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FOREWORD

In April 1975 the Royal Commission on Corporate Concentration
was appointed to "inquire into, report upon, and make recom-
mendations concerning:

(a) the nature and role of major concentrations
of corporate power in Canada;

(b) the economic and social implications for the
public interest of such concentrations; and

(c) whether safeguards exist or may be required to
protect the public interest in the presence of
such concentrations."

To gather informed opinion, the Commission invited briefs
from interested persons and organizations and held hearings
across Canada beginning in November 1975. 1In addition, the
Commission organized a number of research projects relevant to
its inquiry. One such project resulted in a series of studies,
of which this is one, dealing with the growth of large diversified
corporations in Canada. The series was coordinated by
Charles B. Loewen of Loewen, Ondaatje, McCutcheon & Co. Ltd.,
an investment firm in Toronto.

The report on Argus Corporation Limited is one of 12
studies in the series. It was prepared by a research team from
Pitfield, Mackay, Ross & Company Limited, supervised by
Harry T. Seymour, B.A., B.A. Sc., M.B.A., a Vice President and
Director of the firm. Pitfield, Mackay, Ross & Company Limited
has followed the affairs of Argus Corporation Limited since
that company was founded in 1945.

The Commission is publishing this and other background
studies in the public interest. However, the analysis presented
and conclusions reached in each study are those of the author,
and do not necessarily reflect the views of the Commission or
its staff.
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ADDENDA

Subsequent to filing this report with the Royal Commission on
Corporate Concentration, the following developments to this
submission occurred:

1)

2)

3)

4)

At the Annual Meeting of Hollinger Mines Limited on May 14,
1976, A.L. Fairley, President, said that the $6.2 million
investment purchase mentioned in the 1976 Annual Report was
the acquisition of 300,000 shares of Domtar Limited.

George M. Black, Jr., a director, officer and shareholder
of Argus Corporation and Ravelston Corporation, died on
June 29, 1976. Mr. Black acted as a representative, as
President, of Western Dominion Investment Limited, which
held a 22.4% interest in Ravelston equal to 231,297 of the
1,032,575 common shares of Argus (or 61%) held by Ravelston.

Argus sold its remaining 500,000-share interest in British
Columbia Forest Products Limited at $22.00 net on July 5,
1976, through investment dealers Pitfield, Mackay, Ross &
Company Limited, Dominion Securities Corporation Limited,
Harris & Partners Limited, and A.E. Ames & Company, thereby
eliminating this holding from its portfolio. The total
realized profit on its original investment was approximately
$16.9 million after income taxes.

Power Corporation of Canada Limited acquired the Windfields
Farm holdings of Argus common shares, amounting to 175,000
shares or 10.3% of such shares outstanding, in June 1976.
Along with open market purchases, the beneficial ownership
of Power Corporation at August 31, 1976, directly or
indirectly, amounted to 433,615 common shares, or 25.6% of
such shares outstanding.



INTRODUCTION

Argus Corporation Limited is a closed-end investment corpora-
tion with large minority holdings in Dominion Stores Limited,
Domtar Limited, Hollinger Mines Limited, Massey-Ferguson Limited and
Standard Broadcasting Limited. As well it had at one time substantial
minority holdings in Canadian Breweries Limited and British Columbia
Forest Products Limited. Although it would, because of the size and
range of its holdings, be in any case a subject of interest to a
body such as the Royal Commission on Corporate Concentration, it is
of particular interest to this Commission because it was primarily
as a result of the concern and comment attending the abortive
attempt of Power Corporation of Canada, Limited, to take over Argus
in April 1975 that the Commission was established.

To aid the Commission in its deliberations we were asked to
conduct a study of the corporate, financial and acquisition history
of Argus, excepting only Domtar Limited, a report on which is
appearing separately in this series. Accordingly we have done so,
basing our research primarily on an extensive review of public
sources.

We begin our study with a description and history of Argus
Corporation along with an account of the early career of E.P. Taylor,
the original moving spirit behind Argus, and the source of its basic
corporate philosophy (Chapter 1). This is followed in Chapter 2 by
a discussion of the interlocking corporations that have played a
significant role in some of Argus' acquisitions. The next two
chapters describe Argus' major investments (Chapter 3) and some of

its unrealized initiatives (Chapter 4). Finally, in Chapter 5, we
present a review of the growth and financial performance of both
Argus itself and its major investments. Further historical, finan-

cial and corporate personnel detail may be found in the Appendixes.

A NOTE ON INTERPRETATION

In this study, we have referred generally to the relationship of
Argus Corporation Limited with the companies in which it has a
significant investment as being one which results in "control" or in
a "controlling interest". 1In the context of the study, we, of
course, do not mean that Argus has "legal" or majority control of any
such companies but rather that Argus appears to be in a position to
exercise "minority or working control" of such companies. The
concept of minority or working control, while illusive, is premised
upon a sufficient share interest in a company that the shareholder
is in a position to affect or influence materially the affairs of
the company directly or ultimately through that share interest.
Conversely, it reflects that there is a fairly wide distribution of
the shares of the company, that no other shareholding in the company
is sufficiently large to act as a catalyst to gather a majority of
the votes and that management of the company is not antagonistic to




the interests of the minority control. There are, of course,
serious limitations and uncertainties in certain cases for minority
control through a substantial minority shareholding, and minority
control is often exercised in association with other factors,
including use of the company's proxy machinery, selection of
favourably inclined directors, the use of executive committees, the
ability to prevent significant corporate action, other business
associations, the use of persuasive influence and reputation and the
absence of interference or challenge by shareholders and management.
Passivity in day-to-day management by those holding a form of
minority control is not necessarily indicative of a lack of power to
control; a management that exercises the on-going conduct of the
affairs of the company may be a reflection of the support of the
persons who have the ultimate power to control.

The reader should be aware, however, that Argus Corporation
Limited does not consider that it exercises control over any of the
companies in which it holds major investments, with the possible
exception of Standard Broadcasting Corporation Limited.

The following quotation, extracted from page 1 of the Brief of
Argus Corporation Limited to the Royal Commission on Corporate
Concentration, October 6, 1975, is included to reflect the
Corporation's views on the matter.

...Argus has always taken the position, and it has been so
stated at numerous annual meetings, that it cannot speak
for the companies comprised in such investment holdings.

It should be stressed that the Argus investment in such
companies, while large, is a minority interest and though
it is represented on their Board of Directors (with one
exception), Argus is not involved in day-to-day management.

In our opinion, there have been widespread misconceptions,
partly reflecting inaccurate references in the press,
concerning Argus' "control" of the companies which comprise
1ts 1nvestments....Such proprietary interests and Board
representations on the part of Argus do provide the
Corporation with an influence in the affairs of the companies
but, in our opinion, such relationships could properly

be described as supportive, consistently encouraging
longer-term growth, but do not represent "control" of

such companies.



CHAPTER 1

ARGUS CORPORATION LIMITED

INTRODUCTION

Mr. E.P. Taylor, who conceived and founded the Argus1 Corpo-
ration (incorporated in Ontario, September 24, 1945), has described
the company as follows:

[It] was a long-term growth company that I founded in 1945.

In the_course of my travels I was introduced to an American, Floyd
Odlum,” who had achieved great success with a non-diversified trust
called Atlas Corporation in the States. I conceived the idea of
modeling Argus after Atlas. I exchanged my personal investment
holdings for shares in Argus Corporation, including my shares in
Canadian Breweries, Massey-Ferguson, and BCFP. My original board

of directors* included Col. Eric Phillips, whom I had worked with
during the war, and Wallace McCutcheon. We became very good friends
and I was very much impressed with their abilities. McCutcheon was
put on the Canadian Breweries Board 'round 1934 by the company's
principal banker. He was a young lawyer then and was put on to
watch me! But we became good friends. He did a splendid job during
the war as senior deputy in price control, so I invited him. I

also invited Bud McDougald, but he said no at the time, he didn't
believe in investment trusts, because the shares usually sold at a
discount from the net book value. Eventually, ten years later, in
1955, he came onto the Argus Board.3

Prior to World War II, the Canadian economy was essentially
oriented toward resource extraction (with a minimum of processing)
and trade. The war necessitated a reorientation of Canada's economic
system, however, and the "dollar-a-year men" were mobilized to create
a modern, industrialized manufacturing state to meet the needs of
the war effort. Taylor and his colleagues had faith that Canada
would not retreat from the industrialization phase experienced
between 1939 and 1945, and hence decided to invest in growth
companies. Taylor and his associates created Argus to participate
in this potentially favourable environment. To an extent, their
expectations were self-fulfilling in that the activities of Argus and
its founders contributed significantly to the very process of indus-
trial development they had anticipated.

In the thirty years since its founding Argus has increased
its assets from $12 million to $205 million and expanded its port-
folio to incorporate a representation across a broad spectrum of
Canadian industry.

* - See Appendix E, p. 196.



Following M.W. McCutcheon's resignation in 1962 and W.E.
Phillips' death in 1964, J.A. McDougald, George M. Black, Jr.,
Maxwell C.G. Melghen and A.B. Matthews assumed increased respon-
sibility for Argus activities. 1In 1966, E.P. Taylor began reducing
his involvement in the company and concentrating on unrelated oppor-
tunities. As a result, McDougald, who had refused an invitation to
join the board in 1945, but who had agreed to become a director in
1955, became Chairman and President.>

Today, Argus influences the corporate actions of organizations
representing over $2 billion worth of commercial and industrial
assets.

Before continuing with the description of Argus itself, how-
ever, it would be useful to review Taylor's early career, since the
conceptlon and basic philosophy of Argus grew out of his experiences
in ratlonallz1ng the fragmented Ontario brewing industry, his par-
ticipation in the allied war effort and finally his mobilization of
prominent businessmen to manage the investment interests of Argus,
one of Canada's major holding companies.

HIGHLIGHTS OF E.P. TAYLOR'S CAREER
1923-45

THE FORMATION OF CANADIAN
BREWERIES LIMITED

Between 1916 and 1927, the period of prohibition under the
Ontario Temperance Act, many of the 40-odd breweries in Ontario
had closed. However, when in 1927 the Ontario Liquor Control Act
allowed sale of beer under government supervision for consumption
in the home, the number of breweries quickly rose to 37. This
overexpansion created severe financial hardship in the industry,
despite attempts to alleviate the situation by merging the small
units to save them from liquidation.6

The overexpansion was aggravated by (1) the stock market crash
of 1929; (2) the economic depression of the early 1930's; and (3)
the drop in exports arising from the 1933 repeal of prohibition in
the United States. The fortunes of companies that survived this
period improved after 1934, when amendments to the Liquor Control
Act extended the right to sell beer to hotels. Consumption con-
tinued to expand with improving economic conditions in the late
1930's, the advent of World War II, the introduction of the cock-
tail bar in 1946 and Canada's strong expansionary phase in the
postwar period.’

Charles Magee, Taylor's grandfather, had acquired control of
Brading Breweries Limited, Ottawa, in 1914, and Taylor's father



became director and later president. Taylor himself became a
director in 1923.8 Brading Breweries was the base upon which he
built Canadian Breweries Limited.

I conceived the idea of a merger of the breweries in
Southern Ontario about 1927 [wrote Taylor], and in 1929
I merged the Kuntz and Brading breweries, and was nego-
tiating with Duncan McLaren of Canada Bud for the inclu-
sion of that company.

It was during these conversations that McLaren intro-
duced me to Clark S. Jennison who was negotiating

for the Northern Ontario breweries, of which Duncan
was a shareholder.... I urged him to switch the
English money which he had raised to my project
because I felt that Southern Ontario was a better
field and...we joined forces and worked closely until
his death.?®

The Brewing Corporation of Ontario Limited was the original
name of the company later to be known as Canadian Breweries Limited*
(CNB). It was incorporated in Ontario on March 8, 1930. The name
was changed on October 9, 1930, to Brewing Corporation of Canada
Limited and further changed on April 21, 1937, to Canadian Breweries
Limited.

E.P. Taylor was President and General Manager of the company
from its incorporation, and Clark S. Jennison was Chairman of the
Board until he died of a heart attack in 1931. The original autho-
rized capital stock of the company consisted of 250,000 shares of
no par value, $2.50 cumulative preference stock and 1,000,000 shares
of no par value common stock. 10

Liaison with the United Kingdom investors, introduced by
Jennison, was carried on through a group known as the London Com-
mittee. This group constituted an important relationship for
Taylor and the company, not only because stock was sold in England
as well as in Canada, but also because English investors were
largely responsible for loans to the company. Between 1930 and
1940, CNB raised $3.6 million in debt in the United Kingdom through
the issue of serial notes and sinking fund debentures. The London
Committee largely liquidated its holdings during World War II, and
from 1943 the company raised its capital requirements in Canada. ll

Methods of Financing

CNB acquired 17 brewing companies in Ontario during the period
1930-40, financing its acquisitions through a variety of methods,
the most common being an exchange of shares.1? The company often

* - See Appendix A, pp. 111-15.



found it necessary, however, to vary, renew and repeat its offers
persistently before finally acquiring either share control, or the
assets of a company. In some cases, original offers were substan-
tially increased in the course of discussions and, occasionally,
companies were acquired at prices in excess of their actual value.
In other cases, CNB first bought shares on the open market, only
later seeking directors' agreement to a proposed merger. On
occasion, when this approach failed, a direct appeal might be made
to shareholders, over directors' advice, and control obtained.

On other occasions, shares or assets were purchased for cash.
Finally, in two cases, mortgages were purchased and control obtained
by foreclosure.

History of Acquisitions

By March of 1930, through share exchanges, controlling
interests were held in the following companies: Brading Breweries
Limited; British American Brewing Company Limited; the Kuntz
Brewery Limited and Taylor and Bate Limited, the last two being
private enterprises.l13

In August of the same year, the company acquired, through a
share exchange, Canadian Brewing Corporation Limited, a holding
company formed by K.S. Barnes, a partner in a Montreal brokerage
firm, and its five wholly owned subsidiaries: The Dominion Brewery
Company Limited, Toronto; The Empire Brewing Company Limited,
Brandon, Manitoba; Grant's Spring Brewery Company Limited, Hamilton;
The Kiewel Brewing Company Limited, St. Boniface, Manitoba; and,
Regal Brewing Company Limited, Hamilton. Following this acquisi-
tion, Barnes became a director of Taylor's Brewing Corporation of
Ontario Limited, and, simultaneously, Duncan J. McDougald, a
Toronto investment banker and father of John A. McDougald, joined
the board.l4

CNB acquired control of Carling Breweries Limited, London,
Ontario, on October 13, 1930. At that time, Carling's shares
were selling for about $2 to $3. In order to obtain 60,000 shares
in the hands of the Dominion Bank and 10,000 shares in the hands
of Messrs. Law, Leon and Burns, the company agreed to pay $10 per
share, for a total of $700,000, which represented $490,000 more
than the market value of the shares. The remaining shares necessary
to obtain control were acquired by means of an exchange of CNB's
stock for Carling's stock.l>

In December 1931, the company acquired for cash a 51% interest
in the Budweiser Brewing Company of Canada Limited, Belleville,
Ontario. In November 1934, the remaining shares were acquired
through a share exchange.lé

Between 1930 and 1934, CNB purchased at intervals shares of
Cosgrave Export Brewery Company Limited, Toronto, Ontario, on the
open market and made repeated unsuccessful offers to exchange CNB



shares for Cosgrave shares in an attempt to acquire control. On
January 14, 1931, in a letter written to James Cosgrave, Messrs.
Taylor and Jennison asserted that the costs of production and the
financial position of their company were now such that "it could
meet a price war at any time and outlive practically all but a few
very few competitors". During 1934 a share exchange with share-
holders resulted in complete ownership. 17

Expansion into the U.S. market began with the repeal of pro-
hibition there in 1933. Peerless Motor Car Corporation of
Cleveland, Ohio, converted its plant into a brewery and began
brewing operations under the name Peerless Corporation. In return
for granting certain trademark and other rights, CNB received 5%
of Peerless' stock, with representation on the Board of Directors.
That company was renamed Brewing Corporation of America in 1938.
CNB continued to acquire stock in Brewing Corporation of America
until control was obtained in 1944. By 1951, it held 95% of the
issued stock, through a subsidiary, Canadian Breweries Inc.18

In March 1934, the company acquired for $35,000 cash the
Welland Brewery Company of Welland, Ontario; subsequently, the
plant was dismantled and the assets liquidated for $27,000.1°

In the same year, CNB attempted to acquire O'Keefe's Brewing
Company Limited, Toronto, one of the biggest companies in the
industry, by purchasing in the market a significant percentage of
the stock and then persuading the minority shareholders to accept
shares in the new company. The shareholders, however, demanded a
cash buy-out. Taylor, forced to raise $2,074,000, sold 200,000
CNB shares in Great Britain for $1,912,966. O'Keefe's was
purchased for $1,700,000 in cash, with the balance of $374,000
payable over six months at 6% interest.

On at least one occasion, when negotiating the acquisition
by share exchange of a brewery, Taylor and his associates were
forced to secure market support for their company's shares during
the period of the offer. In May 1934, the company was endeavouring
to acquire a minimum 51% interest in Canada Bud Breweries Limited,
Toronto. When his offer was rejected, Taylor instructed English
and Toronto brokers to "put a substantial volume of orders into
the [stock] market between June 11 and June 14 [1934] as this is
a critical period and the market quotations on our shares are of
paramount importance to the success of the deal". As a result,
many shareholders of Canada Bud Breweries exchanged their shares,
and the directors capitulated. Notwithstanding, on expiration of
the offer, CNB owned only a minority interest. It was not until
1938 that the company acquired a majority interest for cash; in
1942, through a share exchange, complete ownership was obtained. 21

Riverside Brewing Corporation Limited of Riverside, Ontario,
had been the object of CNB's attention since 1930, but the price
asked for its shares by the larger shareholders was deemed too



high. 1In August 1935, a company subsidiary, Industrial Assets
Limited, paid $75,000 for the $72,500 principal amount of first
mortgage bonds of the Riverside Company from the Dominion Bank,
foreclosed on the mortgage and sold the assets. Subsequently,
Riverside Brewing Corporation was wound up. 22

A similar procedure was used to liquidate The Hofer Brewing
Company Limited, La Salle, Quebec. 1In 1939, CNB obtained con-
trol of Hofer Brewing through the purchase of 16,604 out of the
18,200 shares issued at a price of $1 per share. At the same
time, the company bought most of the first mortgage bonds of
Hofer at par from the bondholders. Although in possession of
full control of the shares in October 1939, CNB used its position
as a bondholder to foreclose on the mortgage.?3

In the same year, the company acquired for cash a majority
interest in The Reinhart Brewery Company Limited, Toronto. The
following year the assets were liquidated and $4.12 cash per
share was paid to the shareholders. 24

Summarz

Through the 1930's Taylor transformed the fragmented Ontario
brewing industry.

CNB had sales of $14.3 million and net earnings of $81,012
on total assets of $12.7 million in the fiscal year ended
October 31, 1941. The market value of the company's equity
capital as of that date was $5.5 million.25

By consolidating the 17 brewing plants acquired in Ontario
into 6, he reduced overcapacity and made the industry financially
viable. He reduced the number of brands from more than 200 to 9.
By improving efficiency and lowering operating costs, Taylor
forced a rationalization of the brewing industry. 1In 1940, two
major brewers remained in Ontario, Canadian Breweries and John
Labatt Limited.

In addition, Taylor did much to make the brewing industry
respectable. Prior to the election of 1934 in Ontario, there
were "runners", who received a percentage rake-off from peddling
beer to bootleggers. Taylor proposed to Labatt and the other
Ontario brewers the establishment of a fund "for propaganda to
produce a favourable background for the government to take
necessary action". 1In addition, he had extensive discussions
with the George S. Henry Conservative government and the Mitchell
F. Hepburn Liberal Opposition, persuading them to promise beverage
rooms. Hepburn won the election and beer went on sale in beverage
rooms. Taylor subsequently replaced the runners with keen,
ambitiousé white-collar salesmen with orders to become community
leaders.?2° He also improved working conditions, and instituted a



pension plan and group health, accident and life insurance.

In 1940, when Taylor had completed his Ontario program and
no other acquisitions were contemplated, he joined the "war
effort". Although he continued to plan and dominate every
maneuver of the developing brewing complex during the next four
critical years of its growth, he was absent from daily involve-
ment.

WAR SERVICE, 1940-43

In 1940, Taylor left the CNB to become a "dollar-a-year"
man, as a member of the Executive Committee of the Department of
Munitions and executive assistant to the Minister, C.D. Howe.

In that winter, Taylor and Howe went to England to work out the
Canadian industrial production schedules that would meet the
United Kingdom's most urgent requirements. When they returned,
Howe sent Taylor to Washington as head of War Supplies Limited,
the Crown agency charged with implementing the Roosevelt-King
Hyde Park Agreement, designed to keep Canada out of lend-lease
agreements. Under Taylor's direction more than a billion dollars'
worth of Canadian goods was sold in the United States, helping

to offset Canada's trade deficit with that country.

Taylor spent three years in Washington, where his success
as Canada's representative came to the notice of Lord Beaver-
brook, who recommended him to Winston Churchill as head of the
new British Supply Council, formed to handle the more than $500
million dollars' worth of annual British buying in Canada.

In these positions, he came into contact with literally
hundreds of the leading industrialists of the English-speaking
world. The Canadians included W.E. Bayer, Harry Carmichael,
Harold Crabtree, Wilfrid Gagnon, J. William Horsey, Gordon Leitch,
H.R. MacMillan, M.W. McCutcheon, Hector Munro, Lt. Colonel W.E.
Phillips, Austin Taylor and James S. Duncan. During his first
year in government service, Taylor dined often with Duncan, the
Massey-Harris President then serving as Deputy Minister for Air
in the Department of National Defence. Duncan discussed with
Taylor the great plans he had for the postwar expansion of Massey-
Harris, Canada's largest maker of farm machinery. Taylor was
impressed and began to acquire shares.?7

Taylor's wartime achievements were recognized when, in July
1946, he was made a Companion of St. Michael and St. George, the
highest Royal order that a Canadian civilian could be given at
the time.

YEARS OF TRANSITION, 1944-45

Anticipating the successful resolution of the world conflict,
Taylor withdrew from the war effort on January 1, 1944.28 He had




kept in contact with the affairs of CNB through daily newsletters
from Vice-President D. Clive Betts and biweekly trips to Toronto.2?
Upon resuming day-to-day control, Taylor immediately ordered new
brewing equipment for manufacture as soon as conversion to civilian
production permitted. This action placed his plants in the fore-
front of postwar modernization.

Taylor also began to make new investments in a number of other

industries, believing that the years following the war's end would
show significant growth.

ARGUS CORPORATION LIMITED, 1945-75

BACKGROUND AND PHILOSOPHY

Many Canadian businessmen believed that North America would
encounter a severe recession in the aftermath of World War II, but
Taylor and his new associates had great confidence in the future.
"As the war drew to a close," W.E. Phillips recalled "we [Taylor
and Phillips] saw quite a good deal of each other and we decided
to do something based on our optimism for the future of this
country" .30

Much of Canadian industry was fragmented at the beginning
of World War II. Taylor, as exemplified by his initiatives in the
brewing industry, believed rationalization was necessary in order
to make Canada a competitive industrialized country. He held that
in every industry five or six firms should control among them
perhaps 90% of the business, thereby concentrating the necessary
resources for large-scale research, production, distribution and
advertising.

To Taylor it was also necessary and natural to use leverage,
through the judicious use of others' capital, in acquiring and
expanding enterprises. Therefore, he also built Argus on his long-
standing personal business philosophy: "I have always believed in
borrowing".

Taylor also believed in the advantages to a company of one
dominant stockholder "who would act as a watchdog" but who holds
less than a majority interest "so the rest of the shareholders can
throw you out if you fall down on the job".32

Taylor and his associates also possessed strong national pride.
On a number of occasions, when a Canadian company was threatened
by foreign acquisition, Taylor and his associates moved swiftly to
preserve Canadian ownership.33

Taylor believed in corporate growth. "I look for growth

situations -- more than normal growth," he said. "You know what I
mean: expanding small companies by the process of acquisition of

- 10 -



other companies that fit in, or by the process of just going into
new products and increasing capacity. I'm only interested in
businesses that grow, and have always been that way. How did I

know which companies were going to grow? 1It's a question of
judgement. I remember in the old days the shares of streetcar
companies were considered gilt edge investments. Well, they dried
out. Then, there was a time when the railroads were blue chip.

Now they're all having a tough time, except the CPR. I never went
into either of those things. 1It's worked out pretty well for me . " 34

Taylor succinctly summarized the Argus management approach

in late 1958. "Normally, the men from Argus do not interfere with
the operations of a company in which they hold an interest. We buy
only into situations which we believe have growth and then see to
it that the company has the money it needs to grow. The controls
we exercise are fiscal; it is up to the management to operate. We
keep hands off operations unless a situation appears to be getting
out of hand-"3>

CAPITALIZATION
1945

Argus was incorporated by Ontario Letters Patent on September
24, 1945, with authorized capital of 2,500,000 no par value common
shares. By Supplementary Letters Patent, the capital of the company
was increased by the creation of 50,000 431% cumulative redeemable
preference shares of a par value of $100, convertible into seven
common shares until December 31, 1950, and into five common shares
until November 30, 1955.3%

On October 27, 1945, Argus purchased the portfolios of Canadian
Industrial Investments Limited and Invesco Limited (Invesco) for
Argus shares and cash, and certain holdings of W.E. Phillips, J.W.
Horsey and other unidentified parties for cash. Although specific
ownership interests are unknown, E.P. Taylor, W.E. Phillips, E.W.
Bickle and W.K. Fraser were shareholders and directors of Canadian
Industrial Investments Limited and Invesco, and H.R. MacMillan was
a shareholder and director of Canadian Industrial Investments
Limited. The value of these transactions, outlined in Table 2
(page 14), totalled $10,833,355.

In order to finance the aforementioned purchases, Argus issued
and sold to the public on November 22, 1945, through a group of
investment dealers headed by W.C. Pitfield & Co. Ltd., and Burns
Bros. and Denton Ltd., 40,000 41% cumulative convertible redeemable
preference shares of $100 par value for a total consideration of
$4,000,000; and 250,000 no par value common shares at $10 per share
for a total consideration of $2,500,000. Each common share carried
with it 1/3 of a bearer warrant entitling the holder to purchase an
additional common share at $12.50 up to December 31, 1950. The
preliminary expenses of the company, totalling approximately $43,000,
and the costs associated with the issue of 40,000 preference shares

- 11 -



and 250,000 common shares, totalling $293,400, were paid by Invesco
Limited.37

At the same time, Argus issued 600,000 common shares to the
vendors, 269,296 shares for $2,692,960 cash and 330,704 shares for
a consideration equivalent to cash, namely, in consideration of
the surrender to Argus of its demand promissory notes aggregating
$3,307,040. At the completion of the financing Messrs. Taylor,
Phillips, Bickle, Fraser, MacMillan, Horsey and other unidentified
parties owned 600,000 or 70.6% of the 850,000 outstanding common
shares of Argus.3é

The tables on the following pages include the original port-
folio (Table 1), a summary of opening transactions (Table 2), pro
forma balance sheet (Table 3) and pro forma cash and equivalent
funds flow analysis (Table 4).

1945-75

From 1945 to 1962, Argus was active in the capital markets,
raising funds to pay for its investment programmes. Following its
capital reorganization in 1962, however, Argus' requirements
diminished and internal cash flow sufficed to finance its consoli-
dating interests. The history of Argus' capitalization is summarized
in Table 5 (page 18).

After Argus' first public offering in November 1945, an
additional 10,000 preference shares were sold on May 31, 1946,
and, in September 1946, $3.8 million in serial notes were sold.
These funds were used to acquire Argus' initial portfolio and subse-
quent first-year acquisitions.

In September 1950, Argus sold $4.0 million in secured notes,
which retired its $3.0 million of outstanding notes and a $1.25
million bank loan. In 1953, Argus sold an additional $1.0 million
in secured notes, raising its total to $5.0 million.

In 1954, the company redesignated its 50,000 41% preference
shares as first preference shares and increased its authorized
capital through the creation of 150,000 $2.40 ($50 par value)
cumulative convertible secured preference shares, series A. Argus
sold these shares to the public together with $7.5 million 31%
secured notes, series A. The funds were used to retire $5.0 million
31% secured notes, to acquire 725,000 shares of Massey-Ferguson
Limited (Massey) and 100,000 common shares of British Columbia
Forest Products Limited (BCFP), and for general corporate purposes.

In June 1955, all outstanding first preference shares were
called for redemption at $105 plus accrued dividends. Prior to
redemption, 98.5% of the shares had been converted into 246,375
common shares and the remaining 725 shares were redeemed.

==
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Table 4

ARGUS CORPORATION LIMITED

PRO FORMA CASH AND EQUIVALENT FUNDS FLOW ANALYSIS

(November 1945)

Source of Funds

Cash received by Argus from sale of
Preference shares
Common shares (public)
Common shares (vendors)

Add: Equivalent cash value for shares issued
in consideration of the surrender of
promissory notes

Application of Funds

Less: Cash or equivalent remaining in Argus
after the share purchases noted
Life insurance $ 72,692
Cash 1,543,953

Investment in preference and common shares at
November 21, 1945

- 1l6 -

Amount

4,000,000
2,500,000
2,692,960

91, 1925,960

3,307,040

12,500,000

1,616,645

10,883, 355




That same month there was a l-for-4 rights offering at $23
per share providing the company with $6.3 million and increasing
the outstanding common shares to 1,370,272 at November 30, 1955.
Argus also secured a $2.55 million bank loan, which was retired
when it sold to the public $7.5 million 334% secured notes,
series B, later that year.

In the three vears ended November 30, 1960, 146,578 series A
preference shares were converted into 322,464 common shares
(1,692,736 outstanding); the remaining 3,422 preference shares were
redeemed for $181,366; and 13,290 series B preference shares,
originally issued in 1956, were redeemed, leaving 136,710 series B
preference shares outstanding.

In November 1960, Argus sold $10.0 million of 5%% secured
notes, series C,and used the proceeds to retire its $7.5 million
of 33% secured notes, series A,and for general corporate purposes.

In October 1961, Argus sold $10.0 million of $2.50 cumulative
preference shares, series C,and used the proceeds to retire a bank
loan incurred in the purchase of the original investment in Hollin-
ger Mines Limited (HOL) and for general corporate purposes.

In May 1962, the principals of Argus reorganized its capital
structure to ensure retention of control of the company and to
facilitate the raising of new monies. The $2.50 cumulative
preference shares, series B, and the $2.60 cumulative preference
shares, series C, were redesignated as Class A preference shares,
$2.50 series and $2.60 series respectively; the 1,692,736 issued
common shares were subdivided and reclassified into 6,770,944 new
Class C participating non-voting preference shares at no par value,
and 1,692,736 new common shares. Holders of the o0ld common shares
received four Class C shares and one new common share for each old
share held.

In July 1962, Argus sold $15.0 million of Class B preference
shares (cumulative, 1962 series, $2.70 dividend) and used the
proceeds to retire a bank loan incurred to retire $7.5 million of
33% secured notes, series B, and for the purchase of additional
Hollinger shares.

No preference shares were redeemed between 1962 and 1965, but
between 1965 and 1975, 25,999 Class A preference, $2.50 series,
and 25,745 Class A preference, $2.60 series, were purchased and
cancelled.

At November 30, 1975, Argus' capitalization consisted of:
107,956 Class A preference shares, $2.50 series; 174,255 Class A
preference shares, $2.60 seriess 300,000 Class B preference shares,
$2.70 series; 6,770,944 Class C shares; and 1,692,736 common shares .32
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DIRECTORS AND MANAGEMENT

Four individuals, E.P. Taylor, W.E. Phillips, M.W. McCutcheon
and J.A. McDougald have directed most of Argus' activities since
incorporation. 1In addition, they have been supported by the influ-
ence of other Argus directors who have been drawn from the management
of the operating companies in which Argus has held an investment and
from some of Argus' largest shareholders.

Argus' original management* included W.E. Phillips, Chairman;
E.P. Taylor, President; and M.W. McCutcheon, Vice President and
Managing Director. The Board was comprised of 16 Directors including
J.S. Duncan, President of Massey; Roger Gilbert, Vice President of
Atlas Corporation; J.W. Horsey, President of Dominion Stores, K.S.
Maclachlan, President of Standard Chemical Limited; H.R. MacMillan,
President of H.R. MacMillan Limited and British Columbia Packers
Limited; and J.S.D. Tory, K.C., a partner in the Toronto law firm
of Tory & Tory. 40

Over the next decade, only three additions were made to the
Board. 1In 1951, George M. Black, Jr., President of Canadian Brew-
eries, was elected a Director. 1In 1955, J.A. McDougald was elected
a Director. 1In 1956, J.S. Duncan resigned and was replaced by P.M.
Fox, President of St. Lawrence Corporation Limited.

In the 1960's* several changes were made to the Board, due
mainly to McCutcheon's resignation in 1962 and Phillips' death in
1964. 1In 1961, Wilfrid Gagnon, President of Dow Breweries, and
Maxwell C.G. Meighen, President of Canadian General Investments
Limited, were elected. The following year, A.A. McMartin, President
of Hollinger, was elected and McCutcheon, on his appointment as a
member of the Senate of Canada and of the Federal Cabinet, resigned
and was replaced by the Honourable G..Peter Campbell. In 1963, Major
General A.B. Matthews was elected and the following year was made
a Vice President. 1In 1964, H.R. MacMillan resigned and was replaced
by T.N. Beaupré, President of B.C. Forest. In 1965, Tory died and
was replaced by A.L. Fairley, Jr., President of Hollinger. 1In 1966,
T.G. McCormack, President of Dominion Stores and A.A. Thornbrough,
President of Massey, were elected. 1In 1967, J.G. Campbell, President
of Canadian Breweries, and W.C. Thornton Cran, President of Standard
Broadcasting, were elected.

In 1969, Taylor was elected Chairman, McDougald was elected
President, Matthews was elected Executive Vice President, and Meighen
and Black were elected Vice Presidents. Meighen was also elected
Chairman of the Executive Committee, a position previously held by
McDougald.

* - See Appendix E, pp. 204-8.



Although management changes in the 1970's* have not been numer-
ous, in impact they have been significant. In March 1971, Taylor
did not stand for re-election as an officer and McDougald became
both Chairman and President, reflecting the growth of his influence
since 1966.

In 1972, Fox resigned and A.E. Barron, Chairman of Cagadian
Tire Corporation, was elected a Director. 1In 1974, Beaupre died
and Dixon S. Chant, President of Duplate Canada Limited, was elected
a Director. 1In 1975, Cran died and McCurdy, the new President of
Standard Broadcasting, and H.N.R. Jackman (see discussion under
"Other Major Shareholders" p.3l), Chairman of Empire Life Insurance
Company, were elected Directors.

In summary, the Board, in its early days, was composed solely
of the founders of Argus and management representatives from Argus'
various investment holdings. As Argus matured and the roles of its
founders changed, however, representation on the Board was extended
to most of its major shareholders.

INVESTMENTS
Management's Philosophy

The investment philosophy of Argus since its inception has been
to invest in a relatively small number of companies that the Board
of Directors believes have above-average growth potential and to take
sufficiently large positions that the corporation would have repre-
sentation on the Boards of Directors and thus have a voice in major
decisions. 4!

It has also been the policy of Argus to take a longer-term
view and avoid trading positions.?? As evidence of the implemen-
tation of this investment philosophy, Table 6 shows the present
Argus portfolio and indicates on a weighted basis the approximate
time that each investment has been held.

In its brief to the Royal Commission on Corporate Concentra-
tion, Argus made the following statement:

(F4) Since Argus is an investment holding company
with a large but minority interest in its portfolio
positions, it could not be described as a conglome-
rate, which is usually defined as a corporation
that has a predominate interest in a number of
situations and, because of such interest, accepts
responsibility for their management. This is not
to suggest that Argus does not place great impor-
tance on the management of a company, both its
quality and its continuity. It does, however,
attempt to support and strengthen the management

* - See Appendix E, pp. 210-12.
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of the companies in which it holds shares in every
feasible way, but does not carry out functions of

management through its own office on a day-to-day

basis.

(F6) It has been the consistent view of Argus on
investment policy over the years that the suppor-
tive role is the only feasible and effective
relationship with corporate groups whose opera-
tions are quite diverse and require managements
with special talents and specialized skills. 1In
matters that are normally approved by Boards of
Directors, such as capital expenditures, new
financing, acquisitions and expansionist policies
generally, a group such as the Argus Board with
long experience in financial matters can be of
considerable assistance to most companies. For
example, the senior executives of a company such
as Dominion Stores, who are experienced food
merchandisers, would be the first to acknowledge
that in major financial areas they welcome the
advice and support of the Argus group in arriving
at important decisions affecting the future of
their business. However, the decisions in each
case must be made by the Boards of the companies
concerned. 43

Eable 6
ARGUS CORPORATION LIMITED
PORTFOLIO, 1975

Company December 31/75 Time Original Invest-
(Common Shares) ment Held

British Columbia Forest

‘Products Limited 500,000 29 years
Dominion Stores Limited 2,000,000 30 years
Hollinger Mines Limited 1,050,000 (Class A) 14 years
Massey-Ferguson Limited 3,000,000 33 years
Standard Broadcasting

Corporation Limited 2,687,475 29 years

Average period investment held 27 years

Argus is, and has been, represented on the Board of Directors
of the companies that make up its portfolio investments44 and also
on the Executive Committees of such companies. The Argus
representation is shown in Table 7.
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Table 7

ARGUS CORPORATION LIMITED
REPRESENTATION ON BOARDS OF DIRECTORS
AND EXECUTIVE COMMITTEES, 1975

Executive Committee

Company

Canadian Breweries
Limited (1968)

Total number of directors
Argus directors

British Columbia Forest
Products Limited (1968)

Total number of directors
Argus directors

Dominion Stores Limited

Total number of directors
Argus directors

Domtar Limited

Total number of directors
Argus directors

Hellinger Mines Limited

Total number of directors
Argus directors

Massey-Ferguson Limited

Total number of directors
Argus directors

Standard Broadcasting
Corporation Limited

Total number of directors
Argus directors

Board of Directors

20

3
(Messrs. Campbell, McIntosh
and Taylor)

14

4
(Messrs. Beaupre, McDougald
Swinden and Taylor)

12

6
(Messrs. Barron, Black,
Matthews, McDougald
(Chairman), McCormack and
Meighen)

14

5
(Messrs. Barron, fairley,
Matthews, McDougald and
Meighen (Chairman))

10

5
(Messrs. Fairley, Matthews,
McDougald, Allen McMartin
(Chairman), and Meighen)

18

6
(Messrs. Barron, Matthews,
McDougald, Meighen, Tavlor
and Thornbrough)

11

6
(Messrs. Barron, Black,
Matthews, McCurdy, McDougald
(Chairman) and Meighen)

7

3
(Messrs. Campbell, McIntosh
and Tavlor)

7
2 ’
(Messrs. Beaupre and Taylor)

8

6
(lMessrs. Barron, Black,
Matthews, McCormack, McDougald
(Chairman) and Meighen)

8

5
(Messrs. Barron, Fairley
(Chairman) , Matthews,
McDougald and Meighen)

5

4
(Messrs. Fairley, McDougald
(Chairman), Allen McMartin
and Meighen)

6

5
(Messrs. Matthews, McDougald
(Chairman), Meighen, Taylor
and Thornbrough)

a. "Argus directors" are in each instance those Board members who are also
directors of Argus Corporation Limited.

Source: Argus Corporation Limited, Brief to the Royal Commission on Corporate
Concentration, October 6, 1975, obp. 9-10.



Argus has never taken a majority position in any of its
investments. Therefore, as a minority shareholder, it could in
theory be voted out of its positions of influence by other share-
holders. Notwithstanding, Argus has exercised a dominant degree
of influence at the policy level or, in effect, "control" over
these companies through their executive commlttees.

Methods of Acquisition

Taylor and his associates approached acquisitions in a con-
sistent fashion. Where major blocks of stock were involved, the
purchase usually went through an interlocking company,* which in
turn sold the shares to Argus. If the decision involved expanding
an ex1st1ng investment position, Argus usually purchased the
shares in the open market.

Acquisitions were generally made for cash or through a share
exchange. 1In many instances interim bank financing was used until
the necessary funds could be raised in the capital markets. 45

Minority Shareholders

With the exception of BCFP, Argus has acquired its initial
investment position from a minority shareholder. 1In most instances,
the company has increased its interest through market purchases and
rights offerings. This approach has been followed so as not to
disturb the market price of the shares being acquired, and to
prevent other minority shareholders from being involved in a bidding
war. The interlocking companies provided Argus with anonymity and
time, allowing them to make their acquisitions as they planned.

Argus believes it is important for a large minority share-
holder like Argus, with Board representation, to play an active
role in corporate affairs, as the position presents a number of
opportunities to strengthen management and generally provide
leadership in important decision-making on behalf of all of the
shareholders.

PERFORMANCE

The early successes of Argus' founders caused increased
interest in the shares of the companies in its portfolio** and
this enthusiasm appears to have extended to the shares of other
Canadian public companies. For the investor, the rewards varied
considerably, but on balance, have exceeded the performance of
the Toronto Stock Exchange (T.S.E.) Industrial Index (see Table
8).

* - See Chapter 2, pp. 35 ff.
** - See Chapter 5, pp. 91 £f., and Appendix B, PP. 145 ff.



Table 8

ARGUS CORPORATION LIMITED INVESTMENTS
AVERAGE ANNUAL APPRECIATION (LOSS)
IN SHARE PRICE, 1945-75

1945- 1955~ 1965- 1945- 1960~
1955 1965 1975 1960 1975
Argus Corporation
Common 7.3% 16.3% 1.2% 9.1% 8.9%
Class C preferred - 28.0a (2.0)2 - 4,43
Canadian Breweries 5.9 4.9 (2.5)P 5.8 5.9P
British Columbia
Forest Products 14.4° 7.3 0.8 8.0° 6.2
Dominion Stores 22.4 13.4d (3.5) 17.1 3.0d
Hollinger Mines - 5.1 (1.0) - 0.6
Massey-Ferguson 1l.7 6.2 (4.5) 11.6 3.5
Standard Broadcasting 3.3 23.1 10.1 4.2 19.8
T.S.E. Industrial Index 11.0 6.2 0.3 8.3 3.2

a. Issued in 1962.

b. Position sold in 1968.

c. First full year of operations, 1947.
d. Interest acquired in 1961.

This might be illustrated as follows: an investment of
$1,000 in Argus common in 1945 (100 shares) would, at current market
values (after allowing for the subdivision in May 1962 into 4 Class
C and 1 common), be worth approximately $8,400. This represents an
appreciation of 740%, or an average annually compounded gain of 7%.
The T.S.E. Industrial Index comparable appreciation over the same
period was 450% or 5%% compounded annually. If you add to this the
dividend return on the original investment which, over the 30-year
period, has averaged 11.5% annually, you arrive at an average cumu-
lative return on the Argus investment of approximately 18.5% per
annum.46

The appreciation in the market price of Argus' major invest-
ments (excluding Domtar Limited), as of December 31, 1975, and
before any applicable capital gains taxes, totalled an estimated
$102.1 million: $16.0 million on the sale of its CNB holdings;
$6.8 million on the sale of half and $7.8 million on the balance
retained of its holding in BCFP; $28.4 million on its investment in
DMS; $1.1 million on its holding in HOL; $23.2 million on its position
in Massey; and $18.8 million on its investment in STR.47 The details
are presented in Table 9.
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Table 9

ARGUS CORPORATION LIMITED
FINANCIAL HISTORY OF INVESTMENTS, 1945-75

== (B)
(2 Market or
Number of Shares Average Estimated Realized Value
Acquired (Sold) Annual Value of of Investment
Year or Held Price/Share  Transaction(s) at Dec. 31, 1975
— ~ (Thousands of Dollars)
Canadian 1945 221,890 $20.75% $4,604
Breweries 1946 81,110 24575 2,007
Limited (CNB) 1947 27,000 24.625 665
1951 20,000 193825 386
1955 50,000 25.000b 1,250
1960 80,000 37.375 2,990
Holding and cost 1960 480,000 11,902
Adjusted for 5-for-1
stock split in 1962 2,400,000 11,902
1968 (2,400,000) $12.00 28,800
Estimated capital gain on sale of total investment position (B-A) = $16 million.
Estimated dividends neceived by Argus on its investment in CNB from 1945 to 1968 = $14.6 million.
British Columbia 1946 100,000 5.00° 500
Forest Products 1946 100,000 30182 382
Limited (BCFP) 1950 100,000 4.38 438
1954 100,000 o) 738
1966 62,500 8.00 500
1968 37,500 21.88 821
Holding and cost 1968 500,000 3,379
Adjusted for 2-for-1
stock split in 1973 1,000,000 35379
1973 (500,000) 22.00d 11,000
Value of holding at
Dec. 31, 1975 500,000 725750
Estimated capital gain on sale of cne-half of (ts cnvestment position = $6.8 mil((ou.e
Estimated unrealized gain on cwwnent nvestment position = $7.8 million at Dec. 21, 1975,
Estimated dividends recedved by Argus on <ts (nvestment <n BCFP 4xnom 1946 to 1975 = $6.8 milLion.
Dominion Stores 1945 42,335 20.002 847
Limited (DMS) 1946 24,890 247575 616
1947 6,775 239375 162
Holding and cost 119457, 74,000 19,625
Adjusted for 4-for-1
stock split in 1947 296,000 1,625
119,51 4,000 12/52:5 49
1955 75,000 33.00f 2,475
1956 10,000 3187201125 381
1959 _(5,000) 70275 (354)
Holding and cost 1959 380,000 4,176
Adjusted for 5-for-1
stock split in 1959 1,900,000 4,176
1969 100,000 14.5625 1,456
Holding and cost 1969 2,000,000 5,632
Value of holding
atsDeci 31,0019:75 2,000,000 34,000

Estimated unrealized gain on investment position (B-A) = $28.4 million.
Estimated dividends necedved by Argus on (ts (nvestment in DMS from 1945 to 1975 = $21.8 miklion.

Notes: Settlement price at November 2, 1945.
$1.25 preference shares, par value $25.00
. Initial public offering price.

Net price after commissions.

Adjusted for $790,000 capital gain tax.
Rights offering (1-for-4).
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Hollinger Mines
Limited (HOL)

Holding and cost

Value of holding
at Dec. 31, 1975

Table 9

(Continued)

(A) (B)
Market or
Estimated
Value of
Transaction (s) at Dec. 31,

Realized Value
of Investment

1975

Number of Shares Average

Acquired (Sold) Annual
Year __or Held Price/Share
1961 250,000 28.50
1961 176,150 24.00
1961 73,850 24.00
1962 140,000 22.375
1963 60,000 25.0625
1966 100,000 23.625
1968 100,000 30.625
1969 100,000 32.00
1973 25,000 46.00
1974 17,000 38.8125
1975 8,000 26.00
1975 1,050,000

1,050,000

Estimated witealized gain on awestment position (B-A) =$1.1 million.
Estimated dividends teceived by Atgus on cts (nvestment (n HOL fxom 1961 to 1975 = $14.4 million.

Massey-Ferguson
Limited

Holding and cost

Adjusted for 5-for-1
stock split in 1951

Holding and cost

Value of holding
at Dec. 31, 1975

1945 110, 3909
1946 39,610
1947 15,000
1948 (10,000)
1948 155,000
775,000

1954 725,000
1963 150,000
1966 330,000
1968 120,000
1969 750,000
1975 150,000
1975 3,000,000
3,000,000

30.25"
17.00
18.25
19.625

8.625
10.00%
26.001
19.375
20.625
17.2125

Estimated winealized gain on tnvestment position (B-A) = $23.2 million.
Estimated dividends teceived by Argus cn (ts nvestment t Massey from 1945 te 1975 = $27.3 million.

Standard

BroadcastingCorporation

Limited (STR)
Holding and cost

Adjusted for S5-for-1
stock split in 1962

Adjusted for 5-for-1
stock split in 1968

Value of holding
at Dec. 31, 1975

1946-52 107,499
1952 107,499
537,495
2,687,475

2,687,475

5.93]

Estimated winealized gain on nvestment (B-A) = $18.8 million.
Estimated dividends neceived by Argus on its (nvestment in STR from 1945 to 1975 = $8.5 million.

Notes: g.

h. Preference share price.
i. Rights offering (1-for=-10)
j. Average price for 1946 through 1952.

Sources:

and prospectuses, 1945-75.

(Thousands of Dollars)

7,125
4,228
1,772
3,132
1,504
2,363
3,062
3,200
1,150

575

__ 208

28,319

29,400

1,573
673
272

(196)

2,714

2,714

6,253
1,500
8,580
2,325
15,469
2,581

39 442

62625

637
637

19,484

Resulting from conversion of 55,195 preference shares.

Argus Corporation Limited, Annual and Semi-Annual Reports



In addition, Argus received gross income, in the form of
dividends from its major investments and interest on its short-term
securities, of $146.7 million. After expenses and taxes, Argus'
net income totalled $127.5 million. In turn, Argus paid dividends
to its common and preferred shareholders of $103.6 million; $26.5
million to the common shareholders; $27.7 to the preference share-
holders; and $49.3 million to the Class C participating preference
shareholders. 48

SHAREEOLDERS

The Ravelston Corporation Limited

The Ravelston Corporation Limited was incorporated in Ontario
on October 10, 1968, as an investment holding company to succeed its
predecessor company, Meadowbrook Holdings Limited. Both companies
listed their head office as 10 Toronto Street, Toronto, Ontario.?

On March 5, 1969, Meadowbrook distributed to shareholders (no
sale involved) 640,870 common shares of Argus, or an estimated 95%
of the shares held; the remaining 33,730 common shares were distri-
buted at a later date to one shareholder.a)Subsequently, Ravelston
acquired other common shares, also through share exchange offers.
The details of these transactions appear in Table 10.

Ravelston became active soon after the Ontario Securities
Commission recorded in its insider trading report in April 1969,
that Power Corporation of Canada Limited, through a subsidiary,
Shawinigan Industries Limited, had purchased 131,434 common shares
of Argus from Gelco Enterprises, a private holding company controlled
by Paul Desmarais, at the market price of $21 per share. With
additional market purchases, Power Corporation's position in Argus
was increased to 175,484, or 10.37% of the outstanding common
shares. 51

In June 1969, certain Argus shareholders, namely Ravelston
(including Grew Limited) and Windfields Farm Limited, pooled the
voting power of their combined shares, for a minimum of five years,
to dispel rumors that the group was vulnerable to a takeover.’? The
exact life of the Ravelston agreement is not known.

Windfields Farm Limited is part of the extensive group of
family holding companies controlled by E.P. Taylor. It has a 10.3%
interest in Argus as well as interests in other companies related
to either Argus or companies in the Argus portfolio.*

Grew Limited is the chief holding company of the Phillips
estate. McDougald votes Phillips' widow's Argus interests.**

* - See Appendix C, pp.

17255175, 1.80.,
** - See Appendix C, p. 181.



Table 10

RAVELSTON'S ACQUISITION OF ARGUS COMMON SHARES
1969-75

Number of Common Exchange Price Cumulative

Date of Transaction Shares Total
May 11, 1969 35,000 $15.25 35,000
May 30, 1969 168,500g 17.00
May 30, 1969 169,000c 17.00
May 30, 1969 187,500d 17.00
May 30, 1969 169,000 17.00
May 30, 1969 31,000¢€ 17.00 760,000
May 3, 1969 16,000 16.12 776,000
Sept. 19, 1972 20,000f 15.50 796,000
July 31, 1973 65,000 18.50 861,000
May 16, 1975 60,779 30.00
May 16, 1975 27,024 30.00
May 16, 1975 27,0249 30.00
May 16, 1975 27,024 30.00
May 16, 1975 27,024 30.00 1,029,875
June 11, 1975 2,700 30.00 1,032,575

Notes: a. These shares were exchanged by John A. McDougald.

b. These shares were exchanged by George C. Black, Jr.
through Western Dominion Investment Company Limited.*

c. These shares were exchanged by WEP Investments (formerly
Grew Investments Limited); the estate of the late
Lt. Colonel W.E. Phillips.

d. These shares were exchanged by Maxwell C.G. Meighen
through Canadian General Investments Limited.*

e. These shares were exchanged by Maxwell C.G. Meighen
through Third Canadian General Investment Trust.*

f. These shares were acquired in various transactions on
July 23, 25, 26 and 31, 1973.

g. These shares were exchanged by the estate of the late
M. Wallace McCutcheon.

Source: Ontario Securities Commission.

According to the Bulletin of the Ontario Securities Commission
at September 30, 1975, Ravelston owned directly 1,032,575 shares or
61% of the outstanding common shares of Argus Corporation. This is
the only investment of Ravelston Corporation.

* - See Appendix C, p. 185.
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The Officers of The Ravelston Corporation Limited are:
John A. McDougald, President; George M. Black, Jr., Vice President;
A. Bruce Matthews, Vice President; Maxwell C.G. Meighen, Vice
President; James R. Wright, Secretary Treasurer; and Miss Evelyn
M. Young, Assistant Secretary.

The Directors of The Ravelston Corporation Limited are:
George M. Black, Jr., A. Bruce Matthews, John A. McDougald, Maxwell
C.G. Meighen, Mrs. Doris D. Phillips, and Alex E. Barron.

The shareholders of The Ravelston Corporation Limited are
listed in Table 11.
Table 11

SHAREHOLDERS OF THE RAVELSTON
CORPORATION LIMITED, 1975

Percentage
Preference of Total
Common NPV $10 Par Value in Each Class

John A. McDougald 30,259 278,770 23106
WEP Investments (Grew

Investments Ltd.) 30,259 278,170 23.6
Western Dominion Invest-

ment Company Ltd. 28,729 264,675 22.4
Canadian General Invest-

ments Limited 28,729 264,675 22.4
Third Canadian General

Investment Trust 5,270 48,549
A. Bruce Matthews 5,000 46,061
George M. Black, Jr. 1*
Maxwell C.G. Meighen 1Lk
Mrs. Doris D. Phillips 1=
James R. Wright i

Total 128,250 1,181,500 100.0

* - Not beneficially owned.

Source: Private communication.



Other Major Shareholders

There are three other major Argus common shareholders. First,
Windfields Farm Limited, a company indirectly controlled by E.P.
Taylor and members of his family, owns 10.3% of the common shares.
A voting trust agreement between Ravelston and Windfields makes
certain provisions for the manner in which the Argus common shares
owned by these companies are to be voted through June 1976. Second,
The Empire Life Insurance Company and other companies associated
with H.N.R. Jackman own approximately 9% of the common shares. John
A. McDougald has made an agreement with H.N.R. Jackman as to how
these shares would be voted. Third, Power Corporation owns approx-
imately 14.7% of the common shares through Shawinigan Industries
Limited.

Power Corporation made an offer dated April 3, 1975, and
expiring April 25, 1975, to Argus shareholders to purchase their
common and Class C preference shares at $22 and $17 per share
respectively. The offer was conditional on the tendering of 80%
of each class of stock.

In a letter to shareholders dated April 8, 1975, Argus advised
its shareholders that Ravelston, holder of 861,000 Argus common
shares (50.86%), had publicly stated that it would not accept the
Power Corporation offer in respect of the common shares it owned,
and that the shareholders of Ravelston who benefically owned a
total of 1,359,000 Class C preference shares (20.08%) would not
accept the Power Corporation offer.>3 The Argus Board of Directors,
however, made no recommendation to holders of the Class C
preference and common shares regarding the acceptance or rejection
of the Power Corporation offer.

Notwithstanding the terms of the offer, Power Corporation
accepted all shares tendered, amounting to 4,052,570, or 59.8% of
the Class C shares (Argus founder E.P. Taylor sold his 1,250,000
Class C shares for $21,250,000) and 63,454 of the common shares,
increasing its interest to 238,938 common shares or a 14.1% interest.
In total, Power Corporation's shares represented 50.7% of the total
participating equity in Argqus.5% Power subsequently increased its
holdings through additional market purchases and at January 2, 1976,
owned 4,053,038 or 59.9% of the Class C preference shares and
252,466 or 14.9% of the common shares. 1In total, these shares
represent 50.9% of the total participating equity in Argus.>5

Other Class C Preferred Shareholders

There are three other major shareholders of the Argus Class C
preferred shares. First, Canadian General Investments Limited and
Third Canadian General Investment Trust Limited, controlled by
M.C.G. Meighen, own approximately 12.6%. Second, Western Dominion
Investment Company, Dominion Malting Limited and Bemocoge Limited,
controlled by George C. Black, Jr., own approximately 5.8%. Third,
The Empire Life Insurance Company, and other companies associated
with H.N.R. Jackman, own approximately 2.9%.



EARNINGS AND EQUITY PARTICIPATION

Argus effectively split its stock 5-for-1 in a complex trans-
action in 1962. The 1,692,736 issued common shares were sub-
divided and reclassified into 6,770,944 new Class C participating
non-voting preference shares and 1,692,736 new common shares, with
the holders of the old common shares receiving four Class C shares
and one new common share for each old common share held. The
advantage of this financing, whereby earnings became a function of
the total Class C and common shares outstanding, is that it allowed
the principals to sell Class C shares to recover some of their
initial investment capital, without losing control of the company.®°®
Examination of the public record as provided by the Ontario
Securities Commission indicates that the principals did dispose
of a large portion of their Class C holdings between 1962 and 1967,
but the exact amounts are not available from the records on file.

Examined from an earnings standpoint, the 1,692,736 common
shares represent only 20% of the equity of the company. This 20%
equity participation, however, represents 100% of the voting
stock. As an example, the appropriation of Argus' 1975 earnings
to the Class C and common shares is shown in Table 12.

Table 12

ARGUS CORPORATION LIMITED
EARNINGS AND EQUITY PARTICIPATION, 1975
Shares Outstanding

Percentage of
Ownership
Number Represented
Earnings* Class C Common** Class C Common
(Millions (Thousands)
of Dollars)

$10.6 6,771 1,693 80 20

* - After preferred dividends of $1.5 million.
** - All Argus common shares are voting shares.

Source: 1975 Annual Report

SUMMARY

Earnings Appro-
priation to
Shares

Class C Common
(Millions

of Dollars)

$8.5 $2.1

Argus was conceived and formed as a closed-end investment
company in 1945 to anticipate and to participate in the rapid
industrialization of Canada, which its founders predicted would
follow World War I1I. The company, which was built on E.P. Taylor's
long-standing business philosophy of rationalization, leverage, and



dominance through minority-share ownership, and the founders'
strong sense of national pride, has been a successful enterprise.

Argus began with a $12 million investment portfolio, which
contained shares of many Canadian companies. By increasing
existing positions, acquiring shares of other major Canadian
businesses and creating new enterprises, Argus expanded this port-
folio and increased its assets to $205 million between 1945 and
1975. The estimated capital gain on these investments, excluding
Domtar, has been $102 million, while the dividends paid to its
equity shareholders have been $76 million.

The principals of Argus were responsible for creating several
of Canada's leading companies, namely Canadian Breweries, British
Columbia Forest Products, Domtar and Standard Broadcasting. As a
result, Argus has had a real and positive impact on the Canadian
economy. Since 1945, the companies in Argus' portfolio have
increased their total sales from approximately $60 million to $4.7
billion, total assets from approximately $230 million to $3.0 billion
and the number of employees from approximately 13,000 to 44,000.

Argus has always been a minority shareholder, but through
broad influence it generally was able to attract capable management
and implement vital decisions for the companies in which it had a
major interest. In common with all investors, Argus encountered
disappointments or difficulties it was unable to overcome. It is
noteworthy, however, vis-a-vis the latter instances, that Argus
did not liquidate these positions by selling to the general public.

Public criticism of Argus has centred on its use of inter-
locking companies for its acquisition program (see Chapter 2) and
for the absence of an aggressive investment policy since 1962.

In summary, Argus played a significant role in the industria-
lization phase of the Canadian economy. It defined the need,
created the vehicles, arranged the appropriate financing and built
the organizations, providing successful investment opportunities
and contributing significantly to the very process of industrial
development they had anticipated.



CHAPTER 2

INTERLOCKS

In order to facilitate the handling of each transaction and
to retain flexibility and initiative, Argus' principals established
several interlocking companies. As John A. McDougald expressed it,
"Argus was not a promotional company, it was an investment company.
Taylor, McDougald and Company were the entrepreneur part of it.
They had nothing to do with Argus....This was deliberately kept
separate. You see, somebody had to take the gamble...[and] money
had to be put up to finance it, and this was when Taylor, McDougald
came in." 1

TAYLOR, MCDOUGALD & COMPANY LIMITED

Taylor, McDougald & Company Limited was incorporated in
October 1945.2 E.P. Taylor, W.E. Phillips, M.W. McCutcheon and J.A.
McDougald were directors and shareholders in the capital stock of
Taylor, McDougald & Company Limited.3 McDougald devoted the greater
part of his time to this partnership in its early years but, as he
did not believe in the investment merits of closed-end funds (the
shares usually sold at a discount from net book value), he did not
join the Argus Board until 1955.4

E.P. Taylor, W.E. Phillips and M.W. McCutcheon had developed
many contacts during World War II and acquired interests in several
Canadian companies. To expand this investment program, Taylor,
McDougald and Company Limited was formed to provide a contact
between people with businesses or ideas to sell and those with
capital who might be interested in purchasing and developing the
companies as going concerns in Canada.>

Among the companies formed by the Taylor, McDougald group were:
1) Arbor Corporation, which acquired shares in St. Lawrence Corpo-
ration Limited; 2) Heathview Corporation Limited*, which acquired
shares in British Columbia Forest Products Limited and in Massey-
Harris-Ferguson Limited; 3) Torcan Investments Limited** which
acquired shares in Gran-tor Limited, which in turn acquired shares
in Grants Brewery Limited of Winnipeg; 4) Taymac Investments
Limitedt which acquired shares in Hollinger Consolidated Gold Mines
Limited; and, 5) Fleet Street Publishers Limitedtt which attempted
unsuccessfully to acquire the Toronto Star newspaper properties.

* - See Chapter 3, pp. 59, 62, 67.
** - See Chapter 3, p. 47.

t+ - See Chapter 3, pp. 77, 84.
1+ - See Chapter 4, pp. 88-89.
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Among the companies acquired directly by Taylor, McDougald &
Company were: a) in what became B.C. Forest: Hammond Cedar
Company Limited; Industrial Timber Mills Limited; Cameron Invest-
ment and Securities Company Limited; Cameron Bros. Timber Company
Limited; Cameron Lumber Company Limited; Hemmingsen-Cameron Company
Limited; Osborne Bay Timber Buyers Limited; Renfrew Holdings
Limited; and Realty Holdings Limited (assets of these nine companies
were sold to BCFP in May 1946); b) in what became General Bakeries:
Purity Bread Limited; Bryce Bakeries Limited; Robertson's Bakeries
Limited; and Purity Flour Mills Limited (assets of these four
companies were sold to General Bakeries in March 1946); and c)
Stovel Press Limited.

ARBOR CORPORATION LIMITED

Arbor Corporation Limited was formed in 1950 to acquire shares
in St. Lawrence Corporation, a company that controlled several large
Quebec paper-making companies and that had been controlled by an
American group since 1947. Arbor was a company formed by the
Taylor, McDougald group. St. Lawrence was formed in 1930 by J.A.
Bothwell, President of Brompton Pulp and Paper, Noah A. Timmins,
Chairman of the Board of St. Lawrence Paper Mills, and Arthur F.
White, President of Dominion Securities Corporation.®

John A. McDougald, formerly a partner in Dominion Securities,
had close family ties with Noah A. Timmins. McDougald wanted to
bring control of St. Lawrence Corporation back to Canada. In 1951,
he assembled a group to collect proxies from St. Lawrence share-
holders using the Canadian Bank of Commerce as an intermediary. In
addition, the newly formed Arbor Corporation purchased almost
200,000 shares of St. Lawrence Corporation common. At the St.
Lawrence Corporation shareholders' meeting in April 1951, McDougald
was successful in establishing the control of his group.7

In 1955 Arbor agreed to sell 200,000 shares of St. Lawrence
to Argus. E.P. Taylor said, "st. Lawrence Corporation was purchased
because it was a sound company and the only paper company in which
a substantial block of stock was available and because Argus did not
have any major investments in Canada's largest industry-.-"8 In a
letter to Argus shareholders, E.P. Taylor further stated that "Argus
directors had authorized the purchase of St. Lawrence Corporation's
common stock with a view to broadening and diversifying Argus'
investments".? At the time of the purchase, Argus already had a
relatively small position of 31,520 shares.lO

The St. Lawrence purchase conformed with the Argus investment
policy, which was participation in a sound company engaged in a
growth industry, with a large enough stock participation to
determine the company's policy and personnel.l

Before the shareholders' meeting it was expected that the
purchase would be a controversial one, for the shares were to be



bought for more than double their price two years earlier and, in
the transaction, three of the principal directors of Argus would
personally benefit through their interest in Arbor Corporation.l?2
Despite the fact that Chairman W.E. Phillips had urged shareholders
to speak their minds, only one shareholder raised any questions
regarding the idea of paying $75.00 per share for stock that was
selling on the market a year earlier at $51.50 and two years
earlier at $32.00.13

The shareholders' meeting was described in a newspaper article
as follows: "The reason for the [shareholder] reluctance [to
question the purchase]," wrote Ralph Blackmore, Financial Editor
of the Globe and Mail, "may be some feeling that to question a
board of directors' proposal is to suggest disapproval of the
members personally.... Another reason may be the reluctance of
shareholders to appear anxious to cross swords with men whom they
feel have forgotten more about big business than the average share-
holder will ever know. Few want to be matching wits... yet
throughout the meeting the continuing impression was that this
three-man powerhouse stood ready to answer all questions. No
attempt was made to hide the fact that both McCutcheon and Taylor
were directors of Arbor Corporation from whom stock was to be
purchased, that one of them--McCutcheon--was chairman of the board
of St. Lawrence Corporation and that all of them--Phillips,
McCutcheon and Taylor stood to profit from the transaction-

n14

Argus Corporation financed its purchase of 200,000 common
shares of St. Lawrence Corporation for $15,000,000 through the
sale in June 1955 of $7,500,000 principal amount of 33% of secured
notes, series A, through W.C. Pitfield & Company Limited (these
notes were part of the $15,000,000 package authorized in October
1954, when shareholders approved the decision to purchase 725,000
common shares of Massey-Harris-Ferguson Limited and 100,000 common
shares of British Columbia Forest Products Limited) and through a
rights offering of common stock at $23.00 per share (l-for-4 basis)
which was underwritten by Arbor Corporation, the seller of the
St. Lawrence Corporation shares.15

Argus issued 259,380 common shares to its common stock share-
holders for $5,965,740, and also issued 14,517 common shares for
$333,891 to Arbor Corporation, the underwriter of the common shares,
who purchased the shares not taken up and paid for by the common
stock shareholders of Argus. The rights offering provided total
funds of $6,229,631 to Argus Corporation.

In 1961, a 93.1% interest in St. Lawrence Corporation was
acquired by Domtar Limited, another major investment in the Argus
portfolio, through an 1ll-for-8 share exchange.

TORCAN INVESTMENTS LIMITED

CNB became a major shareholder in Western Canada Breweries
Limited when it acquired the shares owned by E.P. Taylor and M.W.



McCutcheon. At October 15, 1953, CNB owned 23.8% of the outstan-
ding common shares. 18

Western Canada Breweries Limited then caused the incorporation
of a new company, Gran-tor Limited, and subscribed for all the
preferred shares in this new company. At the same time, Torcan
Investments Limited, a company formed by the Taylor, McDougald
group, purchased all the common shares (i.e. the voting stock) of
Gran-tor. Gran-tor subsequently used these funds to purchase all
the issued shares of Grants Brewery Limited of Winnipeg and caused
that company to merge with Western Canada Breweries Limited. 19

Torcan Investments Limited surrendered its charter in 1959 2°

HEATHVIEW CORPORATION LIMITED

Heathview Corporation Limited, a company formed by the Taylor,
McDougald group, was formed in 1954 to acquire the majority of
H.G. Ferguson's interest in Massey and 100,000 shares of BCFP. 1In
September 1954 Heathview agreed to sell to Argus 725,000 shares of
Massey and 100,000 shares of BCFP for an aggregate price of
$5,125,000,2!

The Argus board of directors considered both companies
"capable of substantial further growth....Argus should avail itself
of the opportunity provided of acquiring an additional share
interest in these companies which, in the opinion of the board,
would be more costly and difficult to obtain in the open market,"?2

Heathview made the Massey shares available in order that Argus
could increase its position in Massey. The purchase of these shares
increased Argus' investment position to 15.8% compared with 10%
befor%3the issuance of the 1,805,055 shares to Ferguson in August
1953.

Argus' prior investment position in BCFP was 300,000 or 15%
of the outstanding common shares. Following the transaction this
position increased to 400,000 or 20% of the outstanding common
shares.

In a letter to Argus shareholders, Taylor explained that the
725,000 shares of Massey represented a portion of the shares
acquired by Heathview Corporation from the Ferguson interests:

"The said shares were acquired under circumstances which made it
necessary for the group to act on very short notice in the interest
of all shareholders of Massey," Taylor said.2®

Ferguson, who had sold his company to Massey in 1953, disposed
of part of his 18% interest in Massey in the open market before
Heathview Corporation stepped in to purchase a large block. The
Financial Post reported that substantial sales of stock by Ferguson
were credited with being a significant factor in the decline in
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the market price of Massey shares in June 1954 from approximately
$9.75 to $7.50. The market price of the shares recovered to
$8.00-$8.50 per share after Ferguson sold the large block to the
Heathview group and resigned as chairman in July 1954 2

Argus financed the purchase of 725,000 shares of Massey and
100,000 shares of BCFP through the sale in October 1954 of 150,000
$2.40 cumulative convertible second preference shares, series A,
with a par value of $50.00 each ($7,500,000) and $7,500,000 prin-
cipal amount of 31% secured notes, series A, through W.C. Pitfield &
Company Limited. 27

The net proceeds retired $5,000,000 principal amount of 31%
secured notes and provided Argus with approximately $9,600,000 of
investment funds, $5,125,000 of which were employed to acquire the
Massey and BCFP stock from Heathview. The balance of the funds
were temporarily invested in Government of Canada Treasury Bills. 28

TAYMAC INVESTMENTS LIMITED

Taymac Investments Limited, at the time of its incorporation
on May 27, 1960, was owned equally by John A. McDougald, E.P.
Taylor (through Windfields Farm Limited), W.E. Phillips (through
Grew Investments Limited, now WEP Investments Limited, the estate
of W.E. Phillips) and M.W. McCutcheon (through Gormley Invest-
ments Limited, now the estate of M.W. McCutcheon). This vehicle
was used to acquire 250,000 common shares of Hollinger* from the
N.A. Timmins Corporation, which shares were subsequently sold to
Argus, pursuant to an agreement dated August 24, 1961. 29

In addition, Taymac now owns two-thirds of Tosa Limited**,
which owns 100% of the outstanding shares of Tomenson Saunders
Whitehead Limited. Tosa is a holding company that was incorporated
on July 27, 1962.30 Tomenson Saunders Limited, incorporated on
August 1, 1962, is the successor company to Tomenson, Saunders,
Smith & Garfath Limited, which had operated since 1937; recently,
the name of the firm was changed to Tomenson Saunders Whitehead
Limited.

Because Taymac's principals have been closely associated with
Argus, there was some controversy in the press regarding the
appointment of Tomenson Saunders Whitehead Limited in 1962 as
insurance broker for a number of companies in the Argus portfolio
(Massey-Ferguson, Domlnlon Stores, British Columbia Forest Products
and General Bakeries).

* - See Chapter 3, p. 77.
** - See Appendix C, pp. 175-76.
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CANADIAN EQUITY & DEVELOPMENT
COMPANY LIMITED

Canadian Equity & Development Company Limited (Canadian
Equity) was incorporated under the laws of the Province of
Ontario on May 4, 1953. At that time Argus acquired a substan-
tial equity interest by way of direct investment, advances, and
a guarantee of bank indebtedness ($760,000) totalling $1,147,500
at November 30, 1953,32

E.P. Taylor formed Canadian Equity to purchase 2,100 acres
of woods and farms on Toronto's northeastern fringe and to create
Don Mills, the suburban home to more than 27,000 Torontonians.
During the period 1953-68, Canadian Equity prospered largely
because it placed major emphasis on residential property develop-
ment in Metropolitan Toronto.

In addition, Canadian Equity controlled: (1) through its
wholly owned subsidiary company Don Mills Development Limited, a
6,200 acre tract of land (the Erin Mills Lands) located west of
Metropolitan Toronto in the Towns of Mississauga and Oakville;
(2) through its 50%-owned subsidiary, Greater Hamilton Shopping
Centre Limited, a 47-acre regional shopping centre which formed
part of a 67-acre shopping complex in the east end of
Hamilton, Ontario; and (3) through its 50%-owned subsidiary,
Aldon Developments Limited (the other 50% interest being owned by
Dominion Stores Limited), one neighbourhood shopping centre in
Brampton and one in Scarborough, Ontario.33

Argus sold its holdings in Canadian Equity in the spring
of 1965, realizing a profit of $1.6 million.

On October 29, 1965, Canadian Equity was converted into a
public company. On March 30, 1967, shareholders of Canadian
Equity sold 500,000 common shares at $2.50 per share through a
group of investment bankers headed by Pitfield, Mackay, Ross and
Company Limited. The number of common shares sold and the net
proceeds received by each of the selling shareholders is set out
in Table 13, together with the number of common shares retained
and the voting power represented by the selling shareholders and
by Caninvesco Limited, a wholly owned subsidiary of Windfields
Farm Limited.

On March 8, 1968, Canadian General Securities Limited (a
closed-end investment fund), Cemp Investment (a private company
owned by trusts of Samuel Bronfman, the late president of
Seagrams Limited) and Cadillac Development Corporation (then a
private developer of high-rise apartments, shopping centres and
housing subdivisions and 20% owned by Traders Group Limited,
which was in turn controlled by Canadian General Securities
Limited) acquired 3,801,850 or 79% of the outstanding common
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shares of Canadian Equity from CNB, Windfields Farm Limited and
Caninvesco Limited at $7.00 per share. Subsequently, and pursuant

to the terms of the agreement by which such shares were acquired,

the purchasers made a $7.00 per share offer to the public to purchase
the balance of the outstanding common shares. Under this offer,
Cadillac, Cemp and CGS acquired 950,452 shares or approximately

20% of the outstanding shares of Canadian Equity. The combined
holdings totalled 4,752,302 shares or about 99% of the issued

common shares.34

Table 13

CANADIAN EQUITY &
DEVELOPMENT LIMITED
SHARES SOLD MARCH 30, 1967

Percen-
Common Common tage of
Shares Net Shares Aggregate

Sold Proceeds Retained Voting Power
Canadian Breweries Ltd. 200,000 $ 460,000 1,672,500 35.46
Windfields Farm Limited 300,000 690,000 206,850 4.39
Caninvesco Limited Nil Nil 1,992,500 42 .24
500,000 1,150,000 3,871,850 82.09

Source: Canadian Equity & Development, prospectus,
Feb. 28, 1967.




CHAPTER 3

MAJOR LONG-TERM INVESTMENTS

In this chapter we discuss, in more-or-less chronological
order, the following major investment positions held by Argus
Corporation Limited: Canadian Breweries Limited; Dominion Stores
Limited; Massey-Ferguson Limited; British Columbia Forest Products
Limited; Standard Broadcasting Limited; and Hollinger Mines
Limited.

CANADIAN BREWERIES LIMITED*

As related in Chapter 1, in the thirteen years following its
incorporation in 1930, Canadian Breweries Limited (CNB) achieved
market dominance in Ontario by acquiring most (and closing down
half) of the breweries in the southern part of the province.
Following his resignation from the war effort in 1944, E.P. Taylor
began his expansion program. CNB acquired through a share exchange
Walkerville, Bixel and Capital Breweries to complete its Ontario
acquisition program. At the same time, CNB's equity position in
Brewing Corporation of America was increased to 72% .2

ARGUS INVESTMENT

In November 1945, Taylor and his associates sold their 221,890
common shares (12.7% interest) of CNB to Argus.3 From 1945 to 1968,
Argus increased its common share position from 221,890 to 2,400,000
shares while its percentage ownership decreased from 12.7% to
11.0% as a result of the issuance of treasury shares by CNB in
payment for some of its acquisitions. Argus acquired in the
open market 81,110 shares in 1946 when the stock traded between
$29.50 and $20.00, 27,000 in 1947 (market price range: $27.00 -
$22.25), 20,000 in 1951 (market price range: $21.63 - $17.00),
50,000 in 1955 through the conversion of 50,000 5% cumulative
preference shares $25 par value on a l-for-1 basis and 80,000 in
1960 (market price range: $31.00 - $44.75) for a total of 480,000
shares. Adjusted for the 5-for-1l stock split in 1962, Argus held
2,400,000 shares (11%), in 1968.4

EXPANSION

Management and Philosophy

Taylor outlined his thoughts for the extension of CNB's
interests from Ontario to the west to John A. McDougald in a
letter dated April 26, 1943:

* - See also Appendix A, pp.l113-17.
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...having been successful in Ontario, we have now
raised our sights and plan to repeat the process
in the four Western Provinces so that we will
become a truly national concern.

At the present time we supply Quebec and the
Maritime Provinces from our bottling plant in
Montreal. As there are not too many breweries
in that part of the country, we have no major
plans for that territory.... The West however
is a different matter. There are too many
breweries in all of the provinces and there

is a golden opportunity to repeat our Ontario
performance. You will readily understand that
there is a great advantage in being a truly
national institution. 1In normal times we
advertise in publications with a national
circulation and there is great wastage if we
do not sell our products in the entire
country....>

George M. Black, Jr., who joined the company as an Executive
Vice-President in 1949, was elected President of CNB in 1950,
succeeding D. Clive Betts who had guided the company through the
1940's. Black, who had a successful record in the brewing
industry with Western Breweries Limited, proceeded to reorganize
Brewing Corporation of America and to guide CNB through its
planned expansion, particularly in western Canada, using a decen-
tralized management approach. ®

Methods of Financing

During the period 1944 to 1968, CNB's major expansion
occurred in Quebec, western Canada, the United States and the
United Kingdom. CNB financed its expansion by means of share
exchanges, by the sale of sinking fund debentures ($127.5 million)
and by the issue of preference shares ($63.2 million) and common
shares ($32.2 million, over and above share exchanges).

Expansion, 1945-50

In 1946 CNB acquired for cash 86.4% of the common stock of
Dominion Malting Company Limited (Dominion). CNB's purchase was
prompted by the refusal of Canada Malting Company Limited, the
larger of two Canadian malting companies, to supply any more malt
to it. The acquisition ensured CNB of adequate supplies of malt,
since Dominion had just proceeded with construction of a second
plant, z}ctory Mills. Dominion became a wholly owned subsidiary
inn 1953

Quebec

In 1950, CNB's management decided brewing facilities in
Quebec would be more economical than paying freight from Ontario.
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An expansion program was developed, land was purchased outside
Montreal, plans were drafted and steel was ordered. Meanwhile,
Wilfrid Gagnon, a director of Canadian Breweries, suggested to
Taylor that it was unnecessary to build more brewing capacity in
Quebec, since National Breweries Limited was operating below
capacity and might be acquired. Taylor was familiar with
National's problems.

National Breweries Limited, incorporated as a holding
company in 1909, had rationalized Quebec's brewing industry by
merging 14 companies, closing 10 plants, and maintaining 4
operations. This action had had a significant influence on
Taylor, as evidenced by an excerpt from his letter of May 2,
1934, to W.T. Kernahan:

...As you are well aware, the objective to which
I have been working for the last four years

has been one of bringing about in Ontario a
similar situation to that which exists in the
Province of Quebec, where the industry is
virtually controlled by two companies. Our
thought is to let John Labatt be the Molson of
Ontario and that Brewing Corporation (Canadian
Breweries) should be the National Breweries of
Ontario....10

During World War II a seller's market had prevailed. As
supplies again became plentiful, Molson's ale, lightened to meet
a changing public taste, began to gain ground rapidly at the
expense of National, which had supplied 60% to 70% of the beer
made in Quebec with its principal brand Dawes "Black Horse", a
"heavy, hoppy ale". In an attempt to arrest the sales decline,
National acquired two more breweries in 1948, but when sales
dropped further in 1949, management decided to reduce its number
of plants. 1In 1951, two plants were closed and a third was sold
to Canadian Breweries for $3.7 million. Net profits had dropped
from $3.0 million in 1948 to $0.8 million in 1951 and the annual
common share dividend, paid since 1936, had been reduced from
$2.00 to $1.00.1!

Taylor entered into discussions with National's President,
Norman J. Dawes, in April 1951. An offer of $35 cash for each
preference share (4 votes) and a share-for-share exchange for
each common share (1 vote) was rejected by National's Directors
on June 7, 1951, as being too low. CNB countered, however, with
a new offer directly to shareholders of $50 cash for each prefer-
ence share, leaving the offer for the common unchanged.!4 The
shareholders tendered 21,320 common shares and 102,159 preference
shares giving CNB a 37.0% voting interest by October 29, 1951.
The market value of the transaction was an estimated $5.5 million.
Subsequently, the Superior Court authorized CNB to purchase the
remaining 8,841 preference shares outstanding for $50 cash per
share, so that by December 31, 1951, its interest was 39.9%.13
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Taylor said that had National's preference and common share-
holders accepted CNB's offer, and had the preference share-
holders reinvested in the company's common stock, the outstanding
share capital of CNB would have been 3,220,320 shares of which
the National Breweries' shareholders would have owned 998,872
shares or 31.0%.14

Notwithstanding its minority position, CNB was successful
in securing sufficient votes at National Breweries' annual
meeting on March 19, 1952, to elect its proposed Board of
Directors. Following the meeting, Wilfrid Gagnon was elected
President and Chairman and J. Armand Desrochers was elected
Vice-President and General Manager.l®

Soon after its election, the new Board suspended the
dividends on both the common and preference shares as a result
of the continuing decline in National Breweries' net profit.l16
Although earnings recovered dramatically in the following years,
the dividend was not reinstated until 1958.17

CNB, meanwhile, continued to acquire National Breweries'
common shares in the open market and by October 1954 it had
acquired 60%; by October 1964, it had acquired 100% of the
outstanding stock.l8

National Breweries' new directors and officers changed its
name to Dow Brewery Limited and consolidated the operation,
reducing the number of brands from nine to four and selling two
of the five remaining plants, subject to the condition that they
could not be used for brewing. The remaining plants were the
original Dow and Dawes Black Horse breweries in Montreal, and
the Boswell brewery in Quebec City. The Dow plant was then
expanded, the Dawes Black Horse Brewery was closed and the
Ranger Brewery in Kitchener was acquired from Canadian
Breweries.

Western Canada

In addition to the already noted motives for CNB's expan-
sion, there was the substantial factor of freight cost on beer
shipped from Ontario. In the late 1940's the company acquired
investment positions in two western breweries:“" approximately
30,000 of the 269,265 outstanding shares, or 11.1%, in Western
Breweries Limited of Winnipeg, with breweries in Manitoba and
Saskatchewan; and approximately 45,000 of the 577,738 outstan-
ding shares, or 7.8%, in Brewers & Distillers of Vancouver,
Limited, of which Vancouver Breweries Limited was a wholly owned
subsidiary.?!

With bank support, Taylor and McCutcheon purchased addi-
tional shares in Brewers & Distillers from certain English
shareholders. Brewers & Distillers, between December 1949 and
July 1951 purchased, through a $31.50 cash offer, all the shares

- 46 -



in Western Breweries Limited. In February 1950, Brewers & Dis-
tillers was renamed Western Canada Breweries Limited (WCB) and
Taylor and McCutcheon were elected to the Board of Directors.

CNB purchased the shares acquired by Messrs. Taylor and
McCutcheon and on October 15, 1953, held about 161,000, or
23.8%, of WCB's common shares. While CNB had two seats on the
Board, the majority of the Board represented various English
shareholders, who owned about 324,000, or 48%, of WCB's shares.
On the other hand the company's share interest, while a minority
one, was the largest held by a single shareholder. Although
there were no officers common to the two companies, CNB's
technical knowledge was available to WCB on a fee basis.23 WCB
paid a dividend on its common shares of 90¢ between 1947 and 1949,
$1.25 in 1950, including a 25¢ extra, $1.00 between 1951 and 1955
and $1.20 between 1956 and 1963.24

Through WCB, CNB acquired control of three other companies.
First, control of Grant's Brewery Limited of Winnipeg was
acquired when WCB caused the incorporation of a new company,
named Gran-tor Limited, to purchase all the issued shares of
Grant's. WCB in turn purchased all the preferred shares of
Gran-tor, while yet another company, Torcan Investments,* acquired
all the common shares of Gran-tor. Second, WCB succeeded in
purchasing control of Red Deer Brewing Company Limited in 1953,
when that newly incorporated company found it necessary to seek
funds for the completion of its brewery.25 Third, the company
acquired through a share exchange all the outstanding shares of
Calgary Brewing and Malting Co. Ltd. in 1961. The assets
acquired included control of Bohemian Maid Brewing Co. Ltd. of
Edmonton. 26

From 1953 to 1962, CNB acquired, from the English share-
holders and through open-market purchases, an additional 477,000
shares in WCB, resulting in a total investment position of
638,000, or 77%, of WCB's common shares. In late 1962, CNB
offered to purchase all WCB's shares not already held, at a
price of $36 a share. When the offer expired on January 14,
1963, CNB held over 808,000 shares or 98% of WCB's stock and
invoked the Companies Act (Canada) to acquire the remaining
shares.?’ This action, which completed the company's western
expansion, was financed by the sale of preference shares.

United States

After World War II, CNB undertook a major expansion in the
United States, where the industry was still made up of many small
local concerns, an encouragement to a national company that could
take advantage of economies of scale and national advertising.2?8

* - See Chapter 2, pp. 35, 37-38.
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The company had entered the U.S. beer market in the mid-
1930's by acquiring a 5% interest in Peerless Corporation, which
later became the Brewing Corporation of America (BCA). By the
end of World War II, CNB controlled BCA and, through a 1951
share exchange, it increased its holding to 95% of the issued
stock.?29

Initially, the investment was a disappointment: losses
between 1946 and 1949 amounted to $5 million and the firm ranked
an insignificant sixty-second among American breweries, with
annual sales of only 360,000 barrels. Then Taylor placed George
M. Black, Jr., in charge and renamed the firm Carling Brewing
Company Incorporated. Black launched, and his successor I.R.
Dowie implemented, a major modernization and advertising program,
and, within six years, Carling had moved into eighth place among
U.S. beer-makers, with annual sales of 2.6 million barrels.
While American brewing-industry sales increased at an average
rate of 2% a year during that six-year interval, Carling's sales
surged ahead at an average rate of increase of 32% per annum.

Carling's bid for an improved industry position was based
on a complete acceptance of the chain-brewery concept. Starting
in 1954, when its name was changed to the Carling Brewing Company,
management bought or built six additional Carling plants to
saturate all regions of the country with Red Cap Ale and Black
Label Beer: The Griesedieck Western Brewing Company at Belleville,
Illinois, was bought in 1954; the next year a Frankennuth,
Michigan,plant was bought from International Breweries, Inc.;
in 1956 a plant was built in Natick, Massachusetts; in 1958 a
new plant was built in Atlanta, Georgia, the same year the
Heidelberg Brewing Company in Tacoma, Washington, was acquir§9;
and, in 1961, a new plant was opened in Baltimore, Maryland.

In related moves, Dominion Malting formed a new subsidiary
in 1962, American Malting Inc., to acquire for $3.0 million the
plant and inventory of Perot Malting Co. at Buffalo, New York.
Finally, in its last acquisition move, Carling Brewing Company
acquired the assets of Arizona Brewing Co. Inc. in 1964.32

United Kingdom

In 1958, CNB arranged with Hope and Anchor Breweries
Limited of Sheffield, England, for each company to acquire a
share interest in the other, franchising the production and sale
of Carling's Black Label Lager in Great Britain and Anchor's
Jubilee Stout in Canada. Under the agreement, the company issued
38,724 common shares to Hope and Anchor in exchange for 324,556
ordinary shares of that company.33

In February 1960, CNB purchased 70% of John Jeffrey &
Company Limited of Edinburgh, Scotland, which then merged with
Hope and Anchor Breweries Limited and Hammonds United Breweries
Limited to form Northern Breweries of Great Britain Limited.



The holding company's name was later changed to United Breweries
Limited. 34

Hare Place Investments was formed in 1961 to acquire
holdings in brewing companies in the United Kingdom. - The
company was approximately 46%-owned by CNB and 54%-owned by
Charrington Breweries Limited.

In 1962, the company purchased for the equivalent of $1.8
million, 93% of the outstanding shares of Beamish and Crawford
Limited, a brewery in Cork, Ireland. The same year United
Breweries Limited and Charrington Breweries Limited merged to
form Charrington United Breweries Limited; in terms of the number
of public houses owned, the merged company became the third-
largest brewery in the country, with some 5,600 retail outlets.
CNB owned 10% of this new company, acquired at a cost of $17.2
million. 3

In 1967, Charrington United Breweries Limited merged with
Bass, Mitchells and Butlers Limited to form Bass-Charrington
Limited. CNB owned approximately 5% of the new company, which
controlled 11,100 pubs in the United Kingdom. 37

MARKET SHARE

From 1945 to 1964, CNB's net sales increased at an average
annual rate of 11% compared to about 5% for the beer industry.
During this period the company became Canada's largest brewer
and the fourth-largest U.S. brewer, as its market penetration
approached 50% in Canada and 6% in the United States. A break-
down of this growth rate in sales is presented in Table 14.

Table 14

CANADIAN BREWERIES LIMITED

AVERAGE ANNUAL GROWTH IN SALES

1945-64
1945-50 1950-55 1955-60 1960-64 1945-64
16.2% 14.8% 8.7% 4.7% 11.4%

The rapid growth of the 1945-50 and 1950-55 periods reflec-
ted more liberal drinking laws in Canada and aggressive market
expansion in the United States and Canada. As the opportunity
for expansion through acquisition declined in the periods
1955-60 and 1960-64, CNB's sales growth slowed accordingly,
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and by 1962 problems appeared that caused CNB to lose its
dominant market position.¥*

Canada

Competition, from Molson Industries Limited and John
Labatt Limited, increased sharply in the late 1950's and early
1960's. While CNB's market share was slipping from close to
50% in 1960 to 45% in 1964 to 36% in 1968, Molson and Labatt
were steadily increasing their penetration from approximately
24% and 20% respectively to around 29% each in 1968. **

This decline, which can be attributed to management's error in
concentrating on several instead of on two or three brands,
accelerated in 1966 when an accident in the Quebec City plant
caused CNB to lose temporarily the bulk of its share of the
Quebec market.

United States

Expansion in the 1950's had proceeded at an excessive rate
and Carling had entered areas of insufficient demand growth,
resulting in inefficient levels of production and in an over-
extended marketing structure by 1960. Furthermore, management
did not introduce a premium brand at a time when the market
dictated such a move, product quality suffered and its brand,
Carling's Black Label, began to lose market share. As a result,
Carling's overall market penetration, which had moved up from
3.8% in 1956 to 6.0% by 1959, had slipped to 5.2% by 1965,
while penetration by the three major brewers, Anheuser-Busch
(from 7.4% to 11.7%), Schlitz (from 7.5% to 8.6%) and Pabst
(from 4.0% to 8.2%), increased during this ten-year period.

United Kingdom

With the creation of Bass-Charrington Limited in 1967,
CNB owned 5% of the largest brewing concern in the United
Kingdom. It is estimated that the new company had sales of
$600 million, or 20% of the U.K. market.

RESTRICTIVE TRADE PRACTICES COMMISSION >°

As a result of its acquisitions, CNB, in 1954, owned close
to 60% of the brewing industry in Ontario and 50% in Ontario and
Quebec combined. The Director of Investigation and Research of
the Combines Investigation Act completed an enquiry in 1954 into
the manufacture, distribution and sale of beer in Canada. The
statement of evidence prepared contained certain allegations
against the company, which CNB considered unfounded.

* - See also Chapter 5, pp. 96-97.
** - See Chapter 5, p.97.
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The report alleged that the company had followed a deliberate
plan of acquiring rival brewing companies and closing, selling
or dismantling a number of plants to eliminate competition and to
dominate the industry in Canada. CNB stated that its mergers
contributed to therationalization of the brewing industry and that
its practices were in line with the general pattern of producers
to become fewer and bigger.

Toward the end of 1954, a hearing was held and the Restric-
tive Trade Practices Commission, in its report to the Minister
of Justice in June 1955, recommended steps aimed at preventing
further acquisitions or other alleged practices that might lead to
control of the Canadian brewing industry by CNB.

In November 1957, the matter was referred to counsel by the
Minister of Justice with instructions for prosecution. Hearings
before the Ontario Supreme Court began in the latter part of
1959. In February 1960, Chief Justice McRuer found CNB not
guilty of monopolistic abuses, ruling that the company neither was
in a position to carry on business without competition (or
substantially without competition) nor had the power to control
the market and fix prices.

PROBLEMS

As the opportunities for growth through acquisition diminished
in the late 1950's, and further penetration and profitability
became a function of astute marketing management, CNB was unable
to develop the organization necessary to overcome the competition
and its market share began to decline.

Black, who had joined the company in 1949 and who as
President had had notable success in the early 1950's with his
decentralized management policy and expansion programs, resigned
in 1958 when Taylor decided to reinstate centralized management
following three years of virtually flat earnings. His replacement,
I.R. Dowie, formerly Vice-President of Sales of CNB and President
of Carling, implemented Taylor's plans.

In the initial year of the new management structure, CNB's
sales and earnings increased by about 20%. However, the company's
preoccupation with efficiency of production at the expense of an
effective marketing policy caused CNB's market share to decline
between 1959 and 1965 from 50% to 44% in Canada and from 6% to
5.2% in the United States. As market share continued to decline,
the company increased its advertising and general marketing
expenditures in an attempt to reverse the downtrend, which placed
sharply increased pressure on profit margins. In the United
States, margins, which had always been relatively low due to the
high degree of competition in that market, declined to the point
where Carling was losing money.



In an attempt to correct the problems, John G. Campbell,
an accountant, replaced Dowie as President in 1965. Campbell
promptly decentralized the company along geographic lines,
enabling management to supervise and advise the subsidiary
companies without becoming involved in the day-to-day problems.
The reorganization of the Canadian-based operations entailed the
sale of four plants: Toronto (O'Keefe); Toronto (Dow); Red Deer
(Carling); and Nassau, Bahamas. Carling's U.S. operations were
consolidated in 1966 and its plants in Fort Worth, Texas, and
Phoenix, Arizona, sold.

The decline in profit margins of CNB's Canadian operations
was stopped, but its market share in both Canada and the United
States continued to slide, confirming management's inability to
contend with the astute innovative marketing techniques of its
competitors.

DIVESTITURE

Early in 1968, Rothmans of Pall Mall Canada Limited, Canada's
second-largest cigaret manufacturer, approached CNB, expressing
an interest in purchasing a sizable equity position. The prin-
cipals of Argus were contacted and, after lengthy discussions
with Rothmans' management, agreed to sell the 2,400,000 shares of
CNB held by Argus at $12 per share ($28.8 million) in June 1968.41
This price represented approximately a 50% premium above CNB's
trading level through the first five months of 1968.

SUMMARY

When Argus acquired its 221,890 common shares, or 12.7%
interest, in CNB in 1945, Taylor had already developed the company
into one of the world's largest brewing enterprises through the
rationalization of the beer industry in southern Ontario. From
the late 1940's through the 1950's, Taylor and his Argus associates
implemented this rationalization program on a national scale,
and by 1959 CNB had 50% of the Canadian beer market.

The company's success, however, may have convinced management
that Canadian and U.S. competition was too fragmented to pose
any serious threat to its dominant market position. Accordingly,
CNB did not differentiate between its internal and external sales
growth and, therefore, failed to formulate a distinctive marketing
policy. As a result, CNB's market share began to erode when the
competition implemented aggressive marketing policies in the
early 1960's in response to the evolving preferences of the postwar
population boom.

In 1965, Argus implemented management changes at CNB in an
attempt to arrest its decline in market share and pressure on
profit margins. However, the solution served only to ease the
pressure on margins, and the company's market share continued
its steady decline through to the time Argus disposed of its
investment in 1968.
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We estimate that Argus realized a net profit of approximately
$17 million on the sale of its investment position in CNB.*

DOMINION STORES LIMITED

ARGUS INVESTMENT

Argus corporation acquired 42,335 common shares of Dominion
Stores Limited (DMS) in November 1945, when E.P. Taylor, W.E.
Phillips and John A. McDougald exchanged their holdings of DMS
for shares in the newly formed Argus Corporation.** Taylor,
Philligs and McDougald had acquired their shares of DMS from
J. William Horsey in April 1945.42 Horsey, then President of the
company, had learned that a controlling interest in DMS was about
to be sold by French financier Frangois Dupré to Safeway Stores
Incorporated of Oakland, California. After negotiating for an
option to acquire the interest, Horsey turned to McDougald for
funds with only hours remaining before the option expired.
Approximately $700,000 was involved, but McDougald undertook
immediately to purchase the shares. "It is one of the best
examples I know of someone having the nerve to do something
quickly," McDougald said, "if we hadn't, in all likelihood, there
would be no Canadian controlled Dominion Stores. It would have
been all Safeway."43

During the period 1946-75, Argus Corporation increased its
investment position from 42,335 shares (15.1%) to 2,000,000
shares (23.5%) (adjusted for 4-for-1 stock split in 1950 and a
5-for-1 stock split in 1961).*** Argus acquired in the open
market 24,890 shares in 1946 when the stock traded between $21.00
and $28.50, 6,775 shares in 1947 at between $27 7/8 and $20.00
4,000 shares in 1951 at between $14.50 and $10.00, 75,000 shares
(on a l-for-4 rights offering at $33) in 1955, and 10,000 shares
in 1956 at between $32.00 and $44.25; Argus sold 5,000 shares in
1959 at between $92.50 and $49.00 and bought 100,000 shares in 1969
at between $17.25 and $11 7/8.%4

GROWTH IN OPERATIONS
Success, 1946-59

In 1940, two years after Horsey became President of DMS, a
major program had been undertaken to improve existing facilities.
The advent of World War II forced a postponement but the company's
"Program for Planned Development" was resumed in 1946, with Argus'

* - See Table 9, p. 26.
*x* - For the earlier history of DMS see Appendix A, pp. 118-19.

**%* - See also Appendix D, p. 191.

- 53 -



full support. By 1955, 133 inefficient stores had been closed
and 86 new stores, primarily supermarkets, had been built.4>
Total sales and sales per store had increased by 4.5 times and
5.1 times, respectively, and profit per dollar of sales had
moved up from 1.29¢ to 1l.71¢.*

The new stores were located in Ontario, Quebec, Nova
Scotia, New Brunswick and Alberta. With further expansion
through 1958, the company became Canada's first national food
chain. 46

Between 1949 and 1959, the company's sales increased at
an average annual rate of approximately 17% and profit margins
improved steadily; as a result, net profit in the year ended
March 31, 1959, was 4.75 times the 1949 figure. The common
shares of DMS appreciated significantly during this period,
rising in an almost unbroken line from approximately $5.50
(adjusted for a 4-for-1 stock split in 1950) to a high of $92.50
in 1959.

Competition and Consolidation

By 1959, however, opportunities were diminishing. Com-
petition increased, reducing profit margins drastically.
Contributing to this change were the following three factors.
First, regional food chains entered a period of rapid geographic
expansion, employing aggressive promotional techniques. Entrenched
chains reacted strongly and price-cutting resulted. Second,
as demand was growing more slowly than anticipated, expansion
programs proved overly ambitious and competition was further
intensified. Third, the position of independents improved as
organizations such as the Independent Grocers Alliance (IGA)
became more aggressive.

Accordingly, the company's profit per sales dollar dropped
sharply from 2.07¢ in the six months ended September 30, 1958,
to 1.42¢ in the six months ended September 20, 1959. The stock
reacted, falling from $90 at the beginning of April 1959 to $41
in mid-March 1960. As a result, management shifted its emphasis
from sales growth to a profit margin improvement. While sales
did not increase as rapidly as those of the industry as a whole,
profit margins were restored to former levels within five years.

DMS' slower sales growth in the 1960's can be attributed to
the following factors: 1) a premium-price policy that resulted
in a loss of market share to the independents in the first half
of the decade; 2) failure to expand as rapidly as the competition;
and 3) elimination of selling space (15 stores in British
Columbia and Alberta were closed in 1968-69, reflecting the
competitive position of Canada Safeway, which dominated the market
in those provinces).

* - See also Chapter 5, pp. 97-98, and Appendix B, pp. 150-51.
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New Directions

Unlike many of its competitors, DMS did not diversify into
the department store business. It was management's view that
the company should concentrate on the operation of high-volume
supermarkets. This also appeared to reflect the philosophy of
its principal shareholder, Argus.

DMS' diversification activities were limited to some moves
toward vertical integration, the major developments being the
following: the acquisition of approximately 45% of the outstand-
ing shares of General Bakeries Limited, a major supplier of the
company's private-brand bakery products; the purchase of all
the shares of Bittner Packers Limited, a manufacturer and
distributer of quality delicatessen products; and the acquisition
of a majority interest in The Willett Fruit Company Limited of
Saint John, New Brunswick, a major regional wholesaler.??

In addition, relative to its competition, DMS approached
the discount pricing market slowly. The hesitancy appears
mainly to have been due to inadequate warehouse facilities to
support the higher volumes that such a policy would generate.
As a consequence, the company experienced continual losses in
sales position and declining profits. By late 1969, however,
the company's Toronto warehouse was completed. After a period
of elaborate testing, a new merchandising policy, devised by
McDougald and T.G. McCormack, President, centred on "deep dis-
count pricing", was implemented. By comparison, Steinberg's had
introduced its Miracle Price Discount policy in February 1969.

The policy change, although tardy, appears to have been
eminently successful. Both total sales and sales per store have
risen at average annual rates of approximately 20.5% since
fiscal 1970.* Success may be attributed to the following
factors: the company's quality image; its truly competitive
prices; and the unwillingness or inability of some competitors
to follow. Most gains have been realized at the expense of
A & P, Loblaw Groceterias and independents, including IGA
operations, not equipped from either an operational or a financial
standpoint to compete in an extended price war.

The deep discount policy continues in effect today; however,
DMS' continued sales success is probably due more to its quality
image, the weakness of some competitors and its ability to secure
choice locations, particularly in Ontario, than to any impression
the consumer might have regarding exceptional price opportunities.
Nevertheless, the company is viewed as having very competitive
prices, and it is DMS' resolve to remain a price leader, as well
as the nation's largest food merchandiser.

* - See also Appendix B, p. 151.
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GENERAL BAKERIES LIMITED¥*

DMS owns 45% or 337,500 common shares of General Bakeries
Limited, the second largest baking company in Canada, which
supplies the company with substantially all of its private-
brand bakery products.

Another 12% interest is owned by McDougald, while the
remainder is in public hands.

General Bakeries was incorporated by Horsey, then President
of DMS, on March 12, 1946, and was established to acquire from
Taylor, McDougald & Company** the assets of Brousseau Limitée,
Purity Bread Limited, Bryce Bakeries Limited and Robertson's
Bakeries Limited.48 In 1946 Taylor, McDoygald & Company had
acquired from Purity Flour Mills Limited the assets of its
four subsidiary bakeries 50 (among the directors on the Board of
Purity were McDougald and McCutcheon). Taylor, McDougald &
Company acquired the assets for $1,300,000 and sold them to
General Bakeries for $1,406,250. General Bakeries financed this
purchase by the sale in April 1946 of 250,000 common shares:
35,000 shares at $1 per share sold privately to Horsey, and
215,000 shares at $5 per share sold publicly by R.A. Daly
Company Limited.>! This has been the only offering of General
Bakeries stock since the company was formed.

It is not known when, or from whom, DMS acquired its 45%
interest in General Bakeries.

SUMMARY

McDougald and Argus saved DMS from American control in 1945
and influenced the company's development into Canada's first
national and largest food merchandiser. Sales increased from
$32.0 million to $1.7 billion, earnings from $1.0 million to
$17.0 million and the number of employees from 1,638 full-time
and 400 part-time to 11,907 full-time and 12,844 part-time.

In the 15 years following World War II, DMS implemented its
"Program for Planned Development" that upgraded its outlets,
emphasized the extension of the supermarket concept and expanded
its operations to become Canada's first national food chain in
1958,

The success of the 1950's, however, had not prepared DMS
for the adverse developments of the 1960's (including slower-
than-anticipated growth in consumer demand, increased competition
from regional and independent retail food companies and discount
pricing), which drastically reduced profit margins.

* - For a detailed history see Appendix A, pp.. 120-22.
** - See Chapter 2, p. 36.

- 56 -



These setbacks notwithstanding, DMS recovered dramatically
in the early 1970's, increasing its market through the timely
introduction of its "deep discount pricing" policy,* to establish
itself as clearly the premier company in the Canadian retail
food industry. John A. McDougald in his appearance before the
Royal Commission on Corporate Concentration referred to this
major management decision:

Some years ago with Dominion Stores we decided
we would go into deep discount because the

chain operations were pretty sloppy, which meant
that we were going to be faced with quite a
shellacking for a little while.

Well, the management was absolutely right in
what they did. We knew that for a period we
were going to have a rough time but we knew,
or at least we felt that in the end we would
be right. As it turned out, fortunately,

we were, but the management were able to go
ahead and do these things knowing at least
they had our support-52

At December 31, 1974, Argus' unrealized gain on its DMS
investment was an estimated $28.4 million.**

MASSEY-FERGUSON LIMITED***

INTRODUCTION

Massey-Harris Co., Limited, was the result of a merger in
1891 of farm implement manufacturing businesses begun by Daniel
Massey and Alanson Harris in 1847 and 1857 respectively. ®3 They
achieved success by developing their own equipment and acquiring
the rights to manufacture equipment developed elsewhere, by
developing major export markets through demonstrations, creative
marketing techniques, price cutting, and extending credit. It was
not until shortly before World War II that Massey on its own
developed an important product, the first good self-propelled
combine harvester. It was in this area that the company excelled
in the postwar years. °4

In 1942, as a result of a reorganization, the number of
Massey directors was increased from ten to twelve, three of whom

* - See also Chapter 5, pp. 98-100.
** - See Table 9, p. 26.
**x* - See also Appendix A, pp. 123-28.



were to represent the preferred shareholders. James S. Duncan,
President, wanting to strengthen his Board, approached Taylor
to fill one of the vacancies. At the annual meeting of share-
holders on March 31, 1942, Taylor, W.L. Bayer, and Gordon C.
Leitch were nominated as Directors of the company, representing
the preferred shareholders. >° Taylor and Duncan also wanted
Phillips on the Board. He became a Director, representing
common shareholders, when a vacancy arose later that year.>6

ORIGIN OF ARGUS CORPORATION'S ROLE

On November 21, 1945, Argus acquired 55,195 preference
shares of Massey from Canadian Industrial Investments Limited
and Invesco Limited, of which companies E.P. Taylor and W.E.
Phillips were the major shareholders.>’ They had acquired these
shares during the three years following the reorganization of
Massey's capital structure and their appointment to the Board of
Directors in 1942.58 In 1946, Argus converted its holdings,
receiving two common shares for each preference share held and
became the largest shareholder with 110,390 shares or 8% of the
outstanding common stock. °9

In 1946, Taylor and Phillips, temporarily unable to invest
additional capital, persuaded Victor Emmanuel, an American indus-
trialist and president of a large American holding company with
an interest in a small farm-implement firm, to purchase shares in
Massey on their behalf.®0 Subsequently, Taylor declared to Duncan
his intention to amalgamate Emmanuel's company with Massey.
Phillips also stated that, with the combined shares of Argus and
Emmanuel, working control over the company could be established.®l

Duncan, however, fearing that control of the company might
pass into American hands, rejected the proposal. As the arrange-
ment was contingent on Duncan continuing as President and senior
executive officer, Emmanuel sold his shares in 1946 to Taylor,
Phillips and their associates. 62 Accordingly, Argus acquired
39,610 common shares of Massey during the year ended November 30,
1946, and 15,000 common shares during the year ended November 30,
1947, increasing its investment from 110,390 common shares, or
8%, to 165,000 common shares, or 14.4%.63

The participation of Taylor and Phillips in the affairs of
Massey increased and they soon controlled the company, something
which no small group of shareholders had done since the Massey
family had sold its interest in the 1920's. Control was achieved
through the appointment of directors supportive of their plans for
the company* and through the accumulation of stock. The decisive
change came at the annual meeting of February 12, 1947, when
J.S.D. Tory, J.A. Simard, and H.J. Carmichael were elected to the

* - See Appendix E, pp. 196-201.



Board of Directors of Massey, and J.F. Lash and F.K. Morrow were

not reelected. When the Executive Committee of the Board was
formed in 1948, representatives of the Argus group made up the

majority of its members and "it was clear that that group had gained
firm control of the company". 64

ARGUS INVESTMENT

As related above, Argus acquired its initial investment posi-
tion of 55,195 convertible preference shares (14.9%) of Massey
in a cash and share-exchange transaction on November 21, 1945.
From 1946 to 1975, Argus increased its equity position from
110,390 common shares (preference shares converted on 2-for-1
basis in 1946) to 3,000,000 common shares, while its percentage
ownership increased from 14.9% to 16.4%.%> Argus acquired 39,610
shares in the open market between December 1, 1945, and November
30, 1946, when the stock traded between $21.00 and $13.00 and
15,000 shares in 1947 at between $21.75 and $14.50; it sold
10,000 shares in 1948 at between $16.00 and $23.25 for a total of
155,000 common shares, equivalent to 775,000 shares following the
5-for-1 stock split in 1951. Argus acquired 725,000 shares from
Heathview Corporation Limited* in 1954 at between $7.375 and
$9.875; 150,000 shares in 1963 on a l1l-for-10 rights offering at
$10; 330,000 shares in 1966 on a l-for-5 rights offering at $26;
120,000 shares in 1968 in the open market at between $24.75 and
$14.00; 750,000 shares in 1969 at between $25.50 and $15.75; and
150,000 shares in 1975 at between $13.375 and $20.875, increasing
its investment position to 3,000,000 shares (16.4%) .66

As a result of the 1941 capital reorganization, there were
483,596 6.25% preference shares outstanding. None were converted
or redeemed before 1945. Between 1945 and 1949, however, a total
of 161,198 preference shares were converted into 322,396 common
'shares on a 2-for-1 basis, and a further 161,198 preference shares
were converted into 241,797 common shares on a li-for-1 basis.

In 1950, the remaining 161,200 outstanding preference shares were
converted or redeemed as follows: 124,810 shares were converted
to common stock on a share-for-share basis; 33,966 shares were
purchased for cancellation by the company at $30 per share; and
2,424 shares were called for redemption at $30.24 per share. As
a result, there were 1,539,160 common shares outstanding at
October 30, 1950. 67

In March 1955, Massey authorized the issue of 500,000
preference shares. The company sold 250,000 43% cumulative con-
vertible preference shares, $100 par value. These shares were
convertible into common shares on or before March 1, 1959, on a
1-for-10 basis, then to March 1, 1962, on a l-for-8 basis, and
until March 1, 1965, on a l-for-7 basis. Between 1955 and 1965,
235,616 of these preference shares were converted into 2,356,160 common

* - See Chapter 2, pp. 35, 38-39.
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shares on a 1-for-10 basis, 9,456 were converted into 75,648
common shares on a 1-for-8 basis, and 4,928 were redeemed. 1In
April 1959, the company sold 250,000 5% cumulative convertible
preference shares, $100 par value. Between 1959 and 1965, 5 of
these preference shares were converted into 30 common shares
249,178 were converted into 1,245,890 common shares, and 817’

were redeemed. At October 30, 1964, there were 14,820,038 common
shares outstanding.®8

GROWTH IN OPERATIONS

James S. Duncan
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