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REPORT OF THE ROYAL COMMISSION
ON LIFE INSURANCE ’

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

 Tho Commissioners eppointed under the terms of the Royal Commission, dated
the 28th February, 1906, issued under the provisions of chapter 114 of the Revised
Siatutes.of Canada, intituled ‘ An Act respecting Inquiries concerning Public Mat-
. ters,’ and the Order in Council thereunto annexed:
|
|

‘1, To inquire into,
(a) the general subject of life insurance and life insurance systems in Can-
-ada;
(b) the operations of the various companics chartered by the Parliament of
,  Canada, or by any province and licensed under the Insurancé Act, transacting
life insurance in Canada, including expenses of management, invesment of funds
and other allied questions. : .

2. To make the like inquiry, as far as deemed necessary, into the operations
of c¢ npanies other than those chartered by the Dominion or province, transact-
ing in Canada the business of life insurance.

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

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

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

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

The Commissioners met at the office of the Chairman in the city of Ottawa. on
Monday, the 5th March, 1906, for the purpose of organization, and also to consider
the best means of satisfactorily discharging the important d.ties imposed upon them.
After due notice had been given, the first public meeting of the Commissioners was
held in the city of Ottawa on the Tth March, 1906, when the text of the Commission
was read and announcement was made that the Commissio.iers would proceed with
the public inquiry on the 14th day of March, in the city of Ottawa.
123a—1
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The Commissioners have, during the inauiry, made a careful examination of the
statutory lnws upon the subject of insurance, not only of- the Dominion, but also of
the different provinces, and have e¢onsidered the bearing of such laws upon the subjects
under inquiry.

. The Commissieners have also thouzht it proper to ascertain the views of persons
skilled in the subject, upon many poin’. and from different aspects of the important
matters with which the Comumission has had to deal.

The Commissioners have examined into the operations of the various companies
chartered by the Parliament of Canada or by any province and licensed unde. the In-

surance Act, transacting life insurance business in Canada, of which the followirg is a
completo list, namely:

(1) The Canadn Life Assurance Company, incorporated by the Act of 1849
the late province of Canada. 12 Vie., cay. 168;

(2) 'The Sun Life Assurance Company of Canada, incorporated by Act 18¢5
of the late provinee of Canada, 22 Vie., cap. 43;

(3) The Mutual Life Assurance Company of Canada, incorporated by 1869
Act of the Legislature of Ontario. 32 Vie., cap. 17;

(4) The Confederation Life Assceiation, incorporated by Act of Par- 1871
liament of Canada, 34 Vie, cap. 51; .

(5) The Federal Life Assurance Company of Canada, incorporated by 1874
Act of the Legislature of Ontario, 35 Vie., cap. 68. Incorporated in 1898
Ly Act of the Parlinment of Canada, 61 Vie., cap. 103;

(6) The London Life Insurance Company, incorporated by Act of 1874
the Legislature of Ontario, 37 Vie., cap. 85. Dominion extension of char-
ter, 1884, 47 Vic,, cap. 89;

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

(8) Tre Manufacturers Life Insurance Company, incorporated by 1887
Act of the Parliament of Canada, 50 Vie., cap. 104;

(9) The Dominion Life Assurance Company, incorporated by Act 1889
of the Parliament of Canada, 52 Vie., eap. 95;

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

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

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

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

(14) The Imperial Life Assurance Company of Canada, incorporated 1896
by Act of the Parliament of Canada, 59 Vie., cap. 50;

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

(16) The Royal Victorix Life Tnsurance Company, incorporated by 1897
Act of Parliament of Canada, €0 Vic., cap. 81 '

(17) The Continental Life Insurance Company, incorporated by 1899
letters patent, Ontario; Dominion license, 31st December, 1901;

(18) The Crown Life Insurance Company, incorporated by Act of 1900
the Parlioment of Canada, 63 Vie., cap. 97;

b
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(19) The Central Life Insurance Company, incorporated by letters
patent, Ontario, Dominion license issucd 20th May, 1905;

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

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

(22) The Monarch Life Assurance Company, incorporated by Act
of the Parliament of Canada, 4 Ed. VIL, cap. 96

Fraternal Societics.

(23) The Commercial Travellers’ Mutual Bencfit Society, incor-
porated under the provisions of R. S. 0., 1887, cap. 167. Dominion
license, February, 1889;

(24) The Supreme Court of the Independent Order of Foresters.
incorporated by an Act of the Parlinment of Canada, 52 Vie., cap. 104;

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

(26) The Canadian Order of the Woodmen of the World, incor-
porated by Act of ‘he Parlian.ent of Cans-a, 56 Vie., cap. 92;

(27) The Sabsidiary High Court of the Ancient Order of Foresters
in the Dominion of Canada, incorporated by an Act of the Parliament
of Canada, 61 Vie., cap. 91.

The following table collects information showing the magnitude of the interests

involved in the operations of Canadian insurance coinpanies,

323a—1}

1001
" 1902
1902

1904

1882

1889

1890

1893

1398




[ensnpuy ZE1°265°v8 ‘S1UI JOum

‘punj J9juBiBND )

‘$8S1 ‘[mouan) pue dvundedway, (2881 ‘Jadosd sitamioujnueiyl
‘AP81 ‘s8IUISNQ PIVUIWWO )y

-7 EDWARD ViI,, A, 1907

‘ _ i v

. I

SL 809291 .oo 060968 160 096'83%'F i 0L 098'661 W 26881 i © 3T reuonEN

18 129°059 _oo 660'+90°C -60 100 £T1°S86°LT 00 ooo.o.n«. ; 9681 . <+ a3 retsadw]
i !

£26'161 iEF £99°E88 ‘1S OPF'IST 00 ssEzecy 00 059'17 ) o opesI o S1rtap] weyoN
£12'719 ol 00 09162 eEFee'ee ! 1681 : T1etasagy awan
62L°8P1 £2 TP CHO'HOT 216201 P 0681 s S it owol
185°501 6€ £80°£92 gt RSt : o] Go1oaxe

. : ! ‘pagqLimgng

8E6LY 066'761 680'vS1'9 oLg 00 000'00O0'T Ty uotutwo(y
; ' 00, 000°605°T !

N N T&:kuwa—ﬂ—?

82706 ST ONECEY'L P01 1Y 00 000'00¢ 00 000°000'¢ (5 ST sdaanOuuun Y
010°0£9 L00°TCL] X 901°€L6'08 ¢ 90 0000 | S UMY YRION

. i LoL'1CT : ; ' : ; pEasnpup |
SYI°111 1L 00'CI Gan : r 00 000'0¢C Cpauasgng {

. 0 RELTEL J 00 000°000'1 BRI T o W
6vL'eTT L 00 000°0€1 00 0000001 * TP [BIOPI]
68Y°008 ] ; Y SE 00 000'00T 00 0U0°000°T S Tt UOIITIIPA;UO])

100°256 3 ' ‘ s ) WPUUTY) Jo 9 [BnIny

JI°] uopuoy

. X ‘PoyUIRynG

Seg0rs 1 . T1C05T w6 : 00 000901 00 000'000°] G937 : "oy ung

£OP'ECE'T . t : 9L 606'EIL 001 b G0 000'000°L 00 000'0O0T . 6ISlx - e wpwme)
$ s » " s

[
=)
-1
IA
&
=3
»
=
~
]
&
Py
3
o
)
P
S)
Sy
>
@
L
=
=
=)
)
<)
-
P
(=]
2

IUNoWIY DATmpY awa y dog ot . 1 . P CouonamiLy
HKIOPlOY=Sutjo] | doumInsUL-0y] : . ’
uo enjdang ' N SUIN el | Funoeuys SO ! O LN J0 dBu R

[

A ITIRE ,mvac»mECU asuransujy o.ﬂ\H Cf..—fﬁr:..hv




e
o
<]
[=}
z
-
3 .
[~}
2 x
*XRJ, 33pIO Y} JO UOIFUIIX g
& ¢ (SUIIXO KIPN[IXFD
won(q diysRquag nowzwoxw t
M - _ ) o R3] [BnUvy EUM-?—OKEQ‘
& - - S o . .._a_bnsv::m:_.:: du
3 ¥6 0192 00 oprir " T o061 watend peousioo]
. oL :5.6. 00 T88'8¥0'1 leat*s
= Tee 00 D00'66Y'TT  [SEF'O1 j R e N .
P ! ) ! o §1218310,] JO J9pIQ 3UILD
. . T89'€00 €Y % %,na«,?a 09261 ;4 ot PlOM O Jo v
- N 06108 ws o IOR8YT {662 EET ' ORI TEIPRUE))
= o1tT1p0'z11 00 208'801 (B8 0808y 00 0009IST. .. 881 : GRN1 g WD
] ¢ 8LRTS 00 290'9€1 10 1¥50191 00 926'S60'L e [P S GRN1 RS iE) B S04
~ 9¢ I TERON 00 $06'828'T |S5s The o 00 000°000° H0814 L T orwont
5 o ve 106°BL 86 w9 ol 5.%& ORI e > mmaﬁ?.:os
S FEE'RE , ] 00T L ] wotun)

W - 90 £0£°1E GO 15281 00 08’918 610 O s umu L GERIBA0S
© § zgssst . , -9 00 001°GL 00 0000001 6L L
g = 2 00 ¥¥0'2ET 6¢ 285'021 00 srogye | 10 Sans | , TR0
o - ; FRL09V'E 681'2 6n Cop'ez! ,9 poyuiosgng ,
N2 gazun 100 S8LILYE ! . rodiroR s A T e
= 60 TELYY % 1¥2'05b 0g 856°c¥1 00 CE610%'F . | e C.Lo | S Q) 17 UMOID)

€ | Mna 165'8¢1 o0 JEslory mwmm 6 SGT'081 00 coﬁwoomjf RSN EIpSe

w $ ) ’ 00 000'00T ! o 6681

e - s [ s . s 00z 100 000'000°1 on1 12 [muauniuo)

- m : W § g BLI0IAA [RAOY

unodIY . ; - —_—

AIA. s19plogLating ou:ﬂ,,,._unaﬁ _ R X 10§ *a30 o T

z uo snjdmg PR _ A "9240. Ut “dn prug :

o ) PN I UMTTEES ¢ Junowy ) pozIomny Ut pordioon]

w i , urdn) wadey 0 awa g ourmN

w

»

G <

‘PaPNINio3—g061 ‘sarundwoy) daueansuy oy urprUL))




ROYAL COMMiSSION ON LIFE INSURANOE

. 7 EDWARD VIL., A. 1907

With regard to the British companies doing business in Canada, the Commis-
sioners have thought it proper to obtain and have obtained valuable opinions from
British actuaries and insurance managers upon subjects with which the Commission
has had to deal,

The Commission has also availed itself of the proceedings and evidence taken dur-
ing 1¢06 before a Committee of the House of Lords upon certain aspects of the sub-
ject of insurance, and has also had the advantage of examining the report of that
Committee. These proceediugs are among the papers accompanying this report.

With regard to United States companies doing business in Canada, the Commis-
sion has treated as part of the material befors it and available for its purposes the evi-
dence taken hefore and the report made in February, 1906, by the Joint Committee
of the Senate and Assembly of the State of New York, appointed to investigate the
aflairs of life insurance companies.

The Commission has also had an opportunity of examining the report of a Com-
mission appointed to recodify the insurance laws of the Commonwealth of Massachu-
setts, made to the Governor of the Commonwealth in June, 1906; the report of a Com-
mittee on Uniform Legislation apprinted at a Confereuce of Governors, Attorneys-
General and Insurance Commissioners held at Chicago on 1-2 February, 1906, com-
monly known as ‘the Committee of Fifteen’; the report of a sub-commiitee of the
Committee of Fifteen, appointed to consider standard forms of and standard provi-
sions for life insurance policies; the report of another Committee appointed at the
same Conference to consider the subject of Annual Accounting and Distribution of
Surplus; the report of a Committee appointed by the Governor of the State of Indi-
ana, to investigate, among other subjects, the Ir~urance Department of that State and
the condition of Legal Reserve Companies d ing husiness in that State, and an ad-
vance abstract of a report made by a Legislative Insurance Investigating Committee
of the State of Wisconsin, bearing date the 12th December, 1908,

In some cases of United States companies this information has been supplemented
by specific inquiry, us w'' more fully appear from this report, but the Commission
has deemed it inexpedient to prolong this inquiry hy examining independently into

the matters of fact with which the reports of the committees mentioned above have
dealt.

CANADA LIFE ASSURANCE COMPANY,

This is the oldest of the Canadian life insurance companie’, and had its origin
in a meeting held in Mamilton on the 21st August, 1847, at which certain conclusions
were reached by those present, looking towards the foundation of a life insurance com-
pany. This meeting was followed by a deed of settlement, datd 1st January, 1848,
which provided for the constitution and government of the cow.pany, conformably to
the conclusions arrived at Ly the ineceting,

The capital stock was fixed by the deed at £50,000, divided into 500 shares of £100
each, The deed provided for the election of a Board of Directors, and expressly nom-
inatgd. the Brst board, consisting of 20 persons The deed further contained suitable
provistons for the transaction of the proposed company’s business, and for the govern-
ment of the company by means of by-laws and regulations, for the making of which

the deed made ample provision. The provisions of the deed with respect to profits
were as follows :—

 That for the first two years no dividend of interest or profits shall be made,
but the same, after defraying the expenses of management, shall be retained to
answer contingencies, and thay thereafter it shall be in the power of the directors

t9 appoint .and declare dividends to be made among the shareholders jn propor-
tion to their respective shares, provided always that it shall be in the power of
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the directors for the time being to lay aside and accumulate such parts of the
profits as they may deem advisable, and provided further that it shall be in the

" power of the directors, from time to time, to allot and divide to and among the
assurers upon the participation scale, at the rate of 76 per cent of the profits to
arise and be realized from this branch of the company's busincss in proportion to
the amounts of premiums paid up by him, her or them.

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

In 1849, on April 25, by an Act of the late province of Canada (12 Vie,, cap. 168),
the Canada Life Assurance Company was incorporated. The capitalization provided
for in the Act followed the terms of the deed, and the insurance powars con vrred were
as follows :—

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

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

¢ Allot and divide among the assurers upon the participation scale, so much
of the profits realized from that branch, and at such times as they may think fit.’

And also power to :

‘Declare and cause to be paid or distributed to the respective stockholders any
dividend or dividends of profits in proportion to the shares held by them, at such
times and seasons as they shall think proper, or add the same to the paid-up por-
tion of the capital stock ; .

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

Power was also conferred upon the company to increase its capital stock to a
sum not ..xceeding £250,000, or $1,000,000.

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

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

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

¢The directsrs have heretofore allotted and divided among the persons
assured upon the participation scale 75 per cent of all the profits realized from
the entire business of the company, and that in view of the increasing business
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it is or may be desirable to vary the relative proportions in which such profits
should be allotted and divided ns between the shareholders and the persons as-
sured.

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

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

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

By the Act 56 Vie,, cap. 99, it was nrovided, in order to remove doubts as to
the directors’ power of investing moneys in Canada,

¢ That they have had and <hall have power to invest the funds of the comp

any
in the bonds or debentures of any

nrinicipalities in Canada and in mortgages on
real estate in any of the provinces or territories of Canada, and they may in-

vest such funds in the'bonds or debentures of any of the states of the United

States or of any municipalitics in the United Kingdom or in the United States

or in mortgages on real estato therein; but the amount so invested in the United

Kingdom shall not at any time excced the reserve upon all outstanding policies

in force in the United Kingdom, and the amount so invested in the United

States shall not at any time exceed the reserve upon all outstanding policies in

force in the United States.

At the date of incorporation £2 or $8 per share,
been paid on account of the £50,000 capitalization then presently existing, and no
further payment was made in cash by the shareholders from that date till the year
1856, when the authority te increase the capital to £250,000 was exercised by the
company, and the sum of $24,780.50 wos called up in cash. In the meantime, how-
ever, between the years 1849 and 1856, inclusive, $35:590.50 had been applied by way
of bonus or dividend in payment on the capital stock. In the succceding years, from
1857 to 1865 inclusive, the eash payments by shareholders in respect of their stock
were, by vearly decreasing amounts, raised to a total of $63,673.50, while bonuses
or dividends out of profits were further applied so as to make the total payments

from this source $61,426.50, making in all $125,000 paid on account of the total capi-
tal of $1,000,000.

amounting in all to $4,000, had

assing of the amendments made to the Insurance
3 , and under certain circumstances which will be discussed more

of authorized capital.

Down to the year 1863, inclusive,

the shareholders received dividends in addition
to the amount ($61,426.50) applied in

payment cf their stock, as follows :—
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Year. Per Cent. Capital.
1856.. 1 $ 33,350
1857.. 113 64,378
1858.. 10 83.733
1859.. 10 | 08,550
1860. . 8 : 110,120
1861.. I} ; 119,440
1862 5 ‘ 122,930
1863, A 5 l 124090
1864.. ‘ 5 124,520
1885 N 3 | 124,002

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

| |
Year. ‘l Per cent. i Capital,
1866 to 1869.. 5 I 125,000, |
18;?'{ s l 8 © with an extra of §6 per share.
o - 8 “
}g;g ST o . 10 “ with an extra of §17 per share.
to el . o 15 "
:gg(l)w 1Bk S N 13 “ with an extra of $17.50 per share,
el 15 "
...... l 174 " with an extra of $25 per share.
1886 to 188 | 20
oo, ... 20 | " with an extra of $25 per share,

From 1891 down to 1899, inclusive, dividends were paid to shareholders amount-
ing to ZC per cent per annum upon the paid-up capital, besides a special bonus of
$25 per share, or in all $62.500, paid in 1895.

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

In the early history of the company rates of interest were high, and' expenses
were upon a moderate seale to which the methods of insurance of recent years present
no parallel. The first reserves were computed upon the basis of 6 per cent, and the
rates of commission to agents prevailing in the earlier history of the company were as
low as 10 per cent on initial premiums, and 74 per -ent on renewals. These were
the rates of commissions paid to district agents in 1862, Between that date and 1887
there had been a gradual increase in the case of initial premiums frum 10 per cent to
about 20 per cent, and in 1887, the rate was increased to 35 per cent. In 1900 it was
increagsed to an average of probably 50 per cent, commissions in respect of some
classes of insurance being then fixed as high as 55 and 60 per cent.

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

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

ERp——e

F
-
<

e




10 ROYAL GOMMISSION ON LIFE INSURANOE

7 EDWARD ViIl., A. 1907

appealed to him as an investment, and he had, from time to time, increased his
early small holdings, till, in the year 1891, the ycar preceding his going upon the
board, hic either held or controlled 489 shares of the capital stock.

Among some of the members of the board there appears to have been s feeling
of alarm at the growing power of Mr. Cox. There are indicated upon the minutes
two grounds upon which this alarm was based; one the danger of undue influence or
control falling into any one hand; the other, the danger to the independent manage-
ment of the company involved in the acquisition of a preponderance of its stock by
one of ite servants or employees,

On the other hand, Mr, Cox seems to have been firmly pressing his claim to a seat
on the board. e thought he had been unfairly treated by the board upon the oceas-
ion of removing the Eastern Ontario Ageney from Peterboro’ to Toronte after the com-
pletion of the company's new Toronto building. He removed tae office of the Central
Canada Loan and Savings Company at the same time, and had expected office accom-
modation for that company in the new building, and attributed his being disappointed
in that respeet to certain members of the board. He says he then determined that he
would himself go upon the board, and that they should go off. :

The result was that negotiations were entered upon by the board and Mr. Cox,
whieh finally resulted in his eleetion in 1892, upon the terms of his vesting 400 shares
of the stock hield by "him in three trustees, who were to have the sole control and
management of the same, free from any interference by Mr. Cox, so long as he held
the position of director, he, however, receiving the dividends ugon them.

The instrument vesting the 400 shares, in trustees provided that, upon Mr. Cox
ceasing to be a director, the shares shouid be retransferred to him.

Upon this arrangement Mr. Cox was elected to the board at the anaual meeting in--—-

Mareh, 1892,

In January, 1897, Mr. Cox desired a retransfer of the shares held in trust, feeling,
as he said in a letter written during the discussion, that he could not auy Jonger pro-
perly occupy a seat at the board with his stock held in pledge as a guarantee of his
good behaviour. He was, as he quite understood and intimated in the correspondence,
entirely master of the situation at this time, as, by resigning his seat at the board, he
could compel a retransfer of the shaves, and his ownership and control of atock at that
tinie would, no doubt, have re-insured his re-clection. The board yiclded to the request
of Mr. Cox, and accordingly his shares were released from the trust. At the same
time, owing to objections made by Mr. Cox, two gentlemen, who lived in Montreal,
retired from the board, and their places were taken by Mr. Alexander Bruce and Mr.

In January, 1900, Mr. Cox was clected president, r. Ramsay retiring upon a
peusion of $12,000 per annum, provision for which was made by the purchase of an
annuity, the purchase money of which entered into the general expenditure account of
that year. The retirement of M, Ramsay had been provided for as early as 1897, in
an agreement under which he was to continuve as general manager so long as he should
be able to efficiently discharge the duties of that position, and until the board should
express a desire for his retirement; and upon his retirement be paid an allowance of.
$12,000 & year during his natural life, !

When Mr. Cox became president and general manager, his son, Mr, E, W, Cox,
who, up to that time, had been in partnership with him in the office of agent for the
Eastern Ontario Branch, became assistant general manager; and another son, Mr,
H. 0. Cox, succeeded the firm as agent for the branch. Hon. Mr. Cox paid his son, E.
W. Cox, 840,000 for his half interest in the business, and handed over the whole agency
a8 & gift to the other son, H. Q. Cox. Mr. Cox’s aalary, as president and general

manager, for 1900 and 1901 was $20,000 per annum. Mr. E. W. Cox’s salary as
assistant general manager was at first $6,000, but was subsequently raised to $7,500, to
000, making his son’s saiary

which Mr. Cox added $5,000 from his own salary of $20,

T T T - 5 . e o an
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$12,500 and his own $15,000. In 1903 and 1904 Mr. E;"W. Cox received a salary of
$15,000, and in 1905 a salary of .$20,000, Ilon. Mr. Cox receiving $15,000. Since the
year 1900, when Mr. H. C. Cox took over the agency for the Eastern Ontario branch,
he has been in receipt of net profits in respect of the agency ranging from $12,850.90
in 1901 (the minimum), to $19,805.25 (the maximum), in 1904,

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

With regard to the Ottawa agency, the statement made is that the Ottawa agent,
Mr, Hoycock, had transferred to a person from whom he had borrowed a considerable
sum: of money, a one-half interest in the carnings of the agency. The Ottawa agency
was a sub-agency of the Eastern Ontario branch, and Mr. Cox, while h¢ -as manager of
the Eastern Ontario brauch, arranged that this loan should be taken up. * For this
purpese & company was formed, called R. H. Haycock & Sons, Itd., with a capital of
$40,000, of which $20,000 was issued to the Eastern Ontario branch and was pledged
with the Canadian Bank of Commerce for a loan of $15,000, guaranteed by Mr. Cox.
The amount of this loan was used to discharge the agent’s indebtedness and for other
purposes connected with the agency, and one-half of the profits of the Ottawa branch
has since been paid to the agent, and the other half has been applied in reducing the
Joan made by the bank, until at the date upon which the inquiry took place the same
stood at $3,000.

There scems to be no written record of the transaction, and in form at least, half

. the capital stock in the Ottawa agency is, subject to pledge, owred by the Eastern

Ontario branch. Mr. Cox, however, states that on payment of the balance of $9,000
and the release of the stock from the pledge to the bank, the agent will be entitled
to all the stock of the company so as to reinstate him as sole owner of the business.
It seems unfortunate that so important a transaction should rest upon nothing more
tangible than the recollections of the parties.

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

Before discussing the subject of the strengthening of reserves by the company in

_anticipativn of the requirements of the legislation of 1899, reference should be made

to what are known as the minimum policies issued by this company, the holders of
which were, or appeared to be, more noticeably affected by the method adopted in
strengthening the reserves, than the holders of any other class of policy, inasmuch as
the result in the case of those who had taken their profits in cash, was to reduce the
face of the policy by creating a lien upon it, The history of the minimum policy
was very fully given by Mr. Cox, It was adopted to give the policyholders an imme-
diate participation in nnticipatad profits by way of relucel premium ra‘es. The manaige-
ment, having regard to the profits earned in previous years, assumed that they would

‘never in any year fall below 1} per cent by way of bonus addition to the sum assured,

and made an equivalent reduction in the premium. The company proposed to recoup
itself in respect of the premium reduction by retaining the profits to the extent of the
1} per cent. If the profits amounted to exactly i} per cent in any year, the company
retained all; the holder of the minimum policy received none, having already received
an equivalent advantage in reduction of premium, If the profits exceeded 1} per cent
the minimum policyholder was entitled to the benefits of theexcess; if they fell below
1} per. cent the deficiency was made a lien upon his policy. It appears that for some
vears after the minimum policy was adopted the profits always exceeded the 1} per

_cent. . When, howevef, the large drain upon the divisible profits was made for tha pur-

I e
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poso of strengthening the reserves, the result was the creation-of two successive lens
upon such minimum policies as had taken the excess profits during the intermediate
period in cash instead of by way of bonus addition. One of these was for the differ-
ence between the 13 per cent and the declared bonus addition of § per cent; the other
for the difference between the 13 per cent and tho declared bonus addition of 1 per cent.
In the case of those who had taken the excess profits during the intermediate period by
way of bonus addition, the creation of these liens did not impair the face policy value,
because they were not large enough to wipe out the bonus additions.

Before the legislation of 1899, the government standard for reserves was the Hm,
tablo and 43 per cent.  The company had valued its policies upon this basis in 1880.
It is in preof that afterwards there was a considerable reduction in the current rate of
interest obtainable upon investments, In 1894 the reserves were placed upon the basis
of the American Experience Table and 4 per cent, the result being to increase the
reserves by a sum of $395,000 or thercabouts, provision for which was made by setting
apart out of profits approximately $500,000. In 1898 a sum of $225,000, and in 1899 a
sum of §275,000 were set apart out of profits, and treated as a reserve liability in anti-
cipation of what was decemed to be an imminent necessity for further strengthening the
regerves, and in 1899, when the legislation was passed, the liabilities contained a met
insuranee reserve caleulated upon the American Expericnce Table with 4 per cent, and
these two special appropriations, amounting to $500,000. The Government standard
existing prior to the legislation of 1899 had, therefore, been considerably exceeded in
the company’s valuation, In 1900 the company appears to have valued its policies
upon the Actuaries’ Table with 4 per cent interest, and in 1901 the ultimate require-
ment of the legislation of 1899 was anticipated by computing the reserves in respect of
ail business written prior to 1900 upon the Hm. table with 34 per cent. In the meantime
and in respeet of new business, the company had, since January 1, 1900, been comput-
ing the reserves upon the Im. table with 3 per cent, thus adopting a basis of valuation
producing in 1espeet of the new business larger reserves than the ultimate Govern-
ment requirement,

Theo result of these alterations in the basis of reserve was to absorb in 1894, ap-
proximately. $300,000; in 1809, approximately, $1,070,000; and in 1901. approximately,
$995,000. which would otherwise have been available for distribution of profits. The
whole of these sums would. of course, have been taken out of profits nltimately had
the company taken the full time given by the statute for valuing upon the statutory
basis. The contrast drawn is, therefore, between an jmmediate strengthening of re-
serves up to the legislative requirement, and a gradual strengthening, teking advan-
tage of the full statutory period.

3875,000, was cnlled up. The capital, however, has not been treated as impaired in
the process of strengthening the reserves, but the whole of the moneys used for that
purpose have been taken out of profits.

) In 1899 (62-63 Vie., cap. 99), the company applied for and obtained an Aect
f\'hl(‘h. among other things, gave the polievholders of the company certain voting rights
In respect of the ciection of directors, They were not by the Act given any other voice
in the management of the company’s affairs, or at the meetings for which the statute
made provision. They were entitled separately to elect six of their number, holding
certain policy qualifications, as directors. The shareholders were give n separate
right to elect nine directors. Thirty days’ notice in writing was required by the Act
to be given by some policyholder qualified to vote, of the name of any person, other
th'nn a retiring director, intended to be proposed for election. Proxies were per-
mitted, but every polieyholdar’s proxy was_required to be in the hands of-the sccre-
tary at least twenty days Lefore the meeting at which it was to be acted upon. In
case of a vacancy, the beard filled the vacancy from the class of qualified sharcholders
or qualified policrholders, as the case might be. The directors selected by the policy-
holders were not . mitted to have any voice in the question of the projportion of profits
to be allotted to the sharcholders. This Act was passed on the 10th July, 1899, The

— It will be rémembered that in October, 1900, the balance of ch;:“c;ti);ts;l‘stoék,
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records of the company disclose that in the year 1900, 1905 policyholders were repre-
sented out of a possible 6,500, In 1901, 293 out of a possible 7,220. In 1902, 260 out
of a possible 7,230. In 1903, 203. In 1004, 294. In 1905, 403 out of a possible 8,632,
In 1906, 768 out of a possible 8,800. The policyholders’ proxies appear to have been
all or nearly all made out to the president &nd the vice-president.

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

In another part of his testimony he speaks of the policy of the company as
being a ‘ forward’ policy, involving mecting foreign companics in their own territory,
rather than confining the compstition to the Canadian ficld.

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

‘T will ask you to bear in mind that the $1,000,000 paid in by the sharcholders
earns at the average rate of the company’s invested funds about $47,000, leaving
only about $33,000 per year from the profits of the company to make up the 8 per
cent which they received as dividends. It took practically the same amount to
pay 30 per cent on the $125,000 prior to 1900,

The 30 per cent is made up of the 20 per cent dividends and the bonus of $25 per
share paid in 1895.

It is manifest that there is nothing to limit the management for the future to 8
per cent dividends. Up to 10 per cent of the total ‘ profits’ the statute permits the
shareholders to take, and the possible dividends -are bounded by this percentage only.

But it is cqually manifest that if the inl..cent earning power of the additional
capital is only 467 per cont, its engagement in the concerns of the Canada Life with-
out any resl need is a simple method of raising that earning power to 8 per cent, the
difference, under whatever name, being unnccessarily taken away from the policy-

~liolders whose dccuninlations Wave earned it : T T

There scems to be no reason to doubt thut the competition engendered by tho in-
vasion of the Canadian field on the part of foreign companies, together with the like
competition engendered by the invasion of the foreign field by this company, with
others, has done much to enhance the expenses of Canadian insurance companies,
especially in respect of the initial cost. The gain and loss exhibit prepared by the
company shows this in very precise terms. In the year 1905 the cost of first year in-
surance exceeded all provisions made for that cost by approximately $450,000.

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

It is first to be observed that the company has always taken the widest possible
view of the powers conferted by the original Aeét of iricorporation (12 Vie., cap. 168).
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In that statute occur the words * The stocks of any of the banks or other chartered
companies,” and the view taken of its powers by the board of directors from tinie to
time has been that this language is sufficiently wide to enable investments to be made
in the stock of any company having a Dominion or provineial charter, without regard
to the nature of its undertaking or the field of its operations. This difference be-
tween the charter of this company and the General Insurance Act must be borne in
mind when the propriety of certain investments made by the company is considered.
Lt is also to be observed that the powers of investment conferred by the General Act
have not been substituted for special pre-existing powers of investment, and there
seems to be no room for doubting the soundness of the contention of this and other
companies that the powers sct out in the general Act are cumulative and do not impair
any such special powers. The language of the General Act is as follows :—

“The said Act is hercby amended hy adding thereto the following section:
provided that nothing therein contained shall be construed to diminish, impair,
or in any way tuke away or limit any power of lending or investing now pos-
sessed by any company therein mentioned or referred to.

Correspoendence. which was put in evidence, between the company and the De-
partment of Insurance, together with the opinion of the Department of Justice with
regard to the investment powers of the company, has been made a part of the record.

‘The absolute control, real or potential, residing in the president and general
manager, and in which his stockholding and offices secure him, have to a marked ex-
tent influenced the investments of the company, which have been made to serve not
only the interests of the Canada Life Assurance Company, but also his own inter-
ests and the interests of other institutions in which he was largely concerned. Ile
says he has always made the inferests of the Canada Life Assurance Company his
first and chief concern, but ma: v of the investmonts made by or on behalf of that
company have been made to serve other interests as well. The dual position and con-
flicting interests of Mr. Cox in many of these transactions have been most clearly de-
fined. The Central Canada Loar and Savings Company, in which there is a large,
independent shareholding, is undes Mr. Cox’s control to such an extent that to uso
his own language, we ave to treat it as being himself. This company has been very
largely interested in the promotion of enterprises of a more or lesa speculative nature,
the suceess of which largely depends upon facilities for carrying and marketing the
stocks and bonds of those enterprises. Mr, Cox has, from time to time, as he frankly
stated, brought about the investment in sccurities of this deseription, of the funds
of the Canada Life Assurance Company, in uid of transactions in these securities on
his own part and on the part of other institutions which he controls. He has not
hesitated from timo to time, as oceasion seemed to arise, to lend the moneys of the
Canada Life to others to assist them in carrying similar sceurities. Upon one ocea-
sion, referred to hereafter, when he was himself, both directly and in respect of some
of his busjness associates and some one or more of the institutions in which he had
a controlli}\g interest, largely concerned in maintaining the market price of a security
of this deseription. he made use of the funds of the company to purchase the sceur-
ity for the express purpose of strengthening or upholding its market price.

It will be useful to examine some of the transactions of the company, having re-
gard to the common interest of Mr. Cox in the varjous transactions and his relation
to the various persons and corporations dealt with by the company. I¢ may be pre-
mised that the Provident Investment Company, in whose name some of the transac-
tions were carried out, is owned exclusively by Mr. Cox and not merely controlled
by him, and that the Dominion Seecurities Corporation, incorporated in March, 1901,
under the General Companies Act of -the Province of ‘Ontario, with certain powers of

buying and selling and earrying on a brokerage business in stocks, bonds and other
securities, was exclusively owned by the Central Canada Loan and Savings Company.
After its formation many investments of a class which had hitherto been made di-
rectly by the Canada Life Assurance Company was made by and through the Domin-
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ion Securities Corporation as intermediary to the profit of the Dominion Seceuritics
Corporation. The transactions so carried through were numerous and large, and
wore carried on down to the date of the investigation.

The Commission made an exhaustive inquiry, as will appear in the evidence and
exh 'ts, into the books and affairs of all the other companies in which Mr. Cox was
intcrested, in so far as it seemed likely that such inquiry was relevant. Tn the result
it is belicved that all dealings bearing upon the inquiry were disclosed and fully
cxamined into,

Commencing with February, 1902, and ending with June, 1603, the Canada Life
Assurance Company loaned approximately $1,150,000 to varijous horrowers upon the
security of shares of Dominion Coal stock. Of these loans, three, amounting to
about $26,500 in all, were mado to employees of the Canada Tife Assurance Company,
who appear to have heen carrying the stock on margin, and one of $500,000 to the
Dominion Securities Corporation.

Between April, 1902, and April, 1903, the Canada Tife Company purchased the
stock of the Dominion Coal Company to the extent of $447,500, and between April
and July, 1903, reduced its holding by sales to $300,000.

In Junuary, 1904, more of this stock ($10,000), was purchased by the company.

In 1902, the Dominion Coal Company, which had e bond debt of 22,704,500, a
preferred stock of 23,000,000 and a common stock of $15.000,000, leased all its pro-
perty and undertaking to the Dominion Iron and Steecl Company at a fixdd rental of
$1,600,000, which rental was fixed with a view to the payment of the interest upon
the bond debt, which was 6 per cent, and a dividend of 8 per cent upoid both the
deferred and cominon stock. There secems to be no doubt that before the lease was
actually executed those who were interested in the Dominion Coal Company or likely
to be interested in it, had some idea of what was contemplated; and the result was
that the stock rose from 54 in January of 1902, to 123 in March of the same year;
then in April it rose to 148; in may it foll to 141; in June it fell to 14145 in July,
1373; in August, 144; in September, 147; in October, 135; in November, 131; in
December, 1323; in January, 1903, 1323: in February, 130; in March, 19273; in
April, 112; in May 110§; in June, 99}.

The Dominion Sccuritics Corporation, acting for Mr, Cox, in February, March
and April, 1002, purchased and sold for him 6,000 shares of this stock.

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

IR - Per cent.
A. E. Ames & Co.. .. 15
Canadian Bank of Commerce.. .. .. .. .. .. .. .. .. 10
General Canadian Loan and Savings Co.. .. .. .. .. .. .. 15
Home and Foreign Securities Co.. .. .. .. .. .. .. .... 71
Pellatt & Pellatt.. .. .. .. .. .. .. .. .. .... ... . .. 15
F. Nicholls.. .. .. .. .. .. ... .. .. .. .. .. .. ... 10

_ B.E Walker.. .. .. .. .. .. .. .. .. .. .. .. .. ... 5
J. H, Plummer.... .. .. .. .. .. .. .. .. .. .. ... 5
Atlas Loan Co.. .. .. .. .. .. .. .. .. .. .. (e
MecCuaig Bros, & Co.. .. .. .. . e e e 10

The total purchases of the syndicate during its operations were $2,609,183.72, and
its total sales were $1,127,846.11, having a balance of $1,481,337.61, representing the
cost to the syndicate of 11,400 shares, which were distributed on 30th April, 1903,
when the syndjcate was dissolved, )

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

The Dominion Securities Corporation had borrowed $500,000 at & per cent from
the Canada Life Assurance Company, secured by the guarantee of the Central Canada
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Loan and Savings Company, being one of the loans by the Canada Lifo on the Dom-
inion Coal stock mentioned above, the moneys for that purpose having been largely
borrowed by the Canada Life Assurance Company at 5 per cent, In connection with
this loan the Canada Life Assurance Company secured from the Dominion Securities
(Corporation an option to purchase a thousand shares of the stock at 70, which was sub-
sequently exereised, the transaction being part of the purchases totalling $447,600 above
referred to.

In April, 1902, the Canada Life Assurance Company’s board authorized the pur-
chase of 1,000 shares of Dominion Coal Company stock, togethcr with 1,000 shares of
another stock (Twin City), and in connection with that purchase Mr, Cox states that
the Bank of Commerce, of which he was the president, was acting in concert with the
Canada Life Assurance Company, purchasing a like quantity of both stocks, He also
states that the object of the purchiase was to strengthen the market, as the market for
theso securities was then declining, and to protect his own holdings and the market
generally.  This is manifest, because, so far as the Canada Life Assurance Company
was concer v d, its Leldings althcugh th: market was falling, might then have been
disposed of at a profit.

Investments were also made by the Canada Life Assurance Company in the bonds
of the Dominion Rolling Stock Company and the Cape Breton Real Estate Company,
subsidiary companies of the Dominion Coal Company, of $275,000 each. . An invest-
ment was also made in the bonds of the Dominion Iron and Steel Company to the
extent of $100,000,

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

-profitable to those institutions. Following is a summary of them:—

1900—Ottawa Ylectric Bonds.. .. .. .. . .. .. .. .. $269,000
Toronto Railway Bonds.. .. .. .. .. .. .. .. .. 300,000
Canadian Northern Bonds.. .. .. .. .. .. .. .. .. 200,000
Canadian Northern Land Grant Bonds.. .. .. .. .. 300,000
1901—Toronto Railway Bonds.. .. .. .. .. .. .. .. .. 50,000
Toronto Lleetric Light Bonds. . .. .. .. .. .. .... 850,000
The Kingston and Pembroke Ry. Bonds.... .. .. 300,000
1902—Toronto Railway Bonds.. .. .. .. .. .. .. .. .. 25,000
Bay of Quinte Bonds.. .. .. .. .. .. .. .. .. .. 150,000

Dominion Rolling Stock Co.. .. .. .. .. .. .. .. 300,000
1903—Imperial Rolling Stock Co. (‘T'rust Account with

Central Canada Loan and Savings Co. and

Canadian Bank of Commerce).. .. . .. 1,333,000

Montreal Light, Heat and Power Bonds.-. - 250,000

Wryandotte & Detroit Railway Bonds.. .. .. .. .. ... 50,000
Pére Marquette Railway Bonds.. .. .. .. .. .. .. 260,000
Vancouver Power Bonds.. .. .. .. .. .. .. .. .. 250,000
Lake Erie and Detroit Railway Bonds.. .. ..... 25,000
1904 —Minneapolis Street Railway Bonds.. .. .. .. .. .. 25,000
Union Electrie, St. Louis.. .. .. .. .. .. .. .. .. 200,000
Hamilton Cataract Power.. .. .. .. .. .. .. .. 100,000
Cape Breton Real Estate Bonds.. .. .. .. .. .. .. 180,000
Dominion Rolling Stock.. .. .. .. .. .. .. .. .. 80,000

SaoPaulo.. oo 200,000
Crow’s Nest Electric I, and P. Bonds.. .. .. .. 125,000
Toronto and Yerk Radial Bonds.. .. .. .. .. .. 100,000
Morrissey, Michel and Fernie Bonds.. .. .. .... 100,000
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1905—Winnipeg Ilectric Railway.. .. ... % 25000
Niagara, St. Catharines and Toronto Bonds e 50,000
Grand Trunk Pacific Bonds.. .. . e e 125,000
New Brunswick ‘Coal and Railway T\ondc e e 50,000
Lindsay, Bobcaygeon and Pontypool Bonds.. .. 500,000
La Clede Gas Co., St. Iouis.. .. .. .. .. .. 100,000
Dominion Coal Bonds.. .. .. e e 71,000
Shawinigan Water and "Power Bonds e 250,000
Portland Electric Bonds.. .. .. .. .. .. .. .. 100,000
Tmperial Rolling Stock Bonds.. .. .. .. .. .. .. 250,000

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

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

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

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

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

THE SUN LIFE ASSURANCE COMPANY OF CANADA.

This company was incorporated in 1865 by an Act of the late province of Canada™
(28 Vic., cap. 43), under the name of ‘ The Sun Insurance Company of Montreal.’
As incorporated, the ccinpany had powers in respect of fire, marine, accident and
guarantee insumnce, as well as in respect of life insurance; but, with the exception
of some accident insurance, which may be disregarded for the purpose of this report,
none of tie powers conferred by the Act, except in respect of life insurance, have ever
been exercised, and the powers in respect of firo and marine insurance were expressly
taken away by subsequent legislation.

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

Section 18 of the Act, which provided for the sharing of profits with policy-
holders, was as follows :—

1t shall be lawful for a majority of the said directors, if they shall deem
it for the interest of the said company, to return to the holders of policies or
other instruments, such part or parts of the actual realized profits of the company,
in such parts, shares and proportions, and at such times and in such manner as
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the said directors may deem advisable, and to enter into obligations so to do either
by endorsements on the policics or otherwise; provided always, that such holders
of policies or other instruments shall not be held to be in anywise answerable for
the debts or losses of the said company, beyond the amount of the premium or
premiums which may have been actually paid up by him, her or them.’

The Act further contained a provision that before commencing the life depart-
ment of the business, $800,000 of the stock should be subseribed for, and an additional
sum of $100,000 paid up and invested in securities of the provinee, for the special
security of the assurances on lives to be effected with the company.

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

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

In 1870, Lefore the company had commenced to do business, the Act was amended
(33 Vie,, cap. 58). )

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

The general privileges of insurance companies with respeet to obtaining licenses
on the deposit of $50,000 were extended to the company as fully as if the company had
complied with the requirements of the original Act.

The business of life and accident assurance was to be established and maintained
as a distinet branch of .he business, and the authorized capital stock of $1,000,000
was to be applied solely to that branch, with a power of increasing the same to
$2,000,000.

The similar provisions made in respect of fire, marine and guarantee instrance,
which were to be established and maintained as a distinet branch under the name of
the General Branch, may be dist - .arded, save to observe that there were to be seper-
ate accounts of stock, and the expenses, profits, claims, losses, liabilities and assets
under that branch were to e Kept separate,

Scetion 11 forbade any dircetor or other officer to borrow the company’s funds
or become surety for any borrower.,

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

In the following year the company began business, and obtained an Act of Parlia-
ment (3+ Vie., cap. 53), changing its name to_the Sun Mutual Life Insurance Com--

~pany of Montreal, and restricting the powers of the company to life and accident
insurance, repealing for that purpose all inconsistent provisions of the incorporating
and amending Acts,

Two further Acts may be referred to, both Aects of the Parliament of Canada;
vne, the carlier, passed in 1882 (45 Vic., cap. 100), again changing the name of the
company to the Sun TLife Assurance Company of Canada; reducing the qualification
of directors from 50 to 25 shares and giving the company, in addition to the powers
given by the Act of Incorporation in respect of investments, the power to

‘invest their funds, or any part thereof in the public or other securities of Great
Britain or any of her dependencies, or of any foreign state or states, whenever it
shall be necessary so to do, in order to enable the company to carry on business
in such foreign stato or states, and in such manner as the directors may eleet, and
may, from time to time, vary or sell the said securities and investments, or pledge
the same as oceasion may require; provided always, that the investments of the
company in the securities of any foreign state or states for the purpose of carrying
on business therein as aforesaid, shall at no time exceed the amount necessary
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to enable the company so to do in accordance with the laws of such foreign state or
states. v

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

‘The Sun Life Insurance Company of Canada, hereinafter called ““the com-
pany ” may, in addition to the powers herctofore conferred upon the company, invest
its funds in ground rents on real estate or mortgage security thercon, in any pro-
vince of Canada, and in or upon any bonds or debentures of any stato of the
United States, or of any municipality in the United States, or in mortgage on real
estate therein; but the amount so invested in the United States shall not at any

. time exceed the reserve upon all outstanding policies in force in the United States;
and such reserve sall be caleulated upon the basis preseribed by the Insurance
Act! '

The company commenced business in 1871 with a subsecribed capital of $500,000, of
which 10 per cent was paid up, and in 1876 another 2} per cent was paid up, making tho
the total paid up capital $62,000. 'The paid up eapi:al remained ut that figure until
1897, the company haviug in the meantime prospered and no other capital being at any
time required.

In the year 1897, however, the company was proposing to enter into business in the
State of New York, and under the law of that state was required to have a paid up
capital of $100,000. This was arranged for by an issue of further capital stock to the
amount of 200,000, at a premium of $30 per share, and the new stock so issued was
called up to the extent of 15 per cent. The total amount reccived by the company,
therefore, in respect of each share of the new issue was $45, of which $I5 was on
account of the share and $30 the premium. At the same time a bonus of 24 per cent
was declared upon the original subseription of $500,000, making that also stock upon
which 15 per cent had been paid. This bonus was paid out of the profits of the com-
pany.

~ From 1897 down to the present time, therefore, the total capitalization of the com-
pany has been $700,000, upon which 15 per cent or $105,000 has been paid up, disre-
garding, of course, the premium of $30 per share upon the issue of 1807,

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

1t is made plain by the evidence that the issue of new stock was not necessary for

- any financial resson connected- either-with-the-operations-of-the company.in Canada or... -

with the proposed extension into the State of New York,

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

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

Tt was disclosed in the evidence that the company invested in the securities of a
cortain undertaking, and ‘portions of these securities were handed over to certain mem-
bers of the board on the same terms as the company acquired its holding. It is
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reasonably elear that by this transaction the members of the board so obtaining thege
securities did so on more advantageous terms than would have been possible for them
as individuals. Tt is claimed that this was in pursuance of an acrangement made
when the acquiring of the securities was discussed at the board, but there is no
written evidence of such arrangement. The verbal testimony does not even eatablish
that there was aay proposal, when the matter was before the board, by any director
but one that the investment should be shared with any of the directors of the company,
and as to that single dircetor there is & completé absence of proof that he specified

any particular quantum of the stock, or that cither he or the company becamo in-— "

any way bound to divide the purchase. It had to be conceded that if, before_the trans-
action was carried out, cither he or any other director had sought~to enforce the
. alleged understanding, he was not in a position to do 50; and-also that, if the invest-
ment had turned out to be an undesirable one,-it would have been impossible to en-
force upon either the director mentioned or any of the other dircctors any obligation
to take any share in the venture.

The theory of the company has always been that the capital stock was entitled
to interest, hesides its ascertained share of profits. So far back as 1892. interest has
veen allowed in addition to such proportion of the profits as the directors chose to
allot to sharcholders. A sharcholders’ account has been kept, to which has been
eredited not only the interest but also the proportion of the profits allotted to them
from time to time, and it is out of this account that the dividends have been Jeclared.

During 1891, and the first half of 1892, dividends at the rate of 12 per ccat, and
since and including the latter half of 1892, at 15 per cent, have been declarcd, be-
sides the bonus of 2¢ per cent upon the old stock in 1897,

Carrying to the credit of the sharcholders’ aceount the ascertained proportion of
profits and interest has not, however, enabled the company to pay these ividends,
and from time to time the dircctors have resorted to various devices for the purpose
of increasing the sharcholders’ account, so s to enable it to pay the dividends which
have been paid. ’

The first of these devices was to credit the practically defunct accident branch
with considerable sums of money, upon the theory that that branch in years past had
been charged more than its proportion of the general expenses of the company. The
aceident branch being so eredited out of the current profits, the suns so eredited were
brought into the sharcholders’ aecount for the purpose of augmenting it and so en-
abling the dividends to be paid. Three sums were so credited to the nceident branch
and brought in to the detriment of the polieyholders and in case of the shareholders;
$2,006 in 1895; $4,000 in 1500; and $30,000 in 1402; and the evidence is that there
are ¢:ill at the credit of the accident branch considerable sums of money, the inten-
* tion being to bring these also into the sharcholders account, Tt is manifest that in

revising the charges made in past vears to the accident branch, the directors of the
present day have undertaken to overrule what may be presumed to have been the well
informed and deliberate decision of the directors of former years as to the proper pro-
portion of expenscs to bo charged to that branch, and your commissioners think it
clear that the revision was undertaken solely as a device for maintaining the share-
holders’ account,

Another improper means by which the sharcholders’ account has been enabled to
provide the dividends paid to shareholders is by similarly revising the rate of interest
allowed upon capital in addition to its share of the profits in past years. The method
adopted has been to go through the years as far back as 1877 and to allow, instead
of the rates which were allowed, a rate of 6 per cent, which has been improved at 6
per cent, compound interest, from 1877 down. The result of this has been to bring
into the shareholders’ account $9,088.34 (in 1901),

<~ third method of swelling the sharcholders’ account has been to go back to the
year 1897, when the new capital was issued at a premium of $30 per share, and to
bring into the general shareholders’ account interest, compounded at 8 per cent, upon
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that premium, This revision of the earlier dealing with this premium, to the pre-
judice of policyholders, was also, in the opinion of your commissioners, improper.
In this way the sharcholders’ account was swollen in 1905 by the sum of $37.930.73,

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

In mary resprots the methods of bookkeeping adopted by this company are not
only defective but likely to mislead and deceive. An account has been maintained,
under various names, having as its ostensible object the recording of profits and losses
on the sale or realization of investments in the nature of stocks and bouds. In the
main, the credit side of this account is, though incomplete, intelligible i principle,
assuming the propriety of this method of bookkecping, inasmuch as it records actual
cash profits made on the sale or realization of securities. Asg this account has grown in
magnitude and importance, however, the cash profits shown upon the credit side have
been made use of by means of fictitious entries upon the debit side to confuse and con-
ceal the truc state of other assets and investments of the company, and its income and
expenditure, Assets and securitics in respect of which there has been depreciation,
anticipated loss or loss in fact have been treated as made good out of the profits shown
upon the credit side of this account. An an example, large arrears of intercst upon
certain mortgages have been made to appear as having been collected, thie profit made
upon the sale of other securities (stocks and bonds) being depleted for that purpose.

Expenses which ought to have been inecluded in expense account and returned
as expense3 in the government returns,”have Been similarly wiped out and concealed
by being taken out of these profits,

Balauce due from agents, which were not entitled to be treated as nssets, have
been made good ont of the same source.

In connection with the agents’ balances another irregularity, which does not con-
cern the account just dealt with, should also be referred to. Where there has been
a considerable balance bue by agents A ‘B’ and ‘C,’ and a considerable balance due
by the company to agents ‘X,’ ‘Y’ and ‘Z,’ the latter being an undoubted liability,
and the former an asset which the company was not entitled to include in its return,
the ono has been set off agaipst the other so that, to the extent of the excluded asset,
the admitted liability has remained undisclosed. ) ) )

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

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

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

4




22 ROYAL COMMISSION ON LIFE INSURANCE

7 EDWARD VI, A. 1907

enterprises, and scems to have appealed strongly to the speculative instinets of the
board.

In May, 1901, a purchase was made by the company of the bonds of this enter-
prise for £50,000, par value, at 05; and in February and March, 1902, two other pur-
chascs were made, each of $25,000 par value, both at 98, making altogether a purchase
of $100,000 of these bonds, par value. The capitalization of the company was $6,-
000,000, of which it was stated that $5,016,600 hud been issued as fully paid np. Mr.
T. B. Macaulay says that he did not at all suppose that anything like that sum of
money had ever been put up by anybody in cash or in assets,

At that time the Shawinigan Company was authorized to issue bonds to an amount

not exceeding 75 per cent of the paid up capital, and it was part of this issue that the

company so purchased. Tt is not clear that at the date of the purchase the Shawinigan

Company was in operation, though Mr. Macaulay says his recollection is, ‘ that the plant

was in partial operation, but was not complete.’

In November, 1002, the Shawinigan Company borrowed from the Sun Life Assur-
ance Company $250,000 at 6 per cent, upon the security of bonds of a new temporary
issue, to the par valuo of $313,000, the lenders receiving as the consideraticn for tho
loan n bonus in so-called paid-up stock of the company to the par value of $195,000.

In May, 1903, a further loan upon the temporary bonds of the Shawinigan Com-
‘pany was made, the sum loaned being $100,000, and the security pledged being bonds

to the par valuo of $111,000. The lenders in this case received 15 per cent of the °

amount loaned (or 15 700), in so-called bonus stock.

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

Both these loans matured in November. 1903, and it was then arranged that inter-
est upon the loan, amounting to $6,500, should be capitalized, making the total amount
of the loan $356.500. At this date the company was pressing vigorously to have the loan
paid off, and indeed was not in funds to carry it. The end of the year was approaching
and the banking account of the company would have shown a large overdraft had some
arrangement not been made. It was agreed that the Merchants Bank—which was the
banker of the company—should loan $200,000 upon the note of the Shawinigan Com-
pany, endorsed by the Sun Life Assurance Company, and should take over a proportion-
ate part of the securities held. This left the company carrying $166,500 of the loan,
including the $6,500 of capitalized interest, and the Shawinigan Company agreed to
hand over further bonus stock to the cutent of 10 per cent upon the whole debt so
arranged, or $35,700, including the bonus upon the capitalized interest,

By the arrangement the bank was to receive a proportionate part of so much of
this bonus as was attributable to the $200,000 assumed by it, having regard to the time
during which the bank’s money should remain lent. The note to the bank was at six
months from the 19th November, 1903, and, therefore, would have matured on the 22nd
May, 1004; but on the 1st March, 1904, the Sun Life Assurance Company borrowed
$200,000 from the bank, paid the note and took back the securities and the bonus stock,
less 33,500 of that stock, the bank’s share. The Shawinigan Company was paying 6
per cent, and the Sun Life Assurance Company paid the bank 5 per cent for the money
loaned to relcaso these securities. The company was then reinstated in the position of
leuder to the Shawinigan Company, to the extent of $356,500, for which they held
bonds to the value of $424,000 in pledge, and in respect of which they held and were
entitled to retain bonus stock tc the face value of $172,200. This, of course, was in
addition to the $100,000 of bonds which they had directly purchased in 1901 and 19092.
In August, 1904, the $100,000 of bonds were sold at a profit, and in the same month, or
in September, the loan was extinguished by the company becoming purchasess of bonds
to the extent of $411,000 par value, without any. bonus stock, at 85 and interest. In

1905 these bounds were also sold at 90 and interest, so that a profit was made in respect
of them also,

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

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

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

*T know our policy was to dispose of municipal debentures.

¢ Q. They were only bringing 4 or 4}t A. Yes, and wo considercd it good
investment to drop those things and take up this one,...........

¢ Q. Was not the great inducen.ent to go into this rather than to go into other
investments of an equally safe characler, the fact that out of this you hoped to
reap large profits in addition to the interest on your money ¥ A. Undoubtedly.
We consider safety is the firat thing, but if we have the choice of two investinents
equally safe, thon we are bound to take the one with the best return.

At pago 2885 ho says:—

‘We were abandoning mortgages and of nll the néw forms of investments
that opened before us, we considered that traction securities wero the most
desirable for many reasons.
‘Q. Now, you have just stated in the last sentence that you uttered, an answer
to my question; you were abandoning a class of security which you had been
investing in largely in the early part of your history—that is mortgage securi-
ties—and you wera seeking to substitute what you considered the most desirable
form of investment that you knew of, that is these traction securitiea? A. Yes,

¢Q. And that, you say, was the policy which you were advocating. A. Yes.

¢Q. Were you enquiring. .......among those who were projecting roads, or
among those whose enterprises were complete and in a fairly satisfactory position,
or how were you doing in regard to that 1 A. We wished to seo in the first place
all those that we had already any of the bonds of, and then while we wished to
get n grasp of the entire situation, for educational purposes, yet we wished prirei-
pally td get into touch with companies that might be likely to bring out securities
of their own in the near future. Companies that were absolutely completed and
would not be hkely to bring out any new sccurities would not interest us, becauso
we had business in view, and we wanted to get mto touch with corporations likely
to have bonds issued,

¢Q. I take it you wanted to get into touch with corpomhons which wero pro-
jecting works?—A. Yes.

¢Q. So that you might furnish the money for financing the works and so have
your securities a charge upon the undertakingi—A. Yes,’

In pursuance of this policy the management laid before the board on November
4, 1902, a proposition looking towands the carrying out of this policy, and the result
was that Mr. T. B. Macaulay and Vice-President Kingman wero authorized by the
board to visit the States of Ohio, Indiana, "linois and Mlchlgan ‘to look over the
whole ground.’

Before starting upen his mlssxon, Mr. Macaulay addressed thirty-five circulars to
persons whose names he found in the Street Railway Supplement to the Commercial
and Financial Chronicle of New York, all of them being presidents or managers of
compunies which eeemed likely to be vugaged in enterprises suited to the manage-
ment’s new policy. Among those from whom rephes wero received was a gentleman

" named MeKinley, of Champaign, TH. )

)
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Mr. McKinley, who is a professional promoter, deseribes himself 48—

‘ The manager of about a dozen ges, electric light, street railway and inter-
urban railway properties which I have promoted and financed in the east.’

He says:—

¢ New proypositions are offeced me constantly, many of which are not attrac-
tive and come ozcasionally have a great deal of merit.’

Among other propositiuns which his reply puts before Mr. Macaulay are two, one
of which is spoken of as the Danville property, and the other as the Gas, Electric,
Light, Steam Heat and Street Railway Systems of Urbana and Champaign. These
two properties and the connecting link of a projected inter-urban railway between
them, were the nucleus of the Tllinois Traction System.

Mr. Macaulay and Mr. Kingman proceeded to Chicago, saw a large proportion of
‘the field which they had intended fo cover, and spent ‘ between one and two days’ of
the time in looking over Mr. MeKinley’s scheme. Subsequently Mr. MeceKinley visited
Montreal, and the matter began to take shape. The ultimate plan adopted was to
form a parent company, whose assets should be the capital stock of certain subsidiary
companies; that the Sun Life” Assurance Company should find the money for the
purpose of purchasing the subsidiary stock in pursuance of this plan, and that the
subsidiary companics should then issue their bonds which were to be given to the
Assurance Company in payment of its advances.

It was arranged that Mr. McIinley should put up one-third of the cash necessary
to purchase these various stocks, nnd that the Assurance Company should put up two-
thirds, and that in the end the Assurance Company and Mr. MecKinley should be
cqually interested in ihe financial results. The company put up its share in the form
of loans to Mr., McKinley, with which the stock was purchased. Between January
and March, 1903, the Assurance Company advanced to McKinley, $365,400, with
which he purchased the shares of two contemplated subsidiaries, the Vermilion Rail-
way and Light Company, and the Urbanas and Champaign Railway. Gas and Electrie
Company. The perent company then proposed to be incorporated was to be known
by the name of ‘'The Ilinois Railways and Light Company.’

The twe subsidiaries whose stock had so been purchased appear to have been
united in & further subsidiary company, known s the Danville Urbana- and Cham-
paign Railway Company, and that company’s bonds, to the extent of $1,000,000, were
equally divided between McKinley and his associates upon the one hand, and the
Assurance Company and certain of its directors and their friends on the other handl.
ol The £500,000 to which the Assurance Company was entitled was distributed as
ollows :—

The Assurance Company received bonds to the extent of $406,000 in discharge of
the debt of McKinley for $305,400.

The President of the Assurance Company reccived $13,000 of the same bonds; the
secretary, $50,000; Mr, I, R. Macaulay, $10,000; Dircctor Kingman, $10,000; Dirce-
tor Tasker, $6,000; and a Mr. Stevenson, $5,000; all of which was paid for at the
advantageous rate for which the Assurance Company had stipulated,

It seems manifest that from the first the management of the Assurance Compuiy
was actively engaged in the promotion of the pirent and subsidiary ¢ompanies. They
e parent company which was to own all
the subsidiary companies’ stock. From the beginning Mr. T. B. Macaulay controlled
and managed all that was dove, no doubt consulting Mr. McKinley from time to time,
but reta’ning with a firm hand the reins of management, This is made abundantly
manifest by the correspondesnico between himself and the attorney whom he nominsted,

The first parent company was incorporated in the State of New J ersey and its capi-
talization was $3,000,000, which was cqually divided between the Assurance Company
and ite directors and friends mentioned above upon the one hand, and Mr. McKinley
and his associates upon the other. Of the $1,500,000 of stock which fell to- the Amssu-
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rance Company, $1,218,000 was taken by it; $39,000 by the president; $150,000 by the
secretary; $30,000 by H. R. Macaulay; $30,000 by Director Kingman; $18,000 by
Director Tasker; and $15,000 by Mr. Stevenson. This bonus stock was, of course,
issued to them as fully paid, and the other $1,600,000 was issued to McKinley and his
#ssociates in the same way.

Mr. Macaulay and Mr. McKinley were naturally lookmg about for other subsi-
‘diary schemes and companies to be brought within the domain of the parent com-
- pany. Indeed the policy upon which the management of the Assurance Company had
embarked prevented them from standing still. To extend and consolidate their in-
terests was a vital necessity. Others were secking to occupy the field which they had
opened and to have permitted this would have been to invite disaster, Accordingly
in December, 1903, we find another subsidiary company incorporated, ealled the
Decatur, Springfield, and St. Louis Railway Company. This company purclmsed the
--Decatur Street Railway, a local undcrtakmg and was intended to acquire certain gas

and eicetric franchises in that city and to build a line of railway from Deeatur west-
ward to Springfield. Difficulties arising, however, under the state law, the vroposition
assumed a somewhat different form. Three subsidiaries were substituted for the pro-
posed Decatur, Springfield and St. Louis Railway Company: (1) The Decatur Light
Company, to acquire and operate the Deecatvr Street Railway and the Decatur gas
and electric franchises and plant. (2) The Illinois Central Traction Company, to
build a railway between Decatur and Springfield, and (3) The St. Louis and Spring-
field Railway Company, to buil a railway from Springfield south towards St. Louis.
With regard to the_enterprises which the parent company had thus to purchase, $750,-
000 of its stock was issued by way of purchase money to the vendors,

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

As the subsidiary enterprises have grown and multiplied capltahznhon has in-
creased, and the total authorized amount now is $11,000,00u, of which $4,000,000 is
preferred and $7.000,000 common. The actual amount outstanding is $3,274,300 pre-
fered, of which at the time the matter was made the subject of inquiry before your -
Commissionners -the Assurance Company held $658,900, and $£5,822,000 common, of
which the Assurance Company holds $3,625,400.

The holdings of the Assurance Company are all bonus stock. $580,000 of the
preferred stock, however, was acquired for the company and some of its directors under
the following circumstances: Mr. McKinley offered this $580,000 of preferred stock
to the Assurance Company in exchange for bonds of subsidiary companies to the
amount of $353,000.

This was considered a desirable transaction by the management, and it was
arranged and carried out about December 31,1904, Subsequently some of the directors
claimed thai there had been an understanding at the board meeting when the transac-
tion was authorized to be carried through, that they should be permitted to take part in
this purchase of preferred stock, and a month later entries were 12ade by which the

_trensaction was put upon that footing. This is the transaction in respect of which
your Commissioners have already pointed out that there was no minute at the board
meeting of any such arrangement, and that it had to be conceded that there was no
binding arrangement which could have been enforced either by or against the Airectors.
The directors in this manner acquired $223,100 out of the $580,000 of preferred stock,
as follows: T. B. Macaulay, $94,900; A. Kingman, $4,600; R. Macaulay, $48,100; S.
H. Ewing, $20,000; J. R. Dougall, $5,000; MacPhersin estate, $2,500.

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

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

| !
i Eonds | Ledger
Compansy. ; Bond Issue. | owned by | value of
j Sun Life. |  bonds.
! |
i 8 $ i 3
Bloomington & Normal Ry, Eleetrie & Heat Coouiuvu oL | 600,000 Nona ?
Bloomigton & Normal Ry, & Light Ca. ... .. e 450,000 450,000, 382,500
(Thiz 1ssue 15 subject to the $600.000 mentionad in the preceding ‘
line,)
Central Railway Co.of Peorin, ... ... oo 570,000 None !
Chicago, Bloomington & Decatur Ry........ .. . ... ... 1,000,000 454,000, 385,900
Consumers Light & Heat Co.,..o 0o 0 0 o 180,000 180,000 153,000
Danville G, B, L. & St, Ry, Coo oo, RN 24,000 None
Danville St. Ry. & Light Covnniinniniiii 673,000 No.l'.le
Danville, Urbana & Chanpaign Ry 1,650,000
D. U. & . Ry. Co, 20d mortgage. .. 328,000 328,000 285,934
(Subject ta izste of §1,650,000 met
Danville & Northern R\R...0. 00 17,000 None
Decatur Gas & Llectrie Co. . oL ,000 U
Decatur Gas & Electric Co.. . ... . 300,000, None
Deeatur Ry, & Light Co.......0. . 600.0 !
Decatur Traction & Elcetric Co. ... 212,00 .
finois Central Traction Co........ 1,370,000 o
Jacksonville, G. L. & C. Co...... S 175,000 o
Jacksonville Ry. Co, . ...... ... 1 . 34,000 "
Ja-keonville Ry, & 1,1'% it Co e s e 375,000 169,000 143,650
(Subject to 1°zues of $175,000 and £31,000 mentioned in preceding
two lines.} 4 .
Peoria, Bloomiegton & Champaign Traction Co.ovs o oveoo . 1,333,000, 1,052,000 £94,200
Peoria Railway Co. ..o . 00 2,750,000 690,000/ 617,898
Peoria Traction o, .., 0 T e 353,000 353,000 300,000
(These two boad issves Peoria Ry. Co. $690,000 and Peoria Traction
Co. 8453,000 are subject to the bonds of the Central Ry. Co.:
8570,000 mentioned above.) :
Springficld & North Eastern Traction ! 47£,000 470,000 309,500
St. Louis Decatur & Chempaign Ry. . 760 000 760,000 3
St. louis & North Eastern Ry, Co. 2,390,900 2,378,000 2,021,300
St. Louis & Springficld Ry. Co, 1,620,000 616,000 536,410
Urbana Light, Heat & Power Co, 51,670, None
U, & C. Ry, Gas & Electrie Co....... PPN 202,00, .
UL & € Ry, Gas & Electrie Co (Consolidated). .. o0 [ 1l . . "

| 18,760.000" 7.9oo,ooo|' 6,756,202

It is plain to your Commissioners that the large interest of the Assurance Com-
parv in these various enterprises is greatly in excess of the limits of reasonable invest-
ment.  Apart from any question of statutory power, it seems to your Commissioners
that to engage the funds of an insurance company in enterprises of this character to
such an extent as necessarily to involve the directors of the insurance company in
pramotion, construction and management, is foreign to the purposes of an insurance
company and caleulated to imperil its funds. In the opinion of your Commissioners,
the embarking upon such enterprises is no legitimate function of an insurance com-
pany and is & misuse of powers of investment, however wide. It does not seem to your
fommissioners that the success or failure of any particular undertaking has any
Learing upon the question of principle involved, or affords any true standard of
propriety.  Other enterprises, similar in character, as will be seen in a later- part
of this report, have ended in serious loss, although the directors were so sanguine
in rezard to them as their evidence showed them to be in the case under discussion,

Mr. Macaulay, who no doubt voiced the company’s policy in this respect, was
apparently much alarmed at the suggestion that theso securities should now be con-
verted at a profit as he claimed to be possible. He looked upon this suggestion as
involving an ‘awful sacrifice to the policyholders” (page 2019).
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“Q. You say you could realize at a profit? A. We certeinly could.

“Q. But you would be abandening all ideas of these grand prospeetive profits
which you see in the future~A. Precisely. We would e giving that over to the
brokers and speculators.’

Notwithstanding the magnitude of the amount already at itake, the field is not
yet completely occupied. Mr. Macaulay says: (page 2919.),

Q. With these large views of yours, for the future of this traction scheme,
vou 1o doubt expect and intend to put large sums of mrney in it in addition to
what you have put in—A., My idea is that the Tllinois Traction Company, as
a field for investment, will be one into which money can be put with profit for
about another couple of years. After that the field will he pretty well ocenpied
and we will have to look elsewhere, '

Q. Do you expect und intend to take part in the putting in of further money . el
during those couple of yearsl-—A, Unquestionably.

Q. And you expect and intend to take a large part?—A. Unquestionably.

Q. And bear a large additional expenditure?—A. Unquestionably)’

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

Among these are what may be spoken of as the Appleyard enterprises. Apple-
vard occupied the same position with regard to these as Mcitinley did with regard
to Tllinois Traction.

The Appleyard enterprises were said by Mr. Macaulay to have had the same in-
herent merits as the Illinois Traction, and the unsatisfactory result of the opera-
tions in them he attributed largely to two circumstances; first, mismanagement by
Appleyard; secondly, absence of control by the Assurance Company. Ile says:
(page 2922.) ,

¢Q. Who was Appleyard? Did he occupy the same position with regard to
this system as McKinley did with regard to the other?—A. Yes, except that
there was all the difference of a mile between the two men.

Q. But his attitude towards the proposition was the same as the attitude of

the other man?—A. Yes, with this difference, that he controlled these other

things. .

Q. Who?—A. Appleyard controlled the Ohio property, while under the way ‘
we fixed things with Mcéinley; Mcainley did not control them. i
Page 2929:—

Q. You did not invest in these without thinking they were Al stocks?—A.
Yes, but our judgment was not as matured then. It was not sound.

Q. Is this loss whelly explained by want of experience on the part of the
investori—A. We would have had no loss at all but for the wrong doing of Mr.
Appleyard.

Q. When you say wrong doing, you mean incompetence!—A. Incompetence
and wrong doing, mismanagement right through and through.

Q. Well, do you think that you have any insurance against mismanagement in
other quarters?—A. We know that this has taught us one lesson, and that is the
importance of control. There was no troublo at all with those properties, except
Mr. Appleyard. If they had been controlled by Mr. McKinley, or any other first-
class man, there would have been no trouble at all. If we had been able to exercise
control in the same way as we have the power in the Ilinois Traction Company,

- not only would we have had no trouble, but we would have made an immense
amount of profit. One lesson we draw from this is the importance of being able
to control the policy, and doing the thing we have been doing—— A

Q. And underlying all that is the personality of the man in chargei—A. 8

Yes.! : - - o )
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Page 2930:—

Q. Take, for instance, the Cornwall Street Railway, that did not turn out
in its early maturity to be a good investment?—A, No.

Q. And I think practicaly that has involved a life insurance company run-
ning it?—A, Fes,

Q. Do you consider that desirable?—A. I do not. Your Honour, we have
learnt certain things from our experience with investments.

Q). But you do not mean to say that you have learnt all there is to be learned?
—A. No, but when we have learned a lesson——

Q. If you are an apt pupil you would be learning year after year?—A. Yes.

Q. And the thing that secms rosy this year may not be rosy five years later
in your experience —\. Possibly so, but when we have learnt a thing to be bad,
we have learned it. The Appleyard lesson burned into us the importance of man-
agemeit, and the Cornwall aifair burnied into us another lesson, the importance of
population. Now there was no trouble at all with the Cornwall Street Railway
except the lack of population—

Q. Really do you tell us that you had to go through the experience you had
with the Cornwall Street Railway to have that propositior. burnt into you, to
learn a lesson?—A, In the first place that was our very first investment.

Page 2931:—

Q. Yeu had a considerable experience in Levis County Railway Bonds?—
A. Yes, same lesson exactly.,

Q. How much?—A. $100.000. T correct that, and say $85,000,

Q. £100,000 bought at 857—A. Yes. !

Q. Did you have tc foreclose on your bonds?—A. There was $250,000 of hond-
lolders , and we held 100,000 and the bondholders foreelosed,

Q. Who is running the road?2—A. The bondholders.

Q. A life insurance company is taking part in running another road as the
result of investment in the traction proposition?—A, Yes, and again there was
a very large amount put behind those bonds in hard cash, but the lesson shows
the folly of any kind of restriction that limits us to Canadian enterprises. We
would not have invested in the Idvis County matter were it not for the restric-
tion,

Q. You did not invest in it knowing it was bad?—A. We had thought it was

good, but knowing it was inferior to those in the United States. Tt was as gooil
as we could get in Canada,’

Speaking of an investment of $500,000 in Montreal Terminal stock, he says;
(Page 2932) :— :

*The Montreal Terminal was another of the very early investments we made
when we first began. .. .But it came as a result of that and partly from what we
suw in conneetion with the Central Market (one of the Appleyard stocks) that
one of our positive rules is that we will not.touch a competing road in any city.
That is one thing that can be learned from that. .. -+...In those olden days we
had a great idea about the desirability of having a competing city railway, but
my ideas have all chonged on that point, and I have no use now for a competing
city railway.’ ’

The Appleyard transactions began with a series of Tnans to Appleyard, upon cer-
tain traction sccurities offered by him, They involved altogc*her advances to about
$500,000, and covered sccurities aggregating about $700,000. There was, in each case,
an engagement on the part of Appleyard to repurchase the security at an advance.
In the result Appleyard was unable to pay, and the amount of the debt, with the ad-
vance added, was $539,000. Tn August, 1903, an agreement was made by which certain
other stocks and bonds nggregating about $1,250,000, par value, and apparently esti-
mated at the tin.» as of n market value of $739,000, were s0ld at the latter figure by
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Appleyard to the company, and out of the proceeds the company paid itsclf the debt
of $539,000, accounting for the balance in cash and other stocks and bonds.

In connection with the securities acquired from Appleyard, the following writ- /
ings off have taken place:— ’ T

Central Market Railway preferred stock (the whole).. 867,425 $ ....
Central Market Railway bonus stock (the whole.. .. .. 100,000

Columbus, London & Springfield Ry. Co., preferred stock. . e... 145,081

« “« “ bonds. .. .. .. e 80,000

« « “  bonus stock.. .. 227,500 ceee

Dayton, Springfield & Urbana preferred stock.. .. .. .. ... 125,000

“ “ bonds.. .. .. .. .. .. .. 5,000

Dayton, Lebannon & Cincinnati bonds.. .. .. .. .. .. .. ee.. 20,000
«“ «“ bonus stock.. .. .. .. .. 380,000

Totals. s vvve v ve ce e e e . .. $774,925  $375,881 et

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

Besides the Appleyard securities, the following investments are noticeable:—

In the case of the Levis County Railway Bonds, which were purchased to the
extent of $100;000, at 85, the bhondholders, including the Assurance Company, have
foreclosed and are operating the road. (

In the case of the New Hampshire Traction Company, the Assurance Company |
hought bonds to the extent of $218,000, par value, paying $198,105 for them, receiving
at the same time bonus stock to the extent of $24,000.

In October, 1905, this holding was exchauged for preferred stock of the same
company, par value $100,000, valued in the books at $100,000; common stock par
value $118,000, valued at $70,800, the balance of the original investment $217,305,
being written off. In December of the same year $10,000 was written off the pre-
ferred stock, and $40,000 off the common.

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

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

The company’s method of accounting with respect to bonus stocks, should be
mentioned. The transactions whereby these stocks were acquired involved the acquisi-
tion of both bonds and stock in consideration of the payment of money or exchange
of sccurities. It would seem to your Commissioners that under these eircumstances
the company should show in its books the full amount of roth bonds and stocks re-
ceived as against the eonsideration given. Instead of this the company has treated
the payment made as the consideration for“the bonds only, leaving the stocks in its
hands as representing no value and involving no outlay or cost. To prescrve a record
of all the bonus stocks received, an account was kept in which they were entered,
the value in each case, irrespective of amount, being placed at the nominal sum
of 1. .

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

These stocks, along with the bonus stocks, were treated by the company as form-
ing what is described as its ‘contingent account’ which, at the date of the hearing
included the following stocks, then worth, it was alleged, the values indicated below:

SECURITIES IN CONTINGENT ACCOUNT, SEPTEMBER 30, 1906.

Value,

Par, ‘ Cost |

I
$ cts.l ! $ ots,
Canton Akeon Ratdway Cooooo o 75,000 00 20 | 21,750 00
: l Power Cooonnoono A . 5000 00 10 30U 00
al Market Street Ralway, ‘»n-fﬂrul ........ 74,500 00 Cost... ‘ 67,425 00
evebuaud, Painesville and Ashitnbla Rulway, .. 50,000 00 - 20 i 10,000 00
Columbnz, London and Springtield Railway, prefered. 457,000 00 264 ! 121,350 00
Corawall Street Railway Co., preferred.. L. 100,000 00 | 50 ! 560,000 00
Cripple Ureek Central Railway, preferred. 30,000 00 | o 21,000 YO
Dallas Llectric Corporation.. ... ... ....... ... . .. 30,000 00 | 25 7,600 00
Dayton Springtichd and Urbana Electric Railway, prefened. . o000 250,000 00 40 100,000 00
Pretroit, Y pailant Ava Arhor and Jackson Ramlway. .. .. 36,000 00 35 12,600 00
Electric Deveoypaent Coooonn, o0 188,800 00 50 94,400 00
Flint Ridge Coal Co., ... 17,560 00 10 1,756 00
1linois Traction Co..... .. . 3,625,400 00 55 1,993,870 00
Jersey Cenural Traction Co, ... 18,800 00 25 4,700 00
Relly CoalCo. oo, 113,750 00 25 28,437 50
Madison County Light aud Power o, . 75,000 00 50 37,500 00
Mexican Light and Power Co. ... . 93,500 00 52 48,620 00
Michigan State Telephone Co.... ... 104,300 00 50 52,150 00
Northern Consolidated Holding Co. . 90,000 00 10 9,000 00
Rio de Jandiro Tramway Loand 2. Co. .. 221,400 00 95,202 00
Springtield and N, L, Fraction (‘o.... 777 1,008,750 00 124 126,090 00
St, Louig, Decatur and Champuign Railwan . 74,600 00 © 110 82,060 00
St. Louis Electric Terminal Ruilway Coo .. e 75,000 00 | 25 18,750 00
Urbana Light Co..oovvino 0000 . . L 52,500 00 | 20 10,500 00
\Vermilion Coal and Coak Co... .. ... .. .. 28,437,650 . 50 14,218 75
York Haven Water and Power Co.... .. .. . .. 16,000 00 : 100 | ,000 VO
Youghstown and Southern Ra'lway. . . e 64,000 00 15 ! 9,600 00
6,075,297 50 | 3,055,070 25

i

—the values indicated aggregating in all the sum of $3,055,079.25.

As already stated the company did not in any way show these stocks as of any
value in their books or in their returns, and your Commissioners consider that the
maintaining of such a large undisclosed asset-in the hands of the company indicates
the fecling the directors of the company must have had as to the ancertain nature of
the enterprises upon which the company was embarked. The result of not disclosing
these assets was to enable the company to conceal losses on these or other investments,
and the ultimate objeet, if the enterprises proved to be permanently successful, was
to enable the company to show itself in a stronger position than it would have been
in, had it confined itsclf to usual and proper investments,

The accumulation of so largo a contingent fund, earned and maintained by the
speculative use of the moneys of the company, including for the most part policy-
ho]d?rs’ money—especially without giving the present policy-holders the benefit there-
of—is, in the opinion of your Commissioners,. improper. &

) Withc{ut this contingent fund, which was not disclosed in the returns, the hold-
ing of foreign securities was enlarged by the Illinois Traction dealings to a sum lar-
gely in excess of the authority to make foreign investments. This was made the

“subject of correspondence between tho Department and the company after the re-

turns .nmde for 1905. It does not appear that the company departed on this oceasion
from its characteristic course, which was to dispute the correctness of the views put
forward by the Department, and to continue holding the position to which objection
had been made,

In the.case of this company, the Commissioners cannot pass over, without com-
ment, the improper advertising use made by the company of portions of Questions
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asked by one of the Commissioners during the examination into the company’s affairs
Wrested from their context, which plainly gave them a hypothetical significance, they
are made to serve as final opinicns, deliberately expressed, approving of the manage-
ment of the company in all its details. It is scarcely necessary to say that nonc
of the Commissioners would have thought it fitting to express any final view in ad-
vauce of their report, and the Commissioners have no doubt whatever that this was
quite understood by those who made use of the circumstance in the way mentioned.

THE MUTUAL LIFE ASSURANCE COMPANY OF CANADA.

This company was incorporated in 1869 by Act of the Province of Ontario, 29
Vie., cap. 17, under the name of the Ontario Mutual Life Insurance Company, and
was re-incorporated under the same name by Act of Parlinment in 1878, 41 Vie,, cap.
33, the name being changed in 1901 to ¢ The Mutunl Life Assurance Company of
Canada,’ by an amending Aot, 63-64 Vie., cap. 112, e

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

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

Hon. Mr. Justice Britton and Hon. Mr, Justico Garrow were, at the date of the

-inquiry, members of the Board of Directors, the former being also Second Vice-

President and a member of the execu’ive commiftee.

The annual meeting is held on the first Thursday in March of ench year. No
less than one month’s notice must be given by advertisement. The notice must also
he-printed on every renewal notice issued within twelve months preceding the meet-
ing,

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

Policy-holders may vote in person or by proxy, but their proxies must be filed
with the manager at least ten days bcfore they are used. Very few policy-holders at-
tend the annual meetings in person, possibly from thirty to thirty-five, of whom the
large majority (twenty-cight in 1906) are agents of the compary,

Section 16 of the Dominion Act provides that—

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

A question arose in 1890 as to the right of the president and directors to hold
proxies, and the opinion of Mr. Chvistopher Robinson, Q.C., was obtained. He con-
sidered that while the directors were in some sense officers of the company, yet, from
the language of the clause quoted and other provisions of the Act, they were not to

“be regarded as coming within the term ‘officers’ used -in the clause, and that, as the

word ‘director’ was omitted from the clause, they were not within the prohibition.
As the president andvice-presidént must be directors he saw no sufficient reason why
they should not also be exempt.

The company has acted on this opinion, and, with the exception of a very few
all proxies are held by directors,
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The following statement shows the extent to which proxies have been used since
1398, before which date no record was kept:—

i No.of
| Policyholders No. of
Year, | entitled to X

} vote, Proxies.
Tt T T CormTmT T | i
1505, Lo e 13,346 5,966
1594, , . A 14,435 5,730
1900, . . R 15,995 6,080
19%01,. . . N 17,283 6,405
1902, . . N 18,515 6111
1903. . . L 20,079 7,246
1904.. . S L . L 21,872 9,315
1905. . .. . . . . e 23,581 8,848
1906, , . AU e 25,497 8,501

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

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

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

The result is that the voting power has been almost exclusively in the hands of
(tihe lll)oslrd and there has been very little change in its personnel except by reason .f

eaths,

In 1891 an agent procured enough proxies to elect himself. He was at once re-
quired to resign either his ageney or his directorship, and went-off the board. The
director whom he had supplanted was clected in his place. Section 4 6f the Company’s
Amending Act of 1884, 57-53 Vie., cap. 123, enacts that no agent of the company
shall, while he is such agent, be elected or continue to be a dircctor of the company,
but its provisions are to have no force or cffect until they have been approved by a
vote of two-thirds of the members of the company at a special meeting. No such
meeting has been held.

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

In 1895 the company strengthened the reserves by changing the basis of valua-
tion from the Hm. Table with 43 per cent to the Actuaries’ Table with 4 per cent.
On all insurance written during 1900, 1901 and 1902 the basis is'the Hm. Table
\vitlx 3} ver cent, and on all insurance effected sizce 1902, the Hm, T'able with 8 per
cent,

Prior to 1897 Mr. 1. E. Bowman, M.P., was president and Mr, William Hendry,
manager; their remuneration during the last-year of office was $2,153.00 to the for-
mer, and $4,000 to the latter, making together $6,153.90.

In 1897, on the death of Mr. Bowman, Mr. Melvin was elected president. In the
following year Mr. Hendry, who wasd in ill-health, resigned, and Mr. Wegenast was
appointed manager in his stead. The minutes indicate that Mr. Hendry on his retire-

ment was appointed consulting actuary, with an allowance of two-thirds of his pre- .
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vious salary. It appecars, however, that he has not rendered any service to the com-
pany in that capacity, nor was it intended that he should. The wording of the reso-
hfxﬁxon was due to the doubts the directors had as to their power to pension a retiring
officer

Since this change the remuneration of the president, manager and directors has
been steadily increased, until in 1905 the president was paid $5,241.88, the manager
about £6,900, mcludmg cxecutive committee fees, and the remuneration of the board
of directors, including president’s salary, which in 1896 amounted to about $5,000,
in 1905 amounted to $13,620.

In explanation of this increase it is pointed out that, during the period mentioned,

the amount of insurance in foree had about doubled, and the assets of the company had

almost trebled.

The investment powers of this company have been specially dealt with from
time to time by the Dominion Act of Incorporation and some of the numerous amend-
ing Acts: 52 Vie, cap. 96 (1891); 57-58 Vie,, cap. 123 (1894); 63-64 Vie., cap. 112
(1900) ¢nd 3 Ed. VII cap. 159 (1903), but the special powers of the company do not
in any way exceed the general powers given by section 50 of the Insnrance Act.

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

At 31st December 1903, the company had made loans in advance of its receipts,
and had an overdraft in the Molsons Hank, of about $200,000. ‘T'o cover it up in the
annual return the company arranged a pretended sale to the bank of certain uniei-
pal debentures amounting to $24,000, at cost. After the first of the yvear, the securi-
ties were to be returned to the company. In the usual course the company received
considerable sums of money early in the month of January, 1904, and was able to
take up these debentures without showing any overdraft. .

THE CONFEDERATION LIFE ASSOCIATION.

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

In 1881 the stock was increased to $1,000,000, and 10 per cent upon the inereased

capital was called up and paid out of profits or bonus, 6 per cent or $30,000 in 1881,
and 4 per cent or $20,000 in 1836,
___ The statute was amended, 63 Vie,, cap. 45, sec. 2, so as to prohibit in terms any-
thing like centralizing of power, provxdmg that no one persou should hold at one
time either directly or indirectly, or as trustee or otherwise, more than 500 shares of
the capital stock.

By the Act of Incorporation policy- holders who were entitled to narhcnpate in
profits were declared to be members of the Association, and there was a provision
for their representation upon the board, the statute requiring that not less than one
half the board should consist of shareholders, and not less than one-third of policy-
holders. * All the directors were required to be elected by the general vote of all the
mem_bers, the qualification for a director being a holding of stock or participating
insurance to the extent of $3,000, and ecach policy,-holder whose policy amounts to

- $1,000 or upwards was entitled to vote.

There was no express prohibition againsi the use of pro“es by policy-helders, but
in practice the directors have never permitted any such proxies to be used.

The president of this company qualifies as a policy-holder and owns no shares.

The original powers of investment of the Association were somewhat less wide
than those now found in the General Act, and *he Association has, since the Generai
Act assumed its present form, considered itself to have the powers conferred by the
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General Act.  As, however, the Association has never extended its business except
into Newfoundland, Mexico and the West Indies, some of the important questions
which arise in the case of other companics in respect of United States investments
are not of moment in the casze of this Association.

These original powers have been somewhat extended. Tegislation with respect

to them will be found in the latest of the two amending Acts, of which there are
threo; 37 Vic,, cap. 88 (1874), 42 Vie,, cap. 72 (1879), and 53 Vie., cap. 45 (1890).

There is an express prohibition against directors or officers borrowing the funds

of the Association, or becoming surety for any borrower.

As the result of the amendments which have been referred to, the directors have

< power to charge holders of participating policies with losses, to the extent to which
they have been credited with profits during the éurrent quinquennial period, if the
losses require it, but your Commissioners were informed that this power has never
been made use of.

With regard to the division of profits, the dircctors are required to ascertain the

part of the profits derived from participating policies, and to distinguish such par
from the profits derived from other sources, and it is provided that the holders of
participating policies shall be entitled to share, to the extent of not less than 90 per
cent thereof, in the portion so ascertained and distinguished. Tt is also provided that
the porfion of such profits which shall remain undivided upon a declaration of
dividend shall never be less than one-fifth of the dividend declared, and quingquennial
distribution among participating policies is authovr’zed.

In practice the method of ascertaining profits is said to have been as follows:—

(1) The rate of interest which the investments of the company have earned
is ascertained yearly, and interest at that rate is first set apart out of the profits as
being interest upon the paid-up capital stock.

(2) The balanee of the year’s surplus is then divided between participating
and non-participating policy-holders, upon the basis of the respeective share of each
class in the reserve.

(3) The amount so found attributable to non-participating policies is car-
ried to the eredit of the sharcholders’ fund, slong with the interest on capital.

(4) Out of the share so ascertained for participating policics, 10 per cent in
former years, in later years 5 per cent has veen taken out and carried to the
credit of the sharcholders’ fund.

(6) The ultimate balance is treated as the alloeation to which participating
policy-holders are entitled.

A very large portion of the business of this company is written upon the de-

ferred dividend system. The method which has obtained of dealing with policies of
this class has been peculiar, and in the opinion of your Commissioners has not been
in accordance with the terms of the policy contract, or with the fundamental princi-
ples upon which this species of contract is founded. When a given number of policies
have attained contemporancously their tontine period, the p.ofite arising out of lapses
in the original class of which they were members have been treated as belonging, not
solely to those of the same class completing the period, but generally, though
provisionally, to all deferred dividend policy-holders then alive, irrespective of when
their deferred dividend period may arrive, For example, if one hundred persons
insure in 1885, with a 15-year period maturing in 1900, and if fifty lapse, the benefits
arising from such lapse are not divided among the survivors of the hundred, but are
provisionally divided among all persons holding tontine policies who are “then alive,
‘;lithout lshference to the date of insurance and without reference to the completién of
the period.

In 1895 the association, which was then maintaining its reserves upon a 43 per

cent basis, made n change in respect of new business to be subsequently written, pro-

viding in respect of such business for a reserve upon a 33 per cent basis,
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After the statute prescribed a change in the rate upon the basis of which reserves
were to be maintained, the association made a further provision, in respect of new
business from that date forward, placing reserves in respect of such new business upon
a 3 per cent basis,

The result is that, in respect of business prior to 1896, the reserves are now main-
tained upon a 43 per cent basis’; that in respect of business written between 1896
and 1899 the reserves. are upon a 3} per cent basis, and that in respect of business
written since 1899, the reserves are upon a 3 per cent basis.

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

‘Q. T would not expect you to recall ‘everything, but was it customary for

transactions of that kind to go through without appearing on the minutes of ono

of your committees?—A. They would all go upon the records. They would enter
into tho statements that werg submitted from time to time.

‘Q. Was the propriety or impropriety of making loans upon such securities
as we have been speaking about ever discussed at your board meetingi—A,
Never. )

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

‘Q. You would consider it to be within your power as managing director to
earry through a transaction of that sort and report it subsequently, rather than
to take authority for it first?—A. Oh, I would consider myself authorized to
carry out the transaction of a loan of that kind, That authority is supposed to
he exercised by me just the same as the cashier of a bank would.

Mr., J. K. Macdonald’s shareholding at the time of the inquiry was 379 shares.
His ;son, Rev. D. B. Macdonald, had 30 shares, another son, Mr. C, S, Macdonald,
25 shares, a daughter, Miss C. H. Macdonald 45 shares, a daughter-in-law, 10 shates,
besides 200 shares which Mr, J. K. Macdonald says he transferred, 100 ghares to his
son, C. S. Macdonald, and 100 shares to the actuary of the compdny, Colonel W. C.
Macdonald, and as to which he states that Colonel W. C. Macdonald is the beneficial
owner,

Roughly, he says, the shareholders’ proxies, made out to and held by himself and
the president on behalf of the management, represent approximately 2,000 shares.

In 1891 Mr, J. X. Macdonald was in recript of a salary of $12,000, which was
continued to the year 1900 without any increrse. _In the last named year-he received
a bonus of $2,000, applicable to the business of the year 1899. In 1901 his salary was
increased to $13,000, and in that year he received a further bonus of $1,000. In 1002
his salary remained at $13,000. In 1903-4-5 his salary was $14,000, with a bonus of
$1,000 in 19G5. :

In 1901 Colonel Macdonald, the actuary, was in receipt of a salary of $2,500. .In
1892 it was raisrd to $3,000. From 1893 to 1898, inclusive, it was £3,600. In 1899
and 1900 $4.200, with a bonus of 2500 in 1900. TIn 1901 it was $4,500, in 1902, 85,000,
in 1904, $5,500, with a bonus of $500, In 1905, $6,000, with a bonus of $500.

Down to and including the .year 1898, the favourite investments with the manage-
ment of this association were municipal debentures and mortgage securities. In the
year 1899, however, the company scems to have become infected with the desire to
enter upon the more speculative field of investment offered by borids and stocks, and
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in that year they purchssed Commercial Cable bonds to the extent of $15,000. 1In
1900, $10,000 more of these bonds were acquired, and Bell Telephone Company bonds,
to the extent of $0.000, were also acquired. In the same year, the bonds of the Que-
bee Iarbour Trust were purchased to the extent of $75,000, and honds of the Toronto
Ilotel Company to the estent of $10.000, with which came 81,000 of bonus stock. In
1901 further purchases of Bell Telephone Compiiny’* bunds were made, to the extent
of §25.000 in July, and $3.000 in December. In that year also $25,000 of Toronto
Elcetrie Light Company bonds were purchased.

1t was in this year also that Mexiean Government bonds to the extent of $20,000
were purchased, having regard to the extension of the business of the Associntion into
that country. In this year also the Association purchased Galgary and Edmonton
Lund Company’s bonds, to the extent of $45,000.

Tt is fair to the management of the Association to point out that the powers con-
ferred by the amendment made to the General Aet in 1809 were supposed to have con-
siderably widened the range of legitimate investment, and it wonld appear in respect
of all the inveatments that have been mentioned, with the exeception of the Toronto
Hotel Company’s honds and the Calgary and Edmonton Land Company’s bonds, that
the investments were well within the power conferred by the legislation of 62 and 63
Vie., cap. 13 (1880), With regard to the purchase of the bonds of the Toronto Hotel
Company, the management seems rather to have been inspired by a feeling of publie
spirit in connection with the iuterests of the city of Toronto than by any desire to
make a profitable iuvestment, and with regard to the Calgary and Edmonton Land
Company’s bonds, the investmont was thought to be justified en the ground that these
bonds covercd the real cstate of the colonization company, and were, therefore, the
equivalent of mortgages upon real estate, ’

In 1903 the Aszociation made two purchases of bonds, which were not, your com-
miss;oners think, in any view within the competence of the Association. "Those in-
vestments were in Nova Scotia Steel and Dominion Coal bonds. The amounts ex-
pended in these investments were not large, being 9,000 and $7,500 respectively, par
value, purchased for $10,017.25 and $3.251.67 respectively. These securities were made
to do <aty in certain transactions which fell to be considered at the end of 1004 and
the beginning of 1903, During 1903, Montreal Light, Heat and Power debentures
were purchased to the extent of $75,000. In 1904 Mexican Gold bonds were pur-
chased to the extent of $100,000, and Vietoria Rolling Stock Company bonds to the
extent of $73,000. In 1903, Winnireg Electric Railway Company bonds were pur-
chased to the extent of $121,000, and Niagara Falls Park and River Railway bonds
to the extent of £50,000. In 1903-1-5 Canadian Pacific Railway stock was purchased
to the par value of $180,000, and a profit was made upon the realization of this un-
nuthorized sceurity to the extent of over $68,000,

Tt is further to be observed that, with the Mexico Government silver bonds pur-
chased in 1002, $20,000, and the Mexican Qovernment silver bonds purchased in 1904,
$100,000, the powers of the Act in respect of investments in that country seem to have
been exceeded. This is sought to be justified upon the construction of section 50, sub-
sectior 3 of the Act of 1899. Your Commissioners, however, are not able to concur in
the proposed construction by which it is sought to make the power to invest in Mexican
securities unlimited in amount. v

Prior to the alteration of its policy in respect of investments as mentioned above,
and the turning attention towards stocks and bonds of a more or less speculative
character, the management had never anticipated its means in the making of invest-
ments. The alteration of policy, however, perhaps because it involved the necessity
for large transactions in order to secure large anticipated profits, provided the oc-

" casion for breaking through this salutary rule, and your Commissioners find a series

of transact'ions, to vghich brief reference has already been made, involving among
other securities the Nova Scotia Steel Company’s bouds aud the Dominion Coal Com-
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pany’s bonds referred to above, which partake largely of all the evils attendant upon
speculation upon margin.

In October and November, 1004, the management authorized Messrs. Osler & Ham-
mond to purchase for the Association 610 shares of C'onsumers Gas stock. Mr, Osler
was a director of th: Association. Certoin moneys seem to have been paid on
account of the purchase price by the Association to Messrs, Osler & Hammond, leaving
a balance due of $27,041.14, which it was necessary to pay in order to obtain a re-
Jease of the shares.

Tt was arranged that Osler & Hammond should hand over 500 shares out of the
610, retaining 110 shares, the value of which, at the price at which the transaction
was carried through, was $11,578, and receiving at the same time the Nova Secotin
Steel bonds, $9,000, and the D~.ainion Coal Company bonds, $7,500. Messrs. Osler
& ITammond then held as security for the debt of $27,041.14, the three securities:
Consumers Gas stock, 110 shares, $11.578; Nova Scotia Steel, 39,000; Dominion
Coal, $7,500.

Tn December, 1904, Messrs., Osler & Hmnmond were further instructed to pur-
chase the Mackay Company’s stock, and did so, paying $28,033.62, for 373 shares. On
the 31st December a transaction was arranged between the Association and Messrs,
Osler & Hammond, by which the Association paid Messrs, Osler & Hammond $8,400,
amt were handed over 150 shares of the Mackay stock. This left a debt outstanding in
respect of the remaining 223 shares of Mackay stock as follows:— .

$28,033.62, amount necessary to rclease 373 shares
8,400.00 paid for the release of 150 shares,

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

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

Balance due in respeet of Consumers’ Gas purchase....$27,041 14
Amount due in respect of Mnckay purchase.... .... .. 28,033 62

Total.. .... cees e ee w. L 855,074 76
Less pmd on December 31 ce ee ee «s .. 8,100 00
Balance «... vevr oo o . .$40,674 76

then due Messrs, Osler & Hammond, who were carrying 110 shares Consumers’ Gas,
29,000 Nova Scotia Steel, $7,500 Dominion Coal and 223 shares Mackay’s.

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

the Osler & Hammond cheque purporting to be, i
for Nova Scotia Steel .. .. .. .. «civvt v oo .. .8 0,719 33
for Dominion Coal .. . v wee.. 8,100 27
for Calgary & Edmonton Lnnd Co bonda ce e ev .. 27,680 40
Total...... e e . 344,100, (IO
and the cheque of the Association purr‘.rtmp to be for Concnmers Qas
stock . . I (U . T T
for\[ackay"sstock ' 3,131 40
Total .... .. .. .. vt e ve ee 0.8 44100 00

These cheques had no weality, nor had they any plac: in the real history of
the transaction. The manifest intent with which the exchange was arranged was
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that Osler & Hammond should appear to have purchased the Nova Scotia Steel,
the Dominion Coal and The Calgary & Edmonton Yonds, so that these unauthorized
securities might disappear from the assets of the Assoeciation in the Government re-
turn, and that the Association might appear to have -purchased outright the Con-
sumers’ Gas stock and Mackay’s ~tock to the amounts named.

This enabled the Assceiation to conceal in its return altogether tie circumstance
that it had been purchasing upon margin, and that in respeet of the margin trans-
actions they owed a large sum of money to Messrs. Osler & ammond, for which
the unauthorized securities were pledged.

Mro do K. Macedonald, at page 859, savs -—

Q. Let us sum up, heeavse then it goes to the Mackay preferred on the
same day; that would indicate, according {o their showing in their own account,
that yon owed them #35,074.76, that when that was paid you would be entitled
to get 110 Gas, 373 Mackay, £9,000 of Nova Scotia and $7,500 of Dominion
Coal?--A. That is what it is. -

Q. Then T sce that on the same day according to this accourt, you gave them
a cheque for 28400, and took over delivery of 150 shares of the Mackay?—A. T
Prosume 0. .............

Q. You have 150 of your 373 of Mackay’s and the ywere holding 223 shares?
—u'\. 3'(‘5. -

Q. And that 223, like the 110 Gas and the Nova Scotia and Dominion Coal
did not find its way into the return to the Government?—A. No, because it was
not ours,

Q. Tt had been purchased for vou, you owed this monav on account of it;
at all evenis that was the fact: we won't stop to differ abeut that at present {—
A. Yes, but the present is the time to deal with it, and the present is these were

+ nat purchased for that year’s account. We jnstructed them fo purchase so many
of these &irares, and we simply took them up when we were ready to take them up.

Q. Yon had acquired a right and yvou had paid money for them?—A. Not
for these that you refer to.

Q. You had partly paid, you know 2— A, Certainly, but not for these particu-
lar shares you now refer to. ' Y

Q. Yes. There was no -distinetion made in vour payments hetween any one
block of a particular stoek and any other?—A. T fail to see what point you want
to make out of it. , ; ha .

Q. L ain not tryinz to ma¥e out any point, T7want 4o gel out the facts?—
A. There is the faet thit these were te be taken up vhen we wanted them to be
taken up, and had the noney for them; if we had put them in on the one side
then we would simply have to offset it. I fail to see what difference it makes
to the Government statement or any other statement.

Q. Are the dealings which appear in this account between the 4th January,
1905, and the 13th, real dealings all right?—A. T presume so. )

Q. Apparently they collected coupons on the Nova Scotia Steel and Coal
Company, amounting to £2707—A. Yes. .

Q. Apparently vou gave them that cheque for $20,000 on the 5th January?
—A. I presume that is correct.

Q. And they collected dividend on the 373 shares of Mackay?2—A. Yes.

Q. Amounting to $373, and on the 1%2th January you gavc ‘them a cheque
for another $10,0007—A. Apparently,

Q. Then there was some interest. charged up, and then on the 13th J anuary
they carried down a balance of $21,101.08 against 110 Gas, 223 Mackay, $9,000
Nova Scotia and $7,600 Dominion Coal?t—A. Yes......0.ov.... e

Q. The_releases took place in January; however T do not think that is very
material; at ull events that $21,101.08 was paid?—A. Yos.
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: ) Q.. And it was paid about that time?—A. It was paid along in January e,
33 apparently

Q. I want to ask you what you did with these various securities which would
then become released —A. Took them over, .

Q. The Consumers’ Gas went into its appropriate place as a security in
your books?—A. Yes.

Q. The same with the 223 Mackays{—A. Yes.

Q. What about the Nova Scotin and Dominic Coal; where did those go!?
—A. They: would simply come back into tke securitien apain, they were after--

wards sold.

Q. I am told they came back into & suspense lcdger-—u I Jdo not know
personally, but I see the actuary nods his head, that is correct.

Q. They had not been in the Government return at the end of the provious
year{—A. No. .

1 Q. And they did not appear in any subsequent Government rcturn, because
; they were sold during that year 1905?%—A. Yes.

A Q. If these were not sold in 1903, is it possible in your view to justify
keeping them out of the Government returns, and if so upon what ground?—A.
If we had held ihem at the end of 1904—T have already oxplained that we sup-
posed these bonds were actually out of the ownership of the company in Osler
& Hammond’s hands when they came back if we had had them as securities of the
company at the close of 1905 they would have gone into the Governmeut report.

Q. In 1904, as a matter of fact upon what subsequently develeped, whether
you are aware of it at the time or not, they were not securities which had passed
out of your hands, they were sccurities wbich had been put in your brokers’
hands to sell, and which he had not sold?—A. That is true. I cannot give any
other explanation than I have already given in regard to it.

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

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

Q. Supposing they would be sold, but knowirg t‘ley had not actually been
sold, do you think still you were justified in keeping them out of the goviynment
returns #—A. I think under the ecircumstances there was justiﬁc:ition for it, be-
cause they entered mto the unsettled account that was in Osler & Hammond’s
hands.

Q. Of course the Osler & Hamiynd account, upon the omission of this se-
curity from the return, was also omit’ed as a liability#—A. Yes.

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

With regard to the crossing of the two cheques for $44,100 (Page 861) :—
¢ Q. Under what arrangement were those choques exchanged?——-A I am un-

able to say there was-any arrangement. e e
Q. Did you make the arrangement?—A, I do not know that I did, that I
made the arrangement, they gave us the arrangement—I do not think as a matter
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of fact that 1 did personally make any arrangement of this kind, or arrange for
the cheques. ’

Q. You do not remember{t—A. T am almost positive that I did not........

Q. Of course it goes without saying that this cheque was not that scecount-
ing, the accounting was, as we have scen from the books, as they entercd the
trapsaction from time to time; the cheque in other words was a mere matter of
form and had ne substance as applied to the real transaction.—A. I really can-
not speak deeidedly, T only know the figures a: facts that are befoie us.

Q. We have goue throuzh the real transaction as earefuliy ug, with my im-
perfeet knowledge of them, 1 could 7—A. Yes.

Q. And we have traced the real transoction through the books with real
cheques, which passed from time to time, indicating the transactions which
afterwards took place’~—A\. Yes.

Q. These eress chegues have ne place in that history 2—A, T think they have;
for example, we have here the proeecds of the sale of the Calgary and Edwnonton
bonds; has not that some part in it: that is a bona fide transaction.

Q. That was a bona fide transaction, and was settled in reality, not by those
at all, but by the dealings which we have gone threughi—A, All I can say is,
this is the proceeds that is entered in here, on which they have given the cheque,
and they give a cheque apparently for the other amount.

Q. You have a eross cheque?—A. Iere is the chegue which had been given
to them for the amount. )

Q. I know I am not putting it lucidly to you at all, but I want you to follow
me if you can. Th  transactions we have been going through from thé books of
Osler & Hammond. supported by yeur own books, indieate what was really ‘done
in connection: with all those matter:?—A. I think so.

Q. And in that history which is token from Osler & Hammond’s books there
is no mention of these cross cheques?—A. They must have given their cheque
for it. .

Q. They gave that cheque, that is part of the history of it, but that cheque
has no place in the historical account of your dealings in these securitiesi—
A. I do not know as to-that, I do not know how they treated it. Here is the way
in which it was treeted by us in the office. (Produces cheque).

Q. You will observe that that indicates that they were bLuying out on the
30th December which is the date of the cheque, the Nova Scotin Steel and Dom-
inion Coal?—A. That is wrong. '

Q. They were -not -buying them out?—A. No. they did mot buy them out.

Q. Can you tell me whether the crossing of those cheques in that way was
made for the purpese of supporting the Government return—lI do not want to
put it offensively #—A. I do not think it was, I do not see how it could have been
at this date.

Q. You see the result of it was you were able to keep out of the Government
return the Nova Scotia and Dominion Coul and Calgary & Edmonton; you were
enabled to put into the Government return the Consumers’ Gas and Mackay,
although ns a matter of fact you did not discharge your obligation in respect of
those until the following January—A. As a matter of fact these were sold and
we had their cheque for it, which was included in their cheque of $44,000.

Q. No, that was an assumed amount, $26,280, and the real proceeds were
$25,793.331—A. But that probably includes the interest, so that, so far as this
cheque is concerned, to the extent of the proceeds of the sale of the Calgary &
Edmonton bonds, that was a real thing entering into cheque.

Q. With the interest it is $26,344.647—A. I take it that shows the interest

e

Q. And excluding interest they were charging, it is only $25431 instead of
£25,793, T am not able to see how that $26,280 can be made to tally with the real
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entry —A. T camnot tell you, Mr. Shepley, I am only supposing it may include the R
interest, ’
Q. You were not, by 1eceiving that cheque and giving your cross cheque,
intending to allege as against Osler & Hammond that they beeame the pur-
chasers of those two —A. We did not allege that.
Q. You did not intend to when the cheques were passed?—A. No.

The management. has since 1891 had certain loans on call. In many cases the
securities upon which the loans were made were unauthorized, Among them were the
fallowing stocks :—Dominion Coal; Canadian Pacific Railway; Sun Life; Temperance
& General Life; Manufacturers’ Life; Manitoba & North West Land Company;
General Electric; Nova Scotin Steel, and there were borrowings upon the stock of
the company itsclf which is prohibited. .

Mr. R. S. Baird, who is the Toronto agert for the Association, scems to hnve
been carried upon margin by the Association in his small dealings in Dominion Coal
Company’s stock, 50 shares of which he pledged for a loan from the Association.

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

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

THE FEDERAL LIFE ASSURANCE COMPANY OF CANADA,

This company was incorporated in 1874 by an Act of the Legislature of the:pro-
vince of Ontario, 38 Vic., cap. 68, under the name of ¢The Industrial and Commereinl
Life Assurance Company of Canada,’ to carry on the business of life insurance and
do things pertaining thercto in “the province of Ontario and elsewhere”” By an
amending Act passed by the same legislature in the following year, 39 Vie., cap. 1,
the name of the company was changed to ¢ The Industrial and Commercial Life Assur-
ance Company of Ontario,” and so much of the Act of Incorporation as purported to
empower the company to carry on the business of life insurance elsewhere than in the
province of Ontario was repealed. Subsequently by an order of the Licutenant Gov-
ernor of Ontario in Council, of April 11, 1882, the name was again changed to “ The
Federal Life Assurance Company of Ontario.”

Before the company had in any way undertaken the business of life insurance, its

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

The authorized capital of the company has always been $1,000,000, of which
$700,000 was originally subscribed. The first call was 10 per cent, producing $70,000
of paid up capital. In 1883, an additional call of 3 per cent on the subscribed capital
was made, and on November 1, 1900, the balance of $300,000 capital stock was issued

—--—— at-a- preminm-of-$5.20- per share, in-addition-to-the-13-per- cent call-thereon. . The - .. . |
amount of paid up capital still remains at $130,000. .
Prior to 1897, no dividends were paid to sharcholders. From 1897 to 1900, inclusive,
the dividend was G per cent, and in 1901 it was raised to the present rate of 8 per
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cent per annum. It was stated that the additional issue of capital in 1900 was not
made because additional capital was required but to give the company greater stability.
The premium was added to assist the company in overcoming an impairment of capital,
and was justified on the ground that it equalized the new stock with the old, upon which
no dividends had been paid pricr to 1897.

In early years no single shareholder, nor any group or set of sharcholders combined
cither by relationship or common interest, had control. To prevent control-falling into
any one hand, an agreement was made on December 20, 1897, between the following
dircctors and officers of the company, W. Kerns, first vice-president, Dr, A. Burns,
second viee-president, Dr. A. Woolverton, medical dircetor, Rev. Dr. Jobn Potts,
director, David Dexter, managing director and Thomas €. Iaslett, solicitor, whereby
they agreed to form a joint fund, for the purpose of acquiring further shares (not
exeeeding 1,200, without the further consent of the majority of the parties), for their
Joint benefit.  All shaves acquired, the dividends thereon, and the voting power with all
privileges attaching thereto were to be the joint property. No individual interest could
Lie disposed of without the common consent. On the same date the same parties with
James . Beatty, president, and Rev. John G. Scott, a divector, further agreed upon a
pooling and option arrangement, After the additional $300,000 capital had been issued
and offered to the shareholders 1,162 shares were unsubscribed, and a further agreement
was made for the acquisition of further shares on joint account. By the addition of
shares acquired under these agreements to their other holdings, these parties have had
control of the company since 1900, holding at the date of the inquiry in their own names
either individually or in trust, and in the names of members of their families, 5,117
shares out of the whole capital of 10,000 shares.  The managing diréétor has also for
some years held proxies entitling him to cast about 1,000 additional votes at general
meetings of the company., v

Tn 1890 the capital after allowing for the reserves on outstanding policies had
hecome impaired to the extent of abour $10,000, and to lessen the impairment the fol-
lowing payments were then made by the directors named :—

James H. Beatty.. .. .. .. .. .. .. .. .. .. .. ... .. $10,000
Dr. MU Widson.. .. oo o0 oo oo o 10,000
Do MUHL Adkins. . oo oL o 2,000
W.FKerns.. .. .. oo o0 .o 2,000

Total.. .. .. .. .. ... .. ... ... .. .. .. .. 91000

On March 4, 1890, certain sharcholders agreed with these directors to guarantee
the repayment of these advances with interest at 6 per cent per annum, one-half in one
vear and the balance in two vears, and they further anthorized the payment over to
them of all the bonuses, dividends and profits aceruing on the guarantors’ shares. The
understanding was that the directors’ advances should really be repaid by the company
but the agreement was intended to prevent their being shown as a liability of the com-
pany, and to conceal the impairment of capital.

The receipt of the $24,000 was shown in the annual return for 1890 under the
heading ¢ Sharcholders’ Contribution, $24,000° The superintendent of Insurance
appended to the return a foot note referring to the agreement of March 4, 1890, but
does not seem to have heen aware of the real understanding behind it, that the com-
pany should eventually make che advances good.

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

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

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

Copies of the agreement and the release were verified by the statutory declaration
of David Dexter, the managing dircctor, and were forwarded to the superintendent.
The important paragraph of the declaration is the Jrd:—

“(8.) No liability on the part of the said The Faderal Life Assurance Com-
pany of Ontario now exists—if ever any did exist-—for the payment of said
mouneys or any part thercof to any person or persons whomsoever.

It appears that upon the date of the release an agreement was made in terms very
similar to the old agreement of guaranty then released between a lesser number of
guarantors, lesser number of new agreement was obtained because of a change in the
personnel of the contributors entitled to receive the money and in order that new
sharcholders might assume the obligation, but it scems reasonably clear that the real
object of the release was to abtain the sanction of the superintendent of insurance for
omitting from the company’s return the foot note above referred to, while the object
of the new agreement was to restore the contributors simultancously to the position
which the superintendent of insurance was asked to belicve had been abandoned.

The company in the carly years of its existence, on the advice of Mr. Sheppard
Homans, an eminent actuary of his time, wrote considerable renewable term insur-
ance, to ohviate the necessity of showing as a liability the large reserves necessary in
level preminm insurancé.  The term policy was attractive at the younger ages because
of it cheapness, but as the rates increase on cach renewal term dissatisfaction natur-
ally results. Not enough care was taken when soliciting the class of husiness to make
its features clear, and some of the literature cireulated had a misleading tendency, and
there were extravagant estimates of profits. The attempts of the company to induce
a transfer to the level premium plan naturally emphasize the general dissatisfaction
because they disclose the small value of the term policy when burdened by the lien
necessary to make good the difference in premiums. These attempts have vot been very
successful and have produced much dissatisfaction.

The company's preminms before 1900 were low and its estimates absurdly high.
It is fair to say that both were fixed to meet competition, rather than as the

result of any bona fide actuarial ealeulation. In that year changes wete made in,

both premiwas and estimates, but the latter were still in excess of anything the com-
pany might reasonably expeet. Some glaring examples of misleading estimates were
given in evidence. For example, on a 20-year endowment policy at age 31 the com-
pany estitnated profits before 1892 at $1.022.00 and in 1900 at $511, while the actual
profits realized in 1902 were only $214.58. On a 20-payment life policy, age 43, the
estimated profits before 1892 were $1,011.63, and in 1900 were $514, while the actual
results in 1902 were $226.03.

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

‘the stocks of any chartered banks or building societies or in the bonds or de-
bentures of any incorporated city, town or municipality authorized to issue
bonds or debentures, or in mortgages on real estate or in such 3iher securities and
in such manner as the directors may elect.’

The powers of investment under its Dominion Act of Incorperation were much
niore restricted than under its provineial charter and the company has always enter-
tained the view, which seems to be correct, that since the passing of that Aect it has
no wider powers of investment under its special Act than are granted to all companies
by section 50 of the Insurance Act.




ROYAL COMMISSION ON LIFE INSURANCE

7 EDWARD VII., A. 1907

By scetion 18 of the company's Dominion Aet of Tncorporation it is_provided

that the Companies” Clauses Aet, except seetions 18 and 39 thereof, shall apply to the
. eompany.  This renders tiwe company subject to section 38 of that Aet which pro-
hibits loans to sharcholders.

The following investments of the company seem to require special mention.

On 11th October, 1902, the company advanced to David Dexter, the Managing
Dircetor, $5.831.25, and on the 15th ‘of the same month a further like amount, being
the purchase price of 50 shares of Bank of Hamilton stock at 233, which Mr. Dexter
then bought and pledged to the company.. The advances were subsequently approved
by the Excentive Conmnittee to the extent of $11,150 and the sum of $512.50, being
the amount neeessary to reduce the advances to the authorized amount was paid to
the company by Mr. Dexter on Qectober 28, 1902, On  August, 31, 1903, the com-
pany advanced to Mr. Dexter a further sumn of $1,110, with which to take up 6 shares
of a new allotment issued by the bank at 185, and'on March 24, advanced 85,775 with
which Mr. Dexter purchased 28 other shares of Bank of Hamilton stock at 206. The
Superintendent of Tusurance having objected to this loan the account was closed on
June 17, 1904, by crediting to Mr. Dexter the amount then due thereon, but the
amount so credited was at the same time charged in the company’s books to G. E.
McTLaughlin, Mr, Dexter’s son-in-law. to whom the shares were transferred and held
by him as trustee for Mr. Dexter, subject to the pledge to the company, the trans-
action that then took place being a mere matter of bookkeeping. The loan was ulti-
mately paid off in June. 1905.

Dr. A. Woolverton, medical director of the company, borrowed $1,000 on the
“security of 10 chares of the Landed Banking and Loan Company’s stock. valued by the”
company i1 its books at $1,200. The loan was made on March 15, 1804, and was paid
off on March 10, 1904. He also borrowed $4,650 on July 13, 1904, on the security
of 50 shares of the Hamilton Cataract Power, Light and Traction Company, Limited,
valued in the books of the company at $£5,000. This loan was paid off on 15th April,

1905. C

ugh Murray. a director of the company, borrowed $700 on February 28, 1903,
en the security of 41 shares Hamilton Masonie Iall Company and 10 shares of the
~apital stock of the Aid Savings and Loan Company. ~The loan was paid off on De-
zember 28, 1003, .

Two loans on renl estate, one to John Wakefield and the other to William Kerns,
both directors of the company. were made on what appeared 1o be reasonable security
and both were paid off in due course, :

A loan was made to Thomas C. Haslett, solicitor of the company, acting on be-
half of clients, amounting to $12,000 on the security of 160 shares of Canadian West-
inghouse stock. The advanee was made on April 19, 1905, and was repaid in instal-
ments ending November 3, 1003,

A small Ioan of $200 was made to W. H. Rae on the security of 50 shares of the
insurance . sany’s own stock.  Mr. Rae was an agent of the company and the trans-
action scems to have involved the taking by the company of the shares in question
as gecurity for advances made to him on account of commissions to be earned.

The company at different times lield certain unauthorized investments, including
200 Hudson Bay shaves, bought February 19, 1903, and sold April 4, 1905, at a profit
of about £35,000.

The company also purchased Sao Paulo Tramway bonds, amounting to $25,000
in 1903, and two Pis of $25.000 cach in 1904. They were sold in 1905 on objection
taken by the superintendent of insurance, at a profit of about $3,000.

The company made a loan of $38,000 on several stocks. inecluded in which were
certain shares in the stock of life insurance companies and 100 shares of the Domin-
ion Iron and Stéel Company. It was claimed on behalf of the company that the loan
was really secured by shares in the Bravtford Eleetric Light and Power Company’s
stock, London and Canadian loan stock and certain policies of insurance, which were
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proper and suflicient security, and that the unauthorized securities were taken as
additional security merely,

‘I'his company has in process of erection in ITamilton an office building which will
be eight storeys high, and ‘which, it is estimated, will cost $250,000. The president
stated that he believed the company will receive in rentals 4 per cent interest on the
moneys invested, charging the company itself a reasonable rental for the portion of
the building occupied by it.  fle was not prepared to say, however, what rental the
company would be charged and he admitted that the investinent must be in part justi-
fied on the ground that the building would be a good advertisement. It was stated
that the present head ofice building in Hamilton is altogether too small for the com--
pany’s requirements. It is not yet sold, but it scems to he anticipated that there will
be no difliculty in selling it for at least the cost thereof, about $13.000, as soon ~8
the new building is ready for occupation.

THE LONDON LIFE INSURANCE COMPANY.

This company was incorporated in 1574, by Aect of the Legislature of Ontario, 37
Vic,, eap. 85, to carry on life and accident insurance, ‘The eapital originally authorized
“was $100,000, which the company was empowered to inerease to $300,080. The capital
originally subscribed was $112,500, upon which 20 per cent, or $22,500 was paid. On
March 21, 1577, the capital subseription was inereased to $223,000, and on February
25, 1881, by means of a & per cent call the paid-up capital was raised to $33,650, In
1284, the company was reincorporated by-Dominion -Aet, 27 ‘Viej-eap.-89.  This Aet
authorized the business of life insurance but not that of aceident insurance, except to
the extent necessary to wind up and complete business already undertaken. By section
24, the * Canada Joint Stock Companies Clauses Act, 1569,” except scetion 39 thereof,
was made part of the Act. This section was regarded as objectionable, beeause section
18 of the Companies’ Clauses Act required 10 per cent of the subsecribed capital to be
paid in each year, until paid in full, It was not intended to require or even permit the
capital to be paid in full, and the company obtained, in 1885, an amending Act, 438-49
Vie.,, cap. 94, repealing section 24 of the Act of 1884 and substituting a new section,
excepting sections 7, 8, 18, 24, 39 and 44 of the Companies’ Clauses .Aet. Certain
further provisions were made as to levying assessments on sharcholders, to which
reference will be made hereafter,

From 1874 to 1885, the company carried on business exclusively in the province of
Ontario, but after the passing of the Act of 1835 it procured a Dominion license, and
commenced business thereunder.

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

Prior to 1883 the compeony issued non-participating policies only. To remove any
doubt, the Dominion Act of Incorporation authorized the granting or apportioning
among policyholders all or any portion of the profits after payment to shareholders of
such portion thereof, or of such interest upon paid-up capital or such percentage nr
commission upon the amount of insurance effected as chould be deemed proper. Ir.
the amending Act of 1891 authority was. given to establish distinet classes or brenches
of insurance wholly or partially upon the mutual principle, and to keep separate
accounts of business transacted in such classes or branches—each class or branch
sharing its own profits and paying its proper proportion of expenses.
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By the Act of 1384, authorizing participating insurance; it-was-made competent for
the shareholders to add to the board such number of policy-holders’ directors «.s might
be fixed by by-law. Their election by the holders of participating policies was provided
for; ‘their qualification as well as the voting qualification preseribed, and their powers
declared to be the same as those of ordinary directors. The policy-holders now elect
three directors, and the sharcholders six, making in all a board of nine. One of the
three present poliey-holders’ directors is also a shorcholder and another, Archibald
Bell, is the judge of the county court of the county of Kent. )

When participating insurance was decided upon, there was a very large impairment
of capital amounting to about $20,000 out of the then paid-up capital of $33,650. Tt
was essential to tie new venture to make the impairment good. It was recognized that
an unimpaired capital was implied in the very term ‘profits, whether paid to share-
holders or to policy-holders. Tt was in this view that the Act of 1884 provided for the
issring of preference shares at a premium, but this weans of relief was not adopted.

By the Act of 1885 a much more drastic remedy was given. Impairment was
permitted to be made good by compulsory assessment upon the shareholders over and
above all calls, with the power to sell so much of the holdings as might be necessary
to meet the levy in case of default, and the transfer of shares upon which any assess-
ment was unpaid was prohibited, and the assessments were only permitted to be
refunded when that was possible without leaving any impairment and without encroach-
ing upon policy-holders’ profits. It was stated that all the sharcholders consented in
writing to this plan. Twe special assessments were levied, one on November 3, 1885, of
§9 per share, yielding $20,070, and the other on November 29, 1889, of $4 per share,
vielding $8,920. The first made good the impairment then existing, and the second
was made perhaps before an actual impairment, but in anticipation of losses on the
realization of certain assets whieh involved impairment.

The company commenced paying dividends to shareholders in 1886, and has paid
a dividend each year since, except in 1889, at 7 per cent until 1895, at 83 per cent from
1806 to 1899 inclusive, and at 8 per cent since 1909, In 18589 no dividend was paid,
that being the year in which the assessment of §4 per share was made. The dividend
was formally declared, but was retained to assist in making good the losses, In
1891 the amount of the dividend. passed in 1889, with interest, was eredited in a
speeinl shareholders’ fund created for the purpose of repaying the assessments which
had been levied. This fund was the source of the increase from 7 to 83 per cent in
the dividends, but it wns absorbed and disappeared in the change made from 43 to 4
per cent in the valuation of policies.

Industrial insurance, which is about half the whole business of the company,
commenced to be undertaken four years before the Act of 1891, which authorized
the cstablishment of distinet branches, wholly or partially upon wmutual principle,
and has since been continued under the confirmation of authority which that Aect
was supposed to effect, so far as the partial application of the mutual principle to the
company’s industrial methods is concerned. At December 31, 1905, 55,624 industrial
policies were in force, insuring $4,597,132, and with a weckly debit of about $5,000.

It was stated that the industrial business had been built up gradually, the object
being to establish branches in a limited number of places and extending over moder-
ate areas. Prior to 1900, when it became compulsory to complete reserves on new
business at 33 per cent, the business had cost about 65 times the weekly debit, and it
was on a paying basis after about the third year.

As industrial premiums are collected by personal canvas, the business tends to
become personal to the agent, and it is of importance that agency should be per-
manent. In 1895 this company and the Metropolitan Insurance Company, which
also carrics on a large industrial business, made an agreement intended to prevent
poaching upon each other’s agency preserves. Tts provisions are stringent, but do not
appear to have been applied in any oppressive way.
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Prior to 1898 the company valued its ordinary policies on the Actuaries Hm.
Table with 43 per cent, and its industrinl policies on the combined experience table
with 4 per cent.

At December 31, 1598, ordinary policies issued before the beginning of that
year were valued on the Hm. Table with 43 per cent, ordinary policies issued in
1898 on the Hm.Table with 4 per cent, and all industrial policies on the combined
Experience Table with 4 per cent.

At December 31, 1599, the company valued all policies issued before January 1,
1898, on the Combined Lxperience T'able with 4 per cent, industrial policies issued

after that date on the same basis and ordinary policies, issued after that date on the -

Actuaries I (m) Table with 4 per cent.

A year later it valued all ordinary policies issued up to December 31, 1899, on
the Actuaries Table with 4 per cent, and all ordinary policies after that date
on the same table with 83 per cent; all industrial policies issued up to December 31,
1899, on the Combined Experience Table with 4 per cent, and all industrial policies
issued after that date on Farr'’s Lnglish Table, No. 3, with 3 per cent. These last
methods of valuation have ever since been adhered to.

Besides these changes in valuation, n fund has been set apart each year to be
used in the furtber strengthening of the res>rves at futurs periods, in nccordance with
the Act. This fund amouated at the end of 1905 to $18,000.

This company has not alopted Mr. Ilarvey’s methed of valuing industrial policies,
by passing reserve altogether during the year of entry, but values in the usual man-
ner in that year.

" The company’s special powers of investment do not in aiy “way extend béyond
the provisions of scction 50 of the Insurance Act, Its principal loans have been mado
on the security of real estate in Ontario and Manitoba. Certaiu loans have been
made on the security of bonds and stock, some of them to directors and shareholders
of the company, contrary to the provisions of section 18 of the Companies’ Clauses
Act. A statement of such loans was prepared by the manager. from which it appears
that they include many loans on the security of shares in the capital stock of the
Ontario Loan and Debenture Company, which seems to have a close affiliation with
the London Life. Both companies have the same president, two of the directors and
the manager of the Ontario Loan Company are directors of the London Life, and
about one-third of the capital stock of the Ontario Loan is owned or controlled by
the London Life and its sharcholders or directors. The following loans have been
made to shareholders of the London Life on Cntario Loan stock :—A. C. Jeffrey, vice-
president, $4,500 on January 7, 1901; A. S. Emery, director, $1,800 on May 18, 1894;
J. E. Jeffrey, sharcholder, $350 on January 22, 1898, $300 on March 22, 1901, and
$1,525 on September 27, 1901; John C. Richter, sharcholder and manager, $6,000 on
December 22, 1891, $500 on September 1, 1893, $350 on July 16, 1894, 8950 on No-
vember 30, 1904, $4,000 on December 29, 1894, $200 on February 27, 1897, $1,200 on
January 7, 1901, $5,000 on August 3, 1901 and $7,500 on October 1, 1001; and
Thomas H. Smallman, director, $10,000 on May 30, 1893,

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

THE NORTH AMERICAN LIFE ASSURANCE COMPANY.

This company was incorporated in 1879 by Act of Parliament, 42 Vie., cap.
3, under the name of the North American Mutual Life Insurance Company. The
name was changed in 1882 by the amending Act, 45 Vie., cap. 98, to the North Ameri-
can Life Assurance Company.
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Tt has no capital stock, so-called, but its Act of Incorporation required that before

commeneing business there should be subseribed a guarantee fund of $100,000 (which™
might be inereased 1o £1,000,000), and that applications for assurances should be made
and accepted amounting to not less than $100,000. Guarantors and poliey-holders are
members of the company.  The guarantee fund was originally subseribed to the
amount of $100,000, upon which £50,000 was paid. Later an additional $200,000 was
subseribed and $10.000 paid, making the subseribed fund $300,000, with $60,000 or 20
per cent paid up.

The guarantee fund may be redeemed if a majority of the wmembeps so decide, but
until redemption the guarantors are feally sharcholders. They have five votes for
cach subsceribed share,  Participatiug policy-holders have one vote for each $1,000 of
insurance.  Their votes greatly exceed those of the sharcholders in number, but they
vote in person only, and very few ever attend u meeting.  The result is that the con-
trol is vested practically in the diveetors, who hold many proxies. The estate of the
late managing director, William McCabe. owns $60 shares. This is the largest in-
dividual holding. If the cxecutors, of whom the present managing director is one,
desire to sell, they must first be offered to the president for the time being. This
makes for the continnity of control which the arrangement was designed to effect.

The Act of Incorporation authorized the payment of dividends to the guarantors,
but no rate was specified.  In 1897, by an amending Act, 61 Vie., cap. 79, dividends
not exceeding 15 per cent per annum on the amount paid up was authorized. Ten per
cent has been paid for many years.

The late William McCabe promoted the company and beeane its managing director

-and-actuary. holding. that-position- until -his death in 1903, For many years Mr. W,.T.

Standen has been the consuiting actuary, After McCabe'’s death, the actuarial work
was done by a clerieal staff which included Mr. D, E, Kilgour, who, in 1905, was given
the position of assistant actuary and on the inquiry he was examined as to the actuarial
features of the company’s business. Mr, Goldman, the manager, who also has the title
of actuary, stated that Mr. Kilgour was better qualified to give the information than
he. Tt was impossible, however, to obt 'n any satisfuctory information as to the
methods of distributing profits during McCabe's management. It was suggested that
in 1900 he made a somewhat exact caleulation and distribution, but no records existed
to show the methods adopted.

Estimates of profits seem to have heen compiled arbitrarily to meet competition,
and the distribution gave more or less to n class as more or less was given in the
estimates. It is, however, not possible to reconcile it with any scientific basis. In the
rate book for 1586, the profits estimated on a 20-payment life policy, at age 25, were
$463.95, while the actual results were $220; at the age 35, estimate $640.35, result about
3280:  at age 45, estimate $957.15, result about $360. At age 55 the estimate was
$1,854.55. In the rate book for 1892 the estimates although lower, were still too high.
In the 1903 rate-book, the estimates were again reduced.

The distribution as between policy-holders appeared to be unfair. The profits
allotted to pnlicies with deferred dividend periods were much too large by comparison
with those allotted to quinquennial policies. For example, in 1905 the company paid
$114 profits on a 20-year endowment policy issued at age 81, on which profits were dis-
tributed quinquennially, and $403 on a 20-year endowment policy issued at age 34,
with a 20-year dividend period. The policy-holder who insured at age 31 did net indi-
cate in his application whether he desired his profits distributed every five years or at
the end of twenty years, and they were allotted to him on the former basis. Election
to take his profit at the end of the endowment period woull have giver him about $400.

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

Surrender values do not seem to have been fixed on any scientific principle. A
policy-holder insuring at age 25 under a 20-payment life policy for $1,000, on which
he had paid sixteen annval premiuvms of-$25.85 or $410.40 was informed that the sur-
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- render value of his policy was $180.99 notwithstanding the reserve on the policy was
then $282.85. If he had insured upon the rate-book now in use, he would have been
entitled to the full reserve at any time after the tenth vear. The passing of new rules
dealing miore liberally with persons insured under old policies, was said to be under
consideration, and Kilgour suggested that the policy-holder in question might now
receive more liberal treatment.

The company issues what it calls a commercial fund policy the form of which was
changed in 1897, Tt iz in the nature of term insurance, the premiums advaneing
cach quinquennium, and. the first premium containing an extra provision for initial
expenses. Under the old form it was agreed that one fifth of each premium, less the
expense charge, should be carried as a special contingent fund, to be used for the
payment of death losses in case only of unusual mortality from epidemies or other-
wise, and that after the policy had been in force fifteen years, and at every regular
quinquennial dividend period thereafter, it should participate in the accumulated
special contingent fund remaining in surplus. The company claims to return to
such polieyholders of that class one fifth of each premium other tha the first, but
they have never been permitted to participate in the accumulati-n.s of the special
contingent fund arising from investment, lapses or other aceretions.

In 1901 the company’s agent at Kingsior, Mr. W, J. Fair, learned that a poliey-
holder in another company, whose endowment had matured, was offered by the in-
suring company. $2,700 in cash, or a paid up policy for $4,440. Manifestly that
company could give him more paid up insurance than he could then purchase from
any other company with the cash surrender value, For $2,700 the North American

“could give him'a paid up poliey for $8,805 only. The agent communieated with the head

ofice in termms which clearly indicated that he was misrepresenting matters to the
polieyholder. He sent an application for an ordinary life poliey for $4.500 at a level
annual premium and the poliey was issued. Tt turns out that the agent retained the
$2,700 cash and he has been paying the premiums, the polieyholder believing
he had what was equivalent to a paid up policy. In 1006 the management
insisted on the agent taking up the transaction with the insured and making
his insurance paid up. Tt was stated that the agent was compelled to bear the
cost of doing this. Your Commissioners think the conduct of the management in this
case when the application was made, ealls for severe censure. The correspondence
makes it plain that the agent was persistently fixed upon getting the insurance,
without regard to whether the insured suffered in the transaction and with full
kunowledge that his company could not deal with him upon terms nearly so advantageous
to him as the originally insuring company could offer. The very fact of the applica-
tion being for $4,500 ordinary life insurance while the paid up insurance which the
other company offered was $4,400, and that the inquiry was how much paid up insur-
ance could be bought with $2,700 cash, compels the :nference that the management
knew or should have known that the risk was being received for their company by
misrepresentations on the part of their agent.

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

The company made the following loans to directors; $22,780 to Mr. J. K. Kerr,
in 1887, on 83 shares of the British Canadian roan & Investment Company and 368
shares of the Land Security Company. In 1894 additional advances were made,
bringing the total loan to $20,280. To another director, Mr. Robert J affray, $10,000
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wis Joaned in 1890, and £3.500 in 1893, on the sccurity of shares of the Land Se-
curity Company. Mr. Jaffray's loan was repaid in 1900, and the loan to Mr. Kerr
was ultimately seceured by a real estate mortgage, and he assigned his share in the
guarantee fund of the company as eollateral sceurity. Pavments have since lbeen
made, and the balance of prineipal now due 15 $27.000, for which the real estate is
regrarded as ample security.  These loans were guite improper, and the Land Security
Company stoek, while not an unanthorized investment, was a security which no
predent trustee would have been justified in lending upon. It was only partly paid
up, and its ownership involved a large linbility. The eompauy’s expericnce with
these loans brought about-a by-law prohibiting loans to directors, which by-law has
been unifermly ohserved,

It i< in acoerdance with the practice of the jnsurance braneh to permit companicss
to take credit in their annual returns for the excess of the market value of securi-
ties over their ledger value, Should the market value be below the ledger value, a
corresponding reduction is reguired.  The North Awmeriean in 1902 and 1904 wrote
up the values of certain sceurities, using the asset thus created to offset certain
agents” advanees. This came nnder the notice of the superintendent upon or after
the tiling of the return for 1004, and he insisted on ineluding in the company’s re-
turn of asscis as published in the blue book, the item ‘stocks and debentures writ-
ten wp, $24,650. and. as expenditure, the item * written off agents’ advances, $24,665.
This was the proper method of treating these items, because otherwise the company’s
expenses would have appeared to be less than they were.  The securities thus written
up were:--

- D A Ui o T : i 18030
hmperial Bank.. .. .. .. .. ..8 5.000 00 Iperial Bauk.. e e L.81,000 00
Canadian Bank of Commerce.. 3,000 (o Canadian Bank of Commerce.. 2,000 00
Bank of Hamiltton.. .. .. .. 9X24 735 Bank of Hamilton.. .. .. .. 1,000 00
Bank of Ottawa., .. .. .. .. .. 2,000 (u Toronto General Trusts Corpor-
Dominion Bank.. .. .. .. .. .. 3,000 00 ation.. .. .. .o .o .0 L Lo .. 8,000 Q0
Toronto General Trusts Corpor- Toronto Elcetrie Light Co.. .. 8,000 00
atfon.. .. .o o000 o0 L L0 15,000 00 Sandwich, Windsor and Am-
Toronto Electrie Light Co.. .. 7,000 oo herstburg Ry, honds.. .. .. 4,665 00
$44.820 70 $24,665 09

In almost all inztances these amounts represent 2 mere appreciation in the se-
curities, though in a few cases they inelude profit realized on actunl sales. In the
year 1903 there was little or no margin in market over book values, and being un-
willing to carry agents’ balances into the statement as an asset and so swelling the
surpius, the management wrote the item off, showing it in the returns as an expendi-
ture for the year. )

The company foaned large sums on mortgages, some of which fell into arrear.
A real estate contingeney fund was established so that pratits reaiized on the sales
of some mortgaged properties might off-set losses arising on others. In 1902 the
company =old a large holding of Commercial Cable stock, upon which a profit of $15,-
H8.28 was realized. and this was carried to the eredit of the account to cover losses
in the mortgage sccurities.  Neither the true profit on the one transaction nor the
true loss on the other was shown in the return. The sale of certain vaéant land in
Toronte to a builder was authorized. e gave a mortgage for the full purchase
monuy, including the cost of buildings erected thereon, on the understanding that
when the property was sold the profits would be divided between the company and
the builder. By this deviee the company was enabled to treat the amount so in-
vested as o loan on real estate. although itself a part owner.

The eompany purchased certain bonds, receiving with them bonus stocks. In
October, 1902, bonds of the par value of $200,000, part of an issue of $1.000,000 of
bonds of the Chieago & Milwaukee Electric Railroad Company, were purchazed. With
this no bonus stock was given. Tater the Chicago & Milwaukee Eleetric Railroad
Company was incorporated, and isued $5,000,000 of bonds to build further extensions.
The company purchased $100,000 of the new issue of bends in 19035 aud $100,000 addi-
tional in 1904, both at 95, with 20 per cent bonus stock. These bonus stocks were not
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shown in the returns wuntil 1905, when they were included in the schedule without any
values sct opposite to them. They were purchased through Messrs. Osborne & Franeis,
who were floating the bonds in Canada. Mr. Ienry Oshorne, a member of that firm,
is the son of Mr. J. Kerr Osborne, a director of the company. The firm also horrowed
from the company large sums on Chicago & Milwaukee bonds: $105,000 in 1903,
$223,000 in 1904 and additional leans in 1905; the total borrowings being $739,050,
and the largest amount owing at one time being about $114.000. The company thus
had at risk on Chicago & Milwaukee bonds over $300,000.

Your Commissioners think it was m <t puprudent to put so-large ¢ sum into a
single security, especially at a stage when construetion was not ~et completed, and
they cannot overlook the fact that although careful inquiry seems to have been made
with regamd to the nature of the security, the bonds were being handled by a firm of
which a son of one of the directors was a member. Tt was in the circumstances im-
proper, in the opinion of your Commissioners, that the company sheuld have bhecome
interested to so large nn amount in the sucecessful flotation of these securities.

In 1905 British Columiia Telephone Company bonds were purchased, to the
amount of $350,000, for which $332,500 was paid, 230 shares bonus stock being given
with the bonds.

The company commenced business in the United States in 1900, and since then
has made large investments in United States securities. These exceeded the United
States reserves at the end of 1902 and of cach yvear thereafter. Atthe end of 1905 the
reserve was $369,969, while the company had invested in United States sccurities and
in Canadian securities deposited in the United States. the following:—

1. Loans on real estate.. .. .. .. .. .. .. .. .. .. .. $116.001 52

2. Loans on policies.. .. .. .. .. .. .. .. .. .. .. 11401 30
3. Cashinbanks.. .. .. .. .. .. .. .. ........ .. 1,288 06
4. Bonds of United States corporations owned .. .. .. 569.000 00
5. Loans on United States securities .. .. .. .. .. .. 277300 00
- City of IIalifax bonds deposited in New York .. .. 260641 60

Total.. ..o oo L 81236732 68
The superintendent wrote the manager on February 14, 1906, pointing out that
the limit for United States investments, the reserve and ten per cent, or $406.966, was
greatly cxceeded and asking an explanation. The manager replied on March 3 that
the loan referred to in item five, the Osborne & Franeis loan, was then paid off, but
he argued that as the moneys were not ¢ lent out of Canada’ they were not within sub-
sections 3, 4, 5 and 6 of section 50 of the Insurance Act. As to item 8ix, these bonds,
hie argued, were Canadian securities. and should not be treated as foreign investments
at all. He also argucd that the limitatien for this company to United States invest-
ments was $869,969, arriving at that figure as follows :—
Reserve on United States policies under subsection 4 of
section B0.. .. .. .. .. .. ... . o $369,969
Aumvunt deemed ‘desirable’ to invest in respeet of
branches in United States under subsection 3, five
branches, $100,000 each.. .. .. .. .. .. .. .. .. .. 500.000

.8869,969

But sub-scetions 3 and 4 are not cumulative, and the latter is only to be resorted
to when the reserve on Fnited Statgs policies exceeds the amount that may be invested
or deposited under sub-section 3. The construction sought to be placed on sub-section
3 is, your Commissioners beliove, inadmissible. Parliament did not intend that any
number of branches might be established in one foreign country, the establishment of
each enabling $100,000 to be diverted from Canadian channels of investment. This
construction would make it possible to carry everything but the government deposit out
of the country, by opening enough small local branches in the United States. But
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even in this viess the company was clearly contravening the Aet. At the end of the year
it had 8976,091.08 *invested in foreign seceurities,” and an  additional $260,641.60
¢ deposited outside of (annda,” or a total of $1,236,732.68.

In the company’s return for 1905 its list of foreign assets included items 1, 2, 3 and
¢ above mentioned, a total of 390,432,658, but the superintendent appended to the
return printed in the blue book a foot-note as follows: ¢The value in account of the
foreign bonds and stocks held at the head oftice is $569,000; and of loans on foreign
securities $277.500,7 A somewhat similar note had been added to the return as printed
for 1904,

The company joined Messrs Osborne & Franeis in the purchase of bonds »f the
Sandwich, Windsor & Amherstburg Railway Company of a par value of $147,000,
paying therefor $133,677.87.  The company advanced all the purchase meney and
Qshorne & Franeiz were to have one-half the profits realized.  Out of the $147,000 bonds
£27.000 were sold between February and December.  The management then concluded
to carey the balanee as an investment and acquired the interest of Oshorne & Francis
on a basis of 93, which gave the brokers a profit of about 13 per cent.  While the pricd
at wideh the bonds were taken over was not unfair, your Commissioners must express
the <trongest disapproval of any transaction in which an insurance company advances
all the money and assumes practically all the risk, the partner taking half the profit,
The transaction beeomes still more objeetionable when the partner happens to be
related to a director,

The eompany values its policies issued in 1807-8-9 on the ITm. table with 4 per
cent; policies iscued hofore those vears on the same table with 43 per cent. and policies
jesued after 1899 on the same table with 3} per cent. Tt is =aid to be the intention of
the company to vaise the reserves on policies issued prior to 1897 to 4 per cent, taking
the vear 1806 in 1907, and an additional year in each year following, until 1910, when
il ix expeeted that all the husiness can be put upon the basis of 3% per cent. Tt-is saiu
to he the intention to vetain the honus stoeks until 1910, and to use the proceeds then to
strengthen the reserves, without taking eredit meantime for any appreciation in their
values.,

TIHE .\l.»\.\'l'l"';\("ITIT}IFl{S LIFE ASSURANCE COMPANXNY.

The present Manufacturers Life Assurance Company was incorporated in 1901,
being an amalgamation of two companies theretofore carrying on business, called the
Muanufacturers Life Insurance Company and the Temperance & General Life Assur-
ance Company. which had been in operation from 1887 and 1886 respectively. In
1901, pursuant “to authority granted by Dominion Act (1 Ed. VIIL, cap. 105), an
agreement was entered into between these two companies and the new company in-
corporated by said Aet, ca’»d the Manufacturer; & Temperance & General Life
Insurance Company, whe. by the new company acquired all the business, assets and
good will of the old companies, payig therefor by issuing its capital stock to the hold-
ers in the old companies. The :ame of the new company was changed to The Manu-
facturess Life Insurance Company by Order in Council, dated December 30, 1901.

_The paid up capital of the old Manufacturers Life was $200,000, and the pail
up capital or guarantee fund of the Temperance & General was $100,000, making
altogether $300,000; and the new company issued to the holders thereof $1,500,000
of its authorized capital of $3,000,000 as 20 per cent paid up stock, making the paid
up capital of the new company $300,000.

Prior to 1898, Mr, George Gooderham owned % controlling interest in the ecapital
stock of the Manufacturers Life, but no one person controlled the Temperance &
General, although the Hon. Mr. George A. Cox was the largest sharcholder therein,
holding some 230 out of 1,000 shares. In 1898, Mr. Gooderham acquired the control
of the Temperance and General, purchasing 550 of its shares. Notwithstanding that
Mr. Cox then controlled two life insurance companies, the Canada Life and the
TImperial Life. e was annoyed when the control of the Temperance & General was
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acquired by Mr. Gooderham. Tater, after some negotiation between Mr. Gooderham
and Mr. Cox, the latter was offered the shares held by Mr. Gooderham in both the
Manufacturers and the Temperance & General, which he at once accepted. An agree-
ment was entered into between them, dated 1st December, 1898, whereby Mr. Cox
was to pay $140,000 for 3,105 shares of Manufacturers Life stock. or pro rata for anv
less amount down to 2,732 shares (with an option to purchase any additional shares
Mr, Gooderham might aequire. at cost), and $i32,000 for 850 ghares in the guarantee
fund of the Temperance & General. The agreement indieates that Mr, Cox then
had in his mind the amalgamation of these two companies and possibly the Imperial
Life, as it provided that Messrs. Beatty, Blacxstock, Galt & Fasken should be the
solicitors for the companies until the; were amalgamated with another company, and
thereafter to be retained for a relative proportion of the business of the new com-
pany; that Mr, George Gooderhani, Mr, 1. . Blackstock and Mr. E. W. Gooderham
should go on the boards of directors of several life insurance companies in which Mr.
Cox was interested, and that Mr. Gooderham should be at liberty to acquire a sub-
stantial interest, at or-near the av-rage cost to- Mr.- Cox; in the said two companics.
Mr. J. F. Junkin, the Manager of the old Manufacturers Life. thoughi it objection-
able that any one person should have absolute control, and endeavoured to arrange for
the purchase of the shares held by Mr. Cox in the Manunfacturers Life by Messrs.
C. J. MeCuaig and William Strachan. Mr. Cox. however, refused to sell the Manu-
facturers stock without that of the Temperance and General, and the result was that
s stock in both companies was purchased by McCuaig and Strachan on 1st January
1001, at an advance of 8658 over the cost thereof. The intention of Messre. MeCuaig,
Strachan and Junkin seems to have been to sell this stock in small lots to friends of
MeCuaig and Strachan in the east and of Mr. Junkin in Ontario, so that the capital
stock would be broadly secattered and there would be no control vested in any one
person. This proved impossible, as McCuaig and Strachan were unable to interest
their friends at the price paid by them. Realizing that a value attached to the block
as controlling both companies, they accordingly refused to deal further with Junkin
upon any terms which did not relieve them of the whole stock. Meantime steps had
been taken to procure the Act permitting amalgamation of the two companies, and
while the Bill was before Parliament, Mr. Junkin, fearing that McCunig and Strachan
might so dispose of the stock as to ensure the contrel which he desired to prevert,
agreed on 1st May, 1001, to purchase the stock at the cost to McCuaig and Strachan,
with interest added. e was simultancously arranging for a distribution of the stock,
and in the end the substituted stock in the new company was divided as follows:—
Tloyd larris, 1,350; H. M. Pellatt, 1,000; William Strachan, 1,073; S. G. Beatty,
1.000: William Mackenzie, 2,000; D. D. Mann, 2,000; McLaughlin & Johnson, 400;
J. F. Junkin, 328, making in all 9,146 shares.

When the amalgamaution of the two companies was proposed, it seems to have
been the plan that Mr. Junkin, the -nanager of the old Manufacturers Life, and Mr.
Sutherland, the manager of the Tewnp.oranze and General, sheuld be joint managers
of the new company; but on the amalgamation coming into effect Mr. Junkin be--
came the manager and an agroerment was entered into with Mr. Sutherland, which was
ratified by the executive commi‘weo of the new company, September 9, 1901, by which,
in consideration of reciiving from the new company $2,000 per year for five years as
an honorarium for retiring as managing director of the Temperance and General, he
agreed to refrain from injuring either of the compzmi_es named, by in_duc-
ing policyholders to surrender policies or otherwise; to refra}n from ver_bal, written
or printed ecriticisms of or reflection upon the companies or theu_' manage-
ment or officers, to assist the companies in any way in his power by inducing agents
to remain with the new company and policyholders to retain policies, and, if requested,
to sign letters to the agents and policyholders pointing out his confidence in the com-
ponies and containing an expression of hope that they would see their way clear to
continue their connection with the company. It further provided that if Suther-
land again bocame engaged in insurance business he would not employ any agent or
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officer of the companicz named until twelve inonths after the termination of his ser-
vice: and that nayment= under the agreement should cense if at any time, in the opin-
ion of E. . Wo.d and Thomas Bradshaw, or the survivor of them, he failed 1o carry
out the agreement. The last payment under the agreement was made on July 1, 1905,

The original issue of capital stock of the old Manufacturers Life was not zub-
seribed st o premium, and the eapital beeame impaired in establishing its business,
After the <tock had been issued, a preminm of about $18 per share. producing about
£100.000, was patd. bat this did not overtake the impairment,  Mr, George Gooderham,
rather than eall for further aid from the sharchollers, thereupon advanced to the
company about 230,000, <mall sums being advaneed by S. F. MeKinnon, R, L. Patter-
son and C. D, Warren, divectors of the company. Tt was intended to repay this ad-
vanee as soen as the company <hould Fe in o position to do so, but it was important
that it should not appear as a liability meantime, otherwise the impairment of capital
would still remain diselo<ed.  Accordingly an agreement. dated September 17, 18071,
was entered into between the company and George Gooderham, wherehy alleged re-
newal commizsions, pretended to have been cominuted, were to ha paid hir in respeet
of premiums to Le colleeted ot the head office, until the advance., with interest at 6 per
eent per annum, was repaid. The objeet of this agreemient was, no doubt, to enable
the company to treat the payments to Mr. Gooderham as -commissions to agents, in
order to keep the liability concealed in its veturns.

When Mr.J. F. Junkin becanie manager in 1895, he found that .or some time no
payments had boen made to Mr, Gooderham, and none were made till December, 1897,
when another transaction occurred, whereby the company undertook to pay Mr. Good-
erham a farther sum which it was alze detired to conceal. During Mr. Gooderham’s
presidency a loan had been made to one Leslie, on property in Toronto, and, the pay-
ments falling into arrears, the company foreclosed. After the foreclosure the follow-
ing resolution was passed by the executive committee on December 30, 1897 :—

‘Re Leslie property: The position of this mortgage having been discussed,
valuation considered, &e., and W. G. Gooderham, Esq., having offered for the
whole property the sum of $50,000, it was decided to accept such offer, and that
the balance of the account should be written off.

Although the purchase price thus appeared to be $60,000, it was understood that
the company would repay $20,000 of it. Accordingly, at the same meeting, a resolu-
tion was passed which, after reeiting that the president had given a great deal of
valuable time, care and attention to the company, and had been of great assistance in
financial matters, provided that his annual honorarium should be inereased from
$2,000 to $5,000, the increase to take effect from January 1, 1898, and to be payat’~
quarterly during his lfetime.  This increase was in reality the cloak under which it
was intended to repay the $20,000 and conceal the liability.

On 3rd January, 1808, o further agreement was made with Mr. Gooderham where-
by, sifter a reeital of the old advance of 1891, and other recitals, maintaining the
origival pretense of commuted commissions, all profits from lapses, surrenders, &e.,
as well as commissions on all renewal premiwms on which agents’ commissions were
not paid, were made over t¢ Mr. Gooderham to secure repayment of $20,500, with in-
tervest, that sun being tixed as the balance then due in respect of the advance of 1891.

At a meeting of the board on 21st January, 1900, these undiselosed liabilities to
Mr. Gooderham and the other directors named were discussed, and it was decided to
repay them forthwith, At the same meeting 3,790 shares of new stock were issued at
a premium of $12 per shave.  The total premium thus received amounted to 243,608,
which was used to repay the following sums: George Gooderbam, $39,044.72; S. F.
MeKinnon, $2,500; R. T,. Patterson, $1,000, and C. D. Warren, $301.93. The amount
paid to Gooderham included the $£20,000 unde taken to le repaid to him in respect of
the Leslie transaction, after erediting his inereased remuneration as president for the
year during which it had been paid. These payments were approved at the annual
meting of the sharchelders on 15th March, 1600. The receipt of premium on the new
capital issued and the payments made to Mr. Gooderham and the other directors were
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not shown in the company's return for that year, s filed with the superintendent, but
upon their heing discovered amendments were insisted upon by the superintendent,
and they aceordingly appear in the return o printed in the Blue Book.

Until the amalgamation of the companies in 1901 Mr. Gonderham remained prosi-
dent of the Manufacturers, but after the transaction just mentioned he took very little
interest in the company, being away most of the time.  The duties of president were
performed by Mr. Rebert Taffray, vieo-president. whe had beeome a divector, with Mr.
J. J. Kenny, at the aumual meeting in 1899, after Mr. Cox’s purchasze of the Gooder-
ham shares. Mr, Gooderham's remuneration as president had ceased to be paid at the
end of 1800, In February, 1902, & demand was made by him for remuneration for the
period of a year and a half from the heginning of 1900 till the amalgamation. and a
resolution was passed authorizing the payment of $1.000 to Lim in settlement.,  This
was aceepted. and Mr. Gooderham's eonneetion with the company thereupon ceased.

Mr. Gooderham was insured under Policy No. 1 of the old Manufacturers Life.
It was a 10-yvear endowment policy for $30000. ITe was allowed a commission of 30
per cent on the first premium and 10 per eent on the renewals. In 1897, when the
poliey came due, Mr. D. P. Fackler, the consulting actuary of the eompany. stated
that the commission was too high. e pointed out that a eompany might pay 30 and 3
on small policies which might lapse and so yield some compensating profit. Ie dis-
cussed the matter with Mr. Gooderham, rho consented that the exeess commission
received by him should be aceumulated for five vears at 5 per cent, and charged against
his tontine dividend. This was done, and the tontine dividend which would otherwise
have amounted to $4,508 was reduced to $954.60. e T

The company’s powers of investment are entirely governed by ‘gection 50 of the
Insurance .\ct. o

During 1901, the first year of the amalgamated company’s business, its transac-
‘tions in stocks and bonds, while fairly large. dn not indieate any speculative tend-
ency. In the years 1902 and 1903 the management seems to have become more ad-
venturous, and the dealings in stocks and bonds during those vears exhibit a pro-
nounced attraction towards the more or less speculntive sccurities of companies in
which directors had large interests. These dealings were of such a class that those
undertaking them would be compelled to keep constant and vigilant watch upon
rapidly fluctuating quotations. TIn 1902, commencing with AMay 16, the company
bought altogether 1,700 shares of Canadian Pacific Railway stock and 1,000 shares
of Commercial Cable, and in October and November it bought 700 shares Dominion
Coal.

Four hundred of the Commercial Cable shares were sold before the end of the
year, leaving 600 shares shown in the annual return, and sold in 1903. The Cana-
dian Pacific Railway and Dominion Coal were both unauthorized securities, and
on December 31, 1902, the company went through the form of selling 400 of the Can-
adian Pacific Railway shares and all the Dominion Coal shares to Pellatt & Pellatt
at the original cost, and on Januvary 2, 1903, Pellatt & Pellatt went through the form
of selling them back to the company at the same price. The fact that all the Cana-
dian Pacific Railway shares were not taken off and restored to the books in the same
way may be accounted for by the circumstance that the management does not seem
to have been aware of the unauthorized nature of the security. Tn 1903 further pur-
chases were made from time to time of Canadian Pacific Railway shares to the num-
ber of 900, and sales were made of 1,600 shares, leaving 1,000 shares on hand at the
end of the yecr, as shown by the annual return.  After certain intermediate dealings
with these shares which will be reviewed hereafter, they were finally sold in October.,
1904. The company beught in 1903, mainly in Mareh, during a rapid decline in tha
market, 1,125 additional chares of Dominion Coal, making 1,825 shares. The owner-
ship of these shares was concealed at the end of 1903 by a pretended sale to Mac-
kenzie, Mann & Co.. héreafter referred to. The company also bought and sold 525
shares of Twin City Rapid Transit stock in 1902, bought 1,300 and sold 500 in 1903,
and sold the balance, 800 shares, in 1905. It bought 400 Toronto Eleciric Light
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shares in 19013 bought 600 in April and May. and sold 235 in October, 1902 bought
735 in January and May, 1903, and sold 675 in October, 1904; leaving 825 on hand
at the end of 1904, which it retained as an investment until the date of the inquiry.
It bought 1.000 shares of Winnipeg Eleetrie Railway stock in January, 1905, and 664
additional shares in May, 1905, which it also retained as an investment. Tt also pur-
chused 202 shares of Crow’s Nest Coal stock, an unauthorized security in March, 1903.
These shares, with the Dominion Coal, were passed off the books at the end of the year
by the pretended =ale to Mackenzie & Maun, and were finally dispesed of under cir-
cumstances which will, with that pretended sale, be hereafter more fully notieed. Tt
was expressly admitted that some of these purchases were made not as permanent in-
vestments, but with the intention of holding for a short time, in anticipation of a rise
in the market.

The company acquired large blocks of Londs carrying bonus stock. In 1901 it
took over from the companies that were then amalgamated, and it still owns $47,000
Quebce Railway, Light & Power Company. and $10,000 Toronte Ilotel Company
bonds, cach carrying 10 per eent of bonus stuck, In June, 1903, it bought $£50,000
Mexican Light and Power bonds at 90, carrying 70 per eent of bonus stock and £50,000
Eleetrical Development Company honds at 93, with 90 per cent of bonus stock, The
resolution of the Finanee Cammittee as to the latter honds authorized the purchase
‘on the best terms possible by the managing director.” It was stated by Mr. Junkin
that some time prior to the meeting at which this resolution was passed he had asked
Colonel Pellatt to arrange that the company be allowed to become an underwriter of
the bonds.  Col, Pellatt, Mr. Junkin and S, G, Beatty were at that time three of the
underwriters at 90, with 100 per cent of bonus stoek, but through some objection of
a meniber of the committee in charge of the underwriting the company was not per-’
mitted to take part. The Honds underwritten by Mr, Junkin, amounting to §25,000,
had heen sold prior to May 22, 1903, the date of this resolution., After the passing of
the resolution Mr. Junkin agreed to purchase from Mr. Beatty $£50,000 of the bonds
underwritten by him, on the basis of 95, with, 90 per cent bonus stock. e stated that
at the date of the resolution he had no intention of making the purchase from Beatty
but that this was a hetter price by =ome b per cent of bonus stock than he could obtain
elewhere: $10,000 of the bonds o purehased were taken over on June 11, 1903, and
the balance of $10.000 «n February 22, 1004, at which date a resolution was passed by
the exceutive committec confirming the purchase of the $10,000, balance of the £50,000.
Mr. 8. G. Beatty was present at this meeting and also at the meeting of the finance
committee, when the purchase was authorized, but nothing appears on the minutes to
indicate that the purehase had been made from him.  In June, 1904, the company also
purchased from Osborne & Francis $62.000 Londs of the Chicago and Milwaukee Elee-
tric Railway at 07, with 10 per cent of bonus stock. All these bonus stocks were
omitted from the annual returns of the company until December 31, 1905, when those
then on hand were shown, but no value was placed opposite them in the return. Nor

.did the company keep a complete record of them in its ledger, as it did with other
securities, but they were mentioned in the company’s minutes authorizing or adopting
the purchase from time to time, and in the statements from time to time presented to
the executive committee. This method of treating the bonus stocks in the hooks and
returns scems to have resulted from thie view taken by the management that the cash
payment represented the bonds only, and that the stocks did not involve any actual
pavment of money. .. .. . e e e :

The company made large investments on call loans to brokers and others. In these
transactions it loaned to its directors as frecly as to other persons, notwithstanding the
prohibition contained in the Companiéds Clauses Act clsewhere referred to. It loaned
to Pellatt & Pellatt, Mackenzie, Mann & Co., William Mackenzie, D. D. Mann and
William Strachan. Some of the securities received by way of pledge—such as Cana-
dian Pacific Railway, Canadian General Eleetric ond Dominion Coal-—were not
authorized under the Insurance Act. The company also made large loans on bonds and

~
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:(s(()ckS of the San Paulo and Mexican Light and Power Companices, which, though in-
“eorporated in C'anada, carry on all their operations elsewhere. At the daté of the
inquiry the company had called in these loans.

The board of directors meets once a month. In the interval practically all its
powers are exercisable by an executive committee, consisting of the Toronto members
of the board and Mr. Lloyd Harris, which meets weekly.

On November 17, 1902, after the company’s transactions in stocks and bonds had
beeome active, a finance commitice was appointed, as it appeared expedient to have a
simall committee to deal with this class of investments. The committee were given
power to:—

“approve the sale of stocks and bonds owned or which may be owned by the com-
pany, and to approve the purchase of all stocks and bonds by the company.

Messrs, Pellatt (chairman), Mason and Beatty, with the mannging director (or in
his absence, the assistant manager), were appointed members of the committee, and
Mr. . D. Mann was added in 1903. At the end of that year the committee was not
re-appointed,

The transactions between the company and Pellatt & Pellatt, the company's
brokers, especially the dealing in Dominion Tron and Steel stoek, furnish matter of
comment. It is alse matter of commment that Sir 1lenry Pellatt, a member of the firm
and vice-president of the company. should have permitted himself to be placed on this
small committee, with its broad powers of dealing on behalf of the company with
securities of the class in which his own firm was constantly being concerncd.  The only
explanation which conforms to all the facts is that his firm's operations on the stock
market, both for themselves and their elients were so large and the tendency of the
market value of securities was towards such depressed eonditions, that it seemed desir-
able in his and his firm’s interest and for his own and his firm’s purposes that he should
acquire as complete control as possible over the company's investments. In that view
the smaller the committee and the more important his position on it, the better. Tt will
be seen shortly that in the minute preceding the creation of the committee a most
important and significant transaction between Pellatt and Junkin, involving the com-
pany in an unauthorized speculation, without the knowledge of any other member of
the board, had taken place. Pellatt’s firm was largely intercsted for iiself and its
clients in the securities in which the company's funds were being invested, and acted
almost exclusively as the company’s brokers. On some occasions the firm filled the
company’s order to buy out of the firm’s own stock. Some of these securities became
depreciated in 1902, and a general decline oceurred in 1903. Clients’ margins hecame
exhausted and the firm’s financial burdens became greatly incereased in its cfforts to
carry the securities. In the end it was unable to obtain the release of some of the com-
pany’s securities which it had been allowed to pledge. The dndications all point to an
intended manipulation of the company’s funds and securities in the prolonged and
serious financial campaign which its brokers were undertaking.

On March 5, 1903, Lloyd Harris, TI. M. Pellatt, James Mason-and S. G. Beatty,
directors of the company, and R. J. McLaughlin, one of the company’s solicitors,
procured the incorporation of a’company ealled ¢ Canadian Securities Limited, with
a share capital of £500,000. divided into 5,000 shares of $100 cach, and with power
to buy, sell and deal in bonds, stocks and debentures.

It was said that the real object of incorporating this company was to constitute
it a purchasing agent for the insurance company ; that many times bonds were offered
in such large quantities as to be beyond the amount that any one investing company
would buy; that in such cases it was intended the Securitics Company would tender
for the whole issue, give the insurance company what it wanted, practically at cost,
and sell the balance elsewhere. The insurance company subscribed for $20,000 stock,
or one-half of the stock issued, which was subsequently increased by a stock dividend
to $28,000. This it held until Docember 30, 1903, when it was sold at par to Mac-
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kenzie, Mann & Co. Ltd., aeting, it was said, for one . . Davidson.  During that
time the Seeurities Company bought and sold bonds and debentures, amounting to
o than $2.250000, 1t sold to the insuranee company about $630,000 bonds and deb-
entures, of which the largest part were debentures. The company’s operations proved
to bo suecessful. Besides the stock dividend above referred to, it paid cazh dividends
of 10 per cent cach year, and it was expected it wouldbe able to continue dividends at
that rate for some time to come.  While it seems to have dealt fairly in its trans-
actio < with the insuranee company-—that company realizing more on its capital
investment in the Scenrities Company than the Securities Company realized on its
sales of bonds and debentures 1o it=-yet your Commissioners ecannot but regard
aperation throngh and by <neh a subsidiary ecompany, the eapital stock of which is
almest entirely owned by the insuranee company and its direetors and sharcholders, -
as prejndieial in the long pun to the interest< of the jnsuranee company, It was
proper for the latter company to dispose of its stock m the Securities Company and,
if further dealines are to take place between the two companies, all the direetors and
officers of the insurancee company should also free themselves of contlieting interests,
A< already <tated Mes<rs, Willinm Mackenzie and D D, Mann became the pur-
chazers o L0 shares of Manufacturews Life stock. The purchase was completed
on December 1. 19020 at which date hoth these gentlemen were direetors of the com-
pany.  Mr. Mann had been appointed in 1901, and Mr. Mackenzie in 1902, the former
qualifving as the holder of 181 <hares of the company’s stoek. nnid the Iatter as o
poeliexholder. Mr, Junkin endeavoured to etfeet a sale to them for some time hefore
it wi~ arvanged, believing that their names would give strength to the company,
and for some months it was understood that they would acquire a substantial holding,
but 1o what ameunt wus not definitely ascertained.  The stock cost_them about $185.-
000, of which the Mannfacturers Life advaneed $127.580.05 on a eall loan receiving as
<cenrity 2000 honds of 2300 cach of the Inverness Railway and Coal Company, and
the 1000 shares of Manufacturers stock, the latter being transferred to the manager
in trust. Both these zeeurities were unauthorized under the Insurance Aet. Be-
sides, under seetion 38 of the Companies Clauses Act, as qualitied by section 21 of
the Company’s Aet of Tueorporation, the company was expressly prohibited from
. making any Ioan to ite directors,  The loan was approved at a mecting of the Execu-
tivee Conmiittee held an December 1. 1902, at which Messrs. Lloyd Harris, (-, W, Ross,
H. M. Pellatt, R, L. Patterson, James Mason, managing direetor (J. F. Junkin).
assistant manager (Robert Junkin), and assistant seeretary (L. A, Winter), were
spresent. Under seetion 21 of the Companies Clauses Act, all these directors and
otticers who made or assented to the Toan beeame jointly and severally liable to the
company for the amount thereof, and would have been responsible for any loss had
the horrowers not nltimately repaid the whole advance. Tt was intended that the
loan should be merely a temporary one, to be paid off before the end of the year, but
the harrowers seemed ta be in no hurry to pay it off. On May 4, 1903, the Exceutive
Committee also approved of a loan of $11,000 to Mr. Mackenzie, the application being
made by Pellatt & Pellatt. and the sceurity being 80 bonds of $300 each of the
Tnverness Railway & Coal Company., Messrs. Mackenzie & Mann as directors must
have known that these transactions were improper, as they assisted in concealing the
seenrities at the end of each vear. The first loan was treated in the books of the
company as being paid off en December 26: 1902, and readvanced on January &, 1903,
Both loans were treated as being paid off on December 23, 1903, and readvanced on
Jannary 25, 1901, These devices did not in reality put an end to the transaetions.
They amounted to a mere arrangement between Mackenzie & Mann, the bank and the
manager. whereby the company was able to show at the end of the year a eash item
instead of the loan, the hank advancing the money for that purpose.
At the end of 1903 t{e company had on hand, as previously stated, 1,825 shares
Dominion Coal and 202 shaves Crow's Nest (Coal, which were unauthorized investmonts
and which had cost the company and stood on its books at $230.903.8¢ and $15,162.62,
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respectively, At that tioe Dominion Coal <hares were quoted on the market at 73
asked and 723 bid. At (1= atter priee the stock would bring $132,765.75 or $95,135.11
less than cost.  The Crow’s Nest Coal shares were not in demand at the time, and it is
difficult to estimate what they would have brought on a foreed sale, The company
also held the unauthorized securities pledged for the eall loans to Mackenzie & Mann
and to Willimmn Mackenzie, just referr~a to. Al of these securities the management
desired to conceal in making the annual return. Tt was necessary that the two coal
stocks should be represented by assets equalling their cost, otherwise the loss on them
would appear; To acnomplish#hisrthﬁ'fnmn’CG'cox’xn'nittoo “ata meetingheld o De:
cember 29, 1903, at which Col. Vellatt (chairman), &, G. Beatty. Col, James Mason
and J. F. Junkin were present, passed the following rom]nhon —

Sale of 1,800 shares of Dominion Coal at 1263 and 202 shares of Crow’s Nest
Coal at 300} to Mackenzie, Mann & Co., with a guarantee from this company
against loss in the transaction was approved.

The day before the resolution Mackenzie, Mann & Co, gave the company their
c]mquo for $386.143.51, made up as follows :—

Mnckcnzm & Mann, call Town.. .. .0 L0 0 L oL oL $128,050 00
Wm. Mackenzie, call Yoan.. .. .. .. ... ... ... .. 11,418 03
1,525 shares Dominion Coal. ... ... ... (... ..o 230,003 86
202 shares Crow’s Nest Coal...... ...... ...... ... Ynsi162 42

£356.445 51

The receipt of these mmounts appears in the company's December eash-liook. Tn
thie cash-book for January, 1904, the repayment of them appears, and in addition the
payment of $1,432.26, representing iuterest charged on the loan by the bank. This
whole transaction was purely fictitions, The stocks still remained the property of the
insuranece company, subject to the pledge to the bank. This large deposit to the credit
of a bank account which had been very small or adverse during the vear and the re-
payments in January attracted the attention of Mr. Blackadar on his inspeetion in
February, 1004, After consultation between him and the Superintendent of Insurance,
it was insisted that the directors responsible for these transactions should take over
the securities. The management promptly set itself about accomplishing this, and on
Mareh 3, 1904, procured the rearrangement of the call loans by a new loan to Mac-
kenzie, Mann & Clo., Limited, and in the same month the Dominion Coal ai'd Crow’s
Nest Coal shares were disposed of te the Prudential Sceurities Company under eircum-
stances which will be hereafter set out.

The new loan to Mackenzie, Mann & Company, Limited, was $138,432.75, which
covered the smount due on the two call loans, The security taken was 1,600 shares,
$100 each, Canadian Lake and Ocean Navigation Company ; 1,650 shares,
%100 each, Imperial Rolling Stock Company; 8.366, $20 each, Vaucouver Gas Com-
pany, which were said to he worth in the aggregate, $214,500. The company also re-
tained its own shares, standing in the manager’s name in trust, as additional collateral
security. The loan was partly paid off in July, and the balance in December, 1905,
At the time this new loan was made the Mackenzie & Mann interests in the company
were reprsented on the board by D. B. Hanna, William Mackenzie and D. . Mann.
It mighi have heen supposed that those interests were sufliciently repvesented by the
two directors, but as Mr. Mackenzie did not attend the meetings the manager seems
to have suggested the addition, not the substitution, of Mr. Ilanna. A transfer was
made to Mr. Hanna on January 20, 1904, of 50 shares out of the 4,000 standing in the
manager’s name in trust to qualify him, his appointment to the board being made at
the annual meefing in that year.




ROYAL COMMISSION ON LIFE INSURANCE

7 EDWARD VII., A. 1907

By an agreement. dated March 7. 1904, between 1. D. Mann, Willinin Mackenzie,
Lioyd Harris, IT. M. Pellatt. S, G, Beatty. James Mason, A. R. Wood, E. J. Lennox,
R. L. Patterson and J. F. Junkin. directors of the Manufacturers Life (other than
Wood, who was an ex-director), of the one part, and the insurance company of the
other part, after reciting that said directors authorized the purchase of the Dominion
Coal and Crow's Nest <hares at a cost of $240,000, which, if sold, would show a loss to
the company at present prices, of $125.000, and that the company had required the
diveetors to take up the securities and make good the loss, it was provided that the
directors should incorporate a company to aet s a holding company; that the insur-
ance company should =ell it to the Dominion Coa! and Crow's Nest shares and $335,000
Mexican Power Company aud $45.000 Ontario  Electrical Development  Company
common stoek for 210,000 that $100,000 of the price should be paid in eash and the
balance should be represented by a eall loan from the insurance company, sufliciently
secured by securities authorized under the Insurance Act: that the directors should
aubseribe for sutlicient stock in the new company and pay up =ame in cash or by trans-
fer of securities whieh conld be used for a call loan, cach being responsible’ for one-
tenth part of the transaction: that, if any of the dircetors refused to sign, it should
not affeet the lability of the others, and that $10,000 paid-up stock in the company
to ke formed should be transferred to the insurance company as a further considera-
tion for the sale of the Coal stocks and for the Mexican and Electrieal Development
Co. shares. 1t will Le noted that the =um mentioned, $240,000, was not the full cost, by
about £6,000, of Donunion Coal and Crow's Nest shares, and that no” eash payment
was made for the Mexican and Eleetrical stocks.  Theze were the bonus stocks reeeived
by the company on the purchase of the Mexican and Electrieal Development bonds
previously referred to, Tt is obvious that the $10,000 paid-up stock in the new com-
pany wasz no adequate consideration for the transfer of these bonus stocks, and that
the transaction actually earried out was by no meaus a simple taking over and making
good of the invesxtments, but the pretensior is put forward that as the directors were
assiuming a very heavy loss and had acted througheut in what they believed to be the
interests of the company. it was not unfair that some allowance should be made them.
The Mexiean stoek was 2old an Decembier 5, 1905, at 651, and the Electrieal stock was
sold, 75 shares, on May 22, 1905, at 627, and 375 on June 9, 1905, at 514,

Pursuant to the agreement, these dircetors incorporated the Prudential Securities
Cempany, Limited. with power to invest and deal in debentures. bonds, stocks and
other seeurities, and to horrow money upon the mortgage or pledge of any of its pro-
perty. It aequired the stocks set out in the agreement, on the terms stipulated, except
that it paid $212,000 cash instead of $100,000, and treated the balance, 28,000, as a
calt lnan on the security of 170 chares Western Assurance, 180 shares Koyal Loan and
Savings ‘Company and 155 shares Toronto Railway-Company. Tt scems to have been
the intention of. the parties that thiz eompany should buy and.sell other stocks and
bonds in order. if possible, to make good the loss sustained by it on the two Coal
stocks. Tt was, no doubt, realized that its connection with the insurance company
would enable it to conduet its transactions largely Ly means of loans of the insurance
company’s funds. Accordingly the Prudential Company bought large blocks of Winni-
pee Railway stock and Mexican Light and Power bonds and stock. The moneys
required to make these purchases were largely advanced by the insurance company, the
amount loaned being, in some cases at least, the full purchase price of the security.
The total advances made to the Prudential by the insurance company amounted to
$264,136 in Janhuary, 1905. ‘Tt remhined at about that figure until May, 1905, when it
was paid off, The Prudential Company was then wound up, and the insurance com-
pany received for its $10.000 stock in the Prudential Company $8.000 in cash and 50

—-shares of Mexican Light and Power Company stock, which was sold on December 6
for $3.262.90. $4,000 of the cash payment was credited to the Electrical Development
Company bonds and a like amount to the Mexican Light and Power bonds, as the
company regarded the $10.000 stock in the Prudential as being the equivalent of the
bonus stocks received with such bonds.
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In October, 1902, a series of transactions commenced, nt the suggestion of Sir
Henry M. Pellatt, which must be referred to with some detail. 1lis firm had, prior
to that month, become bound, in the course of its own operations and in considera-
tion of a payment previously made to them, to take delivery of 2,500 shares of Dom-
inion Tron and Steel stock if put to them in that month, 1,500 shares at 70} and 1,000
at U8}, the transaction being in reality n bet on the market. In August, 1902, this
stock had been selling at about 93, On September 29 the market price was down to
70} and immediately thereafter it detlined rapidly. On October 1, it was 63; on
October 6, 573: on October 7, 52} and on Octob:r 8, 47}, With this break in price,
and in view of his firm’s obligation just mentioned, it was important that Pollatt
should obtain some buying orders to support the market, The stock was not then
a dividend paying stock, nor was it an authorized insurance investment. He, how-
ever, induced Junkin, the managing direetor of the company, to purchase 1,000
shares in October, on the statement that, i his opinion, the stoek would shortly recover
and be worth par, and on his offering!to protect the company from any loss. Junkin
stated he agreed to the purchase in his anxiety to make money for the company;
that while he knew Pellatt was a large holder of the stock, he did not know that he
was buying and selling on his own account, hut thought his transactions were those
of a broker only. The 1,000 shares were bought in the following lots and prices, which
inchude } of 1 per cent commission to Pellatt’s firm. October 4, 300 at 633 and 200
at 633; Oectober 6, 200 at 571; October 4, 100 at 52§ and 200 at 52. At the same
time his firm was being required to take delivery of the 2,500 shares above referred to,
500 at 70} on October 1; 900 at 70} and 1,000 at 68} on October 7, and the balance,
100 shares at 70} on October 15. With these and other shares the firm owned, it had
on hand 3,983 shares of the stock on Qctober 9. Brokers bought notes for the 1,000
shares were duly sent, addressed ¢ J. ¥. Junkin, Esp., Toronto,” from which the printed
requirement as to margin was struck out. Ne record of these transeetions was made
in the company’s account in the brokers’ books, but they were entered in the personal
account of Mr. Junkin, for whom the brokers were then carrying 100 shaves C.P.R.,
and 100 shares Dominion Tron and Steel, bought on September 8 and 13, respectively.
upon which no margin whatever had been paid. The brokers had also carried into
this account entries relating to the purchase of 400 shares :C.P.R. on September 30,
and 125 shares Dominion Coal on October 4, 1902. These all remained in the account
until October 10, when reverse entries were made and they were carried into the com-
pany’s account. It was said that making all these entries in Junkin’s account was a
mere mistake, which was corrected as soon as discovered. Tt scems to be fairly clear
that the 100 shares C.P.R. were purchased for the company, as it was reported to and
approved by the Ixecutive Committee at its meeing on Qctober 2, 1902, and the cost
ther of, £55,650, was paid by the company in instalments, the last being paid on
November 4, following. But the fact that the C.P.R. shares were entered in the wrong
accow t does not demonstrate that the entry of the Steel’stock was a mistake, and had
the latter gone up in price as quickly as it had gone down, there was no record of the
transaction in the books of the company or the broker’s firm to indieate that the com-
pany was cntitled to the resulting profit. No director besides Pellatt and Junkin
was aware of the transaction. At 'about the time these entries were reversed the
managing director of the company, without the knowledge or authority of the Board
or Executive Committec, gave to the brokers some 400 shares or more of Commereial
Cable stock, to assist them to earry the Dominion Iron and Steel stock, that is to say,
it was handed to the brokers to be pledged by them with their bankers Later this
Cable stock was sold for the company and C.I’..i. stock was substituted ciaerefor. On
March 30, 1903, a purchase of 400 shares of Dominion Coal was made for the com-
pany, but here again no authority was given for the purchase. No payment on account
was made, but 400 additional shares C. P. R. stock were delivered to the brokers for
the purpose of carrying the Dominion Coal stock. The managing director said this
purchase was made with the expectation of making a profit to help out the Steel stock.
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But an examination of the brokers” books reveals a eondition of affairs that leads to
the tmpression that” Pellatt indueed the purchase to be made, for his firm’s henefit.
The brokers had been members of the syndieate buying Dominion Coal stock which
iz more fully referred to in the report on the Canada Life  The operations of that
syndicate had resulted 1n a loss, and these brokers had to take delivery of 15 per cent
of the syndicate’s holdings of 11,400 shares, or 1,710 shares, which they did on 15th
April, 1903, Tt cost them about 129, whereas the market price was then about 110,
and it was greatly to the interest of the brokers that the market should be supported
as much as possible. Whatever motive prompted these dealings, the result was that
Pellatt & Pellatt in the end had the company’s 1,000 shares of C.P.IR. stock, which
eoulid be and were pledged by them. and the company had in its vault, 1,000 shares of
Dominion Tron and Steel stock and 400 shares Dominion Caal stock, purchased from
the brokers, which were practicalls useless to them as securities on which to raise
money and which were not authorized investments for the insurance company.
Matters remained in this position until October, 1903. In the meantime the market
price of Dominion Coal was declining in the same way as the' Steel stock and the loss
was continnally getting heavier. The managing director ealled upon Pellatt to carry
out his promise and make good to the company the loss on these two stocks. This
Pellatt was willing to do, but required assistanee to obtain a release of the company’s
C.PRL <tedk which had been pledged for $101.5%00, the price of the Steel and (foal
stock<.  Tor this purpose a loan had to be made to him, and as the other dirvectors of
the company were not parties to or aware of the transactions, some reason for the
Laan had to be given to them. Tt was stated that as Pellatt was assnming the loss on
the Steel and Coal stocks it was thought to be unnecessary that any information should
be given about them.  Aceordingly it was represented -hy the managing director to
the Finance Committee at a meeting held on October 14, 1903, attended by Messrs.
Mazon, Woad, Patterson, Beatty and J. F. Junkin, that the loan was oceassioned by
cireumstances set out in the minutes as follows —

*The managing direetor reported that the company had purchased  through
Pellatt & Pellatt, acting in their eapacity as hrokers, 1,000 shares of the Canadian
Puacifie Railway, which had heen paid for in instalments from time to time, and
that when the last instalment was made the said brokers were unable to deliver
the stoek, it being hypotheeated to eertain banks, the mmount required for the
release of the same heing $101.800.  Though not in a position to pay cash for the
relense of the said stock, Pellatt & Pellatt onered to give the company the following
security for the indebtedness:—

1. A mortgage upon Lient.-Col, Pellatt’s Scarhorough Beach property, com-
prising lots 1 to 17 (exeept 3) both inelusive, according to Reg. Plan 117, together
with the water lot in front thereof. and lots 1 to 4 and 57 to 40, all inelusive,
according to Reg. Plan 958 adjoining the first deseribed property,

2, To transfer to the company:— ‘

{6) 1,000 shares Dominion Iron and Steel Company stock.

(h) 400 shares Dominion Coal Company stock.

() 500 shares Mexican Light and Power Company stock.

(d) Licut.-Col. Pellatt's equity in 1.000 shares of Manufacturers Life

Insurance Company stock.

This was followed by a brief minute authorizing the taking of the propesed
security.

On October 26, the same directors and Mr. Harris being present. the -natter was
more formally dealt with by a speeially prepared resolution which records in the most
precise terms the representation then being put forward.

The resolution was prepared by the manager in consultation with the company’s
solicitor, and while Pellatt did not know the terms of the resolution he knew that the
transaction was not to be fully stated to the ¢x.  ive committee, By this means the

\
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real faets with regard to the purchase of the Steel and Coal stocks were kept from the
knowledge of the other directors of the company until the matter came out in the course
of the inquiry made by this commission.  On October 28, 1904, security was given on
the property mentioned in the resolution, whercupon $101,800 was advanced to the
brokers to release the 1,000 shares Canudimi Pacific Railway stock. This stock was
delivered to the company and the 1,000 shares Steel stock and 400 shares Coal stoek be-
came the property of Pellatt, subject to the pledge thereof to the company. This mort-
gage was finally paid off and discharged in Mavch, 1906,

THE DOMINION LIFE ASSURANCE COMPANY.

‘This company was promoted by Mr. Thomas Hilliard, the present president and
manager. It was incorporated in 1889, by Act of Parliament, 52 Vie, cap. %5 No
amending Act has been passed.

The organization expenscs vere small, Mr. Hilliard having obtained nearly all the
subseriptions for stock. Ilis whole charge for organization services was %500 and
travelling expenses,

The head office is at Waterloo.

Ineluded in its nssets in the returns to the government for 1539 and 1390 was the
sum of $1,320.25, under the heading ¢ Preliminary Iixpenses, end in the return for
1891 $1,000 was included under a similar heading.  The department objeeted. and in
the printed return the item was deducted cach year.

The authorized capital is $1,000,000. The subseribed capital at December 31, 1889,
was $250,300. Of this 25 per cent was called up. No substantial change took place
until 1900. when the subseribed capital was inereased to $100,000 and the paid-up to
$100,000. This increase was issued at a premium of $50 per share, and 25 per cent of
Doth capital and premium was called up. realizing $37.50 per share, of which $25 was
carried to capital and $12.50 to surplus funds.

The directors had considered the question of inercasing the eapital prior to the
Dominion legislation altering the basis of reserve. It was helieved that additional
capital would tend towards stability and better the sccurity of polieyholders. Each
sharcholder was offered ene new sifare for every two shares. A small amount was left
unsubseribed, and this was redistrib\x\tcd to those who asked for it, the relative holdings
not being wmaterially altered.

The eapital has never been seriously impaired, the impairment of about $2.300
in 1890 and 1891 having been made good by the end of 1893. .

Prior to 1894 no dividend was paid. In that year the dividend was 3 per cent;
in 1895, 4 per cent; in 1896, 1897 and 1898, 5 per cent; in 1899, 1900 and 1901, G per
cent; in 1002, 7 per cent, and in 1903 and subsequent years, 8 per cent.

By scetion 13 of the Act of Incorporation the company is required to maintain
three separate accounts of its business in the ¢ General,” ¢ Abstainers’ and ‘ Women’s’
sections, keeping the receipts and expenditures distinct, each section sharing its own
profits and each section paying its proper proportion of expenses. Iu the distribution
of profits the directors are required to allot to the participating policyholders at least
90 per cent. In practice the premium ineome of cach seetion is kept distinet, the death
lusses of each section are charged to it, and the general expenses are divided propor-
tionately between all the sections. There is no distinction in the premiumn rates of
the several sections, but in the Women’s section there are no non-participating policies,
The mortality in the Abstainers’ section is lower, and in the Women's section higher
than in the General section. TFach section takes the exclusive advantage or bears the
exclusive burden of its own rate of mortality.

At December 31, 1899, the company valued its policies issued before January 1,
1896, on the Institute of Actuaries Hm. table with 43 per cent and all policies sub-
sequently issued on the same table with 4 per cent. At December 31, 1900, policies
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issued before January 1. 1900, were valued at 4 per cent and all later policies at 33
per cent, The amount required to set apart this additional reserve was furnished out
of the premium on the eapital issued. in 1900. .

The company’s investments have consisted, almost exclusively, of loans on real
estate, loaus on policies anud municipal debentures.

In 1903 Sao Paulo bonds to the amount of $10,000 were purchased. On objection
being made to the investment it is said it was deeided to sell, but the sale was not com-
pleted until shortly bLefore the inquiry.

The company in 1803 loaned $9.000 to the Ontario Mutual Life Assurance Com-
pany, without sceurity, The loau was temporary, and was made at a time when
moneys were Iyving idle in the bank and the company’s bank account was overdrawn.

The company’s chief investments consist of mortgages, $318.459.45 out of
1.000.000 of invested assets being of that class at December 31, 1905, and about one-
halt being on Innds in Manitoba, The applieations for these loans are received through
the firm of solicitors of which a director, Mr, A, J. Andrews, is a membher. They re-
port on the applieations. and nre paid by the company a commission of 1 per cent on
all applieations aceepted. in addition to the ordinary solicitors’ fres, which are paid
by the horrower,

Sharcholders are allowed a commission of 25 per cent on all insurance taken by
them, there heing no agent’s commission. Policies at speeinl rates of premium have
been issued in a few instances,

THE EXCELSIOR L1IFE INSURANCE COMPANY.

By letters patent dated August 7, 1889, issued under the Ontario Joint Stock
Companies Act, and section 4 of the Ontario Insurance Act, R.8.0., 1887, cap. 167,
E. . Clarke, J. D). Wells, Dr, John Ferguson, William Bell, J. L. Hughes and Rev.
William Galbraith were incorporated to carry on Lusiness as a life insurance company,
under the name of ‘ The Protestant Life Insurance Company of Ontario, Limited,’
with a capital stock of £500,000. :

The letters patent authorized the business to be carried on within the limits of the
province, but this limitation was afterwards expunged by supplementary letters patent,
when the company had it in contemplation to apply for the Dominion license, which
was issued on June 23, 1897,

The name was changed to ‘ The Lxecelsior Life Insurance Company of Ontario,
Limited. by order in council of December 11, 1889, and was further changed to ¢ The
Execlsior Life Insurance Company ’ by order in ccureil of December 21, 1899.

The ecapital originally subseribed was $350,900, - u which a call of 15 per cent was
made, producing $52,035. In 1904 the balance was issued at a premium of $50 per
share. and a eall of 13 per cent was made on both capital and premium, producing
$22.50 per share, or in all $33,547.50. Of this, $22,365 was credited on eapital, making
the total paid-up capital $75,000, and the balance, $11,182.50, was carried to profit and
loss account. The company was then rapidly extending its business, and it was said
to be fairer that the sharcholders should furnish the neeessary money than that it
sheuld be taken from policyholders’ profits. The eapital would have heen impaired
but for the premium,

The company pai< no dividends until 1901 and has since pnid 6 per cent on the
1aid up capital.

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

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

To make good capital impairments in 1893 and 1898, the company collected from
the shareholders two bonuses of 5 and 6 per cent respectively on their capital. The
first was paid by all but two or three small holders. The second was advanced in full
by Mr. David Fasken, and he has been nearly recouped by the advance, less the bonus
on his own holding.

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

Mr. Fasken’s holding at that time amounted to fifteen sharesonly. In November

and December, 1898, he increased his holding to 1,010 shares. Subsequently he made
further increases as opportunity offered, and on December 81, 1900, he held 1,538
ghares. Some of these were afterwards sold to Mr. Qeorge Gooderham, and at the date
of the inquiry Mr. Fasken held 1,231 shares of the original issue. To his holding of

the first issue he added 665 shares of the second issue of eapital, made in 1904, making

his total holding 1,896 shares. Mr. Gooderham’s estate holds 813 shares. These two
holdings constitute, therefore, a clear majority of the total capital. Mr. Fasken dis-
claimed any intention to acquire control and stated that no occasion had arisen which
made it necessary to consider whether his present holding gave him such control, He
also said that it was uncertain that the Qooderham estate shares would be voted with
his.

The capi{il was again threatened with impairment in the year 1904, The head
office building was written up by $10,642.85 and the premium of $7.50 per share on the
stock issued that year, amounting to $11,162.50 was got in. With these two items a
surplus over capital was shown of $9,341.05.

The head office building was purchased in 1802, but improvements had been made
and the rentals received had greatly increased.

During 1000, 1901, 1902 and 1903 the company’s return valued its policies, issued
on or before December 31, 1899, on the Actuaries Hm. Table with 41 per cent and
policies issued after that date on the same table with 3} per cent.

* At the end of the year 1804 the valuation was made on the same basis, except
that policies issued in 1880 and 1891 were brought up to 8} per cent. At the end of
1905 policies issued in 1892 were also brought up to 83 per cent.

The management states that it is intended each year similarly to bring up the
policies ¢ one preceding year, commencing with 1893, to 8} per cent. This is the
gradual method proposed for raising all ite reserves to the statutory basis.
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THE HOME LIFE ASSOCIATION OF CANADA.

This company was inecrporated in 1800 hy Aect of Parliament, 83 Viec., cap. 46,
and carried on business as an assessment socicty from May 12, 1892, until July 10,
1899, when an amendment to its Act of incorporation was passed, 62-63 Vie., cap. 114,
and it beeame a regular life company.

By its Act of incorporation a guarantee fund of $100,000 was authorized. Of
ihis $42,400 was subseribed and $5,561.50 paid in thereon in 1892, and further sub-
seriptions were afterwards obtained and payments mode on account thereof, until, at
the end of 1896, the whole was subseribed and $25,524.14 paid in thereon. In 1898
$26,442.14 was the amount paid in.

Tho following statement shows the income of the company during the vears it
carried on business on the assessment plan:—

INCOME.

. Assessments

! Mortuary + Guarantee
Year. ! and Interest, | Totud,
Fapense. Fund,
§  cts & cts, § € cts

WSU2. 2049 31 17000 5 P7.627 81
1803,..... .. ... e e 5,121 79! 113 28 7 2, ! T.879 66
1898, TS 9,967 57 137 40 . 6, 22t 16,330 89
IS0 ... 700 R4 0oL 4,879 77 19,591 61
IS‘J(_L O 19618 53 L.l | 6,212 36 25,530 89
180T . e b22,245 15 37 80 ! 166 00 22,116 93
1808, . o e C23,1238 6L 382 33 E 1,08¢ 00 ! 24,584 98

96,837 80 - 657 81 | 26,442 14 ‘ 123.967 75

)

In anticipation of the change that was made in 1899, the company in 1898 re-
ceiv ed, on account of calls to be made on capital to be issued, $4,740, and for premium
thercon $1,185, making £5,925 received fromn prospective sharcholders. This, added to
$26,442.14, the arrount paid in by subscribers to the guarantee fund, made the total
contribution’ on proprietors’ account of ¥32.367.14, and the total receipts of the com-
pany down to December 31, 1898, $129,802.75.

Prior'to December 31, 1898, the company’s death claims had not been excessive,
only twenty policies baving become claims in that period. The amount actually paid
out by the company in death claims in those years was $22,291.22, but the general ex-
penses of the company excceded $97,000, being more than the total assessments paid
in to the company by the insured for both mortuary and expense purposes.

The result was that on December 31, 1898, the company’s funds, either on hand
or invested, amounted to $9,753.61, which included the sum of $5,925 above mentiored.
Notwithstanding thesa large ¢xpenditures, the company’s business was not progressing
gatisfactorily., The insurance in force from year to year was as follows :—-

1822, $197,000; 1893, $523,000; 1894, $328,000; 1895, $1,139,500; 1896, $1,254,250;
18197, $1,350,250G; 1898, $1,384,880. The increases during the different years were as
follows :—

1892, $197,000; 1893, $326,000; 1894, $305,000; 1895, $311,500; 1896, $114,750;
1897, $96,000; 1898, $34,630; total, $1,384,880.

Notwithstanding the large falling off in the increase of business during the later
years, the expenses continued steadily to increase from about $5,800 in 1892 to over
815,000 in 1895 and over $21,000 in 1898,
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These figures indicate that the company was not succeeding as an assessment
society, and that the change from assessment to ordinary insurance was necessitated
by the company’s experience in the period of seven years during which it was operat-
ing. .
The company’s capital stock was issued subject to a call of 20 per cent and a
premium of 5 per cent, making $25 paya®le on each share, At the end of 1904 all the
capital. amovnting to $1,000,000, had becn subscribed and $167,796 (which included
$26,442.14 originally paid in by subscribers to the guaranteo fund), had been paid in
thercon, and the company had received from sharcholders by way of premium on capi-
tal stock $36,917.77. In 1905 the paid up capital stock was increased to $216,980 under
the ecircumstances hereafter mentioned.

Before considering the progress of the company on the regular life plan, 1c-
ference should be made to some transactions which have affected the appareni Snencial
position of the company in certain years.

In 1901 the company purchased a large office building in Toronto, formerly
owned by the Frechold Loan and Savings Company. A portion of the land on which
the building stands is leaschold and the balance freehold, The purchase price was
$175,000, of which $25,000 was payable in cash and the balance secured by mortgage,
under which the first instalment of $10,000 on account of principal was due December
1, 1906, and the balance was payable in instalments over an extended period, the in-
terest, being 2 per cent for the first five years, 23 per cent for the second five years, 3
per cent for the third five years and 4 per cent theveafter. After making the neces-
sary adjustments, the company paid $26,030.13 cash on December 31, 1901, at the
closing of the transaction. On the same date it added to the ledger value of its equity
in the property $73,969.87, makirz it appear in its books at $100,000, at which figure
it was carried into the annual return for the year. On December 31, 1904, the com-
pany made a further increase in the ledger value of 385,000, no additional payment
having been made on the property meantime. At the suggestion of the superintendent
of insurance, a valuation was made by two valuators, who estimated the company’s
equity to be then worth $125,000, and the asset was placed at that amount in the com-
pany’s published return for that year.

In 1904 the company acquired ${4,000 bonds of the Grand Valley Railway Com-
pany, with certain bonus stock, at a cost of #37,710. At the end of that year the
market value of the bonds was placed at 316,200, the company taking credit for the
difference under the heading, ¢ Market value of bonds and stocks over ledger value.

While the Superintendent of Insurance was furnished with evidence that the bonds
were worth 105, at which rate they were computed as to market value, your Commis-
sioners think that it is abundantly clear that the bonds should not have been taken
into the return at more than the cost price thereof. In fact the management of the
following year reduced this asset to its original cost.

In the year 1905 a transaction occurred between this company snd the People’s
Life Insurance Company which makes it important to consider the Listory and pro-
gress of the Home Life, To arrive at proper conclusions, vour Clommissioners feel
that the foregoing increased asset values should be disregarded. At best, these were
but fortunate investments of the company’s funds, and were not profits derived from
its insurapce operations. So treating the matter, the company’s total impairment of
capital at the end of each year, after 1889, was as followai~-

1899, $11,768.63; 1900, $22,500.43; 1801, $37,814.54; 1902, $63,054.87; 1903,
$71,210.23; 1904, $108,692.79.

In addition, the shareholders had, as above stated, contributed by way of stock
premium, $36,320.07, making the total amount of shareholders’ moneys lost by the
company in its insurance operations in {welve years’ business, ending December 31,
1904, 8145,413.46. Beaides this, the company was carrying on its books securities of
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the Ontario Light, Heat and Power Company at a value of_$11,350.70, \yhich were
practically worthless, and were so treated by the management in the following year.

The inspection which followed the filing of the company’s annual return for 1804
was made by Mr. Biackadar, and the company’s position a3 then disclosed was much
discussed between the Superintendent of Insurauce, Mr. Blackadar, Mr. Pattison, the
managing director of the company, and Mr. Fireibrook, its presi(.‘.ent. Mr. Blackqdar
mude a special report on the company’s business, of which copies were sent to Mr.
Pattison and Mr., Firstbrcok upon request. The report derls with the general expenses
of the company, in paragraphs 8 and 9 thereof, as follows & —

€8, An snalysia has been made of the general expenses of the company for
*he past four years into (1) Commissions, (2) Salaries, and (3) other management
expenses. In commissions are included ‘commissions to agents,’ commissions
from renewals, and agents’ expenses. In salaries are included executive salaries,
sclaries of clerks, agents’ salarics, directors’ and auditors’ fees, The other ex-
penses include the taxes and miscellaneous expenses as given in the returns.

! i Other . Total
Year. Commissions |  Salaries.
: Iixpenses. = Expenses,
$ cta $ cts: $ cta $ cts.
1001.. .. A 16,851 06 20,034 47 ' 12,367 84 49,253 87
1902... .. e ... 34113 92 23,765 52 20,850 25 78,729 69
1063.... . . 31,060 22 26,168 75 17,759 21 | 74,988 18
1904... .. . .. PISN 23,040 18 31,667 09 ' 17,506 12 1 77,213 39

The premiums have alse been separated into first year end renewal premiums

as follows:—-
Year. " First Year. Renewal. Total,
.......... i 27.385 . 45086 73,351
o R . . 36,890 . 56,765 - 93.655
o o 36,138 | 81,131 117,269

31933 | eS167 | 1201105

+0. A large proportion of the general expenses is for new business. It may
be assumed that 15 per cent of the renewal premiums may be expended in carry-
ing on the old business of the company, and that the balance of the loading, and
all the loading upon the first year premiums may be used for procuring new busi-
ness

¢ Of this 15 per cen?, 5 per cent may be applied to commissions, 5 per cent to
salaries and 5 per cent to other expenses, Assuming these ratios constant, the
actual ratios of these expenses in respect to the new premiums will be as follows :—

¢ T

|
i o Other ' Total
Year. |Commissions | Salaries. | i
| i ; Expeases. ' Expenses,
e
I i pe | poe p- ¢
1001, ... NEW. e iva oo ' 57.13 ' 64.81 | 36.79 . 154.77
Renewals... . ... 00001 LI t 5.00 5.00 | 5.00 | 15.
EE T B P ‘ 84.78 56.73 | 48.83 190.34
Renewala.............. .......... 5.00 5.00 5.00 15.
1003. ... NEWe e v i 74.73 61.19 37.92 173.84
Renewals......................... 5.00 5.00 5.00 15.
1904. ... New. oo eeen L 72.43 ! 83.70 39.44 195.668
Renewals.............. .......... | 5.00 ! 5.00 5.00 18.
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If the gross premiums collected by the company ‘are examined, it will be found
that more than the total available ¢ loading’ of these premiums are represented in
the above figures, and that the bueiness is being conducted at a loss. The ratios
‘n the ‘ commission’ column appear to be normal, but those in the otger two
columns are abnormally high, and instead of showing a decrease from year to
year, as the renewal premiums increase, these iatios show rather an increase.
The management expenses are excessively high in proportion to the amount of
business written and retained upon the books. .

If these ratios are maintained, it will be but a few years before the remainde
of the paid up capital is wiped out.’

. Upon the whole your Commisisoners are of the opinion that the company was
not, to the knowledge of the management, making satisfactory progress in its insurance
business and that the time when the company must make some change or re-arrange-
ment was only 'postponed by the fortunate circumstance that it had purchased a head
office building on which it paid only $26,030.13 in cash and was able to treat it as un
usset to the extent of $100,000 the day it was bought, although the price paid was all,
no doubt, that the vendor could obtain for it.

Unless some change wére made in methods of management, your Commissioners
are satisfied that the result which Mr. Blackadar anticipated, viz,, that the capital
would be wiped out, would soon have been realized, in the absence of assistance by
contributions from sharcholders, fortunate investment or otherwise.

Mr. A. J. Pattison was the managing director of the company from 1§ 2 to Octo-
ber, 1905, when he anc¢ the other members of the boaard resigned. During the period
of his management he had three contracts with the sompany. The first, dated Sep-
tember 14, 1893, constituted him Gerferal Manager for five years with a remuneration
of 93 per cent on all assessinent receipts for insura<ce up to §2,000,000 of insurance
and 3} per cent on all assessnent receipts for insurance from $2,000,000 up to $4,-
000,000, but no salary was peyable until the insurance good on the books of the com-
pany amounted to $600,000 The second agrecment, dated May 1, 1897, cancelled the
previous appointment and made him general r.snager for five years from January 1,
1897, his compensation to be 93 per sent on all assessments and premiums received
for insurance up to and including $2,000,000 of insurance, and 3} per cent on all
assessments and premiums for insurance exceeding $2,000,000, until the total com-
pensation reached the sum of $5,000 per annum. The third contract was entered into
on a report made by Messrs. Hillock, Diver and King, a special committee of the
Board of Directors, appointed to consider the question of remuneration to the manager
and the Chairman of the Executive Committee, Mr. John Firstbrook. The report was
presented on May 9, 1898, and recommended that .fr. Firstbrook be appointed per-
manent Chairman of the Executive Uommittee, and that Mr. A. J. Pattison be ap-
pointed permanent Manager of the Association, and that the appointments be life
engagements with remuneration substantially as set out in the agrcements afterwards
entered into with them. From the evidence, including the testimony of Messrs.

* Diver and King, the surviving members ~f the Committee, your Commissioners are

of opinion that the matters outlined in the report were the proposals of Messrs, Pattison
and Firstbrook, and that in this, as in ull other matters, the other directors of the
company were entirely subservient. On June 21, 1898, the directors of the associa-
tion met and amended by-law No. 2 c¢f the Association, by providing for an Execu-
tive Committee composed of five members and a permanent chairman. The president
and managing director were to be ex officio members and the other three were to be
appointed annually, It further provided that the permanent chairman should be
appointed by the Board of Directors for such term as they deemed adrisable, and
that the board should fix the remuneration to be paid the manager and the permanent
chairman, On November 12, 1898, at a meeting of the board, approval was given to

. contracts with both the manager and the permanent chairman. Thereupon a contract

123a—5%
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with the manager was exccuted, dated November 12, 1898, whereby he was -appointed
‘ Managing Director or General Manager’ of the company for fifteen vears from the
date thereof, the remuncration being based on the annual premium income of the
company as follows:— '

Five per cent on premium income up to £50,000; 4 per cent on premium
income over $50.000 and not exceeding $150,000; 3 per cent on premium income
over $150.000 and not execeding $200,000; 2 per cent on premiun: income on all
over $200,000.

The agreement contained a provision that, should the services of said manager
be terminated for any reason or cause whatsoever before the expiration of the period,
except by his death or with his consent or request expressed in writing, the company
should, during the balance of the term, pay the full remuneration he would have
received under the contract if actually engaged in the serviee of the company,
it being declared by the agreement that the receipt by the manager of the said remun-
eration for the whole of the period of 15 years was the consideration upon which the
agreement was based. The agreement with Mr. Firstbrook as chairman of the Execu-
tive dated February 14, 1899, after reciting that he had acted as such chairman for
some time without receiving adequate remuneration, that a permanent chairman
would be in the interests of the company and that the company was anxious to secure
Mr. Firstbrook's serviees and had offered him the remuneration provided for in the
agreement, proceeded to appoint him permanent chairman of the Executive for fifteen

vears from that date, his remuneration also to Le determined by the premium income
as follows:—

1 per cent on the premium income up to $50,000.
13 per cent on the premium income over $59,000 aud not exceeding $100,000.
2 per cent on the premium income over $100,000 and not exceeding $150,000.

13 per cent on the premium income over $150,000 and not exceeding $200,000.
1 per cent on the premium income uver $200,000.

It was further provided that he might resign and retire at any time, whereupon
his remuneration would cease, but should he cease to be permanent chairman through
any cause other than death or resiguation in writing, he was to be entitled to the
remuneration during the residue of the period of fifteen years, the agreement declaring
that the receipt of the remuncration during the whole of the period was the considera-
tion for his acceptance of the office, Since these agreements were entered into, the

premiun income of the company and the amounts paid under the contracts were as
follows:—

Premium i
Year Manager.  Chairman.

Income, :

1
i $ cta $  cts. $ cta
1898........ e 2,123 00 1,736 64, ...... . ...,
1899 1101 I 26726 00| 1503 78
1900........ .. B 56,968 00, 2,893 33 578 66
1901, oo 71,931 00 3,940 20 677 09
1902, oo 100,773 00 3,075 00! 1,127 21
1903 v ’ 119.663 00 5,625 00! 1,321 67
%gg«? .......................................... ' 129,438 00 8,506 09 1,764 16

K N

164685 00, 4862 89' 1’716 00
i(To October). (To October).
! 1

1

The premium income for 1905 is for the whole year and is largely increased by the
addition of the premium income of the People’s Life Insurance Company, whose busi-
nzss was taken over that year. In 1904 certain sums were voted to the manager for
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purposes which will be explained hereafter, in addition to the stipulated remuneration,
which, if based for that year on premium income, would have been $5,677.52, He
scemed to think it would have increased in the future by about $1,000'each year, on the
assumption that the premium income would increase at the rate of about $50,000 per
annum. The company’s experience does not secem to have warranted any such ox-
pectation,

These were contracts which no director or officer having a proper sense of his duty
and responsibility could have permitted his company to make.

The Peoples Life Insurance Company was incorporated in 1892, by an Act of the
provinee of Ontario, §5 Vic., cap. 102, and carried on business in that province until
October, 1905, when its business was consolidated or amalgamated with the business
of the Home Life, under an arrangement whereby the management of the Peoples
Life cbtained control of the Home Life, and the latter company thercupon re-insured
the former’s policies. Under its Act of Incorporation the Peoples had no capital
stock, and to provide funds to carry on the business was authorized to issue deben-
tures amounting to $20,000. In 1594, by an amending Act, 57 Vie., cap. 99, the amount’
of authorized debentures was increased to $50,000.

In 1900 ii.> management of the company passed under the control of the Dom-
inion Permanent Loan and Savings Company, that company having acquired Peoples
Life debentures in exchange for its own.

Messrs. Stratton, president; Coffee, vice-president; Karn, Kloepfer and Holland
were the direetors of both companies.

Tn 1001, by a further amending Act, 1 Edw. VII,, cap. 96, the company was author-
i~ed to iss.ue what was described as ¢ debenture stock, not to exceed, without the con-
sent of the Licutenant Governor in Council, $250,000, which it was provided the com-
pany might, but need not, repay, and which was to share ratably with ountstanding
debentures of the company on any distribution of the company’s assets. Holders of
delentures might, with the consent of the directors, exchange debentures for debenture
stock.

In 1901 $105,850 of debenture stock was subseribed and paid in, and further
debenture stock was issued from time to time, until, at December 31, 1904, the paid-up
debenture stock amounted to $250,550, and all the debentures of the company had then
been retired.

The company’s business had proven to be anything but profitable, the impairment
of capital at that time amounting to $221,073,64, leaving assets according to the com-
pany’s own showing of less than $30,000 to repay the debenture stock then outstanding.
For some years the company seems to have been without any real manager or head, and
when the president assumed active control of the company’s policy in November, 1904,
he found its position most unsatisfactory. He seems to have made many changes, and
in April 1905, he installed Mr. J. K. McCutcheon as manager, at a salary of $5,000 per
annum, with an additional 1 per cent on the annual increase of premium.

The new manager examined the company’s affairs, particularly with respect to the
field foree, and concluded that the company’s position was such that it was expedient
to re-insure its contracts and in the process to create a larger corporation. He learned
that Mr. Pattison, manager of the Home Life, was in the mind to negotiate, and he
first proposed a simple re-insurance by the Home Life of the Peoples Life contracts.
This offer was, however, refused. The negotiations continued and were directed to-
wards the obtaining by the persons in active management and control of the Peoples
Life the management and control of the Home Life.

Tt appears to your Commissicners that the refusal by Mr. Pattison to entertain the
proposition of simple re-insurance was partly due to Mr. Pattison’s state of health,
partly to his desire to give up a failing insurance business, and devote his attention to
certain railway interests which he, with others, including the president of the company,
Mr. John Firstbrook, had acquired, and partly to the fact that the necessities of the
Peoples Life afforded an opportunity to make this change with profit to himself and
Mr, Firstbrook.
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The fifteen-year employment contracts with Messrs. Pattison and Firstbrook seem
to have been made to do duty as a basis for negotiating a large money payment to Mr.
Pattison for surrendering his position and obtaining the resignation of the president
and other directors.

The earlier negotiations were between Mr. Pattison and Mr, McCutcheon, and it
was arranged that the capital stock standing in the names of Mr. Pattison, Mr, First-
brook and the othier local directors of the company should be turned over at $25 a share.
The market value was then from $18 to $20 per share, and shares could be purchased
at that figure. Mr. Pattison demanded a sum of about $110,000 in addition, which, in
his evidence before the Commission, he elaimed to be the commuted value of the two
fiftcen-year contracts. The negotiations with Mr. Pattison, which had been commenced
by Mr. McCutcheon, were continued by Mr. J. J. Warren, solicitor for the Peoples Life,
and finally completed by Mr. J. R. Stratton, the president, who concluded the bargain
with Pattison for $90,000 in addition to $25 per share for the directors’ stock.

A form of re-insurance agreement was prepared by Mr. Warren to be submitted
for approval at the regular quarterly meeting of the board of directors of the Home Life
Company, which was to be held on October 11, 1905, at 11 a.m. Various adjournments
of this meeting were made and the transaction was not completed till the following day,
October 12, at 4 p.m., when the directors of the Home Life tendered their resignations
and the new board was elected, J. R. Stratton, D. W, Karn, J, J. Warren, C. Kloepfer,
J. R. McCutcheon, J. W. Lyons and J. L. Hughes taking the places of John Firstbrook,
Dr. J. S. King, F. Diver, Thomas Elliott, N. F. Dupuis, R. A. Wood and A. J. Patti-
son, and three of the old board, Rev Dr. Briggs, J. S. King and J. W Curry being re-
elected.

An hour or two before this meeting Mr. Stratton obtained from the Traders Bank,
on his own cheque on the Bank of Montreal, Peterboro, $90,000 in cash, being the
amount which he had some six weeks or two months before, agreedeto pay to Mr, Patti-

son in addition to the price of the stock the transfer of which he was to procure. He
also iad in cash $29,220, proceeds of a cheque of the Peoples Life, with which to pay
for the stock. He attended the meeting at the Home Life office, and when the transac-
tion was ready to be closed went with Mr. Pattison to the Traders Bank, he says to pay
over the money. Just before leaving the Home Life office or on his way to the bank,

he for the first time suggested that a reduction should be made in the money payment
to which he had agreed. Ile says:—

‘I intimated to him that i% was impossible, not probably,
ment could be carried through if le insisted on $90,000.’
And again:

‘I told him I thought $80,000 would be all that could be at all arranged in
connection with the matter,’ .

and that while Mr. Pattison thought it should be carried through at 290,000 he finally
accepted the smaller sum, Mr. Pattison says that he was told by Mr. Stratton that he
would have to reduce the amount from $90,000 to $80,000, which was all that he would
pay, and that without any discussion he decided to accept it. He then received $80,000

and $29,220 in addition for the stock, and executed an agreement t, transfer to Mr.

McCutcheon 1,164 shares of Home Life stock, to assign his contract with the Home

Life and to procure an assignment of Mr. Firstbrook’s contract. This agreement was
expressed to be entered into by him ‘for valuable consideration,’ although the docu-
ment had originally been drawn with a space left in which to insert the real considera-
tion. Mr. Stratton kept $10,000, the balance of the $90,000, in cash from the 12th until
the 14th October, when he deposited it in the Bank of Montreal at Peterborough to the
credit of his personal account, then overdrawn to the extent of $16,000.

After the payment of the money the directors meeting of October 12, 1905, was
held, and after the new board was appointed the meeting was adjourned until Friday,
October 13, at 2.30 p-m., when the minutes record that Messrs, Stratton, King, Briggs,

that the arrange-
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Kloepfer, Hughes, Curry, Warren and McCutcheon attended and the reinsurance
agreement between the Peoples’ Life and the Home Life together with a contract with
Mr, McCutcheon employing him as manager were approved.

Mr. McCutcheon’s contract appointed him manager for ten years at a salary of
$5,000 per annum and a

¢ percentage of § per cent on the gross actual premiums collected by the company

in each year, such percentage. how :ver, not to execed the sum of $11,100 in any

one year) ‘ ’
The agreement contained a proviso that

‘in case of the death of the said McCutcheon or the termination of this contract

from any cause whatever the percentage payable to the said McCutcheon, as above

mentioned, shall continue to be payable to him or his successors or assigns until
the termination of the ten.years above mentioned.

It was admitted that the understanding with Mr. McCutcheon was that his
salary should be $5,000 per annum only, and that the percentage on premiums was to
provide a fund with which to repay the amount paid to Mr. Pattison over and sbove
the price of the stock. The computation was made on the basis that the sum was
290,000, but it was asserted that this was done before Mr. Pattison agreed to reduce
it to $80,000. Tho agreement, therefore, created a liability against the Home Life
Company equivalent to $90,000, charged on the whole premium income of the com-
pany, a liability which was not shown in the company’s annual return for 1905. Mr.
McCutcheon, on the same day, assigned the moueys payable to him under this contract,
except his salary of $5,000 per annum, to the Traders’ Bank, as security for 890,000,
which the bank advanced to him on his demand note, with the assignment as collateral
security. The amount of the loan was applied in payment of the amount advanced
by the bank to Mr, Stratton the day before on his cheque on the Bank of Montreal,
Peterborough, which cheque was thercupon returned to him.

It was stated by Messrs. Stratton, Warren and MecCutcheon that it was not in-
tended that the Home Life Company should pay under this contract with Mr. McCut-
cheon in the shape of commissions on premium income, more than the $80,000 which
bad actually been paid to Pattison, and that the reduction of the amount paid to him
represented a real saving to the company rather than a personal profit to Mr. Stratton.
In confirmation of that statement a cheque, dated QOctober 12, 1905, for $10,000 was
produced, drawn by Stratton on the Bank of Montreal, Peterborough, in favour of
MecCutcheon, This cheque waz said by McCutcheon, to have been kept by him from
the 13th or 14th October, 1905, until the date of the inquiry, in the vault of the Home
Life Company in an envelope sealed up and marked, ‘ Personal property, J. M. McC.
He further stated that when the cheqiee was handed to him by Stratton the latter said:

¢ Your note is in the bank, £30,000; the matter has been arranged for $80,000.
Now, here is the difference between $80,000 and $00,000. The loan is only a tem-
porary loan in the bank. When that is rearranged you have this to apply on that
which will reduce it in accordance with your contract to $80,000.

His explanation of the delay in applying the cheque on the indebtedness was that your
Commissioners were then engaged in the examination of insurance companies, and it
was expected the Home Life would be called at any moment—an explanation obviously
incorrect, as the Commission was not appointed until some months later. Stratton
stated that he gave the cheque to McCutclicon to be applied at the time, and that it
was arranged by Warren and McCutcheon that it was to be applied to the retirement
of the notv as it was only a temporary loan with the bank; that the rearrangement had
not been carried through at the time, as it was intended to rearrange the whole matter
80 as to extend the payments to be made by the Home Life over fifteen or twenty years,
instead of ten years, and it was still standing in that position, as there might be ad-
verse criticism if the change were made while the Commission was sitting. That the
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only reason the transaction was put through with the bank at $30,000 and permitted
go to remain was that the papers had been drawn on the understanding that that sum
would be paid, and it was not until the last moment that it was known that Mr, Patti-
son would accept the smaller sum, and it was thought better not to change the papers
that had already bheen prepared. Warren stated that he did not know of the existence
of the cheque at the time it was given; in fact he did not hear of it until some three
or four months before the inquiry into the affairs of the company in Septembier, 1906,
and after the appointiment of the Commission. It was then mentioned in a discussion
between himself. MeCuteheon and Stratton, and he advised that nothing be done with
the cheque until the work of the Commission was finished. Ie says he was told by,
Mr. Stratton that it was

“a cheque he had handed to Mr. MeCuicheon in ease anything should happen to
him, so that Mr. MeCuteheon coukl ecarry out the understanding between them,
that he had been holding it and not applying it in case the bank should ask for
payment on account of this temporary loan, he could turn it in in that way and
stave things over for three or four months longer; and he understood that it was
to be cashed at any time the bank made a call for mnoney.

The statements of Stratton, McCuteheon and Pattison are not reconcilable with
each other, and are very unsatisfactory.

Thé trend of the evidence as first submitted to the Commission was cautiously
confined to the terms of an arrangement involving the payment of $30,000 and no
more, The production of the bank’s security for an advance to McCutcheon being
insisted upon by counsel prosecuting the inquiry, it became necessary to disclose the
withdrawal from the bank of the additional $10,000; its retention by Stratton on the
13th of October; its deposit in his overdrawn bank account in Peterborough on the
follewing day and the alleged origin and destiny of the cheque for $10,000.

The inference to be drawn from these transactions and the various accounts given
of them by the participants are plain and obvious.

If the cheque was given to McCutcheon in October, which is doubtful, it was not,
your Commissioners are satisfied, intended that ultimately the company should pay
less than the whole $90.000, or that any person but Stratton should have the ultimate
benefit of the $10,000. Otherwise the $10,000 cash itself would have been immediately
returned instead of being carried in Stratton’s pocket during the whole of the 13th
October, 1905, and taken to Peterboro and deposited there on the following day in his
own overdrawn account, and the demand note would have been drawn for $80,000 in-
stead of $90.000. Very little importance should be attached to the circumstance that
the papers had been prepared. The agreement with the bank could have been made to
fit the altered condition by merely striking out ¢ninety’ and inserting ‘eighty,” or
could have been entirely retyped as it was less than two folios longz, and a whole day

elapsed between the payment to Pattison and the completion of the arrangement with
the bank.

Tt was stated by Stratton that the $10,000 would be returned and the transaction
rearranged so as to extend te pavments to be made by the company over a longer

period, as soon as the work of the Commission is completed.

Having regard to all the circumstances vour Commissioners are compelléd to con-
clude that what réally took place between Stratton and Pattison was that the former
demanded and the latter conceded a share, to the extent of $10,000, in the roneys
which were being paid to the latter and charged to the Home Life.

In addition to the $80,000, Mr. Pattison at the same time received from Mr. Strat-
ton $29,220, the purchase price of 1,164 shares of capital stock, that amount having
been advanced by the Peoples Life as a loan to McCutcheon on the security of the
Home Life shares. He distributed it among the transferors, who were the loecal direc-
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tors and the president’s brother, paying $25 for each share and an ad tional bonus
out of the $80,000. The distribution appears by the following statement:—

— : Capital. I Bonus.
_ e e e
i |
f 8 \ ]
1,250 ]‘ 500
1,250 i 500
V. Divero,..... 1,250 i 1,250
]((\ l)l Briggs, 1,250 : 500
S, Kming. oo 1,250 i S0
\\ A Firstbrook. ... o 1,625 ’ 250
.In!m Firsthrook. 3.375 | 11,500
P 250
J: \\~. ( urr.\. ...................................................... . }:12)(;:) ¢ }»’ 500
N B DUDUIS. et 20 ! 250
Tho. Filiott. .. 1,675 625
A. J. Pattison, 12475 63 375
B B TR DT 3 O 120
. T 20020 80,000

IPattison also paid Mr, McPhilips publisher of an insurance journal, through whom
the negotiations seem to have begun, $1,500, leaving the balance retained by him,
$61.873. All the shareholders in the above list were directors of the Home Life Company,
excepting Mr. W. A. Firstbrook, hose shares were purchased on the terms indicated
pux-nant to arrangement with his brother, the president. All the Toronto directors,

: Messrs. John Firstbrook, R. A. Wood, Dr. J. S. King, F. Diver, Rev. Dr. Briggs,
J S. King and J. W. Curry were called as witnesses. They all knew that an arrange-
ment was being made between Pattison and Stratton whereby the former was to be
paid a sum of money, but none of them was given or sought any information upon
the subject except the president who, at onc stage, appears to have mildly suggested
to Pattison that he might let himn know how much he was getting, but he received no
information and did not press the matter. The amount paid to Pattison seems to have
been a surprise to all. Each director seems to have been dealt with separately in
fixing the amount he was to receive and the bonuses seem to have varied only with
the degree of suspicion of the director with regard to what Pattison was being paid.
The last to be settled with was Mr. Diver, who on being approached said he assumed
Pattison was making a good thing out of it, and insisted on receiving a bonus of
$1,250. Had the directors known that Pattison was receiving so large n sum as he
did the only effect would have been to increase their personal demands upon him, Mr.
Firstbrook received more than the rest under colour of his contract with the Home
Life. as Chairman of the Executive Committee. He says he regarded it as worch
about $25,000, and he bargained for about $15,000, but Pattison valued it at about
§22.000 only, and divided that sum by two, because the services would no longer be
performed. They compromised on $11,500. Pattison was not willing when examined
to name any amount as a fair deduction from the future payments to himself in
respect of his own relief from service.

The re-insurance agreement between the Home Llfe and the Peoples Life provides
that the Home Life shall re-insure all outstanding policies of the Peoples as at August
31, 1905, discharge all liabilities in respect. thereof, pay all the Peoples head office
and agency expenses and assume all its policies written after that date. The Peoples
agreed to pay the Home Life the value of its policies computed on the basis of the
Hm. table of mortality, ot.4} per cent as to policies issued up to December 81, 1903,
and 33 per cent as to policies issued after December 81, 1903. The contract contained
the following provisos :—

¢ Provided, however, that in no case shall the Peoples be in any vay b~

to payv the re-insuring company a sum exceeding $214,453 and intere.t ! (2.,

or on such parts thereof as may not be paid, at 3} per cent per anrum.
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Provided that the Peoples shall be entitled to deduct from the amount pay-
able to the re-insuring company, in respect of each such policy, a sum by way
of initial commission equal to 50 per cent of the annual premium payable to the
Peoples under the said policy, provided that such initial commission shall not be
less than 50 per cent of $£07,983.83, the last mentioned sum being the amount
ndmitted by the partics hereto as the total annual premium income of the
Peoples.

Provided farther that the Peoples shall be entitled to deduct from the net
present value of volicies not to exceed $214,453 and interest as aforesaid, the
amount of <utstanding and defcrred premiums as at August 81, $19,100.66, and the
amount of udvances fo agents at the same date $15,763.12, less 10 per cent in
ench ease for corc of collection, and. .. .. .the value of office furniture as stated in
th: last Government -eport, %2,392.99. *

The agreement further provided that the Home Life should pay the Peoples’ Life
during the ten succeeding years 73 per cent of all the premiums collected in respect
of the said policies or the policies of the Tome Life sulstituted therefor or

“at the option of the Peoples’ in lieu of such 7} per cent, a fixed renewal com-
mission of $6,350 for any one of the ten years mentioncd.’

The gist of the agreement was said to be that the Home Life was to pay to the
Peoples one whole year's premium income of the Pcoples business. This was divided
into two items, one being a deduetion of 50 per cent of that income from the re-
insurance fund, and the other a series of 7} per cent commissions or $6,350 annually,
for ten years, the latter sum being equivalent to 50 per cent of $97,883.83, the amount
agreed to as the annual premium income. Instead of deducting the ‘initial commis-
sion’ of 50 per cent from the reserve paid to the Home Life, a cheque for the amount,
348,942 was given to the Peoples’, and that company at the same time gave a cheque
to the Home Life for $49,000 in payment of $98,000 of 50 per cent paid up capital
stock of the ITome Life. The Peoples, in effect, took the stock in satisfaction of half
the commission of onc year’s whole premium income. It will be noticed that no prem-
ium was paid on this stock as was the case with other stock issued by the company.
Payment of the othce hnlf was to be made in ten annual payments. These arrange-
ments were made to prevent any part of the commission from appearing as a liability
of the Iome Life. The amount paid by the issue of capital stock would cease to be a
linbility except to stockholders, but the annual charge on premium income of $6,350
a year was a liability of the company which should have been shown in its annual
return. It was contended that it should be treated in the same way as a renewal com-
mission to an agent, but the cases are entirely different. Here the sum was fixed, was
not subject to any real contingency and was, in fact, a debt then owing by the com-
pany, charged on its entire premium income. The mere fact that it was payable in
instalments and was secured can make no possible difference. The Home Life, besides
paying the whole of the alleged premium income of the Pecoples for one year, also
took over at 100 cents on the dollar, less 10 per cent for collection, outstanding and
deferred premiums, $19,100.66, and advances to agents, $15,763.12, The premium
income was based on insurance in force amounting to $2,672,000, whereas the amount
in force was only $1,763,000, the difference being made up of lapsed policies, some of
which had been carried on the books for some years. Accordingly, at the end of the
year the company wrote off $32,000 from the item of outstanding premiums. The
valuation in the agreement of the annual premium income at $97,883.83, was admit-
tedly excessive to at least the same amount, and could not have been more than 865,
883.83. This means that the Home Life over paid the Peoples by at least $64,000 or
twice $32,000, treating as insurance in force and yielding a premium income, policies
which had lapsed and should have been written off.

It was admitted that there will be a loss of at least $8,000 on the item, agents’

" advances, $15,768.12. It was contended that there was some gain of $52,576 to the
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company resulting from released reserves, as the company paid the full reserve on the
insurance supposed to be in force, but there seems to be nothing in the agreement w pre-
vent the company readjusting the item in favour of the Peoples, as it is the only item
which, under the agreement is fized at 8 maximum instead of n minimum figure, it
being the only sum the Peoples had to pay. It should also be pointed out that the
basis of computation fixed by the agreement gave only a 44 per cent reserve on policies
issued up to December 31, 1903, while under the Dominion Act the reserves on in-
surance written between January 1, 1900, and December 81, 1903, are required to bo
computed on a 3} per cent basis, ) '

A perusal of the agreement definitely indicates that its ruling purpose was to
cnsure payment by the Home Life of the stipulated amounts, regardless of any dis-
pruportion between them and the business transferred.

The agreement and all the surrounding circumstances further demonstrate that
L attison, the managing director, from the beginning to the end of the transaction was
actuated by the sole desire of personal gain, and paid no heed whatever to the com-
rany’s interests, and that the other officers and directors of the Home Life, particul-
arly the president, became and were regardless of the interests of the sharcholders
and polieyholders, whose trustees they were and, corrupted by the desire to share in the
‘good thivg’ which Pattison was supposed to be making, stepped down and surrend-
ered the company to the management of the Peoples, the result of their conduct being
that the H e Life was saddled with the following sums :—

Renowal commission of 5 per cent on premium income
uider McCutcheon contraet, equal to.. .. .. .. .. § 90,000
Cash payment of 50 per cent of premium income of

Peoples Life.. .. .. .. .. .. .. ... ... ...... 48,492
Annual payment of $6,350 for 10 years, equal to.. .. .. 48,942
Toss of premium on capital stock purchased by Peoples

Life, } of $49,000.. .. «v v e v ol e .. 12,250
Loss on outstanding premiums.. .. .. .. .. .. .. .. 32,000
Loss on agents’ advences.. .. «. .. ot it oeh e L L. L. §,000

Total.. .. .. .. .. .. .. o Lo L. $240,134
Credit released reserves if no readjustment made.. .. .. 52,676
$187,558

The Home Life received in return $1,763,000 of insurance and an inadequate
reserve thereon.. Assuming the true premium income of the Peoples to have been
$65,883 (which would mean un average of over $37 per $1,000 of insurance), the cost
of the business to the Hom: Life would be 285 per cent of the annual premium income
rather than 100 per cent; or over $100 per $1,000 of insurance, This is in contrast
with the price of $15 per $1,000 which the Home Life appears to have offered for other
business when no personsl profit to the officers or directors was involved.

Some light is thrown on the motives underlying this transaction, and much dis-
credit attachea to the colourable use of the fifteen-year contracts by comparing it with
a somewhat similar transaction, but without the feature of contracis to be commuted,
entered into by some of the same gentlemen on the sale of the business of the Canadian
Homestead Losn & Savings Company, of which also they were directors. That com-
pany’s business had been carried on under Mr. Pattison’s management, in conjunction
with that of the Hoae Life, and, therefore, at small expense. After the change in the
management of the Home Life Mr. Pattison ¢did not see how_the Homestead could be
continued,” as the company wag gmall, the interest rate falhfxg and the expenses of
management and government fees out of proportion to the capital. fln oﬁgr frox.n the
purchasing company was communicated by Mr. Curry to Mr. Pa?tlson, 1nvolvn3g a
payment to Mr. Pattison of $10,000, in addition to the amountg paid up on the direc-

.
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tora’ stock, transfers of which he was to'obtain. Out of this $10,000 the following pay-
ments were made to directors:  Mr. Firstbrook, $600; Mr. John S. King, $100 and
Mr. J. W. Curry, $200. Here again the directors, other than Mr. Curry, were not
aware what precise sum was paid to Mr. Pattison, but permitted the transaction te be
completed, with the indifference incident to their own participation in whatever it was.

The impairment of Home Life capital at the end of 1905, according to the com-
pany’s annual return, amounted to $86,200, and had the commission to be paid to the
Peoples and McCutcheon been shown as lisbuities, as they should have been, a real im-
pairment of $207,000 would have been shown, leaving the capital at less than $10,000.

While the re-insurance agreement provided that the policy reserve should be trans-
ferred to the Home Life as and when that company issued its substituted policies, the
transfer was actually made on January 25, 1906, by two cheques of the Peoples. dated
December 30, 1905, one being for $9,701.83, which was the balance standing to its
credit in the bank, and the other, beariiig same date, for $15,064.11, being drawn on
the Dominion Permanent Loan & Savings Company, which loaned that amount to the
Peoples, but not until Japuary 25, 1908. In the company’s annual return for the year
1905 it treated these payments as having been made on December 31, 1905, although
not made till afterwards, and although no liability then existed on the part of the
Peoples to pay the amount, inasmuch as the policies had not then been re-written by
the Home Life. '

In 1903 the company purchased bonds 10 the amount of $13.000 par of the Grand_
Valley Railway Company, then in process of construction. at 84, with a 50 per cent
bonus of stock. In 1904 and 1903 advances were made to the Von Echa Company, the
~ontractors building the road, amounting in all to $51,000, of which there remained due
at December 31, 1004, $44,712.16. On that date $18,052.16 was repaid, and in pur-
suance of an arrangement with the Canadian Homestead Company, bonds of the
Grand Valley Railway Company to the amount of $31,000, with a 50 per cent bonus
stock were handed over for the balance. The contractors rcally gave a 100 per cent
bonus of stock. The remaining 50 per cent was appropriated by Mr, Firstbrook and
retained by him until the management of the Peoples came into control. Investigation
by the new maunagement resulted in a demand upon and restitution by Mr, Firstbrook.

On February 11, 1903, at a meeting of directors at which Messrs, Firstbrook,
Briggs, Boddy, King, Dr. King, Hillook, Curry, Diver and Pattison were vresent, on
motion made by Dr. Briggs, seconded by Mr. Boddy, it was resolved :—

‘that the manager be authoriced to purchase 200 shares of Schloss Sheflield
Steel and Iron stock at the market price)

Pattison states that he expressed doubts as to the propriety of such an investment, and
that he afterwards consulted the president or vire-president, and was told that he
could not question the instructions of the board. Accordingly on February 20, 1903,
he bought 130 shares of the stock at 713, While he doubted the propriety of the in-
vestment, he did not doubt its wisdom, es on the same date he bought some shares of
the same steck on his own account. On December 31, 1903, he passed his own cheque
to the company for the cost of the stock and purported to be a purchaser of it until
January 2, 1904, when it reappeared in the books as the property of the company. This
was done because he thought the superintendent would not permit the investment.

Following the making of the annual return the company’s books were examined
by Mr. Blackadar, who reported the purchase circumstances in February, He stated
that the directors were awa-e of the impropriety of the security and that he had de-
mapded a retirement of t.e stock and a reimbursement of the company’s moneys at
their hands. On June 30, 1904, the managing director wrote the superintendent that
the investment had beer: disposed of and was represented by a special deposit of $7,125
in the Dominion Bank &t Toronto.

It appears that somo of the directors made a promissory note and borrowed the
nceessary amount from the Dominion Bank, giving the stock as seturity. The pro-

.
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ceeds were arranged to be credited to a special account. The stock was sold in June,
1908, for $6,100, the proceeds being credited on the note. This involved a loss, includ-
ing interest, of more than $1,200, which was charged to Pattison’s account. Two’
resolutions of December 19, 1904, and September 20, 1905, were passed by the directors,
for the purpose of reimbursing Mr, Pattison in respect of this charge and certain
other interest items charged to him for which he was clearly personally liable. This
intention in both cases took the disgnise of rewarding him for services for which he
had &' ~dy been paid the contract price, disinterring these services from the dust of
twelve _.ars in one case and ten yeaws in the other. On the change of management
objection was taken to the payments made under these resolutions and Mr. Pattison
and the other directors paid the company in 1906, as follows: Messrs. Briggs, Pattison,
Curry, Firstbrook, $165 cach; Messrs, Boddy, King, Diver and Wood, $147.23 each,
to cover the Schloss stock loss, and Mr, Pattison $1,410.31 to cover the interest charges
referred to.

THE GREAT WEST LIFE ASSURANCE COMPANY.

This company was incorporated in 1891 by Act of Parliament, 54-35 Vie., cap.
115, There has been no amendment.

It was promoted by Mr. James IL. Brock, then a member of the firm of. Carruthers
& Brock, fire and life insurance agents, and the Winnipeg agents of the Canadi Per-
manent Loan and Investment Company. IHis idea was to establish a company with
its head office in Winnipeg, there being then no company with headquarters west of
Ontario. e anticipated low mortality and good rates of interest. The prospectus
emphasized these considerations, stating that an average rate of interest might be
expected from one to two per cent above the average rate obtained by any company then
represented in Canada,

The authorized capital was $400,000, but power was given to increase it to §1,-
000,000. By December 31, 1893, all the authorized capital was subseribed and 25 per
cent had been paid in. In June, 1903, the company increased the authorized capital
from $400,000 to $1,000,000. Of the $600,000 new stock $400,000 was on July 18, 1903,
offered to and taken by the then sharcholders in the proportion of one new share for
cach old share and at a premium of 25 per cent. It was called up to the extent of 25
per cent, making $31.25 per share, of which $3.25 was premium. The other $200,000
was offered on September 4, 1903, to the company’s agents for subscription by *hem-
selves or by parties in their respective districts, at & premium of 60 per cent. Tt also
was ealled up to the extent of 25 per cent, making $40 per share, of which $15 was
premium. Altogether there was thus pail in $150,000 added to the paid up capital and
$55,428.75 premium. i

The teason given for the increase of capital was that the additional strength
would put the company in a better position to obtain business, and it was stated that
the agents of the company had urged the management to make the increase. There
was no iinpairment of capital at the time. The original impairment resulting from
axpenditures in the course of establishing the business entirely disappeared in 1898.
It was greatest in 1894 when it amounted to more than $30,000. Nor was the addi-
tional capital required for the strengthening of reserves required by the Act of 1899.
Prior to 1900 the company had valued all its policies on the Actuaries’ Combined
Experience Table with 4 per cent, and it has continued to value its policies 1ssued
before that year on the same basis, the policies issued since being valued on the
Actuaries Hm. Table with 33 per cent, The dividend paid to shareholders, which
in 1902 was increased to 8 per cent, indicates that the management considered the com-
pany’s position to be good. This was also indicated by the fact that certain share-
holders, including the managing director, purchased the shareholders’ rights to the
new issue of stock, at a premium higher thar that at which it was issued, The man-
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aging director hought additional shares in November and December, 1903, and in
Januvary, 1904, paid 187 for the last 40 shares acquired by him.

The manager states that prior to the formation of the company he did not intend
to assume that position, but that he was prevailed on to do so by the other persons then
chiefly interested. For some time after taking the position he remained.a partner in
the firm of Carruthers & Brock and his remuneration as manager of the company was
treated as part of the firm’s income, Later he parted with his interest in the firm and
devoted himself cxclusively to the affairs of the company,

‘ The manager’s salary for 1892 was $2,000; for 1893-4-5, $3,000 per annum; for
1806-7, $4,000; for 1895, $3,000; for 1899 and 1900, 86,000, for 1901-2, 87, 500 and for
the years 1903-4-5, $10,000.

"The increases were not provided for in advance, but wose Laied as bonuses at the
end of each year.

On February 6, 1906, the executive committee increased the directors’ fees from
85 to $10 per meeting. They also increased the salaries of many of the officials and"
servants, including the managing director. The latter’s salary was increased to $1,000
per month, and ie was voted $10,000 cash to ecinpensate hira for the lower salary paid
him in the carly vears. The salary of M- Jardine, secretary, had been advancing at
the rate of $500 a year for some years and was increased from $4,500 to $5,600. In-
creases were also made in the salaries of the accountant, the inspector of investments,
and the claims and loans clerk. _

"The resolution prov1dmg for these increases had not been submitted to the direc-
tors at the date of inauiry, but it waa stated that any directors’ meeting would be
attended by one director only in addition to those composing the executive committee.
The annual meeting of shareholders was held on February 9, three days after the
resolution was passed, but the action of the executive was not disclosed to the meeting.
In explanation of the substantial bonus and incréase of salary to Mr. Brock, he stated
+hat he had assumed the duties of managing director at a financial sacrifice, that it
vas always understood he should at some time be compensated, and that the action
of the executive committee would probably commend itself to everybody interested
in the company. It was also stated that the secretary had served the company during
the earlier years at a much less salary than he could have commanded elsewhere.

The compsny paid no dividends on its capital prior to 1900. In that and the
following year 6 per cent was paid; in 1902, 8 per cent; subsequently 10 per cent, and
in 1906, 12 per cent.

There is no provision in the incorporating Act or in the by-laws governing the
apportionment of proﬁts to polieyholders. There is no appropnatmn of profits made
until the period arrives when they are to be paid, and no account is kept with the
individual polieyholder. '

The company has written a large amount of deferred Zividend insurance, the
period of distribution being 15, 20 and 25 years. The manager considered a policy
with a B-year period better than policies with longer periods, but thought the publie
preferred the Jatter, It appeared, however, that no effort was made to introduce the
ghort period policy, the management fearing there would be no profits to divide at the
end of b years. The only rates quoted for tontine policies were in respect of 15, 20 or
95 year periods. The manager stated, however, that agents were in a position to quote
rates for quinquennial policies and that a limited number of such policies had been
issued but that on the advice of the actuary the rates had been intentionally omitted
from the rate book. None of the longer term policies have yet reached their periods,
but come will reach their period next year.

By a circular of March 19, 1903, an opportunity was offered to policyholders to
increase their insurance within that month at a discount of one-third the first premium.
This seems to have been proposed without reference to the company’s agents and no
commission was paid for insurance so effected. The plan was defended on the ground
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that the business induced by it was more cheaply obtained than it could have been
in the regular way. The offer does not scem to have been appreciated by policyholders
and apparently was not repeated. '

From time to time extra commissions or bonuses have been distributed among
local agents to stimulate businass. These were described as ‘ hot weather bonuses,’ but
do not scem to have been confned to any particular season of the year, In some cases
they were offered in October or November for business written prior to December 31,
The first prize offered seems to have been a gold watch worth about $125. In 1897-8
graded benuses were given, the higlest being $75, in addition to regular commissions,
to any agent writing $30,000 between October 1 and December 31, In addition, special
prizes of $50, 325, $15 and $10 were given to the four agents writing the largest
amounts of puid for business in the same period. In 15899 the prizes were bi-monthly
throughout the year, and were $15, $10 and 5. In November, 1900, the company
offered prizes of $100, $50 and smaller amounts for business written prior to December
31. The latest competition was current at the time of the inquiry. Tt extended over
& period of nine weeks, beginning July 1 last. The rewards ranged downward from an
extra commission of 10 per cent.

The company issues to agents in the larger cities a schedule of confidential rates
which may be quoted for non-participating policies for $5,000 and over. They are con-
siderably less than those shown in the company’s manual, and a special rate of com-

_.mission_is paid, a low_first commission without renewala, . The. managing--lirector-

stated that the commission allowed was ten per cent. but from circulars issued it ap-
peared that while 10 per cent was the commission paid to outside agents, regular agents
were paid from 10 to 20 per cent, the latter rate being paid under ¢ exceptional circum-
stances only. It was explained that +his schedule was issued.to meet the competition
of the Travellers’ Insurance Company of Hartford, which had issued a similar con-
fidential schedule.

In the beginning of 1906 the company appointed J. S, II. Matson mannger for
Vancouver Island. He had vreviously been the gentral agent of another company,
He stipulated for, and the managing director agreed to pay, a commission of 10 per
cent in addition to the usual commission on all insurance which he procured to be
substituted for insurance written by the other company. The managing director quite
understood that the ‘switching’ would involve the surrender by the agent to the as-

sured. in whole or in part, of his first year commission, There was ill-feeling on.

Matson’s part towards the compeny whese service he had left, and Mr. Brock took
advantage of that ill-feeling, and the commissions were intentionally made sufficiently
large to nable Matson to make the transfer attractive to the assured. Before the
agreement was finally reduced to writing, Matson raised his terms, other companies
desiring to secure services so exceptional, and bidding against the Great West, snd
the extra commission was made to apply to all business written by him, provided he
wrote over $150,000 new business cach year. -

On July 12, 1894, an agreement was made with the Dominion Safety Fund Life
Association to reinsure the latter’s policies. Tit association’s head office was at St.
John, N.B. It had cutstanding 1,101 policics, insuring $1,320,000. TIts policies were
term ypolicies, at increasing term rates of premium, with $3 per $1,000 for expenses.
The assured contributed $10 per $1,000 to a safety fund, payments made in each year
being held for those insuring in the year, After five years the intercst on the fund
was 10 be applied to reduce the premiums. *Vhen the policies contributing to the fund
had been so thinned out by deaths and lapses that their total did not exceed the amount
of the fund, the principal was divided among them, the policies being surrendered.
The fund was to provide moneys with which to maintain the government deposit. The
ownership of the fund by the polieyholders was, howeves, of its essence, and their con-
tracts secured them in such ownership. The considerition for the contract of reinsur-
ance was the payment to the Great West of $25,000 cut of this fund. It is worthy of
notice that in no other cus: of amalgamation that has come before the Commission
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has there been a payment to the company securing the transferved business. To obtain
a release of the fund. it was neeessary that the polievholders who owned it should
either accept new policies or release their elaims to the fund. By the agreement it
was made the duty of the Great West to obtain, with the assistance of the Dominion
Safety Fund, the acceptance of new policies. Mr. J, de Wolfe Spurr, who had been
president of the Dominion Safety Fund, became chairman of the lacal board of the
Great West at St. John, and issued circulars to the polieyvholders soliciting their con-
currence in the substitution. The circular stated that

* this re-insurance contract preserves inviolate every right and privilege of our
polieyholders, and no interest of any one of them will be allowed to suffer in even
the slightest degree by reason of this change”

While the eircular is signed by Mr. Spurr as president of the Dominion Safety
Fund. it states that he will in future represent the Great West at St. John in the
capacity of chairman of its lueal hoard, and will ass.st in effecting the necessary sub-
stitution.

Your Commissioners are quite satisfied, notwithstanding the managing dircctor’s
apparent inability to recolleet elearly all the cireumstances, that this circular was
issued with his knowledge and approval, and that the fact of the intended spoliation
of the fund was deliberately withheld from the knowledge of the policy-holders to
whom it was addressed. The £25,000 was treated as premium on first year business,
-aid-the company “claims to-hold-it-free of 11} claims of the old- policy-holders. - The
transaction does not reflect eredit on any of the parties to it.

There is a large number of policies under the heading ¢ not taken’ in each year.
In its last return they amounted to $1,089,500, the new policies issued being only
£6,290,833. It was stated that in most of thesze cases the premium was paid by prom-
issory note and that on the note maturing and remaining unpaid, the policy wus treated
as not taken. Nevertheless the company insisted, so far as possible, on payment of
the notes, and between July, 1905 and July, 1906, the company realized from such
notes £5.200, eredited in the return as first year premiums. The notes are not dis-
closed in the return.

The company’s original estimates were exceedingly high. For inctance, on a 20~
vear endowment policy for $1,000. at age 55, the estimated profitz were $1,930. The
estimates were considerably reduced in later rate books.

THE NORTHERN LIFE ASSURANCE COMPAXNY OF CANADA.

This eompany was incorporated in 1894 by Act of Parliament, 57-58 Vie,, cap.
122, Two years were spent in obtaining zubseriptions for stock, and a Dominion
license was obtained and active operations cominenced in July, 1896. The capital
stock is £1,000.000, of which at the end of 1905 836,800 was subseribed and $213,850
paid. The capital payment has not been called, but shareholders have been perinitted
to pay the wh.le or any part of their subscriptions. This has oceasioned considerable
dissatisfaction, resulting in the passing of a by-law which will require notice.

The stock was not issued at a premium, so that there has been a larger impair-
ment than in the cuse of later companies, which have adopted that method. The im-
pairment in~reased from year to year until, at ths end of 1902, it amounted to $64,400.
It had been apparent!; reduced by the end of 1905 to $21,926.64. This resulted from
payments by a director made nnder the follewing cireumstances.

Mr. D, P. Fackler, the company’s consulting actuary, investigated its position as
of December 31, 1902, He advised the method of making the apparent veduction of
impairment which was adopted. e

On August 28, 1803, Mr. John Ferguson, a director, made an agreement with the
company by which he paid $10,000 for a 2 per cent:commission upon all renewal pre-
miums, subject to the company’s right to terminate his receipt of the commissions
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when his purchase morey and 5 per cent interc st hud been repaid, the return of which
was given priority over all capital stock liability in case of a winding up. Similar
agreements were made on February 26, 1904; August 19, 1004; January 24, 1905;
July 12, 1905 and February 23, 1908.

The company received from Ferguson $10,000 in 1903; $20,000 in 1904; $19,500
in 10805, and $10,000 in the first six months of 1906. All these moneys were osten-
sibly paid to purchase commissions upon the renewal income. All of them were ap-
plied by the company in reduction of different expense accounts. Mr. Ferguson re-
ceived in the so-called commissions. $3,123.82 in 1904; $7,312.08 in 1905, and $4,442.39
in the first six months of 1906. The balance which the company was bound to payv
for a release of the premium income was $44,621.71 on July 12, 1908. The payments
to Ierguson were treated as agent’s commissions, and not returned separately. Neither
moneys paid by Mr. Ferguson nor the obligation to repay him appeared in the com-
pany’s returns, and they showed expense balunces only after the true expense had
been reduced by the application of the Fergusen payments.

By this means the sssets were apparently inereased and the eapital impairment
apparently reduced. This was, your Commissioners think. improper. It made the
return misleading in respeet of income, expenditure, assets and liabilities.

In 1901, much of the subseribed stock was entirely unpaid. In that year some
of it was forfeited by the cousent of the subscribers and some of the rest, amounting
to 1,297 shares, was transferred to Mr. 1. I{, Purdom, then the vice-president, in
trust. This is said to have been done beeause of ‘a supposed movement in some in-
definite quarter to purchase control. In 1903 pursuant to resolution, transfers were
made to thirteen of the directors, of eighty-six shares each, subject to call. The bal-
ance, 179 shares, was permitted to remain in the nane of Mr, Purdom in trust. e
says he holds this for the company. This division amone-t the directors substantially
increased their voting power, and while there is a large share liat, indicating that the
capital is fairly well distributed, it was admitted that the directors acting together
are practieally in a position to control the affairs of the company.

Policyholders may vote in person on all questions except the increase, issue, al-
lotment or sale of the capital stock of the company, but on no occasion has any policy-
holder ever indicated any desire to take part in the management.

In 1905 it was espected that a stock dividend would soon be possible,

Some of the shareholders who had paid in more than 10 per cent scem to have been
informed by the agents who took their subscriptions, that they would be allowed in-
terest on any money in excess of 10 per cent which they paid in before profits were
divided. In conscquence of this and of a feeling that some preference should be given
to shareholders who had pai¢ in more than 10 per cent. a by-law was passed by the
directors on December 12, 1905, and eonfirmed at the annual general meeting of share-
holders on February 5, 1908. Tt provided that shareholders might pay up the whole
or aiy unpaid portion of their stock with a premium of 25 per cent. The premium
was made payable in cash but the balance of the capital might be paid in four equal
payments at three, six. nine and twelve months, with interest from January 1, 1907.
Alternatively, the shareholder might, if the directors thought fit, receive a new paid-
up certificate for the amount pa'd in, transferring the 1inpaid portion of the shares to
an officer to be held in trust for the company until sale or reallotment. Dividends
were to be based on the amount paid, exclusive of premium, and those who had paid
in more than 10 per cent were o receive 12 per cent on such excess in addition to the
regular dividends, which were limited to 4 per cent until the special dividend. .

Under this by-law the company had received, up to the date of the inquiry, prém-
iums on stock amounting to about $15.000, but the stock itself was not paid up, the in-
terest provision making it to the advantage of the shareholder to delay payment,

The passing of the by-law was due to the absence of uniformity in the treatment

,of shareholders, and its validity was recognized as doubtful.
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It is to be regretted that the neglect to adopt proper businesslike methods should
have resulted in a by-law the validity of which is questionable. Should it prove in-
valid a highly complicated situation must be faced, and possibly legislation will be
found necessary.

Some of the dircctors are substantially interested in the Dominion Savings and
Toan Company, the head office of which is also in London. Mr. T. TI. Purdom, K.C.,
is president of both companics, and Messrs. John Ferguson, John Purdom and Francis
Inve are directors on both boards. The insurance company from its incorporation
down to the date of the inquiry had large sums on deposit with the saviugs company,
during the greater part of the time dividing them between a general and a special
account.  The latter was « pented in 1898, when it was agreed that the company should
keep 875,000 on deposit i1 a speeial account for three years, being allowed interest at
4 per cent half vearly. ° he pretension was that this was equivaleut to the purchase
of debenture but your co imissioners do not yield to that view. In 1903, owing to ob-
jection by some of the .ireetors, substantial withdrawals were made. The following
stat: ment shows the ar ounts deposited in the accounts at December 31 in each year
commencing with 189> —

Genera. account,  Special acconnt, ‘Total,
§ cote & cts. 2 cts
Jlst Deceomber, 1898 oo o000 Lol L T76.500 ) 128,039 50
S I W 60 106,800 36
W) I (% 01 116,753 10
1901, . 75,000 OO 91,720 83
12 72,500 00 80,172 81
1903, ... ..., 3 2( 10,000 0 43,559 20
1901 28,703 71 27,652 19 36,415 90

TS, 17,974 39 39,796 00 57,770 39

The company purchased $3,000 Canadian Pacific Railway stock in 1903, but resold
it at a proiit of about $100 when it was found to be unauthorized. Tt also invested
820,000 in British America and Western Fire Insurance stock, which, though au-
thorized under the Act, the management does not, in the light of s experience, regard
it as a jndicious investment, The company sustained a loss of about 50 per cent.

THE IMPERIAL LIFE ASSURANCE COMPANY OF CANADA.

This company was incorporated in 1896, by Act of Parliament, 59 Vie., cap. 50,
with a ecapital of $1,000.000, divided into shares of $100 each. The incorporators
were John Hoskin, Hon. S. C. Wood, II. N. Baird, Henry O’Hara, J. W. Flavelle and
Ion. William Harty. It commenced business on October 1, 1897.

The stock was issued at $125 per share and three calls were made, producing $45
capital and $11.25 premium on each share.

Although the list of shareholders indicates that the capital is fairly well distri-
Luted, it would appear that 7,318 out of the 10,000 shares are owned by the Central
Canada Loan & Savings Company, which is entirely under the control of the Hon,
George A. Cox. The 7,318 shares stood at the date of the inquiry in the following
names, but 21l dividends on them are paid to the Central Canada pursuant to directions
signed by the nominal holders.

ILN.Baird. . .. .. .. o o o 50
F.W. Baillie.. .. .. .. .. .. .. 260
T. Bradshaw.. .. .. .. .. .. .. . . 450
Hon. G. A, Coxee v v v et e e e e s e e 250

FoG.Cox.. o vv oo oo 050



s

it h et

s A S

gty

P A e

s.
£
B
¥

ROYAL COMMISSION ON LIFE INSURANOQE 85
SESSIONAL PAPER No. 123a

H.C.Cox.. .. .. .. .o i i it o oo .. 50
E W, Cox.o oo oo o s e o e 50
Central Canada Loan & Savings Co.. .. .. .. .. .. .. .. 188
A Lo Davis.. .. oo 0 ol e e e 100
T. J. Drummond.. .. .. .. .. .. 50
Dowminion Securities Corporation.. .. .. .. .. .. .. .. .. 500
JoHousser.. o o oo e e e e e e 123
R.Hall.. .. .. o o e 235
TWoS Hodgins.. .. oo oo oo o e 300
JoJ Kenuy. . o oL oL Lo 450
E.T.Malone.. .. .. .. .. .. . 0 o0 e e 35
W.G Morrow.. .. .. vt o e e e 100
G. A . Morrow. . .. .. Lo o e e e 250
RE A Moody.. .. .. .. oL 202
Rev. J. Potts.. .. .. .. .. 0 v o e o e e 50
F.R. Peacock.. .. .. .. .. .. . 300
F.C. . Taylor.. .. .. .. .. o ol o o e e s e e 200
E.R. Wood.. .. .. .. .. . 460

Total.. .. .. .. .. .. Lo 13I8

The participating policyholders of this company have no right to vote, co that
the control of Mr. Cox, through the Central Canada. is absolute. The effeet of dis-
tributing the Central Canada shares is to create the impression of a general control
by a considerable body of shareholders, each having a real voice in the management.
‘Two of the directors, Messrs, T. J. Drummond and George A. Morrow, qualify on the
shares which they hold for the Central Canada, although subsection 2 of section 5,
of the Act of Incorporation provides that no person shall be a director unless he holds
in his own name and for his own use at least 50 shares of the capital stock of the
company. ‘

The control of the company was governed, from January 2, 1902, to May, 1903, by
the terms of an agreement between the Central Canada and Messrs. A. E. Ames and
Thomas Bradshaw, made on the earlier and rescinded on the later date. The circum-
stances under which the agreement was made were detailed by Mr. Cox during the
inquiry into the affairs of the Canada Life, and by Mr. Bradshaw during the inquiry
into the affairs of this company. It was the result of negotiations carried on mainly
between Messrs. Cox, Flavelle and Ames. The Central Canada was described in it
as vendor and Messrs, Ames and Bradshaw “as purchiagers. "By it tha purchasers
agreed to buy at an advance of 50 per cent over the amount paid up, 1,700 out of
5,350 shares then owned by the vendor, which, added to 1,950 then held by the pur-
chasers would make the vendor and the purchasers equal holders, each of 8,630 shares.
On account of this price $7,750 was to be paid in cash and the balance on the ter-
mination of the agreement. The agreement was for two years and afterwards was
to continue operative until determined by one year’s notice in writing given by either
party after the cxpiration of the two years. tiach party was to continue to hold
3,650 shares, unless they agreed to a reduction of their total holdings te 5,100, i clear
majority of the capital; any reduction agreed upon to be in equal amounts, nnless
otherwise agreed. Neither party was to increase the agreed holding without giving
notice and affording an opportunity to the other to take half of the increase. The
parties were to agree on the composition of the directorate, but if unable to do se
each party was to elect an equal number and if they left a vacancy each was to na n:
one person and the choice between the two so named was to he left to arbitratiaa,
They were to endeavour to agree on all questions that might arise. If they fai ed,

and either party desited an adjournment, both were to vote for it, and if still unable
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to agree, they were to leave the question to arbitration. For the guidance of any such
arbitrators it was declared that the best interests of the compauy and its policyholders
end shareholders generally were to govern their decision without regard to majorities
or minorities or to the special interests of the parties. It was further provided that
tl. notice to terminate the agreement should contain as an essential part thereof
an offer to sell all the shares held by the party giving the notiee, or to buy the shares
held by the other party at a named price. The party recciving the notice was to
have three months to elect. and the purchase or sale by him was to be completed in
three months after election. On June 3, 1903, the «em of A, E. Ames & Co., of which
Mr, Ames was a partner. suspended payment. In May preceding, Mr. Ames, owing
to his tinaneial embarrassment, desired to realize upon his interest in Imperial Life
holdings.  Mr. Bradshaw was unwilling to part with his interest. It was finally
arranged that Mr. Cox shonld pay Mr. Ames about $23,000 and Mr. Bradshaw abont
£13.000 for the cancellation of the agreement, Mr. Cox has sinee, through the Central
Canada, eontinued in sole control of the company. The circumstances attending the
making of this agreement and its rescission indicate the value placed by Mr. Cox upon
such control. He ‘reluctantly consented’ to malie the agreement referred to under
some prezsure by Messrs. Flavelle and Ames, My, Bradshaw, the secretary of the cont-
vany, in whow they were interested, not being entirely satisfied with his position
under the individoal control then existing and foreseeing the possibility of an:alga-
mation or some other alteration which might affect his interests. Mr. Cox took ad-
vantage of the first opportunity to régain control at a very considerable cost. This
payment and certain other payments hereafter discussed, made by Mr. Cox to reduce
expenses and cover up losses, were not because of the intrinsic value of the shares as
an invc tment, but partly because of his personal interest in his son, the managing
director, and partly because of his ambition to direct the financial transactions of the
company, by means of a board under his absolute control.

Mr. Cox, in his evidence in the Cunada Life inquiry, frankly sdmitted that he
brought about the incorpcration of the Imperial Life for the purpose of creating a
position as managing director for his son, Mr. F. G. Cox, and that his object in that
regard was known to the persons who joined him in the incorporation of the company.
Pursuant to this purpose, Mr. F. G. Cox was at the very beginning appointed managing
director and vice-president, and he continued to occupy these offices down to the date
of the inquiry. Iis salary until the end of 1904 was $6,000, and afterwards $8,000.
During nearly all this time, the real management of the company seems to have been
vested in Mr., Thomas Bradshaw. the seceretary and actuary of the company, and for
some years past one of its vice-presidents. His salary to 1900 was $2,500; to 1902,
£3,500; -to 1905, 5,000, and for 1905 and 1906, $6,000.

From and including the year 1901 the company made certain specml ‘advances to a
few of its general agents for the purpose, it was said, of retaining their services. They
were made by the direetors on the verbal guarantee of Mr. Ames. The accounts with
the agents were kept as current accounts, showing advances and repayments; the
balances being as follows: 1901, $3,412; 1902, $8,509.31; 1903, $11,404.03; 1904,
$9,512; 1905, $6,546.35.

On December 31 in each of the years 1001 and 1902. Mr. Ames gave his cheque for
the balance then due, and on the 2nid of each January following a cheque was returned
him for the same amount; neither the receipt nor th: payment being shown in the
annual returns for those years,

In 1903, Mr. Ames’ financial position having altered, Sir Mackenzie Bowell, Hon.
S. C. Wood and Mr. Bradshaw waited on Mr. Cox and explained to him the position
of this account, and he thercupon, according to the understanding of the committee,
agreed to assume and finally discharge tbe liability. On December 31, 1803, he gave
the company his cheque for the balance then due. He seems, however, to have taken a
different view, as he expected and demanded repayment of the amount in the January
follcwing, The matter came up at a meeting of the executive committee of the com-
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pany on August 3, 1903, when Messrs, S. ¢, Wood, IT. N. Baird, J. J. Kenny, }. Q. Cox
and Thomas Bradshaw were present, when, on motion of Mr. Kenny, seconded by Mr.
Baird. the following resolution was passed :~-

‘ Whereas the Ion. George A. Cox paid to this company in December, 1903,
the sum of $11,40¢.03, being the amount appearing in the books of the company as
due by agents for advances, several members of the exccutive committee under-
stood that Mr. Ccx assumed this indebtedness on the part of the agents, and ex-
pected to be recouped from time to time as these advances were repaid, and the an-
nual report for 1903 therefore shows nothing due on these accounts so far as the
company was concerned, the duty of the company simply being to collect the moneys
due and hand over the same to Mr. Cox; and whereas the Hon. George A. Cox
states that such was not the understanding, that he simply advanced the money as
a temporary accommodation, and that it should have been returned in January
last, and that he would not have made the advance on any other terms: and
whereas it must be assumed that Mr. Cox is right in his contention, therefore the
chairman and managing director are hereby instructed to repay Mr. Cox the
money so advanced; that as the money was deposited with the Central Canada
Loan and Savings Company at Mr. Cox’s request, and allowed to remain on deposit
with such company at his request, the adjustment and payment of the interest must
be made between that company and him. Note: It has since been found that the
above money was deposited to the company’s ciedit in the Canadian Bank of Com-
merce, and the payment of interest by this company to the Hon. George A. Cox i,
therefore, authorized. Confirmed, S. C. Wood, chairman.’

Thereupon the amount paid by Mr. Cox in December, which had been credited to
the company in a speeial account in the Canadian Bank of Commerce, as above in-
dicated, was repaid to him with interest. At the end of 1904, the balance of this
account, $9,512, was written off, and was not treated by the company as an asset in its
return for that year. In ‘1905 further repayments made by agents reduced the account
to $6,546.35, and it is expected that the company will not sustain any loss,

Shortly after the creation of the corpany, Messrs. Cox, Flavelle and Ames agreed
to pay moneys into its funds from time to time to assist in meeting expenditures con-
nected with the establishment of its business, and accordingly the following sums
were paid: 1898, $7,000; 1899, $10,000; 1900, $5,000; 1901, $10,000; 1902, $35,000;
1903, $24,000; making in all $91,000. The payments from 1898 to 1900 inclusive were
applied to the reduction of the expenditure in respect of officers’ salaries, The pay-
ments from 1901 to 1903 inclusive were spread over :aany items of expenditure, mak-
ing some reduction in almost all the expense accounts. These moneys were never
shown in any annual return, the returns, on the contrary, showing expenditures less
by the amount of these moneys than their real amount. The arguniant was ‘that these
moneys were an absolute gift for the express purpose of meeting expenses which
might not otherwise have been incurred and not in the regular course oftbuisiness.

Your Commissioners entertain no doubt that in making the return required by
law it was the clear duty of the officers of this company to disclose fully all these pay-
ments and the total expenditures at their real amount.

The company first became interested in the bonds of the Sazo Paulo Tramway
Light and Power Company on December 19, 1900, when it loaned $30,000 upon $60,000
of them. This was part of a total loan of $100,0600 on $200,000 of ‘the bonds. The
loan was guaranteed by the National Trust Company. The balance of the loan,
270,000, was advanced on January 2, 1801, the company not having in hand in Decem-
ber the whole amount necessary. Yearly renewals of the loan were made in December
in each of the years 1901, 1902 and 1903, and it was paid off in 1904. The rate of
interest each year was 6 per cent with an additional 1 per cent commission, making a 7
per cent investment. On December 31, in each of the years 1901, 1902 and 1903 the
National Trust Company went through the form of paying off the loan, the amount

L's
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being returned on January 2 following. It is argued that this practice w.s ju-tified
in the case of this loan by a stipulation made when the money was advanced. This
does not appear to lessen its impropriety.

The company on March 30, 1901, made an advance of $50,000 on the sccurity of
$66,000 of the Sao I’aulo bonds and $56,600 of Sao Paulo common stock to Mr. J. W.
Flavelle, who from the incorporation down to 1900 had been a director and vice-
president, and had taken a very prominent part in the company’s affairs, but had
ceascd-to hold office at the end of 1900, He still remained a sharcholder. This com-
pany’s Act expressly incorporates the provisions of the Companies’ Clauscs Act, which,
by section 38, prohibits loans to sharcholders, and therefore the transaction was an
improper oue. At December 31, 1901, while the loan wos still current, Mr. Flavelle
went through the form of paying off the loan, giving the company his cheque.  The
money was repaid him on January 2, 1802, The company exercised the option and
purchazed the bonds and stock in 1902, The stock was sold for $7,912.50, which was
credited to profit on investment. The $50,000 bonds, together with $75,000 bonds pur-
chased on May 8, 1902, from the Central Canada Loan and Savings Company, were
carried until December 29, 1905.

In the months of May and June, 1903, advances were made to A. E. Ames & Co.,
who were then in embarrassed finaneial eircumstances, suspending payment on June
3. 1903, as follows: May 21, $40,000; Junc 5, $28,700; June 10, $2,400'; making in all
$71,100.

Mr. Ames was then the president of the company,.-but shortly after, on June 12,
resigned, his resignation being accepted on June 15, Mr. Cox was assisting him in
dealing with his embarrassed affairs, and arranged with Mr, Bradshaw that the com-
pany’s cheques should be given to Mr. Ames, Mr. Cox undertaking to hand over 4 per
cent debentures of the Toronto Savings and Loan Company as sceurity. That com-
pany was orgrnized by Mr. Cox in 1985 fer the purjose of taking over and handling
his property interests in Peterloro, and was entircly controlled by him. The bank
account of the Imperial was then overdrawn to the exient of about $120,000 and the
cverdraft Tore interest at 6 per eent.  Mr. Bradshaw did not know who was furnishe
ing -the security, Cox, Ames or the Toronto Saving and Loan. The intention scems
{o have been to reduce the loan somewhat within a short period and to give it the final
form of purchase by the Imperial of the securing dehenturcs. No minute or other
written authorization of the transaction appears. It is stated, however, that the
arrangement included a verbal guaranty by Mr. Cox that 2 per cent in addition to the
4 which the dehentures bore would be paid, so as to indemnify the Imperial against
the 8 per cent paid to the bank on the overdraft of $120,000, which was, of course, to
be increased by the amount of the advances, and continued in fact to the end of the
year.  The reason given for there being no minute or other record upun the subject
is that it was the intention to reduce the loan as soon as possible. There were some
moneys paid by Mr. Ames between the date of the advances and the end of the year,
and some $12,000 was transferred to the credit of these advances from another aecount
of Mr. Ames, with the result that at the end of 1903 the balance of the :dvances was
$50,000. A meeting of the executive committee was held on December 30. Authority |
was given at this meeting to purchase $50,000 of the 4 per cent debentures of the
_ Toronto Savings and Loan Company, payable at fixed dates and all to date from May
21, 1903, with a verbal guarantee of Mr. Cox that an additional 2 per cent half yearly,
would be paid, The 2 per cent was paid up to December 31, 1903, but during 1904 and
1905 the 4 per cent debenture interest only was paid, so that at Deecmber 31, 1905, Mr.
Cox was liable to the company for $2,000 on his guarantee. On December 29, 1905, at
& meeting of the executive committce at which were present Hon. S. C. Wood, F. R.
Eecles, E. T. Malone, G. A. Morrow, S. J. Moore, F. G. Cox and Thomas Bradshaw, it
was resolved:

¢ that the 2 per cent charged in addition to the 4 per cent on the Toronto Loan and
Savings Campany debentures, $30,000, amounting to $2,000, be written off, that




i I3 g A

R A e S

s e SR TR i

CHRHORENNRL YN

%
5

ROYAL COMMISSION ON LIFE INSURANOCE §9
SESSIONAL PAPER No. 123a

the 2 per cent be not charged since December 31, 1904, and that 4 per cent be the
rate of interest claimed in the future.

There is an inconsistency in the resolution, 18 $2,000 was the additional accumu-
lated interest from December 81, 1903, not 1904. Pursuant to this resolution the addi-
tional $2,000 was written off. Mr. Cox did not deny his liability, but suggested that,
as the company’s bank overdraft was made good by the end of 1903, the company
should be satisfied with 4 per cent, and his suggestion scems to have been readily ac-
quicsced in by the committee. Nothing could more clearly indicate the reality of Mr.
Cox’s control, At a time when the bank account was overdrawn to the extent of
$120,000 he procures advances to his son-in-law amounting to $71,100. He procures
the pledging of the company’s credit to borrow money with which to make the ad-
vances. The advances bear interest at 6 per cent, but so does the overdrawn bank
account, By a resolution passed two years later, on a mere suggestion from Mr, Cox,
hig liability is wiped out, and the transaction becomes one that the management of
this company would not for & moment have considered if offered in the ordinary,
course of business, a purchase of debentures to yield 4 per cent, )

On June 1, 1903, while Mr. Ames was president of the company two days before
his firm suspended payment, and after the eredit of the compary had alre
pledged to assist him to the extent of $71,100 as above mentioned, he presided at a
meeting of the exccutive committee at which the others present were Dr. F. R. Eccles,
How."S. €. Wood, IL. 'N. Baird and Thomas Bradshaw. and submitfed a document
signed by Mr. Cox in the words following :—

ady been

‘I-hereby guarantee the repayment to The Imperial Life Assurance Company
of Canada, within two years from this date, of the sum of one hundred and
seventy thousand seven hundred and forty-six dollars, the purchase price of the
stocks as undernoted, with interest thereon at the rate of 6 per cent compounded
half yearly, less dividends received by the said company in the meantime on said
stocks, provided the said The Tmperial Life Assurance Company of Canada will
grant to me the option of repurchasing the said stocks at the said purchase price,
with interest thereon as aforesaid. It is understood that any of the said stocks
may be released during the period named upon my paying the said company the
full market price thereof as at date of release (which market price T guarantee
will not be less than the price below named), the said full market price to be
credited by the Imperial Life Assurance Company of Canada on account of the
total purchase price of all the said stocks.

No. . Market Purchase
Shares, - Company. Price. Price,
) L
234 DBritish America Assurance Co. ........vvvevuro i 90 10,530
736 |Western Assurance COMPANY . ..vu.onenennne i 90 26,496
500 {Ontario Bank....... @, . 131 65,500
250 |Dominijon Coal Co., Ltd. ................... .. .. 91 | 23,500
430 {Twin City Rapid Transit Co................. ... . 104 i 44,720
Total purchase price. .. ............... ............ I $170,746
GEO. G. COX.

After discussion it was marked ‘approved’ by the chairman and the minutes.
record the transaction as follows :—

‘ The purchase of the undermentioned shares was approved.
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234 British Americn, L 1 S $ €915 00
736 Western Assurance, (1 83 R e 25,024 l)(?
H00  Ontario Bank, o 121 76 60,881 86
2500 Dominion Uoal, T2 2-3 . 18,165 Z'.j
30 Twin Ciy, [ U U AU R, 742 67

Taotalo oo $ 152738 87

At the next snccomnm-ting this minute was confirmed,.

The total amount mentiened in the minute, $152,758.87, was paid out by the com-
pany to different financisi institutions with which theso stocks had previously been
carried by A. E. Ames & Company, and ledger entries were made among the records
of transactions of rurchase and not among the records of loans. Each stock was
carried in a separate account, and. where the company owned other stocks of the same
kind. all sueh holdings were mingled in the same account.

By the end of the year, all these stocks had been sold, under verbal instructions
given from time to time by Mr. Cox at a total profit of $12.354.90, On June 26, 1903,
after the earliest sales were made the entries relating to all these stocks were assem-
bled in a single account, headed ¢ Speeial investment account,” stillaxamaining, how-
ever. among the records of owned stocks. No explanation of this was fortheqming,
but in any view of the transaction some such account would be necessary in order to
ascertain the liability, if any. under Mr. Cox’s guarantee. No further change was
made in the bookkeeping, until the meeting of December 30, 1903, when a direction
was made to amend the minute of June 1, 1903, so as to make it read,

‘loan to Hon. G. A, Cox at 6 per cent of $1o2:7688?j ‘on thé securit)"'bf the follow-

ing stocks,
instead of,

‘the purchase of the undermentioned shares was approved.
The minutes of that meeting also recorded that

“the loan to Hon. A. G. Cox of $152,768.87 was reported to have been paid with
interest.’

This amendment seems to have been made on the suggestion of the auditors to author-
ize the transfer of the balance of this account, $12,354,90 to the Aines advance ac-
count. Whether the real transaction was a purchase or a loan depends upon what
took place at the meeting of June 1 after the Cox guarantee was read. If it was ar-
ranged that the transaction should be a loan of a smaller amount than the proposed
purchase money, the impropriety of the transaction is confined to the official relations
of Mr. Ames and this typical instance of Mr, Cox’s control, If the transaction was a
purchase and sale the subsequent alteration of the minute and the release of the
$12,354.90 was an added impropriety.

In 1903 the company joined in underwriting Electrical Development Company
honds at 90, with 100 per cent of bonus stock, its share of the underwriting being
£50,000. The underwriting agreement required it to pool its holding for one year from
January 1, 1903, with all the other holdings covered by the agreement. It might take
up and pay for the bonds, in which case it was obliged to hold them for a year. It
might permit them to remain in the pool, in which case they might be sold at prices
fixed, not by the company, but by the managers of the pool. The stock was sold in
1904 at 318,875, which was partly applied in the reduction of the price of the bonds
and partly carried to profit on investments. The bonds remained as an investment until
April, 1906, when they were sold, Your Commissioners are of opinion that it was not
a proper investment of insurance funds to place the sum of $45,000 beyond its control
for a year in order to assist the public flotation of bonds.

The company bought $22,000 bonds of the Dominion Iron and Steel Company, an
unauthorized investment, in April, 1902. At the end of the year, in order that the
bonds might not appear in the company’s annual return, they purported to sell them
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to A. E. Ames & Company. On January 2. 1903, the company again took delivery of
them and other bonds of the same company. making in all $50,000 bonds representing
an investment of $14.48425. One-half was sold in November and December. 1003, at
prices varying from 574 {0 59, the amount realized being $14.419.25, and in December
the balance were sold to the Dominion Seeurities Corporation at cost, or about 30
points over the market price, realizing $22,000. The loss on the whole was $8.065,

On March 16, 1903, 200 shares of Dominion Coal stock, another unauthorized
security, were purchased, but no report of the purchase was made to the hoard unti)
June 29. It was sold on July 6 at a loss of &2,619.67. y

The Superintendent of Insurance on March 10, 1901, notified the secretary of the
company that both these investments being unauthorized the directors were personally
liable to make good the resultant losses. Suhsequently, on May 23, 1904, he wrote to
Rir Mackenzie Bowell, then president of the company, asking his personal attention to
the matter. When Mr. Cox was informed that the directors proposed to make the loases
good, he stepped in and made them good himself.

The company, on an application received through its agent at London, issued a
policy of insurance for $25,000 on the life of A. E, Wallace, manager of the Atlas
Loan Company at St. Thomas. On September 25, 1901, the exccutive committee ap-
proved of the purchase of five 4 per cent debentures of the Atlas T.oan Company for
$1,437.50 each, as payment of the first five premiums. It was also provided that the
agents’ renewal commission for the second, third, fourth and fifth years should be

credited to interést, which would make the investiment vield 6 per cent. Two deben-

tures were received in payment of the first two premiums. Before the third became
due the Atlas Loan Company became insolvent and was wound up. After crediting
the dividend received from the liquidator, the loss on these debentures was $1,139.27,
The policy lapsed.

THE NATIONAL LIFE ASSURANCE COMFANY OF CANADA.

The National Life Assurance Company of Canada was incorporated in 1897 by
Act of Parliament, 60-61 Vic., cap. 78, and there has been no amending Act. Share-
holders only vote at annual meetings, but the Act authorizes the company to extend
the franchise to its policy-holders. o

The authorized capital of the company is $1,000,000. The Srst issue was $500,000,
and in November, 1905, the balance was issued and was all taken up before the end
of that year. v

All the capital was issued subject to a call of 20 per cent and a premium of $5
on each share. FEach subscriber, therefore, paid $25 per share, 320 of which was
credited to capital and the balance carried to surplus funds. The company has not
yet paid any 'dividends. :

Notwithstanding the premium contribution of $5 per share, a substantial im-
pairment occurred. At the end of 1903 the company had a total surplus on policy-
holders’ account of $24,914.59. The paid up capital then amounted to $98,829.70, so
that an impairment to the extent of $73,9156.11 had taken place. The 85 per share
premium, or $25,000 had also been expended. At the end of 1904, the total surplus
on policy-holders’ account was $13,258.75 and the capital paid up was $100,889.70,
the impairment being $87,630.95. .

A repert on the company’s business was made by Mr. W. T. Standen, consulting
actuary, on February 7, 1905. He pointed out that the business, commencing in the
fall of 1899, when competition for new business was keenest, and the cost of securing
it highest, it must necessarily sink all or most of its cdpital before it could be hoped
that the returns would permit the impairment to be reduced and the capital to be
restored. He recommended an increase in premium rates to a point very near the
standard rates used by the other Canadian companies. He also recommended the
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adoption of some distinctivé plan of term assurance, business on the usual plans being
burdensome because of the heavy reserves.

Accordingly in 1905 the company adopted a 5-year option policy, giving the as-
sured term insurance for 5 years, with the right, without medical examination, to
renew on the life, endowment or limited payment plan.

The company had on its books at the beginning of the year $2,731,731 whole life
fnsurance, $1,077,523 endowment insurance and $700,500 term insurance; at the end
of the year it had $2,732,842 whole life insurance, $1,085.480 endowment insurance,
and $1,307,115 term insurance. The only real increase during the year was, therefore,
in respect of term insurance.

As already stated, the company in this year also issued $500,000 additional capi-
tal upon which a premium of $5 per share was paid. The premium thus received
amounted to 24,500, The result of the year’s operations was that at the end of it
there was a total surplus on policy-holders’ account of $163,508.75, the paid up capital
stock then being $199,860.70, and the impairment being, therefore, $36,351.95,

Waile §-year term insurance is most vigorously urged, insurance, both participat-
ing and non-participating, on other plans is also written. No profite have yet been
divided among policy-holders and the first distribution will not occur for some three
years, No preparation has yet been made for such distribution.

Directors have been allowed to deduct the full first year commission in respect
of pelicies taken by them.

The company has confined itself almost excluswely fo muniecipal debentures.
Having regard to the small volume of its investments it is not believed to be profitable
to establish a branch to manage mortgage investments.

For a time call loans to brokers were made, but this was discontinued, the man-
agement not fecling sufficiently in touch with the market values of securities, Two
loans were made to brokers on authorized securitics, in one case Canadian Pacific
Railway stock, and in the other Twin City Rapid Transit Company stock. They
were current for about two months and there was no loss.

The head office huilding was written up in value after the expenditure of con-
siderable sums in alterations and improvements. The Superintendent of Insurance
questioned the annudl return in this regard, and the value of the building was de-
termined for the purposes of the return by an independent valuation to which the
Superintendent assented.

THJ, ROYAL VICTORIA LIFE INSURANCE COMPANY.

This eompany was incorporated in 1897 by Act of Parliament, 60-61 Vic,, cap. 81.
It has an authorized capital of $1,000,000, all of which was subseribed and a ecall of
90 per cent paid up thereon, by the end of 1898.

The company was promoted by Mr, David Burke, who has been its managing
director since its incorporation. The organization expenses were small, by comparison
with some of the younger companies. The special Act cost $485.65, and commissions
on sales of stock amounted to $1,785.20, making the total organization expenses
$2,2770.85. ~

The capital stock is held by some 300 shareholders, no one person, nor any group
of persons united by a common interest, having control. The directors and their friends
hold about 1,300 out of a total of 10,000 shares, A frrm of proxy was sent to each
shareholder for the first general meeting after he became a member, and proxies re-
presenting about 4,000 shares ware thus obtained. These proxiés are in ‘a form which
makes them available for all annual or special meetings. The large majority are in
the names of the president and manager, and many others are held by individual diree-
tors. With the ussistance of these proxies the directors control the votes. Poliey-
holders have no veice.
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The capital was not issued at a premium, and impairment resulted in the first
vear’s operations, This impairment has increased year by year, the largest increase
Leing in the year 1805. The iinpairment at the end of each year was as follows:—

1897, $7,919.42; 1898, §27,164.10; 15899, $37,651.09; 1900, $52,904.76; 1001, 874,-
595.06; 1902, $34,014.72; 1903, $108,056.02; 1904, $130,837.30; 1905, $155,267.91,

The.insurance in force at the same dates was as follows:—

1897, $243,500; 1898, $920,577; 1899, $1,653,807; 1960, $2.051,660; 1901, $2,630,-
152; 1902, $3,358,331; 1903, #3,707,670.30; 1904, $4,204,072; 1905, $4,633,610.

In explanation of the large impairment having regard to the comparatively small
amount of business in force, it was said that the company had been unfortunate in
respect of death losses, that there had been an excessive mortality and that in some
vears policies much larger than the average had become claims. This was not, it was
said, attributable to an improper medical selection but was accidental, and might have
happened with any company having a small number of lives exposed. It was also said
that the impairment itself made it difficult to obtain new business, and therefore greatly
increased the expenses. Comparizon with other companies which had received moneyz
from their shareholders by way of premium, or other contributions, which had no place
in the capital indebtedness, was alleged to be unfair, this company not having resorted
w any such device. In 1905 Mr. Blackadar made a report to the superintendent on
the progress of this company’s business which, later in the year, was communicated

" 10 the directors of the ¢onipany. In it he reférred to the abnormal dsath rate as one

of the causes of the large impairment, but he also sttraibuted it to the magnitude of
the expenses of management by comparison to the new business each year. Your Com-
missioners agree in this conclusion that with so large a volume of expenditure there
should have Leen a muech larger volume of new business, to produce larger renewal
premiums in subsequent years and so gradually overtake the impairment.

The compa»: has given agents bonuses for business written in the last month or
the last few months of the year. Possidly the largest bonuses were given in 1901.
By a confidential circular to the agents dated September 25, 1901, they were offered
cash bonuses for December business as follows :—%200 to the first, $100 each to the
next three, $50 cach to the next six and $25 ecach to the next eight. To qualify for the
competition each agent was required to write $1,000 of insurance in September, or
$2,000 in October or £3.000 in November, and all business written in September, Octo-
ber or November was placed to the eredit of the December business, Any agent writing
$3.000 of insurance between September 1 and December 31 and not securing a bonus
was to be entitled to an extra commission on the first vear’s cash premiums of 5 per
cent. This plan of bonusing agents to induce them to erowd business into the last
few months of the year accounts, no doubt, for the large numbers of not taken and
lapsed policies. Of th» new business written in 1904, about 45 per cent either lapsed
or was not taken at the end of 1905. The company seems to have been already paying
substantial commissions to agents, and the December business cost approximately an
additional 53 per cent.

After its organization the company establishad a system of local boards, to obtain
the assistance of influential persons in the different localities in which business was
gought.- They had no duties except to speak favourably of the company. They held a
few meetings each year, for which they were paid $5 per meeting. They have not been
called together for the last two or three years.

The company’s powers of investment are entirely governed by section 50 of the
Insurande Act. Call loans on stocks have been made to different brokers, including
Macdougall Bros., shareholders in the company, and L. J. Forget & Co., in which firm
Hon. L. J. Forget, a director and vice-president of the company, is a partner. These
transactions are in contravention of section 38 of the Companies Clauses Act, pro-
hibiting loans to shareholders, which is expressly made pert of the Act of incorporation,
Some of these loans were on unauthorized securities, the management making a dis-
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tinction in this respect between loans and purchases, not because il was believed that
the Act mnade any such distinetion, but beeause it was thought that it should.

Loans were made to brokers on the following unauthorized stocks: In 1897, 300
C.P.R.; in 1899, Canadian Colored Cotton Mills and C.P.R.; in 1900, Canadian
Colored Cotton Mills and Twin City Railway ; in 1903, Detroit United Railway, Twin
City, Dominion Iron & Steel, Canadian Co'ored Cotton Mills; in 1905, Detroit United
Railway; in 1906, Detroit United Railway.

The amount loaned on call has always been a large percentage of the company’s ‘

assets, sometimes as much as one-half. Your Commissioners are not satisfied, from
the evidence, that the highest rate of interest has always been obtained on these call
loans, the management relying too much on the borrowing brokers for information as
to current rates. In 1904 the Superintendent called attention to certain unauthorized
securities which had been carried over from the previous year, and the loan was paid
off. In February, 1906, attention was again called to unauthorized securities carried
at the end of 1905. These were then replaced by securities authorized under the Act,
and at the date of the inquiry it was stated that the company held no unauthorized
securities,

THE CONTINEXNTAL LIFE INSURANCE COMPAXNY.

'This company was incorporated by Ontario letters patent in 1899, with a capital
stock of $1,000,000. Two years later’it ama ramated with the Farmers & Traders Life
and Accident Assurance Company, Limited, aad an Act of the Ontario Tegislature was
obtained (1 Ed. VII,, cap. 94), confirming the amalgamation, fixing the capital at
$1,500,000, tle subscribed capital at 765,400 and the paid-up capital at $63,801.64.
Subsequently the subscribed capital was inereased to $1,000,000, and at the end of 1905
the paid-up vapital was $180,255.94.

The cor pany obisined a Dominion license on December 31, 1901, at which time
the impaiion 1t of capital was $57,581.49. In subsequent years the impairment was:
1902, £54,20 - >'; 1903, $60,338.93; 1904, $68,872.68; 1905, $63,033.77; the last being
the only year v which the company made a profit. In addition to capital the sharve-
holders have p..d premivm on capital amounting to $26,712.43 since December 31,
1901.

Prior t- the formation of this company, its manager, Mr. George B. Woods, was
superintendi nt of agencies for the Merchants Life Association, carrying on business as
a friendly soeicty. It was not successful. Mr. Woods advised that it be wound up,
and it aceerdingly went into liguidation. Its executive officers were: Hon. John
Dryde-:, president; Emerson Coatsworth, first viee-president; R. S. Williams, second
vice-president, and J. B. Reid, sccretary; all of whom became directors of the Con-
tinental Life. The latter, on commenecing business offered insurance to the policy-
holders of the defunct Merchants Life Association, at special rates, because, as stated
by AMr. Woods:—

‘at that time there were quite a number of the men on the new board that were
on the old board, and they wanted to protect the policy-holders as much as they
possibly could.

The method of giving a preference was to issue 14-vear payment life policies at
about the 15-payment life rate, and 18 or 19-payment life policies at about the 20-
payment life rate, The total insurance thus written was not large—about $33,000—
but the principle was entirely wrong as it preferred the policyholders of the defunct
society who had no claim whatever upon the Continental Life.

The Farmers and Traders Life and Accident Assurance Company, Limited, was
incorporated in 1896 by Ontario letters patent, and commenced business in 1897 as a
life company, but never operated as an accident company. It had an authorized capi-
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tal of $500.000, of which $346,900 was subscribed and $34,690 paid in thereon. An
offer was made by the Continental Life on December 13, 1000, to pay the sharcholders
15 per cent advance on the amnunt paid up on their shares, the premium serving to
compensato the sharcholders for loss of interest while their money had been invested,
no dividends having been paid by the company. The purchase price was pavable
cither in cash or paid up stock of the Continental Life. The offer was accepted by a
resolution of the Board of the Farmers and Traders. Thercupon Messrs. Henry Car-
gill and Henry Scott, directors of the Continental Life, paid into the Atlas T.oan
Company, of which Mr. A. E. Wallace, a prominent director of the Furmers and
Traders was manager, sufficient money to pay for all shares. They paid their own
moneys but were guaranteed against loss by the Continental Tife., The stock having
been purchased, officers of the Continental Life were appointed officers of the Farmers
and Traders and a formal agreement was entered into, dated January 2, 1901, for
amalgamation under the name of The Coniinental Life Assurance Company. There
was paid for the stock of the Farmers and Traders $36,660.37 in cash or stock, and
after realizing the assets and paying the liabilities the cost of the insurance taken
over was $24,606.88. The insurance in force at the date of the agreement was esti-
mated to be $909,500, but by December 31, 1901, it had dwindled down to $731,400,
It was stated that the estimated cost of the business to the Continental TLife was
$26.27 per $1,000 of insurance, but allowing for the shrinkage in the volume of in-
surance and the fact that the premiums on the Farmers and Traders policies were
substantially less than the Continental Life was charging, the cost to the Continental
greatly exceeded that amount. No investigation was made, Another company having
cffered 10 per cent on the paid up stock, the Continental offered an additional § per
cent, no doubt expecting to pay in capital stock instead of in cash. Very fow of the
sharcholders accepted stock, almost all insisting on cash.

Among the assets of the Farmers and Traders were £23,000 debentures of the
Atlas Loan Comapany, which, on the amnlgamation passed to the Continental Tife.

The debentures matured in 1902 and were paid off, the Continental then desiring
the money and insisting on payment. Mr. Wallace, the manager of the Ailas Company,
who had meantime become a dircctor of the Continental, desired them renewed, and
it was agreed that the Continental should repurchase debertures to the same amount
0 soon as convenient. Accordingly, in August, September and October, 1902, $25,000
debentures, bearing 43 per cent interest, were purchased.

In May, 1901, the Continental issued a policy on the life of W, I, Murch, presi-
dent of the Atlas Loan, for $25,000, the Atlas Loan being the beneficiary. An agree-
ment in writing was made between Murch, the Atlas Loan and the Continental, pro-
viding that so long as the ordinary ecapital stock and debentures of the Atlas Loan
continued to be worth in the market their face value, the Continental should accept
them at their face value in payment of the premiums, and should renew them for
further periods of 5 years, until the termination of the policy, whercupon the company
was to be at liberty to pay the policy in such debentures. Debentures for $1,300 each
were received in payment of premiums for 1901, 1902 and 1903, making in all $3,900.

The Continental at Wallace’y request deposited $5,000 with the Atlas Loan with-
out security, at 4 per cent. The balance at the credit of this account on the failure of
the Atlas Loan in June, 1903, was $5,116.76. Dividends were subsequently received
from the liquidator, amounting to 37 per cent, leaving a loss of $3,190.26. This was
carried as an asset up to December 31, 1905, when Mr. Blackadar insisted on its being
written off and it was taken out of the return for the year.

On the failure of the Atlas Loan the Continental still held all the debentures men-
tioned, amounting with interest to $29,435.38, The Continental being a young com-
pany and its business not well established, serious injury was apprehended should its
liability to loss by the Atlas failure become known. Advice is said to haye been given
that the debentures were a first lien on the Atlas assets, with priority over claims of
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depositors and that therefore there would be no loss. In these circumstances it was
decided to make a pretended sale of _the debentures. In form they were sold to G. T.
Somers, a director, at the smount of the debt, It was provided, however, that the
company should pay Somers, his executors, ndministrators or assigns, annually, a com-
mission of 24 per cent of the annual premium income of the company until the loss,
if any, should be made goed. This liability was not disclosed in the returns.

The money with which this pretended sale was earried out was loaned by the
Traders Bank upon the note of all the directors save one. Its proceeds were deposited
in the bank to the company’s eredit in a speeial account, but were not to be drawn out
except as other moneys were applied in reduction of the note. Somers executed a
declaration of trust in respect of the debentures themselves in favour of the directors
wlo signed the note, including himself. In February, 1904, the company paid about
2500 on account of the commissions which formed Somers’s security. This was
paid to the bank on the note and an equivalent amount of the deposit released, a
{resh note being taken for the balance. In March, 1904, furthcr payments were made
of about 1,300, the surrender value of the Murch policy, and about $9,000, the divid-
end paid by the liquidator of the Atlas Company, releasing equivalent amounts of
the special deposit. The amount at credit of the special account on December 31,
1905, was about £16.000, and the promissory note then current was for a somewhat
smaller amount. During 1905, after it became certain that there would be a very
substantial loss in respect of the debentures, much discussion took place, as the result
of which papers were prepared, the execution of which would have relieved the com-
pany from all lability and left the directors in the position of having assumed the loss.
At the date of the inquiry some of the directors had executed the papers, others had
not, but Mr, Somers declared his intention to assume personally any proportion of the
liability whieh the remaining directors refused to assume, There was no definite
arrangement as to the proportions in which the directors should bear the loss, the bal-
ance of the note was still unpaid, and the special deposit was still in the bank. Mr.
Waods agreed or promised to assume £1.200 of the liability, but before he consented
to release the company his contract of service. still current, was replaced by a contract
for a further term of five years at an increased salary. Your Commissioners are not,
upon the whole, satisfied that the company has yet definitely escaped the peril against
which the directors profess to be trying to proteet it.

Certain directors and officers in 1903, became the incorporators of the Ontario
Seenrities Company, Limited, a company whose business was to buy and sell stocks.
honds and debentures. This company subseribed for all the unsubscribed stock of
the Continental, and in 1905 actually paid $2,100 on account of the subseription.
The management of the Continentsal seems to have treated that company with scant
respect where sceurities were concerned which might be turned to the profit of the
Securities Company. For example, while Mr. Woods was in the west, travelling on the
Lusiness and at the expense of the Continental, he arranged for the purchase of cer-
tain debentures at favourable rates. In one case the debentures were afterwards mani-
pulated to the entire exclusion of the Continental and to the advantage of the Securi-
ties Company. TIn another he sold as vice-president of the Securities Company ‘to
himself as manager of the Continental at a handsome profit. No moneys were paid
out by the Securities Company, its function on these occasions appearing to be to
intercept the profits earned by Continental moneys, and turn them into the pockets
of the directors disguised as the Securities Company. In this fashion a dividend of
10 per cent on the Securities stock has been paid to the Continental directors hesides
bonnuses of $1,000 to Somers, $1.200 to Woods, $500 to Fuller and $300 to Dryden.

On February 1, 1906, the Securities Company in itc organization of the Sterling
Bank had reached the point at which a deposit of $250,000 in cash must be made, to
enable the subscribers to be called together, a permanent board elected, and banking
business commenced. The amount theretofore paid in by subscribers to the stock was
insufficient, and more was needed. A plan was devised. The Securities Company
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was handed securities belonging to the Continental to pledge with the Bank of British
North America, to secure the neeessary advance, The Securities Company purported
to purchase from the Continental at cost, debeniures of the towns of Calgary, Chat-
ham, Steelton and Fort Franeis, amounting in all to nbout $59,074.38. These dehen-
tures were at once pledged with the Bank of British North America, and $54,000
raised on them, and paid over to the Continental as part of the purchase money. The
Continental being then in funds, the Securities Company subscribed for $60,000 of
Sterling Bank stock at 125, pledged the stock so subseribed with the Continental gnd
borrowed on it $60.000, with which it completed the necessary deposit of $250,000.
‘The loan to the Securities Coripany bore interest at 6 per cent, while the debentures
carned ahout 41 per cent, and this was pointed to as indicating that the transaction
was profitable to the Continental and therefore justifiable.

Your Commissioners, however, regard the whole transaction as one whereby the
marketable securities of the Continental were used by the persons in control to earry
to completion a transaction on which they had cmbarked for their private gain. The
capital stock of the bank was not a security upon which money could be borrowed
in the market. The dircetors, therefore, pledged it with the company which they
controlled and used its muarketable debentures to pledge with the Bank of British
North America, the real lender of the money. The Securities Company thereafter
sold the stock of the Sterling Bank thus nequired, as opportunity oii-red, and the
proceeds were applied to reduce the loan obtained from the Continental. As that
loan was repaid the Continental went through the form of repurchusing its own de-
bentuves which it had previously gone through the form of selling. That the pre-
tended sale was a mere cleak mnder which directors in control of one company lnaned
its securities to themselves as dircetors of another is shown by the circumstances that
it was agreed that if any of these securities shiould be sold pending the repayment
of the loan, the profit thercon should belong to the Continental, the real owner.

THE CROWN LIFE INSURANCE CCOMPANY.

This company was incorporaied in 1900 by Act of Parliament, 63-61 Vie., cap.
97, tnd received its license on September 10, 1901, It has an authorized capital of
$1,000,000, and power to increase it to $2,000,000, after all the original capital has
been subscribed and §500,000 of it paid. The company was promoted by Mr. George
H. Roberts, who was the managing director until shortly before the appointment of
Mr. Charles Hughes, the present manager, in February, 1908,

The prospectus professed to offer to the public ‘an opportunity to make a per-
manent investment which would be absolutely safe, would rapidly appreeiate in value
and would soon be earnine zatisfactory dividends.

The subseribed capital at the end -of each year since organization was as fol-
lows :—1901, $320,000; 1902, $388.200; 1003, $400,000: 1904, $536,100, and 1905,
$609,600.

It was all issued at a premiumn of 25 per cent and subject to a call on both capital
and premium of 25 per cent, amounting to £31.25 on each share, 825 being eredited
to capital and $6.25 to surplus funds.

In each year the company's returns state that certain sums have been paid in cash
on the subseribed capital and certain other sums on the capital premium, the former
amounting in 1905 to $129,465.29, and the laiter to $32,682.43, making a total contri-
bution by shareholders of $162.,017.72.

These alleged payments were not always made in cash. Promissory notes were
taken, discounted within a few days before the end of the year, the proceeds treated
as cash for the purposes of the return, the notes retired by the company at maturity,
renewal notes taken, and at the end of the year discounted like the notes of the pre-
ceding year, and their proceeds again treated as cash. This device was adopted in
the case of the medieal director, Dr. 1. T. Machell, although the Act of incorpora-
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tion makes payment of all calls and other liabilities a condition of the directors’
qualification.  More recently stoek subseriptions have been taken on what is deseribed
as the instalment plan, by which the capital and premium call is divided into 10
equal annual payments, bearing interest at ¢ per cent,

The eapital has been hmpaired each year by an increasing amount. In 1901 it
was $1,707.56 5 in 1002, $34.506.70; in 1903, $68,486.13; in 1904, 203,233,903 ; in 1905,
$109,306.97, The company had. therefore, at the end of 1905 expended out of capital
$100.506.97, in addition to $32.582.48 premium, making together $142,289.40 out of
a total contribution by sharcholders of $162,047.72.

The company does not scem to have practised during these years the economy
appropriate to that period of its history. The managing direetor, Mr. George 1.
Roberts, was paid a salary of 85,000 from the commencement. The president, Sir
Charles Tupper. Fesides a salavy of $2.000, was paid a commission of 1 per cent on
certain capital and prominm colls and received yeavly, while he tilled the office, a
comuission of 1 per cent of the gross first year premivms on policies written during
the year.  This charge on premium income szeems to vour Commissioners quite im-
proper and unwarranted. . Mr. Standen, consulting actuary, made two reports on the
business of the company on Awgust 15, 1904, one for publieation and the other for
the private information of the dircetors. In the latter he roferred particularly to the
remuneration of the president and divectors, which then amounted to $12,600, an
item from which he stated that mest young ecompanies are entirely exempt. Aecting
upon this report, the directors” fees were redueed from $10 to €5 per meeting, and it
was determined to reduee the president’s remuneration.  Tle thereupon resigned.

By the compiny™s Aet of ineorporvation it is antborizal to maintain separate ac-
counts of the bhusiness transacted in ‘Industrial. < General! ¢ Abstainers’ and
‘Women's ' seetions, keeping the reecipts and expenditures distinet, each seetion shar-
ing its own profits and paying its own proper portion of expenses. There is also au-
thority to cstablish a non-participating seetion.  The company has not issued {ndus-
trial policies nor special policies to abstainers, but 't has issued policies to women,
and has also issucd non-partieipating policies.  No attempt has heen made, however,
to keep separate aceounts for the different sections, The time has not arrived for
deelaring profits under any of itz palieies, but, if its present methods of bookkeeping
are continued it cannot, when the time does arrive, dc otherwise than set apart a
purely arbitrary sum for division amongst the polievholders entitled to profits in any
partieular year. There ean be no aseertainment upon principle.

The estimates jssued hy this company are considerably pigher than those issued
by alder companics, notwithstanding its lower premiums. Promiums were fixed and
estimates made to attract and secure busines:, and not on any competent calculation,

Directors and members of the head office staff are allowed cymmissions on policies
taken by them. The latter, with the exception of the superintendent of agencies, re-
ceive renewal as well as first year commissions on such policies

THE CENTRAL LIFE INSURANCE COMPANY 057 CANADA.

By letters patent of the province of Ontario, dated February 23, 1901, Thomas
Crawford, M..P.. 'I'. E. Bissell. Dr. James Dovw, Major J. J. Craig, J. W, St. John,
Dr. A. Groves and John M. Spence were incorporated to carry oh the business of life
insurance under the name of ‘The Central Life Insurance Compsny,” with a capital
stock of 1,000,000, On Scotember 16, 1804, the name of the comvany was changed
by order in council to * ‘Il Central Life Insurance Company of Canada,’

The company was promoted by J. M. Spence. The original intention was to have
the head office in Guelph or elsewhere in the county of Wellington, wiere the capital
was expeceted to be subseribed, but after consideration it was established in Toronto.
Or. April 1, 1906, owing to the increased expense of maintaining a hexd office in
Toronto, it was removed to Guelph.
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The prospectus of the company offered a limited amount of the capital to in-
vestors at a call of $12.50 per share, of which $10 would be credited to capital and
$2.50 carried to surplus funds, This provision was decined expedient in order to

‘provide an immediate surplus and avoid any possible impairment of capital
stock,’

The prospeetus represented it to be very unlikely that auother eall would be made. A
second call of 5 per cent was, however, made in 1905, to provide funds with which to
muke the necessary deposit to obtain a Dominion license.

On organization Mr. Thomas Crawford was appointed picsident, and Mr Spence,
manager, a position it was always intended he should ocenpy. Iis contract was for a
term of five years. Mr. Orawford continued president until 1903, when he rasigned,
and the position of president and manager were combined in the person of Mr, Spence.

The incorporators became directors, and cach subseribed for twenty shares. The
office is held for two years, the last election having taken place at the annual meeting
in January, 1905,

By the Ontario Insurance Act it is provided that before applieation for license
there must he $300,000 capital subseribed and £30.000 paid i1to some chartered bank.
The necessary amount was subseribed, bat 10 per cent of it was not paid in eash.
Certain shareholders gave promissoryaotes for the wmounts Jue by them without any
cash payment. To implement tho cash payments, $15,000 was horrawed from the On-
tario Bank upon the joint obligntion of the provisional dircetors, and the money so
procurcd enabled the deposit to be made. The.promissory nates received from share-
holders were not discounted or pledged as security for this loan.

The directors subseribed for twenty shares cach at par, without assuming anv
obligation to pay the premium of $2.50 per share which was exacted of other sub-
scribers, To show to the public a substantial subseription of the sharves, the directors
from time to time subscribed for substantial blacks of stock for which they paid noth-
ing, but which remained in their names until applications for allotment were reeeived
from the publie, when the required nnmber of shares would be cancelled and allotted
to the applieant.

In furtherance of this device, the president, Mr. Thomas Crawford, subseribed at
different times for 240 shares; Dr, Groves, for 381; T. E. Bissell, for 100; Dr. J. Dow,
for 200; J. J. Craig, for 100; J. W. St. John, for 200, and J. M Spenee, for 849,

After deducting shares re-allotted to other subscribers, the holdings of theso
directors, including their original subseriptions for 20 shares each, stood as follows :
Thomas Crawford, 25 shares; Dr, Groves, 40; T. T. Tsissell, 20; Dr. Dow, 20: J. J.
Craig, 20; J. W. St, John, 20, and J. M. Spence, 269,

The managing dircctor has alweys had absolute control of the voting power.
Proxies are sent out each year with a circular signed by him, askiug that the proxy be
filled up, signed and raturned. The names of the directors were printed on the circular,
but not inserted in the proxy. The result appears to have been that Mr. Spence, per-
haps beeause he procured mnst of the subseriptions and was better known than the other
directors, and perhaps partly beeause his signature appeared in the cireular, received a
large majority of the proxies.

The following table shows the principal pre <y holdings at the last three annual
meetings :— o

| Jan.. 1901, i Jan., 1905, | Jan., 1906,

— —— e o J DT o e e e o= e ,_‘ —— ! i
Thomas Crawford.... . .. . ... . . . .. . . . . e e | 177 209 Lo,
T.E, Bissell...... [0 00000 40 51 | 49
Dr, James Dow 46 155 j 102
})r. Gr%\'es ..... "463 . ;9«; 1 ég‘}

ames dSpence. . ‘ ’ 0
J. W, St, John. 36 155 ] ............
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Before the meeting of 1905 no vote was recorded, but all resolutions were passed
unanimously and the president cast one ballot for all directors. Originally there were
seven directors, but Major J. J. Craig resigned in 1903, apparently as the result of his
criticism of the manager, and the vacancy was not filled.

At the meeting of January. 1905, there was a difference of opinion with regard to
the number of directors, some favouring seven. some six, and others five. On a vote
the views of the managing-director prevailed, the board being reduced to five. The old
dircctors were then re-eleeted, except Mr, St John, with whom the manager appears
te have been on unfriendly terms.

Mr. Spence appears to have then been in ill-health. In October following he was
given three months leave of absence, the resolution providing that any expense incurred
by reason of his illness should be deducted fromn his salary.  Subsequently, in the same
month, a meeting was held from which he was absent. A resolution was passed referr-
ing to his state of health and insisting upon his absenting himself from the office.

Mr. Spence’s suspicions were aroused during his absence. e feared a scheme to
oust him from office. and bestirred himself in the matter of proxies and fortified him-
self by incisting on the proxies being sent out by him as usual. Tt is not unfair to say
that his inability to discharge the duties of the office made him the more determined
to retain it.  Mr. Crawford says that at the directors’ meeting, prior to the annual
meeting of 1006, he expressed his opinion that Mr. Spence’s state of health did not
warrant his continuing as the active manager, and that a stronger and more energetic
man should be in charge. 1le offered to remain if this change were made, and to devote
himself to the work of the company, although he did not intend to take the manage-
ment himself, If the change were not made he would resign and retive on being paid
for his stock.

On the other hand, Mr. Spence aceused hin: of either wanting to take his position,
or to sell out the company, which he was determined should not be done.  Mr, Spence’s
voting power determined the result of this controversy. Mr., Crawford resigned, and
Mr. Spence purchased his stock and that of his friends.

On December 31, 1904, Mr. Spence subseribed for 104 shares. being a balance which
made the total subseription $500,000. He gave his promissory notes for $17.50 per
¢hare, being the two call and the premium. The resolution accepting his subseription
in o way limited his liability. On January 16, 1906, a new note was given and
resolution passed declaring the understanding to be that the stock would be sold if
passibla before the note matured. Later. on April 30, 1906, another resolution was
passed cancelling the subseription and the nete. alleging as a reason Mr. Spence’s ill-
ness and consequent inability to effect a sale. Mrs. Spence then subseribed for the
shares, giving her own nate in payment, and a covering resolution was passed. Mr.
Spence transferred to his wife 28 other shares, and admitted that the purpose of the
whole transaction was to avoid-liability on his part. He says the understanding among
the directors always was that he should not be personally liable on the 104 shares. Ile
scems to regard Mrs. Spence as holding them in trust for the company.

These transactions illustrate the inexpediency of contracts for long terms with
cfticers, espeeially in the early history of a company, when a mistake may be disastrous.
Tlere Mr. Spence scems to have realized that the company’s progress was not satis-
factory and that his illness: unfitted him for his official duties, yet by virtue of his
position under the contract and his voting contro!, he maintained himself in his office
and freed himself of an inconvenient obligation, without regard to the interests of the
company whose servant he was. '

Prior to December 31, 1904, the company had written 1.232 policies, insuring
$1,305.560. Of these 788, insuring $831.750, had terminated, leaving in force 444,
insuring $473,760. The capital impairment was then $20,176.25, besides which the
premium on capital, amounting to $12,512.50, had been spent. There were 579 policies
insuring $601,250 in force at the end of 1905, a gain of 135 policies and $127.500 in-
surance. The impairment, however, had increased by $15,598.99,




