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REPORT

OF THR

COMMISSION TO INQUIRE INTO THE MARTINEAU DEFALCATIOY, &2, ke,

COMMISSION

[L.S.]

E. L. NEWCOMBE,

Deputy Minister of Justice,

P Canada.

, EpwaARD THE SEVENTH, by the Grace of God, of

the United Kingdom of Great Britain

L and Ireland, and of this British Dominions beyond the Seas, Krxa, Defencer of

the Faith, Emperor of India.

/ +

To all whom theee presents shali come, or whom the same may in any wise con-

cern.—GREETING.

WaEREAS it appears from a Report Trom Dur Privy Countil for Capada, stating ————

that they have had under consideration an Extract from the Minutes of Qur Treasury
Board of the Fifth day of March, in the Year of Our Lord one thousand nine hundred
and three, respecting the rece: defalcations in the Department of Militia and De-

—— — fence, and the methods of kee .ng the. accounts therein, and recommending the sp-
pointment of certain Commiss.oners to inquire into all the circumstances conne
with the said defalcations, and into the methods of keeping the accounts in the several
departments of our Government of Canada, particularly in relation to the issuing of

__ cheques and the receipt and dispoeal of public moneys, and to report what changes, if

3

of the public interest ;

Axp WHEREAS, We deem it expedient that inquiry should be made with respect to

the said mattesa hereinbefore mentioned ;

any, are deemed advisable for the purpose of securing the fullast possible protection

Now Know YE that W, by and with the advice of Our Privy Council for Canada,

.

do by these presents nominate, constitute and appoint Jomx MORTIMIR CoURTNEY,

e A i e e g

¥

.
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Esquire, Companion of Our Most Distinguished Order of Saint Michael and Saint
George, Deputy Minister of Finance, Groace Bury, Esquire, of the City of Ottgwa,
General Manager of the Bank of Ottawa, and Auprosg L. KexT, of the City of Mon-
treal, Chartered Accounts, to be Our Commissioners to inguire into and report upon
the matters and things hereinbefore mentioned.

A¥p WE do hereby, under the authority of the Revised Statutes of Canada, Chap-
ter 114, intitaled : ‘ An Act respecting Inquiries concerning Public Matters,” confer
upen you, Our said Commissioners, the power of summoning before you any witnesses
and of requiring them to give evidence on oath, orally or in writing, or on solemn
affirmation, if they are persons entitled to affirm in civil matters, and to produce such
documents and things as you, Our said Commissioners, shall deem requisite to the
full investigation of the matters into which you are hereby appointed to examine, in-
quire into and investigate. To have, hold, exercise and enjoy the said office, place and
trust unto you the said John Mortimer Courtney, you the said George Burn, and you
the said Ambrose L. Kent, together with all the rights, powers, privileges and emolu-

-ments untoe the said office, place and trust of right and by law .appertaining during

pleasure.

ANp WE do hereby require snd direct you to report Our Secretary of State of
Canada, the result of your investigation, together with the evidence taken before you,
aud any opinion you may see fit to express thereon.

Ix TesTiMoNY whereof We have caused these Our Letters to be made Patent, and
the Great Seal of Canada to be hereunto affixed.

Wiragss :—Our Right Trusty and Right Well-beloved Courin and Councillor, the
fight Honourable Sir Gilbert John Elliot, Earl of Minto and Viscount Melgund of
Melgund, County of Forfar, in the Peerage of the United Kingdom ; Baron Minto of
Minto, County of Roxburgh, in the Peerage of Great Britain, Baronet of Nova Scotia:
Knight Grand Cross of our Most Distinguished Order of Saint Michael and Saint

. Yreorge, &c., &c., Governor General of Cans’a.

At Guar Government House, in Our City of OTTawa, this SixTH day of MaRCH, in

the vear of Our Lord, one thousand nine hundred and three, and in the Third ——
vear of Our Reign. -

By Command,
~ (Signed)  P. PELLETIER,

Acting Under Secretary of State.
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" REPORT

To His Exzcellency the Governor General in Council.

May 11 PrEase Your EXCELLENCY :—

The Commissioners appointed by Commission of the 6th March, 1903, have in
accordance with the directions therein contained, the honour to present the following
report :— -

The Comiaixsioners in making their report propose fo divids it into three peria,
following the terms of the Commiassion : . . - ..

1st. An insuicy into the circunstances connected with the Martinesu Cefalcation. -—— .

2nd. An mnquiry into the method of keeping the mccounts in the several depart-
ments of the government, particularly in relation to the issuing of cheques, and the
receipt and disposal of public moneys.

3rd. Sugg stions which they Lave the honour to make, and which they deem advis- - —- -
gble for the purpose of securing the fullest possible protection of the public interest.

With reference to the first part of their inetructions respecting the Martinesu
defalcation, the Commissioners find that Martinesu started upon his duties in the
Department of Militia and Defence on the 1st August, 1901, at the age of 26 years,
and was given employment in the Accountant’s brauch cf the department.

Tn October, 1901, the department being short handed, and the officer being absent

_ whose duty it was to draw the cheques against the departmental Letter of Credit on
the Bank of Montresl, Martineau was called upon temporarily to replace this employee,
and was given charge of drawing the cheques. " - —

Tt appears on examination that the cheques drawn by the Department of Militia
and Defence had not printed numbers, but were numbered with the pen; and that it
was the practice of the dep:rtment when a cheque had been erroneously drawn to des-

~_troy it and have it replaced by a cheque taken from the back of the cheque book.
—=" In this month of October certain cheques, seventeen in all, had to be sent to the

-~ gyperintendent of stores at Toronto. Fifteen of such cheques were for payments for -—--—--
extra work performed by labourers there on the occasion of the visit of Their Royal
Highnesses the Prince and Princess of Wales, and the remaining two were for regular
accounts for services performed at Toronto. .

It further appears that it was not the habit of the Department of Militia and De-

. fepee in sending out _chegues to inclose accompanying letters. On the receipt of the
envelope at Toronto only two cheques were found inclosed therein.- The fifteen cheques
have never turned up from that day to this, and the labourers have not yet been paid.

: The Commissioners found on looking at the cheque book that fifteen cheques at

~_ the and of the book had been tcrn out, prokably by Martineau for the purpose of carry-
ing out his defaleation.” ™ T - . .

" It cannot be ascertained, as the ciLeques are non-existent, whether the fifteen
cheques taken from the back of the booi- were used, or through erasure the amounts
raised and names of other persons inserted in the missing Toronto cheques. But after
conviction Martinesu slated that the moneys were obtained by him from the bank on
forged cheques, which cheques on being returned to the department were with the state-
ment from’the bank destroyed by him. o - .
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The Commissioners are inclined to the opinion that the signatures on all the
cheques circulated by Martineau were forged by him.

Martineau, in addition to drawirg cheques temporarily when the employee whose
duty it was to do so was absent or otherwise engaged, was also entrusted at the end of
each month with the work of adjusting the bank sccount. It appears that his practice
was, when the bank sent in the statement with the accompanying cheques, to abstract

- the illegitimate cheques and to hend over the statement after he checked it to
enother officer of the department. This officer, who has for many years been in the ser-
vice of the department, signed the monthly receipt sent by ‘he bank to the department
at the end of the month with the statement showing the bani balance, on the word of
Martineau that the bank account hed been verified by him and found correet.

cheques cnce a year; and that this list was not prepared until about six months after
the end of the fiscal year.
In January, 19083, suspicion was aroused as to the correctuess of the bank balanee,
M an examination being made by the department, it was found that the statements
- furnished by the bank frem December, 1901, to December, 1902, were missing, and ——-
copies hada {2 be procured. It was then discovered that the following amounts had been
charged by the bank for which no cheques had been drawn by the department :—

Fiscal Year 1901-02.

. Amount.
6370 & 36353
_ 8428 ..., et eieiin i = 2,965.92 .- -
e T T 2.851.51
7362 3,819.04
4T L ] 4,355.00
901...... 5,650.00
' $20,005.00
Fiscal Year 1902-03. B o
Cheque No. - - Armount.
166. ... ceev.. & 6,700.00
4. 7,500.00
- - 205. .. 0oL L 8,300.00
207, . e e L, Tortecireeseaeee. _BI000Q
T 2009 T e 12,000.00 _
30500 .. ... L. L, Srereee vevaeoe. 13,500.00
55,700.00
— e e Sl — $75,705.00 T - —

The defaleation coamenced by Martinegu issuing cheques for sums similar in
date, number and amount to genuine cheques previously drawn. He evidently con-
sidered that if notice was taken of these amounts the department would be satisfied
by an explanation that the bank bad entered cheques twice over. Finding, however,
that no nctice followed, Martines 1 became bolder and bolder, until large sums were
sbetracted without disguise from the treasury. :

The accountant of tke departraent, finding w4 illegitimate cheques had entered
into the bank account, made inquiries at the bank, and was informed in what manner
the cheques were cleared. He also learned that Martineau had opened three accounts,
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one in his own name .n one of the banks in Ottaws, and two, in the fictitious name -
of Chas. D. Coté, in two other banks in Ottawa. Martineau stated in each case that he
was a paywmaster of the department.

On +'.is discovery being made, Martiveau was immediately arrested. On his person
at the t.;3e of his arrest was found the sum of $12,443.77, which was at once secured.

—— A few :yiall sums in addition have aleo been obtained, but the greater part of the —
money he fraudulently acquired seems, on inquiry, to have been lost in stock speculs~
tions !

The Commissicners find that the Bank of Montreal has been in the habit of send-
ing to the several departmente the paid cheques as they accumulate, together with a
statement of the amounts. The bank fills in the sheets and forwards them from time
to time to the department concerned. At the end of the moath the closing sheet for the
month is made up, showing the balance of the account at the bank. This is sent for-
ward with the remaining paid cheques.

It would appear that the first suspicion of any discrepancy wae aroused by the
assistant of the accountant of the Militia Department noticing that the balance as

_ stated by the bank showed a less amount than the balance of the Letter of Credit ac-
count as shown in the books of the department. s e

The system of :ssuing letters of credit and of repaying the bank on account
thereof, is governed by section 30, chapter 29 of the Revised Statutes of Canada, which
lays down what shall be done in the matter as follows :—

1. The Minister of Finance and Receiver General may, on the application of the
Auditor General, cause credits to be issued in favour of the deputy heads, officers,
clerks or other persons connec'ed with the several departments, or services charged
with expenditure of the moneys so authorized.

2. That statements in dupl.cate of moneys drawn for unde:r such credits, together
with the cheques paid by the banks in counection therewith, shal' be rendered at such
times and under such forms a1 A once in each month or more ¢ ften as the Treasury
Board directa. :

8. A duplicate of the statement, together with the cheques.to be rendered to the
Auditor General ; and he, being satisfied with the correctness of the statement, shall

" cause cheques to be prepared to reimburse the banks for such sdvances under such
____credits to cover the expenditures ; such cheques to be signed by the Minister of Fi-
nance and Receiver General, and counter-signed by the Auditor General. . ...

The Commissioners find that the Audit Office did not, until after 1he time of Mar-
tineau’s defalcation, require from the departments the bank statements. ut the prac-
tice of the Bank of Montreal has been to send to the Auditor General at \he middle
and end of each month an abstract of the balances standing, mot only to the sdit

- — of the Reociver General’s account, but also to the credit of each Letter of Credit
account., . T

‘These abstracts do not seem to have been taken into account by the Audit Office,
and on investigation the Commissioners find that, for at least six months, the balance
rendered in the abetract by the Bank of Moutreal, as standing to the credit of the De-
partment of Militia and Defence, in their Letter of Credit account, were less than the
balances shown by the books of the said department, as will be seen by the subjoined
figures. .

.
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nndmmly mndz'::mthly
Date. Andit Office Audit Office
Bank of Hontrea, Mititianeg Befoaon.
1902, ‘ $ cts. 3 cta.
Seprember 3. 76,505 45 96,474 53
October  BL...... ... 82,373 08 75,785 73
November 30 ... 90,241 04 113,133 36
December 31 142,694 02 182,537 64
1903,
January MU 30,427 24 61,010 73
;"el?ruar_\' B 118,745 64 158,711 22

Naturally the bank balances should bave been greater than the Departmental bal-
ances, on account of chequea drawn and outstanding, which bad not been presented

ing when the statements of the bunk transactions, which are completed at the end of -
the month, are forwarded to the departmenta. -

The Auditor General disclaims respounsibility for the discovery of Zorgeries. But
the Commissioners are of opinion that had the Audit Office compared the statement of

_____ the bank account, as furnished them by the department, with the balances rendered to
the Auditor General by the Bank of Montreal, the defalcation would have been earlier
discovered. It appears that the practice of the Audit Office, as regards the bank
ccount, was to take it into consideration only when the Letter of Credit accounts were
finally closed at the end of the fiscal year and an adjustment made.

Martineau must have been aware ot this manner of dealing with the bank account,
for although a cerwain portion of tne defaleation amounting to about $20,000.00
occurred in the fiscal year 1901-02, the bank account was adjusted by means of a letter

——- sent to the Bank of Montreal requesting the transfer of $20,000.00 to be made from the

The Commissioners have now to take up the second part of their instructions,
viz.:—To inquire into the methods of keeping the acoounts in the several departments
of the government, particularly in relation to the issuing of cheques and the receipt

— and disposal of public moneys.” " T T e
_ The Commissioners have to report that they have axsmined all the departments,
and have inspe:_sd the methods employed in each for tle keeping of accounts and for -

the collec*ion anc disbursement of public ruoneys.

The three Commissioners visited esch department. The examination into the form

up by Commiissioners Mesars. Geo. Burn ané A. L. Kent.
The Commissioners are glad to report that the system employed, although lacking

in uniformity, which is no doubt owing to the diversity of the severa} services, is auffi-

cient for all requirements, and that the accountants in most of the departments are

-
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men of more than ordinary ability, who are keenly alive to the necessity of adopting
all the modern improvements which the ever increasing growth of the public business
neceasitates,

The Commissioners are further plessed to note that, motwithstanding the over-
crowding in many of the departments, the employees for the most part seem to performn
_ their duties promptly and satisfactoriiy. The immunity which the gover.ment has

enjoyed for many year- past from any serious loss is doubtless due largely to their zeal
in the public service.

The Commissioners, in the.course of their inspection, suggested to all the account.
ants the desirability of meetiag together at stated periods for promotion of uniforinity
in th conduct of their portion of the public accounts. They are glai to find that this
suggestion has been adopted, and an association organized.

The Commissioners have now to make the following observations on the several
departments :——

They find it is a universal rule that no cheques are signed in blank.

AUDITOR GENFRAL'S OFFICE.

The Commissioners find that the suditing work of the Auditor General’s office is
admittedly always behind, and at certain periods of the year, during the preparation
of the annual report, it falls very much in arrear.

The Commissioners find that a large portion of the staff of the Auditor General’s
office i» employed during the first half of each fiscal year in compiling the material for
his report, and during this timne vertain portions of the ordinary work are neglected.

The Commissioners believe that while the methoda employed by the Auditor Gen-
eral’s staff for the detection of errors and irregularities may have been effective here-
tofore they cannot be thoroughly satisfactory for the reason before stated. They are
of opinion that an addition should be made to the staff in order that the preparation
of the report may not interrupt those employees whose business it is to keep the audit
up (o date.

MILITIA DEPARTMENT.

The Commissioners find that receipts to the bank for cheques returned were given
without counting the cheques for verification, and that the statement of outstanding
cheques was sent to the Auditor General yearly instead of monthly.

It is further found in thia department that there is a danger in issuing to pay-
mastors cheques for large amounts for the payments of large bodies of men in camp.
1£ it is impossible for this system to ve altered, and if it is necessary to give large sums
of money to paymasters for this purpose, the Commissioners think it would be de-
sirable ta asscciate another person with the paymaster and make them both responsible.

MOUNTED POLICE.

" The Commissioners find that the paid cheques sre sent to the Auditor General
every six months instead of monthly.

PUBLIC WORKS DEPARTMENT.

The Commissioners find that the persoual ledger is in arrear, and that in con-
sequence duplicate payments have been made. -
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AGRICULTURE DEPARTMENT.

The Commissioners find that the bank-book js balanced yearly and cheques trans-
mitted to the Auditor General every six months instead of monthly.

MARINE AND FISHERIES,

The Commissioners find that no personal ledger is kept in the department, They
deemn it desirable that such a hook should be opened. -«

PRINTING BUREAU.

in consequence a duplicate payment was made, but was discovered by the Buresu, and
a deduction to the extent of gich overpayment made from the next account. It does
zot appear that the Auditor General called the attention of the Bureau to the over-
payment in question.

The Commissioners consider that g vault is urgently required for the Interioe
Department for the preservation of the survey maps, records, blank land scrip, cheques,
&c. During their visit it was discovered that the clerk in chirge of the cash was in
Possession of considerable sums in cheques, cash, money orders, &e., hsld by him pend-
ing instruetions for the disposal of same, and that there was no proper re.>ptacle for
their safe-keeping, Since the visit of the Commissioners steps have Leen taken by

stored. These records are exceedingly valuable, ae they represent the results of very
large outlays of publie money and cannot be duplicated.

The Commiseioners have now to teke up the third part, viz.;—T, report what
changes, if any, are deemed advisable for the purpose of securing the fullest p-otection
of the publie interest.

Oommjuionen, before entering on this part of their report, beg ‘> point oug
that the Martineay defalcation occurred under the letter of credit systers, This sys-
tem they desire to state has been in operation in Canads for over 80 Years, and has heen
found to be an unqualified success. It bes placed within the reach of every depart-
ment of the service a simple and eagy means of making such payments as could be
made before audit in the speedieat manner possible. At the same time it has (nabled

Finance Department to utilize the government funds to the best possible advan-
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Department, and this through no defect of the system but in consequence of its faulty
administration. e . .

The system, in the opinion of the Commissioners, is admiratle. But in order to
prevent a recurrence of a defalcation, or of any tampering with the government funds
or accounts, and to bring the whole banking system more under the control of the
Finance Department where it properly belongs, and at the same time to leave to the
several departments the facilities for speedy payment of accounts, the Commissioners
suggest that the following method might be adopted:— : . .

1. That all the bank statements of the paid cheques for the several departments,
together with the cheques themselves, be sent direct by the banks to the Finance De-
partment. . .

2. That a certain number of the officials of the Finance Department be employed
rolely in the checking and adjusting of these accounts, as well as of the letter of credit
and Receiver General’s accounts of that department. The banks should be jnstructed
to render these statements and cheques daily, weekly or monthly, as the volume of busi-
ness and importance of the various accounts demand.

8. That, as provided in section 30 of the Audit Act, & list of cheques, drawn by the
various departments, giving numbers, dates and amounts be sent to the Finance De-
par'ment at such periods within the month as may be required. VWhen these state-
ments and bank accounts are checked and adjusted, a list of outstanding cheques
ghculd be prepared. A letter of credit ledger should be kept, and such minor details
srranged as may be found necessary for the proper conduet of the work.

4. After adjustment, the paid cheques, list of outstandirg cheques and certificate
of adjustment should be sent to the Auditor General, the correctness of which could
be tested by him afte. -omparison with the semi-monthly or monthly balances fur-
nished him by the banks.

This system will prevent any person or persons connected with the issue of de-
partmental cheques from covering up any fraud arising from collusion or neglect, such
as issuing forged or raised chequee ; or from manipulating the benk accounts for
fraudulent purposes ; or from the destruction of cheques or accounts for the purpose
of removing the means of detection and conviction.

TlLie system will not prevent forgery, but it will restrain the person disposed to
fraud, for the reason that it provides such speedy means of detection.

The Commissioners also suggest that the official baving charge of the checking of
the bank accounts be authorized to examine the cheyue books, cash books, and other
books of the various departments having reference to the payment of accounts, banking
and cash traneactions generally, and report to the Treasury Board recommending such
changes as he deems Lecessary for the proper safeguarding of money under the control
of tha various officials in the government service.

The Commissioners, passing from the letter of credit system, bave now to make
the following obeervations with regard to thr cheques used in the Government service.

In view of the large number of cheques drawn by the several departments and by
their outside officials, which, so far as the Commissioners have ascertained, would
amount in the course of the year to 487,000 in number, the Commissicners are of the
opinicn that no measure of protection can be too good for the governmeunt to use. The
suggestions they make are only to be regarded as rendering the manipulation of
cheques more difficult, for no system yet devised affords absolute immunity from the
cunning of the forger. * :

The Commissioners are of the opinion that the advice of the King’s Printer, who
has for a long time made a study of this subject, would be of material value in enabling
the Government to determine the best measure of protection to be adopted. They,
however, suggest that & uniform paper of a semsiti=e nature should be adopted with
the words © Dominion of Canada” or other distinciire symbol as a water-mark, and
that the use of the said water-mark, or of paper with such water-mark thereon for other
than the purposes of the Government, be made a criminal offence. Such paper should
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be used for both the inside and outside services. A water-mark or dandy rell is used
in the mauw ifacture of paper for postal notes. .

That a uniform quality of ink of good standird, and a uniform style of cheque be
adopted for use in all departments, the wording on the cheques o be varied only by
the change in name of the department, &c. That the King’s Printer be authorized to
decline the issue of chemicala or of pencils for erasing ink marks. -

That the accountants of the various departments be instructed aot to allow auy
erasures in books or accounts kept in their branches, but that all corrections be made
by ruling out the words or figures to be changed.

That where possible a perforator for perforating the exact amount be used to pro-
tect the cheques from alteration. Where time will not admit of the use of a perforator
of this kind, others cuntaining the words ¢ not over $1,000’ (or as the case may be)
should be used. Where a large number of cheques are drawn at one time, as in the
Poat Office Department, where six or seven thousand are drawn during the first week of
each quarter to pay postmasters, it may be difficult to put this into operation. It is
understood that while it is deemed desirable, the Commissioners do not press the use
of a perforator if in any way it would retard public business.

That & uniform system ought to be inforced in ali the departments as to the num-
bering of cheques. At present in some departments the cheques have printed numbers,
in other departments the numbers are written, while in others they are stamped with a
numbering machine. That all cheques should be numbered consecutively in print,
commencing at the beginning of each fiscal year at No. 1, all unused cheques to be des-
troyed in the presence of two officers. Every blank cheque should be accounted for,
whether cancelled or issued. No unnumbered cheques should be allowed to exist,
except in such departments where it is found neceseary for facilitating public busi-
ness, and then only with the consent of the Treasury Board under such regulations as
may be provided. If a register of cheques issued is kept in consecutive numbers no
stub or counterfoil is required. :

The Commissioners find that in some of the smaller departments the accountant
appears to do all the work connected with the cheques, from making them out to the
checking of them with the bank return. This system should be varied as far as
possible. .

The Commissioners find in ome or two departments that no substitute is pro-
v'ded to sign cheques, and they recommend in all such cases that an QOrder in Council
be passed nominating an officer to *ign in the absence of the signing official.

. A covering letter or atatement detailing the number of cheques inclosed should
be sent wi:h each remittance, and the cheques should not be sent out by the officer who
writes them. .

A rccord of such letters or statements should be kept in the department issuing
them. -

The Commissioners find, in the course of their examination of the several depart- -
ments, that, while the receipts and drafts for all deposits made on account of the var-
ious services throughout the Dowminion of Canada at the several branches of banks
suthorized to receive government funds are sent to the department having control of
the particular service, it is noticeable that in some cases considerable time is allowed
to elapse before such receipts and drafts are transmitted to the Receiver:General for
the credit of the respective sarvices and for collection from the various banks. This
seems to be particularly the case with the Militia Department, where the Commis-
sioners found that 37 receipts and drafts were then ontatanding.

The Commissioners recomnmend that in future all persons having payments to
make to the Militia Department be requested to send the deposit receipts and drafts
to the Deputy Minister or Secretary of the Department, who shall transmit the same
to the Accountant. The Accountant will then advise the Director of Stores, in case
the deposit covers payment for storee, ammunition, &c., &c. ; the Adjutant General,
when the deposits are made for dischargee from units of the permanent force ; or what-
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ever branch of the department has charge of the service to which the deposits relate.
With regard to the other departments, as only & small number of rec iy 2+.d drafta
were found to have been delayed in transmission, the Commissioners consider no ob-
eervation need be made.

The Commissioners are of opinion that the foregoing suggestions will be sufficient
to protect the public interest, but unless the audit is continuous and thereby effective,
the public interest will still be liable to suffer.

The Commissioners, in conclusion, further recommend thet, at as early a date us
possible, steps be taken to have submitted to the Public Accom'ts Committee of the
House of Commons the accounts of the several departments withi a view to wiping off
all uncollectable balances and bad debts, and for the revising of the Lalance sheet.

All of which is respectfully submitted,

J. M. COURTNEY.
GEO. BURN.
A. L. KENT,



