct cost of new business . It is thought that the follo~cing
ans,v(.r this description, voz. : commissions on new premitlms ; other compensation paid
for obtaining new business ; advances to agents ; medieui examination and inspection
fees .

'l'akint; these elements as making up the direct cost of new business, we have in
1 0 05, $ 2 .187,031 .03 against new premiums of $2,631,463 .36, or 83 .1 ker cent .
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TAPLB YII .

PI:ecI:\ l':%cF. of Direct Cost of New Business to Prelniuu) .g on New Business, 1945 .

Yremimn S I)irret ('o s t
on .f l'ercentage.

i~ealiu<inc '~, New Busiuea. -

Nurtli Atneri,au
>I :uinfcniumr,
1 . .m,.l .,n . . . . . . .
l'.secl .b,r . . . . . .
('„ntiw~ntnl ~ . . .
l'n~~cn . . . . . . . .
1uil~rrial . . _ . . .
(1w :nL~ . . . . .

\ :u ' „ n u l
Soc,•mieu . .
Fedcrsl . . . .
\Iuti ::~ l
]1„nuuü,u . .
lorthcrn . . .
Grr:u \1•st . .
Snu . .
]tutal
11nn ;,~ . . . . . .

2,631, 163 :36 2,187,031 03 83 . 1

* \„ - .rt, .v :ui,i , it, itnru= . (ltnitted from total= .
t .\rl iti :uilc dc9wminwJ . llmitted fmtn tmals

. I. : no, :unnunt in 'other ectron-s' nit sc)j :vatr,i . ()mittcd frum tutalg .
:,h„-~ 'nrluar ;sl,' %%hile prcmiwna ,lu wit .

l'o this statcn)ent of facts it should le added that the cost of new business is now
so ,rcat that for several year, after a nen~ policy is written, its surrender or lapse
causes a lo~s to the conlpanY instead of a gain . This is illustrated by Table :LIII .
The colulnn headed H (a') contains the reserves required to be set apart during the
first five year, by the pre'sent Canadian standard and the other two reserve coluuul.ç,
the reserves according to the minimum standayds propo5eri bv the Life .lfannt*er3'
Association and by the Actuary of the Commission, respectively, which will later be
fully eaplained .

TABLE XIII.

Sllo\vlNc actual accumulations in certain colnpnnie3 upon whole life policies, after
paying actual death claims and expenses, compared with reserves required on dif-
ferent bnses .

AGE 35 .

Af('hUULATIO\6 ,

End of

$ ' 'ts. $ cts.

223,337 88 171,521 01 7 .i .1
3011,761 98 ~ 289,524 81 96 .2

32,1 ; 11) 67* li 1 .0113 00 . . . . . . . . . . . . ,
6N . V.2 32o 71,784 71a . . . . . . . . . . . .
:3s,3:35 01 -1t1. ;i17 SY* . . . . . . . . . . . .
44 .U31 06 .57, 17 :4 14* . . . . . . . . . . . .

1 :34,!tt10 tl6f 1ft197 :i (N)t . . . . . . . . . . .
1 :3-0,547 1.1:3 ~~..270 14 65.11
'107,59ti •21:3• 1S2, :3:31 IX) 87 .8

32,759 :30 :3s.R9 1 62 1 1
"t~ .374 711 2-1,3.51 4 :3 ' 92.3
U7 .tltf I1 IIMI,T1+7 69 11C2 .0
111%," 43 Iln 1611,951 26 68 .3

:3!),011 US* - :36 .51P? 79* . . . . . . . . . . . .
:37,448 81* 3 6 , :33 :3 110* . . . . . . . . . . . .

178,391) "5 118,565 (M) S1 .7
8.7,5,111' al 718.032 36 S7 . 4
21,9S1 38 22,301 68 89 .2
40.021 413t  6 :3,992 00* . . . . . . . . . . . .

1(};Beacr.A .

O ('„)
Life Selec t

Managers' and
IIlti ku ate.
-w.-

Ycar. Canada . ' Sun . Mann- Imperial . Confed-
~ facturere. cration.

1 . . . . . . . . . . . . . . -12 .46 -4.53 -11 .72 -2.89 2.00 !

2 . . . . . . . . . . . . . . 9.06 13.40 7.43 ,' 19 .18 ~ 21 .65 1

3 . . . . . . . . . . . . . . 30.07 35.51 23.84 41 .79 ! 42 .12 1

12.52 0.00 1 . 0 1

25.88 16.06 17 ~,~1

39.18 32.49 33 .1 1

4 . . . . . . . . . . . . . . 51 .61 55.97 4:3 .45 . . . . . . . . . .' . . . . . . . . . . • o 0_ .7 7

5 . . . . . . . . . . . . . . 73.97 'Over ll (m)63 .51 . . . . . . . . . . . . . . . . . . . . 60 .68

49.34 47 .1 4

66.68 63 .87
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In this table actual figures are given with respect to five of the principal com-
panies, during the first five years after n policy is written . It will ba seen that only
in the case of one company is there enough of the net premitini left after paying
initial cost of insurance to put aside anything for the reserve required by latv, $12 .82,
and in that case only $2. In all the other cases there is an actual net deficit varying
from $2 .89 to $12 .46. At the end of the second year the reserve required by law is
$25.86 ; but, even if the policy liersists and the second premium is paid, the reserve is
not overtaken in the case of any company. If the policy still persists and the third
premium is paid two of the companies are able to overtake it .~ If the fourth p .~r. : ;unl
is paid another company then overtakea the reserve, but the other two companies re-
quire persistence respectively for five and six years before the reserve is reached .

The variations in table XIII . are, no doubt, due in part to differences in actual
experienee, but they are also largely due to differences of opinion is to what should
be treated as cost of new business .

It is manifest, therefore, that if a policy lapses before its,premiums have recoupcd
the initial expenditure it has been carried at a loss to the cowpany, that is, to the
policyholders as n body .

A very large percentage of the policies issued under the present high cornpensa-
tion system are either not taken, in which case, of course, the expense of medical ex-
Pr► in : .timis and inspection and of the home office in issuing the policy represents the
loss, or, if taken, lapse at the end of the first policy year . This was brought out clearly

-in-the evidence -and-also-in -various -exhibits -furnished -to-the Commission ,

TABLE XIV .

SIfo11'I xa approximately the ratio of not taken insurance and of insulance lapsed at
the end of its first year to new insurance written .

Issued Not taken, Per Lapsed, end Per
of 1st year,

1904. 1904. Cent. 1905. Cent.

Taken from Departmental returns, escept'lapsel,' i%hich is from Company's returns to Commission .
* These are given as accurate ; not taken' and 'lapsed' of 1904, new business.
t Iargcly industrial .

It is now proposed, .~iaving cleared the ground, and keeping in view the con-
siderations wl,i,?h have been mentioned, to return to the main inquiry, viz ., from
what source the difference between initial loading and legitimate initial cost should
be borrowed r-ntil recouped out of the provision for that purpôse made in the level

renewal loadings .
One suggestion is that the savingtl upon renewal loadings should be resorted to

by adopting the broad rule of limiting total expenditure to total loadings .
There are several reasons why this method does not recommend itself to the

Commission .

$

lfanufacturers . . . . . . . . . . . . . . . . . . . . . . . . . . . .i 7,116,136
North American . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,337,733
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,043,503
Northern . . . . . . . . . . . . . . 1,230,290
Royal Victoria . . . . . . . . . . . . . . . . . . . . . . . . 817,250
National . . . . . . . . . . . . . . 1,474,594

Confederation . . . . . . . . . . . . . . . . . . . . . . . . 5,017,988

Federal. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,010,499

Great West . . . . . . . . . . . . . . . . . . . . . . . . . . . . • 5,365,295

Imperial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,157,000

Sun . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,907,949

Mutual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.040,627

~ ! E

1,249,740 17 1 15,557 ' 10
843,046 13 1,098,250 1 7

1,846,491 14 1,760,264 13
28,000 2 438,600~. 35
51,500' 6 316,000 • 39
110,145 7 385.OG0 27
429,257 8 514,775 J 10
135,934 4 688,347 19

1,273,050 24 1,182,800 1 22
649,504 ; 15 941,100 23

4,617,680 22 3,829,903 1 8
187,540 4 818,350 16

12,584,946 17
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It is based upon a mistaken idea of the nature and purpose of the loadings .

They are intendcd not only to provide for expenditure or cost, but also to cover con-
tingencies and a provision for profits . To the estent to which they have been pro-
vided for these purposes, it is fallacious to treat theni as available for the borrowing
which is the subject of inquiry.

Besides, the adoption of this rough and ready rule is by no means certain to
nüti,çate the excessive relative cost of new business actually secured . The rule may
spend itself in a niere reduction of volume in the new business .

This would tend greatly to the disndt ntage of the newer as compared with the
older companie.; . It is quite % ithin the boiuuLs of probability that the older and
larger companies, with their large volume of old business, would be able to bring
4hemsclses within the limits of tbe rule without any substantial curtailment of the
initial extravagance for which a remedy is sought while the newer companies, with-
out any large volunie of (ild business brin~,~ing in renewal premiums with their load-
ings, wonld tind tbcui .;elvrs iuiduly and unfairly crippled in the legitimate pursuit
of new business .

Again, the rule would ww•k to the disadvant ;ige of companies whose premium
rates are low .

T«v other uletbodL of solving the question were before the Commission . Or.ewas rccoinmended by the achiary, and, in connection with another ntortalit .v table,was adopted by the _\c %%- York Comtnittce, and the other was suggested by the Life
Managers' Association . Both methods are based upon the fact t hat the II ( m) tableof'mort ;ility, upon the bnsis of uhich ('anadiiui reserves are now computed, requires
larger reserves to be set apart during the earlier years of a policy than are needed
according to actual mortality ctiti•r.iencc . Iiuth methods accordingly suggest that
advantagé. should be taken of tbi,~ circnm>tauce a,d that the borrowing to imple-
ruent initial loading should take the form of appropriating, during the policy's early
years, the difference ~ztween the reservc which the II tmt table requires and the reserve
which accords with actual expxrience .

The actuary of the Commission . M r . I)mi•; on, who is entitled to be called the
author of the method adopted in New York has recommended taking the British
table to which reference lias already been made, the O ( m ) table, in what is ]cnown
as its select form, treating the reserve so as to take the benefit of selection during
the first tell years of the policy, and subsequently treating the reserve upon the basi

s of ultimate mortality. This is called the Sel-et and Ultimate Method .
1'he method suggested by the Life .l[anagers' Association is applicable only to

cases where the net premium eq,ials or exceeds the ordinary whole life net premium .
A deduction is made from the initial net premium e ;ual to the differenGe between
the standard reserves for five years and re :=erves calculated upon the basis of one
year's term insurance followed by four years during which the deduction is made
good .

Both methods are really founded upon the theory that the new business is itself
the direct cause of the favourable mortality, and that the necessary borrowing may
well be made from the gain so resulting .

By Mr. Dawson's method applied to the O t°'t Select Table, ten years, instead
of five, are allowed to reach the standard reserve, the O (m) table taking account for
ten years of the mortality gains . After ten years the reserves are somewhat larger
than by the H tm> table .

A glance at Table XIII, will show, in the cases of the companies with which
it deals, how reserves provided by these two methods compare with the standard
H t°') reserves during the first five years, and with the funds which, having regard
to the initial cost, those companies have on hand during the same years for reserve
purposes .

To the initial loading, under both methods, is really' added an amount repre-
senting the mortality gains due to the new business, and the proposal is to limit
the-cost of obtaining the new business to their sum .
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'I'ile following tables, XV. and X\'1 . show how the direct cost of new business
for 1905 would have compared w ith a provision for such cost arrived at by the two
methods .

TABLE XV.

C'trmrAtllso-N of Direct Cost of New Business in 1905 to Provision by Life _lfnnngers'

I11etIlOd, plus Loading .

i'ump:,nie?.

American . . . . . . . . . . . . . . . . .Nort h
\fanufacturers . . . . . . . . . . . . . . . . . . .
London . . . . . . . . . . . . . . . . . . . . . . . . .
Excelsior . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . .Continental .
Crown . . . . . . . . . . . . . . . . . . . . . . . . .
Iraperial . . . . . . . . . . . . . . . . . . . . . . . . .
Canada . . . . . . . . . . . . . . . . . . . . . . .
Confederation . . . . . . . . . . . .
National . . . . . . . . . . . . . . . . . . . . .
Sovereign . . . . . . . . . . . . . . . . . . . . .
Feiieral . . . . . .
\lutual . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . .-, .- .
Northern . . . . . . . . . . . . . . . . . . . .. . .
Great 11'est . . . . . . . . . . . . . . . . . . . .
Sun . . . . . . . . . . . . . . . . . . . . . . . . . . .
Royal Victoria . . . . . . . . . . . . . . . . . .
Horne . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . .

Provision

tdns i .n :rdiug .

S rts .
113,791 07
162 .269 6 3

:35,1f12 17*
bl,7ti2 4S*'
24,926 4l'i*
25,358 80*
88,361 2:3* '

239.073 1 0

. . . . . . . . . . . . . . . . . . . . . . . .

1-1 4 .564 79
20,789 01
15, :330 91 )

. . . . . . . . . . . . . . . . . . . . . . 61,59:3 03

. . . . . . . . . . . . . . . . . . . . . . 114.203 58

. . . . . . . . . . . . . . . . , 26,968 29*
107.341 7 0

. . . . . . . . . . . . . . . . . . . . 15S,037 87

. . . . . . . . . . . . . . . . . . . 19,39t) 59
. . . . . . . . . . . . .i 27,427 10 *

l'roeision,
plus C-t.

Luading.

1,456,401 27 2,187,031 03 1 .5 1

I

*Omitted from tntals .See 'l'able X11 for reason - .

TABLE 1V1 .

COMPENSATION of direct cost of ne w business to provision by 0(ln) select and 111ti-
lnate method, plus Loading .

Cotnpmnie= .

North American . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Manufacturers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
London . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Excelsior . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Continental . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .1
Crown . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . .~Imperial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Confederation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .1
\atipnal . . . . . . . . . . . . . . . . . . . . . .
SovPreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

: :Mutual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Dominion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Northern . . . . . . . . . . . . . . . . . : . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .

Ilorne . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 1

.51

Great West . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I
Sun . . . . . . . . . . . . .
Royal Victoria . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

1 .79
1 .82
1 .38
1 .9J
2 .27
2 .17
1 .18
1 .26
1 .87
1 .59
1 .77
1 .49

1 .35
1 .38
1 .63
1 .15
2 .33

Ratio .

S ets.~ S cts

.126,791 39 171,521 at 1 .35
180,859 75 289,524 81 1 .6 0
38,185 25* : 64,016 00* ; 1 . 6 8
58,194 44*- 71,784 71*I 1 .23
28, 045 35* 49,527 82*1 1 . 79
28,497 72*I 57 .473 14*1 2 .02
93,192 51* 181,975 00* 1 1 .9 5

269,799 63 282,270 00 1 .05
158,090 47 182,331 14 1 .15
25,851 31 38,894 62 1 .50
17,269 22 24,551 43 1 .41
70,076 27 109,287 69 1 .156
29,637 74 169,951 26 I 1 .31
26.486 43* 36,592 79* 1 .33
30,373 68* 1 . 36,333 00*' 1 .20
119,636 50 148,565 00 r .24
507,321 19 748,0 .32 36 1 .4 7
21,976 47 22,301 68 1 .01
3 1 ,072 08* 63,992 00*; 2 .06

1,627,309 94 2, 187,031 03 1 .3 4

Ilirert l'uet . . Ratio .

c'
s

--_ .

171,521 at !
289,524 8 1
6 4 .016 00 *
71,784 71 *
49.527 82

+57,473 14*
181,975 Oll*
282,270 14
182.331 00
310Y94 6

2 24. :351 4 3
109.287 Fi9
169,931 26

:36, :333 W *
148,565 00
7 A Q nQ9 Q n

22,301 O8
6 :3,992 (Xl* I

* Omitted from totals. See Table XII for reasons.
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The progress of the Reserve during five years towards the Hm standard under both
nlethods is shown in the following table .

MEAN RFsF7RVES BY STANDARDS NASIEC,, ORDINARY LIFE POLICY, 3} PER CENT.

Ac F:-25.

Prescrit titandord . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.19

Canadinn i .ife )fana{ cra' . . . . . . . . . . . . . . . . . . . . . 1 3.20

O(nr) Sr!ret nml Ultim .rte. . . . . . . . . . . . . . . . . . . . . . . 1 .38

let. 2nd. 3rd. ' 4th. 5th.

21 .53 31 .1 2 4e,.88 50.80

14 .65 26.44 38.49 50.80

13 .02 23 .88 34 .64 45.4 4

AcE-35 .

1st . 2nd. 3rd. 4th. 5th.

Preaent Standard . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.79 29 .73 42.91 56.36 70.11

Canadian Life Managers' . . . . . . . . . . . . . . . . . . . . . . . . . 4 .24 20.12 36 .36 53 .02 70.11

O (m) Select and l'ltimate . . . . . . . . . . . . . . . . . . . . . . . 3 .68 20.03 35.57 50.96 66 .3 9

AcE-45 .

let. 2nd. 3rd. 4th. 5th.

I'reaent Standard . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.39 43 .41 62.62 82.06 101 .77
Canadian Life Managers' . . . . . . . . . . . . . . . . . . . . . . . . . 5.59 20. 22' 52.94 77 .10 101 .77
01(tri) Select and L'ltimate . . . . . . . . . . . . . . . . . . . . . . . 5.52 28.77 51 .16 73.24 95.1 9

The. following table eshibits in comparison the provisions made for initial cost
by the two methods and comparez both with present loading provision .

TABLE XVIII.

I N ITIAL MARGINS ON \vIIOLF, LIFE PItE NtIU>iS BY EACII N fETIIOD .

(a) Being the lnargins set free by the ---N[elhods of Valuation .

Prea,nt Standard . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .'

Life ]:ansgere. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

O (in) Select and Ultimate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

0.00 I 0 .00

8.80 12.28

12.29 14 .05

0.00

18 .07

21 .39
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(b) Total Provision for initial cost, inclusive of Loading on . Net Premium .

AaE 45.

Per Cen t
Provision . of Prein . Provision.

Present Standard . . . . . . . . . . . . . . . . . . . 6.09 2V é 7 .10

Life Managers . . . . . . . . . . . . . . . . . . . . . . . 14 .811 70~~ 19 .47

O(en) Select and l'Itimnte . . . . . . . . . . 18.35 87c~ 22 .14

Per Cent Per Cent
of l'r ,~ m . Provision . ' of Prem .

26~~ 0.00

70cc 27 .07

F0';~ 30.3 9

i?pxm limited payment Life and Endowment Policies, the provisions are larger,
but the percentage of premiums is smaller .

Your 'Commissioners are of opinion that the method suggcstcd by the Life
Managers' Association should be recommended . It perbaps lacks, theoretically, the
scientific accuracy of the Select and IIltimate -Method, but its results do not very
widely differ. It possesses the merit of requiring the early restoration of an unim-
paired standard reserve, and fixes a somewhat higher standard of economy . But your
Commissioners would have thought it wise, even if it had not seemed to them to possess
these ndvantages ; to fLS, if-possible, upon a method suggested by- the- special-experience
and skill of the gentlemen upon whom will rest the-duty of administering it .

The fact that the method recommended confines itself to cases where the premium
is equal to or greater than the whole life premium has not escaped notice . The result
will, no doubt, be that the early reserves for whole life policies will be less than the
reserves for long term policies, for twenty years and upwards . This is anomalous,
but having regard to the infrequency of term policies with such long periods, it is
believed that they may be disregarded altogether for the present purpose .

Two methods of nssuring economy within the proposed limits, are suggested .
One is to rely on publicity, by requiring each company to report annually how

much the loading upon new preminms, plus the proposed provisions, amounts to, and,
in detail, what the direct cost of new business has been during the year .

The other is to put a limit by statute upon the aggregate cost of new busines : .
confining it to the propc~ed provision, plus the loadings .

Your Commissioners are of the opinion that both methods should be adopted, the
fornier to afford means of ascertaining that the latter has been complied with, and
the latter because even the publicity of this inquiry has not induced an abatement of
extravagance .

V.-INVESTMENTS .

Your commissioners believe it not only expedient, but necessary, to place all life
insuranca companies upon at uniform and common basis with regard t~ pow• ..r, of in-
vestment . It is in the highest degree inconvenient that different restrictions upon
such powers should exist in t'ne bases of different companir :s under the same legisla-

tive jurisdiction . No sufficient reason has been suggested to the Commission in the
course of the inqury for contiauing the differences in such powers arising out of

special Acts of incorporation . All ^ompanies ought to have precisely the some powers,
and the powers of all ought to be p',•escribed in a general Act relating to all .

Under it former head the Commission has stated very fully its conviction that all
accumulated funds belonging to policyholders are essentially trust funds . It neces-
sarily results that permissible investments should be confined within such boundaries
as may be appropriately deiimited for the investment of that class of funds, Specu-

lative investments ougl.lt to be excluded, and the trustee directors- charged with the
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duty of investment should never be permitted to embarrass themselves by considera-
tions arising out of any personal relation on their part to the subject matter of in-
vestment . In the course of this inquiry the dual capacity of trustees has been fre-
quenth• illustrited, and lnany of the illustrations strongly emphasize the danger which
is inseparable from the dual position

. The power, which are at present conferred by the General Insurance Act are, i n
the 41pininn of the <`mlllni'sion . sutlieietttl}• comprehensive to cover every species of
invesu . :^ut which should be permitted .

The pl .-nriet .- of continuing to permit investment in ordinary unsecured stocks
may properly Is. ntlestioned. Section 50 (b) nlake ,

` the (lebentures, bond=, stocks or other sccuritie s

of certain companies, includin g

` wnterw orlcs company, water-pmwer eon s pany , gas company, navigation company,
street railway company (b >' what, ver po w er the railway is operated), electric light
or power cmnpan}•, heat and light conlpany, rolling stock comm^ny, bridge con-
s trueti o u company, harhout• trust emupany or eol:unis s ion, telegraph, cable or
telephone compan y , dock company, tire insurance company,

' permissibl- ~ investmcnts, though the sanie section forbids investment in tlle deben-
tures or bonds of an * any steam railway co mpan y unless its stock has p :tid dividends for
t{r . ._.t,ar- . 'I ht invc stulcuts which have corne befo :-e the Commission have ennvinced
your Commissioners that it is exceedingly desirable that the word 'stocks' should be
stricken out of this subsection . Many `public utility ' stocks, or industrial stocks,
in modern financial practice, represent no investment of money whatever . The mone y
put into these enterprises is often represented by the bonds only. The stocks are quite
,in~#-curcrl, and not only ordinary creditors, but all bondholders must be paid before
hobler ; of stcck receive any thing. Such stocks are inappropriate as an investment of
trust funds . Your Com`missioners, therefore, -ecomnlend dropping them from the
category of investments .

The 4th subsection of the same section sho ;tld, your Commissioners think, be
amen , led also, so as to drop from the list of perraissible in vestments in the United
Stntc :z the preferred or guaranteed stochs of the sarr .e classes of company in the United
States.

Another class of security which the Commission eleems undesirable is that which
arises out of foreign operations by a Canadian compan y. The latTér-part of the saine
subsection gives a description of the investments covered by it by reference to the
place of incorporation and not by reference to the siEats of the propert y . Thus the Sao
Paulo and \iexican securities in which some of the companies have invested are g ought

justitie(l because, though all the operations and property of these companies are
in foreign countries, the companies themselves had their birth in this country. Your
Com , nissioners cannot but think that, to all intents and purposes, these are foreign
seourities, and recommend that this anomal,y be remedied b y n suitable amendment of
th f, section .

Your Commissioners would have been pleased if they could have seen their way
to the framing of an effective provision defining for the future, for all coinpanies, the
limits to which they may go in the holding of real estate for alleged head office pur .•
poses . The erection of expensive buildings under the guise of head offices, w ith the
real purpose of becoming landlord of extensive office premises, is a thing susceptible
of mt:ch abus .~ and conducive to extravagance . Nearly all the instances prescated to
the Commission have demonstrated the imprudence of permitting funds to be so applied.
It does not seem practicable, however, to Iegislrte effectively in that respect .

In respect even of the permissible range of investments, niany abuses have, in the
opinion of 5our Commissioners, prevailed. Your Commissioners cannot believe that
it was ever the intention of Parliament tht t, under the pretext of investing in the
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securities of 'public utility' corporations, insurance companies should promote such
companies and construct and operate their works . Nor can your Commissioners believe
that Parliament intended to sanction the acquisition by an insurance company of the
whole of or a controlling interest in the capital stock of a trust company, with the
iniEn* of managing and operating it as a subsidiary or tributary concern . These en-
ter,Iises seem entirely foreign to the very idea of investment. The insurance com-
pany is authorized to invest only, and hlot to engage in other businesses than the
business of, insurance. The possibility of diverting insurance funds from the autho-
rized channels of investment by these means could never have been in the mind of
Parliament Tl :en the Act was passed . It may not be easy to draw the legislative line,
but it seems to your Commissioners that, perhaps, the department may be entrusted
with the construction of the Act, and empowered to determine in •a11 cases whether,
l,nder cc bur of the, statutory power of investing, the insurance companies are embark-
inL- vFrnn or engaging in other businesses than the business of insarance .

VI.-VALUATIO\ OF POLICY LIABILITIES .

In addition to presently, mAtured liabilities account must be taken of the un-
matured obligations arising ander policy contracts. These are conditioned upon con-
tinued payment of premiums . The ascertainment of the present value of these un-
matured obligations- is _neccsRary to çompletCa propër hnlnnce .shQet ,

It is plain that for this purpose two valuations must be made, viz . :-

1 . A valuation of the obligations themselves .
2 . A valuation of the premiums receivable in respect of them .

The difference between them is the_net .reserve.
In the valuation schedules required in Great Britain separate valuations of policy-

obligations and of future premiums are required, though the difference or net reserve
only is entered in the balance sheet . In this

J
oturtry the practice has been to show the

net reserve only .
In making these valu .-tions it is necessary to assume a rate of interest at which

funds will be accumulated, and also a rate of mortality .
Care should be taken to assume a rate of interest which is reasonably certain to be

realized through a long period of time and upon investments of a safe and permanent
character .

I

Your Commissioners are of opinion that 3 J per cent is not too low a rate, when
subjected to this test ; and voluntary adjustment to eveh a lower rate is not neces-
sarily over-cautious .

In Great Britain, no rate is fixed by law ; but the companies value at from 21
to 3 1 per cent .

In most other European countries 3 to 3k per cent is the maximum rate .
In Australia 3J per cent is the rate used by the principal companies .
In New Zealand the Government Iüsurance Department, furnishing state insur•

ance, uses 3 J per cent And, under expert advice, is proposing a reduction to 3 1 per cent .
In the United States many companies value at 3 per cent for all policies issued

after 1900 ; many others at 3 J per cent . In New York, Massachusetts and Pennsyl-
vania, 3 1 per cent is the maximum and 3 per eent, the minimum legal rate for these
later policies . Policies issued before 1900 are still`valued at 4 per cent, which is also
the legal maximum rate in several states .

Here the rate is 4J per cent in respect of policies issued before 1900, and 3 J per
cent in respect of policies issued since that year, the values of the former to be brought
to a 4 per cent basis by 1910 and to a 3 J per cent basis by 1915 . There is no pro-
hibitiun against the voluntary adoption of a lower basis, and several companies now
value at 3 per cent, two having brought"tte sajAWs of their entire outstanding policy
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obligations up to that standard . The ability to (1 d this voluntarily indicates strength,
while a compulsorq redubtion in rate might imperil solvency .

The maximum rate, 3 j per cent, fixed by the present law does not appear to the
Commission to be either too high or too low ; and, in this regard, the present law does
not require amendment . I

While your Commissioners approve of the maximum rate now fixed, they deem it
proper to call attention to the statutory provision which enables that rate to be reached
gradually. It is believed that the reason for making the process of ra :9ing the reserve
standard gradual was not only to,prevent a sudden and dangerous dishirbance of the
finances of the companies from the standpoint of their solvency, but a13o to prevent
disturbance of the interests of policyholders. It is manifest that a sudde ;i transfer of
funds from surplus to reserve must interrupt continuity of distribution, and that those
policyholders wl :ose contracts mature before the breach has been repaired a-e not upon
an equal footi :,g with the others . Your Commissioners do not, therefore, approve of
the drastic course taken by the Canada Life . Its policyholders had a right to expect
that the changes prescribed by law would be made in such a way as to cause the least
possible affection of their interests and at a minimum of inequality .

Nor do your Commissioners think that companies should be permitted voluntarily
to strengthen their reserves beyond the 3 per cent rate . Should a general decline in
the rate of interest render such a measure necessary, the cause will affect all companies
alike, and general legislation should be had .

With regard to the-table of mortality to be employed in the vahiation,-soûi Coin-
missioners see no sufficient reason for reconnnending any change . The IIm table,
whose origin has already been explained in that part of the report which treats of
expenses, has recently been demonstrated to provide a reasonable margin of safety .
The more modern O0° table takes account of the more favourable mortality which is
fuund to exist in the earlier years of a policy, and covers a larger experience than that
upon which the IIm table is based .

On the other hand, existing Canadian policies have been valued by the older table,
and valuations so made ought not, in the opinion of your Commissioners, to be dis-
turbed, so long as they provide adequate reserves .

Additional reserves, to bring the company's total reserves up to the standard
voluntarily adopted by it (which must not, however, be higher than net reserv.,s for
all policies on a 3 per cent interest basis) should be returned separately.

Suitablè provision should be made enabling companies to set apart additional re-
serves in respect of tropical and sub-tropical business and impaired life business, in
all of which higher rates of mortality prevail than those found by 'the Hm table .

Annuities should be valued upon the basis of the British Office Life Annuity
Table of 1 8 93 .

VII .-LAPSE AND SURRENDF.R VALUES.

Most Canadian companies now make some provision by which policyholders in
case of lapsing are entitled to a continuation of the insurance for a period which is
fixed by relation to the policy's reserve. This provision is usually spokep of under the
name `non-forfeiiure.' Some companies, however, require action by way of applica-
tion or notice on he part of the policyholder to bring the provision into operation .
Others make the provision work utomatically. Your Commissioners are of opinion
that all insurance 'sereafter written should contain the provision, and that the benefit
of it should not dfpend upon acticn `)y the policyholders .

Every policy should set out, upon its face in tabulated form what the company
will do by way of loan value, cash surrender value, paid-up insurance value or con-
tinued insurance value, in both forms hereinafter referred to, after any number of
premium payments, and the lapsing policyholder should be entitled to elect between
the cash surrender, the paid-up insurance and the continuance of insurance in either
of the methods about to be described, shown by the table . The policyholder should '

.--~ ~•-_ ..-~
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make his election within a, time to be fixed and, in default of election, should have
the benefit of the continued insurance provision in the table, in that form of it which
is recommended.

Two forms of automatic continuance of the insurance have been brought to the
attention of the Commission. One provides for continuance as non-participating paid-
up insurance for a given term, without the privilege of resuming payment of premiums
save on proof of good health . The other provides for continuing the original insur-
ance, with all its rights, including participation and the right to resume payment of
premiums . Both forms provide for advancing premiums so long as the conventional
value will permit . The latter form is more general in Canada, and your Crnnmis-
sioners recommend it for adoption, as the provision which is to be operative if no op-
tion is exercised by the policyholder .

Tables similar to those incorporated in the standard policics prescribed by the
recent New York Iegislation, with the modifications necessary to carry out thecze re-
connnendations, are recommended .

VIII.-STANDARDIZ .ITIO?I OF hOLICIES .

'I'he Commission has been impres~cd by the confusion arising out of the multi=
p]icitÿ of policy forms in use and by the sometimes misleading titles and eontents
of nlany of them. A return t; ~:-thods more simple, intelligible and conducive to
clear_coniparisqn-seoms to 'io Commission desirable . --It-ie-believed that-, apart from--
industrial insureince, the ordinary whole life policy, the limited payment life policy,
the endowment policy, and the term policy may be made to embrace all the classes
of insurance neces~ary to a henlthy system . All policies should be made incontest-
able, save for discôntinuanco of payment of premiums, after a reasonable period of
time, the expirafi~on of which should also conclude the company with regard to the
age of the assured . The table of values mentioned above should be incorporated
into the different pol?cies by a suitable policy provision, and there should, in all
participating policies, be an appropriate obligation to make good the policy's share
of profits in cash or bonus addition at the option of the insured . Your Commission-
ers would advise excluding from all policies issued by foreign companies to pirsons
residing in Canada any provision intended to deprive the insilred of his resort ~o the
Canadian courts to enforce his policy rights .

There should be an opportunity given to companies to obtain the standardiza-
tion of other forms of policy than the five which are now recommended, upon estab-
lishing the expediency of such standardization . The Insurance Branch may be au-
thorized to standardize such other forms upon proof of expediency, but withdut
departure from any of the principles upon which the standardization now recom-
mended is based .

IX.--DISTRIBUTION OF SURPLUS .

Your Commissioners have given this subject much anxious consideration . The
insurance managers are narnestly opposed to any amendment of the law looking
towards curtailing the volume of deferred dividend business . and they appear to
view the suggestion of a col :.2,aisory distribution at more frequent intervals than
quinquennially as revolutionary and destructive . On the other hand these surplus
funds are, as already pointed out, -trust funds and belong to the policy-holders .
Annual distribution is the ordinary rule of commerce, and the retention of earned
surplus has, as shown heretofore, a direct relation to the principal abuses to which
attention has been called. In New York annual distribution is now required in
respect of all new contracta of insurance . In Massachusetts not only is annual dis-
tribution for the future made an essential feature of the report of the State Com-
mission, but in respect of outstanding policies an annual, binding interim appor-
tionment is insisted upon . The Chicago Conference of Governors, Attorneys Gen-
eral and Insklrance Commissioners pronounced in favour of an annuel distribution .
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The Commission appointed by the Governor of Indiana reported that the surp]
should be paid out annually. So did the Joint Committee of the Senate and
sembly of the State of Wisconsin .

The treatment of policy-holders entitled to the benefits of deferred dividen
has been shown to the Commission to be capricious, unfair and unequal in ma :
cases . The freedonn from liability to account at stated periods has created a co
fusion of ideas as to the ownership and purpose of accumulations upon deferr
dividend policies . There has been mmnifest n tendency to divert these accuntti]
tions from their original purposes and to apply them to alien purposes . They ha
been utilized in maintaining the fierce struggle for new business or as funds pi
videntially in ]land for purposes of speculation .

Your Commissioners recommend the prohibition of insurance contracts whi
provide for distribution otherwise than annually . With regard to outstanding co
tracts which so provide, there should be prescribed an annual, definitive ascertai
ment and allocation of profits, and each policyholder should be advised yearly exa

c what has been carried to the credit of his policy.
With regard to all the business issued after the law becomes operative, which w

thus be upon the basis of an annual payment out of surplus, all surplus earnings f
the year attributable to it should be annually distributed in cash or bonus ndditiol
save such sums by way of contingent or safety fund as may be necessary to preve
embarrassment .and undue fluctuation . --------Co--- -m-

Y our missioners desire to point out that annual distribution is the fairest in
most advantageous plan for the average policyholder . It cheapens his insurance ai
furnishes him with the only true index of what it costs him . It puts him upon t]
same commercial footing that mercantile practice puts him upon in other busine
relations . It simplifies the accounting with him by the insurance company and brin,
his real insurance asset before his eyes in a clear and distinct shape . '

The remedy recommended should be reinforced by appropriate requirements
the returns made to the Insurance Branch, so that the methods followed in ascertai
ing, apportioning and distributing surplus may be subjected to criticism .

1'here should, besides, be legislation enabling the Attorney General for Cana(
to maintain actions in respect of the accounting made by the companies, in the i
terest and for the benefit of the` policyholders entitled, so that there may be not on
departmental criticism, but also judicial determination of the propriety of the metho
of apportionment and distribution at'opted .

There is a general agreement tht .t there should be a marked advance in the degn
of publicity to which insurance business is exposed . And it is conceded by the con
panies themselves that a larger measure of public information with regard to the
affairs than now exists would tend towards mom efficient and honest management at:
greater econaany, and would stimulate that healthy competitio .-i which is one of tl
prime safeguards of the insuring-public:

The majority memorial from the Life Managers' Association submits, in th
view, a form of annual return to the Department of Finance which includes the mo
minute details of the business carried on .

On the other hand, the minority memorial, which is exclusively signed on baha
of British companies doing Canadian business, ndvocntes it complete change in tl
methods and substance of the returns, asking that they be placed upon such a foo
ing as to disclose n true revenue account and a true balance sheet, prepared upon tf
principles governing the returns of British companies to the Board of Trade und(
the Imperial Act of 1870 . This, it is said, will enable a company's true position, m
.only with regard to its invested assets, but also with regard to its policy obligation
to be ascertained by accountants and actuaries with scientific precision .
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' This report, in another part, points out the fundamental difference between the
function of the Board of Trade return and the return required by the Canadian law .
The former is not followed by, and is therefore not framed to facilitate, actual examin-
ation of and inquiry into the workings of insurance companies, and their results to
policyholders . It is rather framed for the purpose of enabling sl;illed actuaries to
make scientific cJeductions from the return itself, without having any access to its
book-keeping and actuarial bases.

'l'Im Canadian return, on the other hand, is intended to perform a fundamentally
different function . It is to be followed up by independent expert examination of the
sources from which it is compiled, and is therefore framed to serve the purpose of
facilitating such examination, rather than the purpose of enabling expert conclusions
to be reached without it .

Your Commissioners are advised that the form of return at present prescribed
lends itself to the facilitation of the subsequent examination in a higher degree and in
a more practical way than the Board of Trade return .

Tho Canadian law requires a public official valuation of the policies in force at
stated intervals . This requirement seems to your Commissioners to make it of less
importance that the return should in itself provide all the factors for such a valuation,
than that it should make the examination of the financial standing of the different
companies in respect of their investments, expenses and profits capable of being made
morosimply,essily-and- expeditiously,--------------

Your Commissioners are of opinion, however, that it would be wise to amend the
law so that the prescribing of any precise form may not hamper the officers of the
Insurance Branch when, for any reason, the form falls short of furnishing the full
information desired. The form should itself be elastic, and the provisions regulating
its use still more elastic, enabling those charged with the duty of acquirint* informa-
tion to supplement authoritativelÿ the prescribed form in any case where it does not
elicit all necessary and desirable information . Elasticity in practice is more to be
desired than an impossible accuracy in foresight and a prescription along unyielding
formal lines.

Nor is it unreasonable th2,?, more interim information than is now given upon the
important subject of valuation should be furnished in the returns . Your Commission-
ers are of the opinion that the valuation made by the officers of the Insurance Branch
should be made at least every three years, instead of at least every five years, as the
statute now provides . The returns should include such information as will enable
the officers, in the intervals between such authoritative valuations, to detect any depar-
ture from the principle upon which the valuation is made, and any failure to main-
tain reserves in accordance with it. Provision for this is made in the Fmended for,n
of return recommended by your Commissioners .

Your Commissioners are not favourably impressed by the multiplicity of detail
in the return suggested by the majority memorial of the Life Managers' Association .
This greatly adds to the volume of the return, and seems to be unnecessary if the
powers of the officers of the Insurance Branch are so widened as to enable,them to in-
sist upon details to any necessary extent in particular casea . Certain additioaal details
in respect of some items are suggested in the amended form of return n :companying
this report, for reasons which the amended form itself sufficiently indicates . Beyond
these additional details your Commissioners sec no reason for incréasing the volume
of the return by minute subdivision and classification .

The most important among the additional details suggestel, omitting additions
called for by new and substantive recommendations affecting- principle, is the more
minute classification of premium income . Items 1 to 5 in Part IV. of the return,
headed 'Income during the Year' have been recast and subdivided so as to furnish
more detailed information .

It is considered desirable that the return should furnish such i :iformation as
will erable the officers of the branch to maintain an effective check upo .z the expendi-
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ture for new business, so that it may he readily ascertained whether the companies
have kept within the margin permitted by the ainendm°nt recommended under the
heading `P:xpenses' in this report . This also is expect d :o 6e accomplished by the
alterations recommended, which require the first year loncikltgs to be ascertained and
returned . The greater amplification of the general item, of expense which will be
found in the amendeci form will greatly facilitate this verification .

I'erhaps the most important alteration in form which is recommended is that
which is made necessary by the Yearlr declaration and payment of profits in respect
of new busiucss, and the yearly ascertaimnent and allotment of profits in respect of
existint,* businc-'s .

It is desirable that the principles which have governed the mPna~,ement
in the ascertninment and distribution in both classes of business should be clearly
disclosed, and that the amounts so ascertained, where not actually paid, should be
carried among the liabilities in a separate item, capable of being readily traced in
subsequent years. 7'his, it is bclieved, will be amply provided for by the amended
form recomniended . The calling for illustrations of dividends declared and for infor-
mation with rogard to the imvtünd5 of computation employed, your C,onuuissioners
believe will serve a most useful purpose .

The methods of some of the companies examined have made it importait that
the annual examinntion shonld strictly follow all the movements of securiti(,s during
the year. Your Conuuissioners have provided for this by another and separate return
accompanying this report, which it is recommended should be required quarterly,
um4(,r the same penal sanctions as pertain to the main return . It is not believed that
tin .• irregularity in the making ng investments can successfully be concealed if this
ctua)-terh• return is made compulsory .

XI.-TIm INSURANCE I)F:PARTMEST, IT S POWERS AND DUTIES .

The minister within whose department the subject of insurance falls is the Minister
of Finance and Receiver General, and the Iusurance Branch of his department is his
insurance executive. The statute provides for the ap7n~intment of a chief officer of the
branch, with the title ` Superintendent of Insurance,' and his position and duties are
elaborately defined . The appointment from time to time of officers and clerks under
him is provided for.

The duties which lie is required to discharge are to some extent of a routine and
clerical character: -He is to-kecp-a recordof the documents which companies are re-
quired to file in the Superior Courts of the different provinces for the purpose of giving
those courts jurisdiction over the subject matter of their contracts of insurance . IIe
is to keep entered in the books of the branch the securities which the companies are
required to deposit with the minister, their par value and the value at which they have
been received on deposit . He is to keep a record of the 1 1 - elses issued . He is to ascer-
tain and levy upon the companies a rete to provide for the expenses of his office.

But his duties are not all of this character . He is required to report to the minister
before the issue and renewal of all licenses whether the companies have complied with
the requirements of the law and whether they appear, from the statements of their
affairs furnished, to be in a condition to meet their liabilities . He is to visit the head
office of each company in Canada at least once each year to examine, check and verify
the elaborate returns made to the department by each company, and to report the
results for the information of the minister, specially calling to his notice all matters
requiring his attention and decision, showing full particulars of the business of eagh
company, and he is besides, to classify the various branches of insurance, collecting
and tabulating items, so that his report may be in the most useful form for presentation
to Parliament, w',ieh is its ultimate destination.

He is clothed besides with substantive powers of examination into the condition
and affairs of insurance companies, in addition to those given him in connection with
the yearly visit made to check and verify the returns . If, and whenever, as a result
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of his regular cxamination, or from any other cause, he deelns it necessary to make n
more complete and thorough investigation, and so reports to the minister, the latter may
instruct him accordingly, whereupon the books of the company under suspicion are
opened to him, the officers of the company are bound to facilitate his inquiry to the
utmost, and he is given power to examine thenl upon oath . The result of this inquiry
also is to be the subject of report by him, and he is required to form and atate his
opinion as to the standing and financial position of the company examined and all other
nlatters desirable to be made knôwn to the minister .

In the pursuit of his important powers of inquiry he may be sent by the minister
to the office of a foreign company doing business under Canadian license, and there
may demand the fullest disclosure, under .,enalty of withdrawal of that license .

When the superintendent, as a result o , the examinations made by him, thinks the
assets of any company insufficient, according to the rtatutory requirements, to justify
its continuauce of business, or that it is unsafe for the public to effeet insurance with
it, lie must report specially to the minister, i nd his report may be followed, if con-
curred in by the minister, by government cancellation or suspension of license .

Perhaps there is no function with which he is charged more important than the
valuation of policies . This be must now do at least once in five years in the case of
all policies of Canadian companies and all Canadian policies of British and foreign
companies . By this means lie is expected to make all authoritative adjudication upon
the solvency of Cnuadian companics and (lie solvency by reference to Cniiadinn assétx
of all other cenlpallies in respect of their (`anadivl obligations . On the one hand, bis
proper performance of this duty may be followed by consequences of the most serious
character to the insurance companies, and, on the other ]land, its negligent or per-
functory performance may be disastrous to the insuring public .

In this, as in other matters to which reference has been made, the superintendent ;
therefore, stands between the public and the companies in a more intimate and relevant
fashion than the minister himself, whose hand and conscience he is. The present super-
intendent, lfr. Fitzgerald, has occupiei? the position since 1885 . The work of examina-
tion and inquiry into the affairs of insurance con:,lanies by-hinl and his staff has been
conducted in some respects rather as a check than as an audit . Viewing it from this
standpoint, it has frequently been effective, though many improprieties have remained
undiscovered . Irregularities typical in t: .eir nature, such as unauthorized investments,
irregular loans, the writing up and down of securities and the making of fictitious
entries at the end of the year for the purpose of suppressing transactions in the returns,
have not escaped notice and criticism, and- have,- when discovered, been efficiently dealt
with .

In dealing with those irregularities in investment -and other financial improprie-
ties which have been discovered in the course of his examinations, the superintendent
has frequently acted with firmness, and pressure from him has sonletinles resulted in
bringing directors to the admission and rectification of these improprieties . IIe has
not felt himself at liberty in this class of cases to recommend the drastic remedy of
withdrawing, suspending or declining to renew the license, notwithstanding the pro-
visions of section 25 (4b), which provides among other things that before any license
is renewed lie must have reported that ` the requirements of the law have been com-
plied with,' and of section 25 (5), which authorizes him to thoroughly inspect and
examine into all the company's affairs and make all such further inquiries as are neces-
sary to ascertain .

'whether it has complied with all the provisions of this Act applicable to its
transactions !

He wAs advised by the Department of Justice in 1894 that the remedy of withdrawing,
suspending, cancelling or declining to renew the license . was, upon the proper inter-
pretation of the Act, confined to cases in which the liabilities exceeded the assets, or
the assets were insufficient to justify continuance of business, or it had become unsafe

123a-13
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for the public to cltect im-nrance with the company, thus practically limiting it to the

case of insolvency. By the opinion then given the prtictice of the superintendent has,

since been guide(], niai ho has often been cautious in asserting himself when questions

of ditliculty have arisen [elieving himself to be denied in this and other r c.s pcct s ,

powers which lie thought it desirable lie should possess .

Your Commissioncrs in the early stage of the departmental inquiry were :tlpre-

hettsive that. be result. of the restriction placed by the opinion of the 1)cpartutent of

Justice uhon the practical retncdy of dealing with the license itself in case of company

wisconduct might have been to tnake the superintendent and his ofiicers more or les,

atiathetic in dealing with tho~:e iinproprieties as to which they believed -ihetnseh•es to

Ir„ witbouteticctive chock . It wa~ with some satisfaction, therefore, that your Com-

uii .~si,,ners observed, it., the inquiry proceedcd, how these improprieties when aiscovcred,

were dealt with, and the consideratble "iccess which vas achieved .

]t will, your l,`om unisieners M ieve, be useftil to so nuiend the Act that the efec-
tive reunedy of suspension or withdrnw:tl may be made capable of judicious applica-
tion to improprietie: which do not involve insolvency . 'lite wilful or careless over-
stepping of investinent landtnark ., and other improprieties which are instanced in
the reports upon individnal crnnpanies : have becotne too generd to be permittcd to
continue, an d the ]iability to temporary suspension of the right to do bnsitiess will,
ynitr C'oynnti«iutner.. l,cli(Itr, opera te as :t tvhole~rnm~ ineentive t,) the avoidance of
these practices

. It is hoped that tue snl,stantial wiiiening of the superintendent's powers to elicit
information which is rernromendcd, ond the additional requirements of the atnende d
ri,t,irns siigt;ested, will make tlte work of the branch inerea :ingly etlectit•e .

'fli,• ,ictuarial work of the department hns, the Commission il ndvisc,l ❑ nd believes,
been a4liuirably done. Mi . Fitzgerald, though fatniliar to sotie extent by practice with
question., of pin•c in,nrance . is not him~elf ami actuary. 'l'be professional meml,erc; of
his .<tat1, li,m•evcr, 1tr. 131nakadar and .ltr . Grant, hoth of whotu were exatnined before
tlii~ l'onunissi,,n, appear t .o be actuaries of much skill, and with entire lionesty of pn

rpc~,e,The Commission believe~; their actuarial work in the valuation of policies and
„thcr w i-e has been well (]one.

Th , provisions made in various parts of the Act for dealing with licenses by wa y
of voncolling, withdrmvin„ suspendinI.- or refusing to renew them might perhaps

h consoli lated aiid somewhat simplified. 'ihere are no less than three diti'erent . provi-
sions of the kind, all predicated upon tue existence of a state of insolvency . They are
s,ctitit 1 0 section 25 (8)rnd Section 25 (10) . Thesemtght,itisbelieve;i, be brought
togrther irn asingle plain provision . This may, however, he more conve ;tien`ly dealt
With b~• the departmcnt when the Bill is under consideration .

'1'he Commission finds a similar mtilt iplicity of tribtntals which may deal with
the licewze . tinder sectiot. 10 it ig the 1ltinister ; under section 25 (8) it is the
( ;ovcrn,,r in Council . and undcr section 25 (10) it is the 'l'reasury Board . This might
also lie similarly dealt with if deemed expedient .

Your Commissioners think it desirablo that there should be given to the superin-
tendent a somewhat wider power than lie now possCsses in respect of inspection of the
offices of companies whose origin is British or foreign . His powers in that respect,
which now dcpcnd upon section 25 (11), do not seem so complete as his powers in
respect of Canadian companies, which depend upon sections 25 (4), 25 (5) and 25 (6) ,

In respect not only of real estate owned by companies, but also of real estate upon
which mortgage loans have been made, the superintendent should have power to check
the returned valuations by independent appraisement in cases wher-~ for any reason it
is deemed expedient.

There should, your Commissioners think, be more power vested in the superin-
tendent, without necessarily referring to the minister, in respect of varying or supple•
mentinr the forms prescribed for returns . In matters of detail there should be the
ntJnnst, elasticity in moulding the forms to meet variations in practice in different com .
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panics, differences in bookkeeping and other matters which may interfere from time
to time with the applicability- and usefulnoss of any particular fo rm. It should not
be necessary for the superintendent iit_ïl (l nlip g .with thi s cl,is., Of details to awitit the
ruling or direction of the minister.

The work of the branch is large and gro w ing rapidh• . and the adoption of the
s11 g9estiotls math, in this report will ver

' v
cnnsi d er a bl}- increase it, and y our Conmii .-

sioners recon mend that the ,ro w th of the staff shoul d continue to keep fully a t- reast
with it .

Throughout this report the references to the Statute are to the Ins m•ance Act as
it stood before the revision which came into force on January ai, 1907 .

The part taken by fraternal or benefit societies in the history of insurance is an
important one. The elimination from their constitution of all questions of profit and
many of the larger questions of expense has enabled them to appeal to classes which

as to bring its advantages home to the humblest . They have doue much to alleviat e
the regular insurance couwpanv could never reach, so cheapening the cost of insuranc e

distress in the assistance they have given to the families of their members . Thoy have
collected large funds and distributed them among those whose necessities were great-
est . The social element in them has made for the betterment of their members in
m.iny W ay s . They have grown ` into the life of the country and are a part of its
development and progress .

It is, therefore, important to examine carefully the principles which underlie
their operation, to ascertain with all possible accuracy the results which persistence
in those principles may be expected to involve, and, with cautious firmness, to do
whatever is possible to strengthen their position and widen their sphere of usefulne.., .

In the first place, the insuring of human lives is a business, and cannot be succe>s-
fully carried on by selling the commodity in which it deals at less than cost . In the
next plac,2, it is unsound economice to credit part of the price which one customer
pays upon the account of another customer . Upon the application of these two pro-
positions detends the solution of the problem presented by the history of these
societies . In so far as they have been selling insurance at less than its real cost, in
so far as they have been depleting the provision made by one policyholder for the cost
of his insurance in order to eke out the inadequate provision made by another policy-
holder for the cost of his insurance, they have built upon foundations of sand, and
the edifice must fall . What does the evidence before the Commission establish in these
iwo respects? AV

Given a reliable mortality table and a rate of interest which may be depended
upon, the average cost of insuring a life and what that cost is during each year of
protection are matters capable of accurate demonstration . When level premiums are
fixed to represent the whole cost, it is clear that they must be so computed as to pro-
vide in the early years, when mortality is low, a surplus to make good the loss due to
1 ► igher mortality in the later years . The cost of the insurance grows year ky year
from a point below the auiount of the level premium to a point above it, and the
function of the level pretüium is to accommodate the variation . It is clear that it is
,essential to the proper exercise of this function that the saving while the cost is below
the p :emium, should not be diverted to other purposes . For example, if old members
whose insurance has crossed the line, are paying at level rates which were originally
inadequate to provide the comp-nsating saving, it will not be sound business to use
the saving on premiums of others to help out the cost• of their insurance . Nor will
such a use of it do more than postpone the inevitable end . The influx of new mem-

bers can never, in practice, overtake this waste . As new members become old and
their savings . already diverted, are called for to provide for the cost of their oR-n
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insurance, new members in a ratio constnntly increasing, must be foutuI in turn to
sacrifice their early savings .

The rates charged by these societies were never based upon any scientific conl-
putation of the cost. of insurance, and when compared with raies computed upon any
known experience have always been fourni inadequate. The attempts to better this
inadequacy by raising the rates have not been permitted to extend to c W members,
in the case of any society except the Ancient Order of Foresters : an(] the rites for
new members, themselves inadequate, have becn rendered doubly so by the greater
inadequacy of the rates of older members .

The mortality table to which the name of the Nationai Fraternal C mgress has
been given has very recently been under review at the instance of that body . The
experience of forty-three friendly societies was examined, of which sixte(•n admitted
► uen only to meulbership, four admitted women only, and the other ta'enty-three
admitted both men mld women . The numbers of persons and the exposures were as fol-
l on-s :--

)l er u be rs. l:xpo =u re ,.

=X'iet t(Irnittinq uien ) nl % . . . . . . . . . 16 lPR . . . . . . . . . . . . . . . . . . . . . . . ,
. . . . . . . 2

.083 .020 2,128.4I0 . 04 . . .' W-unicn .III% . . '{5R.545 348,228 .1123 . '• botli men anA wuuien . . . . . . . . . . . .
. . . . . . . . .

. . . . . . . . . . . . 401,â53 40.3 .5':C .3
_. ..__--------Totals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,843,21R 2,980,186 . 5

The Nvork of deducing the (icatll rate appears to have been carvfully and skil-
fully performed, having been in the hands of Air . Landis, ivhozze professional ex-
perience among friendly societies ► uakes his work of peculiar value . Four per cent
was the rate employed in computing premiums therefrom .

A comparison of the net premiums deduced, with those fixed by the National
Fraternal Congress tables, shows that the latter are slightly higher for all ages up
to 35 . At age 36 the forty-three societies rate is $1 7 .25, while the N. F. C. rates is
$17 .24 . From ages 37 to 50 the forty-three societies rate rises above the N. F. C .
rate by slnall gradations from year to year, being four cents higher at 37 and $1 .60
higher at 50. After 5 0 it rises more rapidly, reaching a difference of $5 .04 at 70.

The object. of this inquiry into friendly society experience was to test the re-
liability of the N. F . C . table and the odequacy of the rates deduced from it . The
conclusion of the ('oulmittee, in its report to the National Fraternal Congress, was
that „

`tlte N. F . C . trble of mortality is an acceptable and adequate minimum

table, which will prnduce ratos of contrihution sufficient to cover the cost of
death benefik a ., promised by the societies of this Congress, while in a normal
condition . ,

This couelusion reeolnmcnds itself to your Couuissioners . If time N. F. C. table
should not lx, left the official table of the Congress, but should be readjusted to the
variations found in the forty-three societies' experience, the result would be, upon
the whole, less favourable to the older members of the societies valuing by it .

In the portion of the repor ; ,lealing with individual societies, the rates charged
by all but the Independent Or,le: of Foresters and the Ancie.nt. Order of Foresters
have already been compared w ;th .le N. F. C. rate=. The present rates of the Ancient
Order of Foresters have not bc,en compared because that society now maintains a
reserve on the statutory basis.

It must he remembered that wherever the comparison shows an increase in the
rates charged by the societies that increase left members already paying the lower
rate.~; quite untouched .
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Age. 1. O . F. N . F. C .

20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.07 11 .82

25 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 .84 13 . F-3

30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .'I 8.21 18.52

35 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.89 20.14

. . . . . . . 10.03 25.14
40 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

45 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.83~ 32.27

50 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.53 43 .03 1

These comparisons are typical, both with regard to actual deficiency in the highest
rates and with regard to the greater deficiency of old members' rates, of all the socie-
ties under consideration .

Mr. Grant further illustrates, in the most striking fashion, the inadequacy of the
old rates by showing, in comparison with them, what premiums would be required
to defray the actual cost of carrying the insurance if no deaths at all occurred in the
society before 70 years of age, at which date the benefits begin to be paid
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The nlembers of the Indepeudent Order of Forester,;, for exnluple, who became
members before the change in 1896, mentioned in a former part of the report, re-
mained and still remain nlembers upon the rates of 1881 . And the saine observation
applies to all the other societies whose rates have been so compared .

Even if, therefore, the present schedules of rates in force were in themselves
adequate, the practice in the societies still permits the depletion of the early surplus
which they provide, to make good the losses occasioned by the insufflciency of the
rates, which old members pay, to cover the cost of carrying their insurance .

This seems to be a condition against which no headway has yet been made in
the societies theluselve.-7 . The old members n ► nintnin their ground, being more con-
cerned to keep a firm hold upon their own too cheap insurance than in the getleral
welfare of the societies at large.

In connection with the Independent Order of Foresters . 11r. Grant, of the In-
surance Branch, made a most valuable actuarial comparison between the condition
of that order's surplus funds and its policy liahilit :cs, as well as an examination of
the influence of alleged higil lapse or secession rate upon the adequacy of the pre-
miums charged . This work was done at the instance of the Commission, with a
view to ascertaining the soundness or otherwise of the contention advanced by the
Supreme Chief Ranger . Similar comparisons have already been made in regard to

the other societies. In the case of this particular society the work was made mora
difficult and complicated by the circumstance that the age 70 is, by this society'a
contracts, conventionally fixed as a period of total disability, at which the rayment
of the slun insured begins, a factor absolutely neglected in fixing the level premium .
At their highest mark, since 1898, the society's premiulns may be summarized ac-
cordiug to llr . Grant's careful figures, and compared with the premiums require d

by the N. F. C . table, as follo w s :-

:1ge.

11 .82
13 .83
18 .52
20 .14
25 .14
32 .27
43 .03

------- -------------- ---------------- -- -

But many members of this society are still paying upon the old rates, the com-
parison as to them being as follows :-

20 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .I 0 .12

25 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. .I

10 .7 2

30 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.0O

35 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.73

40 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 141.15

45 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23 .7 1

50 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33. 08
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:1ge. 1. U . F.

_ _ - ---------- --- -- - ~
_~-- - --I

°_V . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

~J
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 .643U . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.213 :i . . . . . . . .

.
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .4U . . . . . . . . . . . . . . . . . .Sy. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

43 . . . . . . . .
. . . . . . . . . . . . . . . . . . . . . .

1 S
.

U.U3

. . . . . . .
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .50 11.63. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16 .5 :3

No dealhs

before 70.

6.83
8 .70

11 .23
1 4 .75
19 .86
27 .7 Y

Mr. Grant also compared the actual mortality of the society from 1894 to 1898
with the N.F.C. table, with the result that a striking agreement was shown .

The influence of lapses or secessions in lowering the necessary premium rate, so
much relied on by the societies, especially the Independent Order of Foresters, was also
carefully considered by him . He shows that the large proportion of lapses occur dur-
ing the first two policy years, and a very small proportion after the sixth year. He

artratcs the persistency of the old membership from the records of the society . The
recsult is shown to be that, inasmuch as a large proportion of the total gain from
lapses is realized in the earlier years, the net result is not to lessen, but to increase,
the amount necessary to hold in reserve .

Mr lrrqnf made four valuation ., upon different tables the O(m) table, with
lapse, 'he same table, without lapse, the Canada Life Select (or Hunter) table, with
lapse, and the N.F.C. tabi, . The lapse rate was in each case by the society's own
experieu^e . The reserves con,outed upon the basis of the N .F.C. table were the lowest .
Upon thi .t basis, the presert value of the society's policy obligations above the present
v : lue of its future assessments or premiums is $58,543,728. To meet this obligatirin,
the society has an adjusted surplus of $8,817,653 .38 .

Your Commissioners look upon the most recent dcclaration of Parliament in the
incorporation of friendly societies as an indication of the policy of Parliament upon
the subject now under diseussion . In 1898, when the Ancient Order of Foresters was
incorporated as a friendly society, its incorporation was only permitted upon terms
of maintaining the statutory legal reserve, which involved the collection of premiums
or assessments sufficient to enable such reserve to be established and maintained .

They also consider that the experience and history of that society under the
parliamentary requirement indicate the wisdom of the parliamentary policy .

The stability of these useful bodies ought to be legislatively assured, and the only
metho l of sceuring and nlaintainin g that stability known to the science of insurance
is to forbid the making of contracts below actual cost.

That the cost of friendly society insurance is less than the cost of what is some-
times called `old line' insurance may properly enter into consideration when dealing
with the question of what actual cost is, but it cannot affect the principle which your
Commissioners offer for legislative recognition . It is believed that the adoption by
Parliament, for the future business of these societies, of the National Fraternal Con-
gress table, with the rate of 4 per cent, will give to their future business the stability
which their wide and useful operations merits .

With regard to their present business and assets, considerations of some difficulty
present themselves . The effect of calling peremptorily upon the old membership to
re-enter their societies at the new rates and at their present ages would, no doubt, be to
precipitate a large volume of lapses, and to deprive many persons of the insurance
protection for which they have been paying, though inadequately, for many years .

On the other hand, it is not equitable that members hereafter joining and paying
rates just equal to actual cost should have their rights affected and their protection
imperilled by the needs of those whose provision may prove inadequate.
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Your Côlnlnissioners are also impressed by the inexpediency of legislation for the
alteration of contractual- rights .

Upon the whole, they recommend that friendly societies be rrquired for the future
to issue all policies at such rates as will enable them to maintain rc-ervcs contputed
upon the N.F.C. table of mortalily at the rate of 4 per cent, and to keep reserves
of all adequate rate businesF absolutely separate and distinct for the exclusive benefit
of policies upon \vbich adequntr rates are collected .

Should their present mcmber; dosire to bring their insurance within the new
legislative provisions . they should be permitted to do so upon paying the new rates for
their attained ages, reduced by giving credit for their respective shares in the old
fund.

Should they prefer to continue upon the old rates, they should have the option of
doiug so, retaining their insurance for such suis as those rates and their respective
shares in the obi fund will purchase at their attained ages, at the new rates,

They should, if they prefer it, have the right to maintain their policies by paying
the new rates for age of entry, making good the difference between their respective
shares iii the old fund and their respective shares in the new reserve by liens upon
their policies, upon which interests should be paynble annually .

If they prefer to discontinue the insurance altogether ; they should receive paid-up
policies for their respective shares of the old fund .

These are substantially the options offered by the Ancient Order of Foresters after
its incorporation . on terni.,; requiring the legal reserve to be maintained .

There should be a further option, in the opinion of your Commissioners . A term
rate for the whole amount of insurance, for the number of years between the member's
attained age and the age 65, should be colnputed upon the prescribed basis, giving
credit for the member's interest in tue old fund, and lie should be permitted to take a
terni policy accordingly, but this option should involve a fresh medical examination .

These options furnish the best menus which your Commissioners are able to suggest
for minimizing the disturbance of interests which in increase in rates may cause, and
for securing the full benefit of the present funds to those to whom they belong . It
would be, however. entirely proper to leave these ~letnils to the societies thrmselves .

XIlI .--STATF. INSUn :\ N f'F, .

This is part, and only a part of a large, important and difficult subject . There is
in most countries a growing tendency, in respect of enterprises involving public or
quasi-public service, towards nationalizing or mtmicipalizilfg them or otherwise putting
them on the footing of being oeprated by and for the public . The post office, telegraph,
telephone, transportation, banking, water and lighting services have all been somewhere
and at some time made the subject of this extension of the governmental idea. In
New Zealand, where the insurance of lives by the state has proved to be successful,
practically all services of this kind are also in the hands of the state, and state in-
surance instead of taking an anomalous position as a state enterprise among private
enterprises, finds its legitimate and natural place among other state enterprises . In
this country the post office is the only type of exclusively governmental public service,
though public ownership has extended into the domain of banking and transportation,
while municipal bodies are working towards the ownership and operation of public,
telephones, waterworks, lighting and power plants and electric street railways .

The only instance of the successful insurance of lives by the state of which the
Commission has information is in New Zealand . There it is ai,nrt of a carefully
devised system by which all public utilities are operated by the stat . . And it has been
successïul because it has been carried on by means of the same aggressive agencies as
if a private corporation were behind it. Agents are employed to push business and
canvaee rieks. The advantages of the contracts offered are widely advertised, and in
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all respects the state conducts the life insurance business upon the same principles and
under the same conditions and rules as if it were a well manfged and enterprising

private corporation.
Your Conuni .sioners are of opinion that at the present time and under present

conditions it is-uot expedient for the state to take up the business of life insurance .
Apart from the fact that the companirs now fully cover the field, there are man y

problems in state ownership still to be solved, pertaining to wlnit . are public utilities

in a broader ►ul more vital sense than life insurance, sud the solution of these may

be snfely awnited .
(iiviug lit' ( • iu~uratuee a place in n harmonious t;encrol system, involving the ex-

clusive publie oirnership (if a comprehensive croup of publiv .uul ( ►uasi-public services,

would present or entireh• different question .

XIV' .---('oNTtt,tcTC>At, i'NirroaMuTr Tt ► nutuuoaT ('A N AU A .

p(licy of thc 1)"vuinion Insuranc:• Act is to exempt frun : its operation com-

pauie, of provinci,il origin Nvhe~e busine~~ is confined tvithin tlte limits of the Province

of origin, : ►nd the Commission understaiud that with regard to such companies legisl.a-

tion by the Do ►uinion restricting freedoul of contract wotild he in fective.

11'ith regard to companies which are incorporated by Parliament, the Commission

understaml : that no such question arises, and that for such companies Parliament

► uay effectively lay down contractual rules .
With regard to British ami foreign companit-s, they may theoretically confine

their ('anudi :nl bu .,itiess to one province of the Dominion or they may extend it into

two or more provinces . As some of the provinces issue licenses authorizing the trans-

action of in .,nr:u :ec business within their respective limits, it may be that where such

British or foreign co ► upau .y confine, its Canadian business to a single licensing pro-

vi114,-e, the 1 : ► tv of that province governs its contracts . It see. u, further possi' ►le to

raise a similar question with regard to the extension of business by such a compa iy
into two provinces, if both of such provinces grant licenses . It wight then be sup-

gested that the law of each respective province goverm the colnpan)''s contract .3 in

each .
The Dominion Act, however, forbids any British or foreign company to do busi-

nev in Canada at all withontn Dominion license, and seems to assume, therefore,
that in both of the cases supposed the provincial license would lie ineffectual . No

atteu ► pt, however, at a judicial determination of this question has, so far as the Conl-
mission is nware, been made, although it was in evidence that such companies have

been 3oing bttsine .-, principally in the province of Quebec, without complying with

the Dominion Act and without taking out any license .
Again, in regard to conipanies of provincial origin seeking to extend their busi-

nes : into other provinces, the Act, though such companies are declared exempt from

its operation while they remain ' at homc,' permits them to take out a Dominion

license, and, under its protection . to do business throughout Canada .

It seenis to follow that with regard to such : ► company, so extending, the penalties

prescribed by the Act wouhl be incurred by doing extended business without a Do-

minion license .
These considerations point to the expediency, in the public interest, of such a con-

currence of legislative action by the Dominion and the provinces as will secure uni-
formity of contract throughout Canada in any view that may ultimately prevail as to
where the legislative jurisdiction resides, in any case that may arise.

In the extreme view of provincial jurisdiction, the Dominion would be limited
to legislation with regard to companies incorporated by it . In the extreme view of

Dominion jurisdiction, the only limit would be with regard to companies of provincial _
origin confining their business to the province of origin . Between these extremes are

many intermediate possibilities . In any case, therefore, if insurance contracts through-
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out Canada are to be simplified and standardized effectively, concvrrent legislation is

desirable.
Counsel advising the Commission have conferred upon this subject with the

counsel for the two provinces of Ontario and Quebec, who were appointed to represent
policyholders of those respective provinces before the Commission . Your Commis-
sioners sincerely hope that the conference may result in recommendations to the
governments of those two provinces which will bring about the noncurrent legislation
which your Commissioners deem so desirable .

OTFIER TOP10s :

The Commission was memorialized by the Life Managers' Association, majority
and minority memorials being presented, by the Association of Life Underwriters
and by the Policyholders' Association, the first representing the views of the company
management, the second the views of the agents or field force . Many of the topics
embraced in these memorials have already . been dealt with .

It was probably to be expected that the views of these bodies should be more or
less divergent in respect of many matters of importance, and your Commissioners
have given careful consideration to every subject brought forward in all the-tnemorials .

Gain and Loss Exhibit .

The general view of those representing company management is against requir-
ing, among the matters embraced in the annual returns, the gain and loss exhibit
which is so frequent a feature of the returns required in the United States, and which
was exacted from the different companies during this inquiry for the purpose of
illustrating and analysing the inordinate expense under which the companies carry
on their business .

The management of the Canadian companies find fault with it, not because of
any inherent demerit, but because it may perhaps deter the British companies from
continuing their Canadian business . The management of the British companies, on
the other band, are of the view that, as the exhibit depends for any value it may have
upon mortality gairis, those gains should be shown in a more accurate way than is
possible by any computation made within the audit of any particular year.

There is much force in this latter suggestion . It is manifest that the mortality
in any particular year may be quite deceptive, and may not fairly represent any use-

ful average .
Your Commissioners are of opinion that in view of the recommendation made for

limiting the expense of first year insurance, viz . : its limitation to the loadings of
the first year premiums with the addition of the mortality gains directly due to the
new business of the year, it will not be necessary to require more of the details
covered by the gain and loss exhibit than may be necessary to enable the Department
to ascertain whether the expenditure has been kept «ithin the limitation . All the
other subjects embraced in the exhibit are, your Commissioners think, sufficiently
disclosed in the returns as they will be amended .

Verification of Returns.

The 11anagers' Association has suggested that the annual return should be sub-
mitted to and its signing directed by the Board of Directors, that the insurance and
annuity liabilities returned shoiiId be subscribed by a duly qualified actuary, and the
portion of the return dealing with general questions of finance by auditors, one of
whom should be a qualified member of a society of accountants .

Your Commissioners are of the opinion that this suggested requirement is one
whose development in practice may well be left to the discretion of the companies

123a-14
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themselves. No certification by actuary or accountant could be permitted to lesser
the liability of the Board o~` Directors in respect of the returns, and as the companie
will find it to their advantage to introduce scientific accuracy into their returns, the ;
may be expected to do so as speedily as their circumstances will permit . It, mus
not be forgotten that the actuaries of the Department value the insurance liabilitie,
conclusively, so far as the companies are concerned, at three cents per policy, and i :
a more frequent departmental valuation is required in accordance w ith the amend

ment proposed by the Commission, there does not seem to be any real reason to appre
hend a state of undiscovered insolvency .

Amalgamation and Transfer .

It is suggested that. there should be some simple method prescribed for th l
amalgamation of companies or the transfer of busines s from one company to another
This suggestion is proper, and the proposed amendments cover provisions in tha
regard which will, it is believed, facilitate honest and fair transactions of the kind

while m aking impossible such abuses as were discovered in the course of the inquir;
into the affairs of the Home Life Association and the Union Life Assurance Colli
pany .

British and Foreign Companies and Trustees for .

The classification ofcompauies whose corporate powers are derived outsidl
Canada Aiôuld be amended so as to divide the present class `foreign' into the classe :
` British' and ` foreign . '

The trustees who may hold their Canadian as-sets should include Canadian `trus
couipauies, and trustees other t}han Canadian trust companies should be required ti
give adequate security for the proper performance of the trust .

The provision enabling such trustees to deal with the assets should secure a fai

margin against fluctuation. The valuation, your Commissioners recommend, shouh
never exceed 90 per cent of the market value nor should it in any case exceed th

par value of the security .

Assets held for Canadian l'olicyholders in British and Foreign Conipanies .

The Underwriters' Association asks that British and foreign companies, whe i
making the statntory deposit and vesting assets in trustees for the security of Cans
dian policyholders, should be required to put up Canadian securitiea. The statut
now permits, in respect of the deposit, securities of the Dominion and the province :
besides securities of the United ifingsdom in the case of British companies and secut
ities of the United States in the case of United States companies . The mainten
ance of their deposits in these high ciass securities, which bear low rates of interesl
does not operate as a desorimination in favour of British and foreign companie,
But it has been pointed out that there is no express requirement with regard to th
nature or class of the securities which may be vested in trustees, and the Commissioi
has ascertained that the absence of any such requirement has resulted in some case
in the assets so vested in trustees being entirely outside the range of permissibl
investments . Your Commissioners think this should be remedied by amending th
section in question accordingly .

But the further question remains, whether the assets veated in trustees shoull
be required to consist of Canadian securities . These assets are required to be main
tained in Canada for the benefit of policy-holders here, and your Comriiissioner
see no reason why, if assets of a character different from those constituting the gov
ernment deposit are chosen, they should not be such as may be realized upon ii
Canadian courts . Your Commissioners accordingly recommend an amendment re
quiring these trust assets to be of the same class as the deposit or of the class o
permissible Canadian investments .
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Incorporation of Managers and Agents.

Both the Managers' Association and the Underwriters' Association desire in-
corporation. Your Commissioners are of thq opinion that this subject is not within
the scope of the Commission .

Provincial and Municipal Taxation .

The Life Managers' Association has asked that some meaqure of relief should
te suggested in respect of provincial license fees andrpuovincial and municipal taxa-
tion. These subjects are entirely within the legislative control of the different pro-
vinces, and your Commissioners cannot, therefore, make any effective suggestion
in regard to them .

Forvi of Returns .

The minority memorial from the Life Managers' Association strongly urges the
adoption of the forms of return to the Board of Trade prescribed in the British
Act of 1370, or some modification of them based upon their principle .

The basis distinction between these forms and those now in use in Canada
is two-fold . The Canadian forms take into the account of income and expendituro
only moneys actually received and paid out, while the Board of Trade returns pro-
ceed upon the principle of a revenue account, taking into consideration not only
moneys received and paid, but moneys earnnd rnd due . The balance sheet of the
Board of Trarle Returns also, necessarily differs from the Canadian Statement of
Assets and Li ..bilities by the operation of the same difference in principle .

There is, your Commissioners are convinced, no serious difficulty in deducing
from the Canadian Returns all the information which it is desirable the returns
should convey for the purposes of facilitating the departmental examination of the
vouipany's affairs which our Act prescribes, but which is not called for by the Bri-
tish Act . The fundamental difference between returns followed by departmental
verification and returns unverified lies at the root of the distinction which has always
been made n the two systems .

Your Commissioners believe that with the additional features in the ret{urns re-
commended under a former head, and with the elastic provision for requiring modi-
fications in their form and contents, also recommended, no real difficulty need ever
arise .

Promissory Notes g i ven for Yremiums .

The Policyholders' Association in its memorial suggests that the acceptance of
promissory notes for premiums is detrimental to the best interests of the business .

In this view your Commissioners agree . It is unfair to those who pay their pre-
miums in cash, unfair to the companies and conducive to non-persistent and therefore
unprofitable business that persons who do not pay for their insurance but merely come
under an obligation to pay, which is of doubtful value, should be placed upon the foot-
ing of payment . It savours of the rejected rebate and should be prohibited .

The same association desires approval of premium rates by the Superintendent of
Insurance. In this your Commissioners do not concur. A healthy competition, with
the opportunity of a free comparison of the rates charged and the results attained will
secure the insuring public against undue rates . This free comparison for this purpose,
was in the minds of your Commissioners when making their recommendations upon
the subjects, distribution of surplus and returns and publicity .
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Deposit of Securities with Superintendent.

Nor do your Commissioners agree with the suggestion that all securities shou
deposited with the superintendent . This would be inconvenient in a high degre4

oould serve no useful purpose .

Making all Business parlicipating .

The suggestion by the Underwriters' Association that all business written s :

participate in profits does not recommend itself to the Commission . Insurance

fixed amount and at low rates is the simple and normal form . It will always be a
for by those who desire only to make provision for their families, and are indifi
to the more or less speculative forms in which insurance is offered.

Nor does the Commission see any necessity for compelling companies to ec
themselves to either participating buginess or non-participating business . In
of the recent legislation in the United States this election has been made compu
But your Commissioners are of opinion that every useful purpose will be fully i
by requiring companies which do both classes of business to keep each in a di
and separate branch .

Restricting Shareholders' Dividends .

The suggestion that the dividends of shareholders should be restricted by lE

tion is not approved . The stimulus to competition which publicity and comp ;

may be expected to afford will prevent undue and disproportionate stock dividei

Summary Determination of Rights .

The Policyholders' Association asks that the liability upon an insurance
should be summarily determined by the superintendent. To this your Commiss

see many grave objections . But it is confidently expected that the simplificatio
standardizing of insurance contracts which this report recommends, will accol
all that is necessary to prevent any improper resort to litigation .

Conclusion .

The draft Bill and schedules accompanying the report consist of the Ina l

Act as embodied in the recent revision of the Statutes, cap . 34, and the schedt
it, with such alterations in and additions to both as serve to embody the recomy
tions of the Commission .

All which is respectfully submitted.

D. B. afeoTAVIS :

J. W. LANa-MUII

A. L. RENT .

Dated at Ottawa, this 22nd day of February, 1907 .
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