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R. A. Rew, for certain sharcholders (opposing the double lability.)
Sie Tromas Warre, K.C., appcaring on his own behalf.

Mr. Lre: My lord, I think there was some false impression gained by the
local press here yesterday in reference to some remarks which your lordship
addressed in answer to a suggestion made by me regarding the amount which
would be required to pay the depositors one hundred cents on the dollar.

I desire to bring that to your lordship’s attention. I do not think that your
lordship inteitded what wus contained in the local press which, apparently, would
lead to the belief that your lordship was taking a view of this case before any
decision is rendered in it. I just draw it to your lordship’s attention. Probably
your lorcship has not seen the local press in regard to it.

His LorpsuIp: Oh, yes, I saw what was there. The report which was in
the paper did not convey the meaning I had in my mind at all. I was discucs-
ing, as you will remember, the two ways in which the calculation might be
made, that is to say the idea of getting all that could be got out of the bank and
then seeing what the balance would be which the Government, under the peti-
tion, might be asked to assume. You, or Mr. McLaughlin, or both of you, put
forward the idea that the Government might put up the whole déficiency and
take over what I think you yourself termed ¢ the wreckage of the bank.” It
was rather as between the two methods that T expressed the opinion, and I
certainly did not intend to leave the impression contained in the report in the
local press. .

Mr. Les: I understood your lordship perfectly well, but apparently the
reporters of the Citizen and Journal did not get your lordship’s purport or what
your lordship said, correctly, so I thought it was my duty to draw it to your
lordship’s attention.
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His LorpsHIP: It has accompiished the purpose, I think. I have just been
handed the official report, and it bears out what you say, Mr. Lee, and correctly
reports what all of us said. It was furthest from my intention to suggest any
course that the Giovernment might take.

Mr. Lee: I quite understood that, my lord.

Argument by R. J. McLanghlin, K.C., resumed.

Mr. McLaveuuin: My lord, at the adiournment last night I had just
covered the correspondence of Sir Thomas White, and the question submitted
to your lordship is: What was done by the Finance Minister or the Department
as the result of the representations that were made?

The result was thut nothing wus done under the Bank Act. No inspection,
or audit, was obtained under Section 56A. The reasons given for that were Mr.
Crerar’s letter, and I have discus~cd that, to some extent, how Mr. Crerar stood
by the principle of an independent audit until that meeting in Ottawa which is
reported in the letter of the 23rd of March, where Messis. Haney and Lash
~ccured from him the letter in question. I have dwelt on that to some extent,
Mer. Crerar being the President of the Grain (irowers’ Company which company
had a thou-and shares of stock, and he being a large shareholder himself. Mr.
Haney with his great ingenuity, and having succecded in persuading Mr. Lash,
contrary to his own opinion, that an independent audii chould not be made,
impre=sed the idea upon Mr. Crerar that an indepcndent audit would bring
about a run upon the bank, and a failure which would be di-astrous to the share-
holders and which would make them responsible for their double liability. Quite
unconsciously, his personal interest being so great, they prevailed upon Mr.
Crerar to write that lctter.

1 can imagine the shivers that ran up Mr. Crerar’s spine when Mr. Haney
and Mr. Lash pre-sed upon him the view: Now, you urge an independent audit,
an independent audit will bring about the immediate failure of the bank and
what will become of the thousand shares of the Grain Growers’ Company, and
your own?

We must also recognize that, at that time, eight years ago, Mr. Crerar was
a comparatively young business man, and he was taken into camp by Mr. Haney
who was a very much older and more experienced man, especially in iniquity,
and Mr. Lash whose great reputation and great personality was, no doubt, over-
powering.

The very fact of that letter being obtained, and being presented the way it
was, would have impressed still further the idea that fraud was at the back of
it. It was something that should have weighed upon the mind of the Minister
in an absolutely different way.

Then the second excuse that the Minister gives is associated with the first,
that is, that an independent audit would have caused a run upon the bank.

Mr. Lash, in his letter of the 4th of March, suys his experience shows that,
while in his letter of the 20th of February he had refused to agree to Mr. Haney’s
suggestion to the same effect. No possible experience could have arisen between
times, and no possible experience has been quoted to your lordship, and no pos-
sible experience of that kind exists. There is no record in the history of banking
in this country, or any other country, where an independent audit caused a run
upon the bank. Runs upon banks are not so easily caused.

Sir Thomas White gave an instance that occurred recently. He said a
mere whisper, a mere word, had caused a run on the Dominion Bank. That
run was not the result of a mere whisper, or a word, but it was caused by the
fact that the public confidence in banking institutions in this country, from one
end to the other, had been shaken to its very foundation by the disclosures in
connection with the Home Bank, and the Merchants Bank, but especially the
Home Bank.
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Up to that time, runs were not so easily brought about upon banks. We all
know that in the case of the Merchants Bank there were rumours about the
great losses to the Merchants Banks for months before it was taken over.
There was no run. 'We know that in the case of the Banque Nationale for a year
and a half, or two years, there were rumours all through the country that the
bank had enormous losses. It caused no run. We know that in the Home Bank
itself, if an outside audit would have caused a run, surely the employees of the
bank would have known something about the enormous amount in this bank
that was locked up in the Frost account and in the Pellatt account, and would
not whispers of the state of the bank itself have far more effect in bringing about
a run upon the bank than a whisper of an independent audit?

The fact that an independent audit would have enused a run on the bank
has not been supported by any evidence worthy of any consideration at all. No
banker has been brought here to state, and no banker could be brought here
to state, that an audit or examination could not be made by the Bankers’ Asso-
ciation, or by an officer appointed by them, without causing a run, while we
bave Mr. Machaffie, an experienced banker, who explained how simply it could
have been done during the Iaster holidays without anybody knowing anything
about it, the Easter holidays coming in then, and what a eomparatively short
and superficial investigation would have been required to show the real condition
of this bank. \

We also have Mr. Edwards to the same effect, and we have Sir Henry
Drayton, while parrot-like he repecated the words from Sir Thomas White'’s
published statement, that an independent audit would have caused a run on the
bank, incidentally, a few moments later, he said, I had a man in the Banque
Nationale for a long time and knew everything that was being done, and yet it
caused no run. v

That, I think, is the lamest of all possible excuses.

Then the first reason that has been urged, is his confidence in Mr. Haney.
There is no reason alleged a< to what the foundation of that confidence was.
He made no effort to look up the record of Mr. Haney, while.in his own Depart-
ment there was the report of the late Mr. Justice Clute giving this man’s record
in connection with the Crow’s Nest Pass Railway which would, if it had been
turned up, have entirely satisfied the Minister as to the amount of confidence
that could be reposed in that quarter.

As a result of these things no investigation was made. An investigation
under Section 56A was justified, as Sir Thomas White himeelf said; in his evid-
ence on pages 345-6, 349 and 362 he emphusizes it, says it was justified and that
he intended to have it. But the investigation he intended to have in the first
instance was not an investigation at all, it was merely a comparatively useless
report from the bank’s own auditor. If it had been a case where there were
no charges of fraud, but merely further explanations required, a report from
the bank’s own auditor might have been all right, but where there were charges
which went to the credibility of the auditor himself and to the propriety of the
statements that had been sent into the Government and signed by that auditor,
nothing could be more worthless than such a report. The investigation required
here was a thorough investigation, such as Mr. Lash said could only be made
by an independent party who would be absolutely free from any influences, ot
the management of the bank. That ought to have been clear to the Minister,
that no half way, no pretended investigation would be of any use. 1 do not
know that I ought to quote philosophy, but there is a little bit of philosophy
that even a Cabinet Minister ought to know. I remember an old plantation
song the chorus of which was:

“ Half way doin’s ain’t no ’count
For this world or the next.”
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I think that applies to a half way investigution, and I think any man should
“have seen the folly of such a pretended investigation as was in the first place
suggested to Sir Thomas White. Later on he came to a different conclusion
and believed investigation should be by a man appointed by the Bankers’ Asso-
ciation, and that seems the wise thing to do, because they are the people most
anxious to prevent a run on the bank, the people most concerned for the credit
of the country’s banking institutions. Had he stuck firmly to that notwith-
standing Mr. Haney’s suggestions and notwithstunding the letter that Mr. Fisher
wrote to Mr. Lash in which he reported what Mr. Haney said, and notwith-
standing Mr. Lash’s letter of March 4th when he urged an inside investigation,
had Sir Thomas stuck firmly to his ground right down to the final interview at
Ottuwa reported in the letter of March 23rd when he was led to change his
opinion through the influence of Mr. Lash and Mr. Haney personally present
with him, this disaster would have becn prevented. It never occurred to him
before—and if there had been anything in it it would have occurred to him—
that an outside investigation would be dangerous in any way.

That disposes of the representations made in 1916. Now we come to the
fiasco of 1918 where Mr. Machuffic wrote to the Minister und the Minister took
no further steps than merely to ask Mr. Haney for information. It was apparent
to the Minister at that time that all the undertakings they had given to him
in 1916 had been broken. None of thein had been fulfilled. The promise to
have an inside audit and ingpection, full and complete, by Mr. Machaffie under
the authority of Mr. Haney was not kept, and no report was ever received. The
promise that the affairs of the bank should be manusged by Mr. Haney and tha
Western Directors wus not kept. The promise that interest on the Frost and
New Orleans accounts wquld not be tuken into profits was not kept. But for
two years interest on the Frost account and all the other frozen assets was
taken into profits; if it had not been the bank would have had no profits and
could have paid no dividend.

Qo that in 1918 the Minister fully understood how utterly unreliable the
assurances and promises of Mr. Haney were, and whatever shadow of an excuse
there might have been in 1916, there was none in 1918 for plucing further con-
fidence in these people.

Therefore I submit that the answer to these questions would be that the
representations fully justified an audit under Section 56A, and no such audit
was obtained.

The effect of such an audit would have been to show the true condition ot
the bank. Both Mr. Clarkson, Mr. Edwards and Mr. Machaffie say that an
independent audit in 1916 would have revealed the true state of the bank’s
affairs; Sir Thomas White on page 366-7 said an independent auditor would
probably have learned the truth. In answer to Mr. Lafleur’s question (368) he
goes on to say that an indepéndent audit was right and would have discovered
the facts. Mr. Edwards (514), Mr. Machaffic (403-4). Wkhken the question
was put to Sir Thomas White by Mr. Lafleur about an inside audit being falla-
cious he said thut the Home Bank affair had shown that such wus the case, but
that it was not known up to that time. Surely the history of the world is long
enough and the experience of centuries ought to be sufficient to show that
independence wus absolutely neces<ary in an investigation of this nuture. It
was not necessary for the Home Bank tragedy to oceur to prove that inde-
pendence was required in such a case. Humunity is supposed to differ from
the lower orders of creation in the fact that experience can be handed on frdin
one generation to another. The experience of the past was quite sufficient to
establish this. It does not require that every horse be stolen before the wisdom
of locking the stable door is understood. As far back as the time of Bacon it
was understood that the wise man is he who learns from the experience of others.

N\
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There are several other things stated by Sir Thomas White which I might
refer to. For instance he says; (374) the bank was not shown to be insolvent
therefore 1 was not bound to act. If the bank had been shown to him to be
insolvent the time for an investigator or auditor would have been past. The
day for the Curator or Liquidator would have arrived. TUnder Section 56A
it is not necessary that a bank be shown to be dnsolvent before the Minister
should have it investigated, but only that such circumstances be shown as
raise doubt and suspicion as to the bank’s integrity. He also says (352) that
public knowledge that three times the capital was locked up in four accounts
would have caused a run on the bank., Mr. Crerar testified to the same effect.
(455). Is a bank to be allowed to go on doing business and taking money
from the public when,facts are knowh to the Department of Finance and the
Government, the trustees of the people, that if known to the people would
show them that their deposits in that bank were not safe? Jn the recent dis-
cussion in the House some Members said that the people should decide them-
selves, they should judge as to what bank they will entrust their savings to.
How can they judge if information that would enable them to do so is deliber-
ately kept from them by the public servants?

Now as to the question of the state of the bank in 1916, the review of that
evidence I am going to leave to my colleagues; but Mr. Edwards (507 and 513)
shows that the bank in 1916 had suffered a diminution of its assets to the
extent of $3,370,000 which was equivalent fo the loss of its whole capital and
reserve and somewhere about $1,000,000 of the depositors money, which he
said left the bank in a position to pay out of its own assets about 94 or 95
cents on the dollar to the depositors, and leave the double liability in addi-
tion. If 50 cents on the dollar were realized on the double liability it would
pay the depositors in full. Mr. Clarkson (274-5) speaks to the same effect.

As to thé state of the bank at the time of failure in 1923 we have the
evidence of both Mr. Edwards and Mr. Clarkson. While I think that with
regard to the state of the bank in 1916 Mr. Edwards evidence is more reliable,
because he has given special attention to finding that out, which Mr. Clarkson
has not, of course the evidence of either of these gentlemen is entirely reliable
from the point of view of creditability, the only question is as to the oppor-
tunity for investigation which each man has had; so the state of the bank at
the time of failure and what it would realize is better known by Mr. Clarkson
than anyone else beceause for some nine months now he has been endeavouring
to realize on the assets and getting all possible information and must have a
great deal of material at his disposal in addition to what Mr. Edwards would
have. So I say that the evidence of Mr. Clarkson is thoroughly reliable in
respect to what the losses of tl.e bank will be, and he stated that it has lost its
whole capital and reserve and some $9,500,000 in addition. I am sorry we
cannot give your lords~hip details of that, but Mr. Clarkson has explained that
to give details of each account and the losses to be gxpected might have a very
serious and detrimental effect on the realization, which is a result that we are
all most anxious to prevent.

Then there is the question as to what could have been done by the Gov-
ernment under the circumstances. We have the evidence of Sir Thomas White
(359, 364, 365) and Sir Henry Drayton (138} that if they had known the true
vondition of the bank they could have had it taken over by another bank.
That perhaps goes no further than an opinion from these gentlemen. But it is
an opinion that is entitled to a great deal of weight, for.while of course the
‘Government has no legal power to compel another bank to take over this bank
and assume its liabilities, the Government could have brought about a liquida-
tion, could have referred the matter to the Bankers Association, and if that
Association had recommended a liquidation undoubtedly that liquidation would
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have taken place, if the officers of the bank hud refused to liquidate all the
Government would have had to do would be to let the public know the facts
and the public would have scen that the liquidation took place. A liquidu-
tion at that time, according to Mr. Edwards and Mr. Clark<on, with a reason-
able recovery on the double liability, would have paid the depositors in full.
I am leaving the evidence and the details concerning tlis to my eolleagues.

Then I come to the question of war condition which have been referred to.
This matter under ordinury circumstances would be a matter of the very highest
importance, no mattcr that came before the Finance Minister could be of
greater importance I imagine than ‘the representations made here. Under the
banking system of this country and our customs and habit: as to trade and
commcrce, the bu~iness of this country is carried on on credit, und the bankers
are the organizors and distributors of that credit. The funds they receive are
the deposits of the simple, honest, thrifty people throughout the country, people
who have little financial knowledge but who have great faith in the Govern-
ment and in the banks. That simple faith of the penple gives the banks a
billion and a bzlf of money. That money forms the basis of the eredit whicl,
enables all the manufactures and commereial and agricultural and mining inter-
ests of the country to be carried on. It is the life blood of our industrial system
and our commerce. The lack or the destruction of that credit, or even its impair-
ment to the extent of ten, fifteen or twenty per cent would bring about a finan-
cial crisis which would resu't in disa<ter and bankruptey from eaxt to west.

The banks are the heart which governs the circulution of money and
credit throughout the country. Anything that destroys that credit i like
cutting the jugular vein; it bring~ about death and destruction.

Now why did Sir Thoma~ White, with all that was before him, neglect to
have un independent investigation? Why did he, after March, 1916, pay no
more attention to this bank for two years and five months? And ther would
have paid no attention whatever to it unles< he had receiyed a letter from Mr.
Machaffie.  Why wa~ it forgotten? Why was it thrown in the di<card?

It is only fair for me to give the ex-Ministcr every oppurtunity and the
advantage of everything that can arise from the surrounding circumstances.
Al page 324 of the evidence, he puts in a portion of a public interview that
he had given to the press:—

“Under no circumstances would I have allowed a bank to fail during
the period in question. I had many difficult and dangerous financial
situations to deal with during the war. At its outbreak, in view of thé
panic which prevailed, the (iovernment, at my instance, placed itself
behind the banks of Cunada and gave public assuranée that it would
loan them such sums as they might require to meet the conditions of the
war, and would take all further steps necessary to ~afeguard the financial
situation during its continuance. At a later period I found it necessary
to make a stutement in the House to allay unrest cau~ed by the agitation
for the so-called conseription of wealth. If it had appeared to me that
the bank was not able to mect its public obligations, I should have taken
steps to have it taken over by some other bank or banks, or failing that,
would have given it necessary assistance under the Finance Avt, 1914.
Such action would, in my view, have been justifiable in the public interest
at that time.

“Tt is not unusual for Ministers to receive complaints from ex-officials
respecting financial or other institutions. If any Minister of Finance
since Confederation took greater pains in connection with any such com-
plaint than I did in the Home Bank case, I should like to have his name
and the particular instance drawn to my attention.”



HOME BANK OF CANADA 637
I turn then to page 359 of Sir Thomas White’s evidence. The examination
was as follows:—
Where he says “ At that time ” he mcans of course war time.

“Now I would ask you, if you found a bank in difficulties if it had
been shown to you at that time that the Home Bank was in <crious
difficulties, what would you have done to prevent its failurc?—A. If 1 had
believed that the Home Bank at thal time was in danger of failing,
closing its doors, was insolvent, 1 should have gone to the Canadian
Bankers’ Association and told them to take over that bank. Either to
one bank or more banks. ®

“Q. And what is your opinion as to what they would have done?—
A. T think they would have looked into the situation znd on the situation
or anything like the situation that was before me, they would have done
it. I think I would have made them do it.

“ Q. If the bank wa= not too far gone?—A. Yes. T would have made
them do it. When I say that, T had no legal power, but nevertheless I
feel confident that T could have got them to do it, beeause it was in the
midst of the war and if I had believed that that bank was in danger of*
insolvency or ahoutito close it< doors, T would Liave =aid to the Canadian
Bankers’ Association: ‘ You take over that bank.’

“Q. If you had known then what you do now, you would have donc
that, T suppo=e?—A. Absolutely.

“Q. You say: ‘I had many difficult and dangerous financial situa-
tions to deal with during the war. At its outbreak, in view of the panic
which prevailed, the Government at my instance placed it<elf behind
the banks of Canada and gave public assurance that it would loan them
such sums as they might require to meet the conditions of the war, and
would take all further steps necessary to safeguard the financial situas
tion during its continuance. At a later period, I found it necessary to
make a statement in the House to allay unrest caused by the agitation
for the so-called conscription of wealth. If it had appeared to me that
the bank was not able to meet its public obligations, I should have taken
steps to have it tuken over by some other bank or banks, or failing that.
would have given it necessary assistance under the Finance Act, 1914.
Such action would, in my view, have been justifiable in the public interest
at that time” That is on account of the war?—A. Yes.

“Q. During all that period, of course, you were very busy with war
work ?—A. Mr. McLaughlin, if you had had the load of work and re-
sponsibility that T had during that war, you would not be cro=s-examining -
me to-day.”

That would have been a happy situation.

“Q. I don’t deny that, Sir Thomas, and I don’t want to minimize
to any extent at all the very important and valuable work you did.—A.
And I don’t want to emphasize it.

“ Q. The immensely valuable work you did during that time, you
were raising war loans?—A. I certainly was.

“Q. That was something quite new, raising large loans in this
country ?—A. Decidedly so. :

“Q. You were a pioneer in that respect?—A. 1 was.

“Q. And I suppose I would not be going too far to say that I don’t
know how you had the time or the mind to give the attention that you
did to this Home Bank?—A. If you did I think it would not be an over-
statement. 1 was acting Prime Minister of Canada at this particula:
time, and Minister of Finance. Floating loans; working about eighteen
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hours a day; called up frequently at night with regurd to financial troubles
of various kinds. I don’t want to emphasize it, but you have axked me
the question and I am telling you.

“Q. And I suppose I would not be going too far to say that the great
dominating thought in your mind during all that period wus the war
work?—A. I think it was by far the dominant interest. I would not
say it was the sole interest, but the war, and the legi-lation in the Hou~e
of Commons, and my administrative work in the office and my work out-
side, of course absorbed all my time and all my thought.

“Q. In fact it filled every nook and cranny of your big head from
the sub-basement to the attic?—A. I assure you it did not seem any too
big at that time for the job I had. However, I am not resting on that,
Mr. McLaughlin. I claim I did my duty not only in connection with the
war but in all other respects. 1 am amazed that I found the time to do
half what T did in this.

“Q. T like human beings, you know, better than supermen.—A. Well,
I am a human being and not a superman.

“ Q. And ax human beings we do not expect everybody to be infallible
in his judgment. I make <o many mistakes myself that I love others
who do it.—A. I never thought I was infallible, but men in public life
cannot afford to admit that.”

Well now of course there is some truth in that. There iz an unfortunate
thing about our political situation, that while all history shows that the greatest
of politiciuns make great mistakes and many of them, yet it scems to be political
policy that a man 1s never to admit that he ever made a mistake, and that no
doubt is the dominant thought in Sir Thomas White’s mind when giving evidence
in this Court. It is political treason for him to admit that he ever made a
mistake. I believe politicians would be wiser to admit their mistakes, when
they make them, like the rest of humanity.

“ Q. But now that you are free from public life, as I said yesterday,
the truth will set us free.” :

That is an expres<ion that Sir Thomas White had used.

“A. T should have said ‘ nobody in politics.” I mean that in politics
one cannot afford to make admissions. I do not mean that in my evidence
at the present time I have the slightcst desire to state anything except
the absolute facts.

“ Q. It would naturally have been a very disastrous thing from a
public and national point of view, to allow a bank to fail at that time?—
A. Very scrious, very grave.

“Q. Tt was something that could not be permitted, T suppose?—A. 1
told you that if T had thought that the bank was in dunger -of failing, 1
would have had it taken over.

“ Q. That is, if you had known the true facts, you would have had
it taken over?—A. Undoubtedly.

“Q. That is my point. I would like to compliment you, Sir Thomas,
in closing . . . .” and so forth.

Then we have your lordship’s questions at puge 381.

“His Lorpsuip: Just before you leave, Sir Thomas, perhaps you
may help me in one thing which is in my mind. It will probably be argued
before me, und I may be asked to express an opinion upon it as to how far
the fact that we were at war, at the time of this transaction, operated in
gour mind in coming to a conclusion as to what would be the best thing to

0.
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One can reudily see that a course which would naturally occur to an
executive officer of the Finance Department in times when peace existed
would be a very hazardous and improper action at a time when the whole
thing was in, the melting pot and anything may happen. '

Now, how far, if at all, did thut enter into your mind in coming to a
conclusion? There is some evidenee sbout it, and I thought that if you

\ had anything more to say on that point I would be very glad to hear it.

Sir Tromas WHITE: I will be very glad to answer your lordship, and
I am glad you raised the€ question, because I should not have raised it
myself. I would say this, that it is impossible for a man to suy what
brought about a state of mind at a certain time, but, without any ques-
tion, a man who is, so to speak, riding the financial storm of war would be
influenced, to a certain extent, in his judgment as to the danger of taking
a certain course probably more than he would in a time of profound peace.”

Now I agree there with Sir Thomas White that it is very difficult for a man
to say at the present time what affceted his mind at a period long past. Our
memory is such that it takes greater cognizance of overt acts than it does of
states of mind, and it takes very little, if any, cognizance of the various con-
siderations that existed in forming a state of mind; so when you want to find a
state of mind at a time long past, it is safer that that should be determined
from the acts that a man committed at that time, from the surrounding cir-
cumstances, from the environment to which his mind reacted, than it would be
from any reliance upon memory to sum up at this day the various considerations
that entered into the forming of a judgment on any particular question. He goes
on to say at page 382:—

“T am not conscious that I was influenced by the conditions exist-
ing at that time, but I am not prepared to say that they were not a
factor in determining whether a certain course should be pursued, or a
certain other course pursued. I do not think anybody is quite capable of
saying that sir, because a man is unable to say what all the factors were
that entered into his mind and influenced his action.

I cun tell your lorship what the condition was during the war. 1
told you some thing of it. T was notified time and again, during the
war, of runs taking place here and there upon banks. I have becn called
up at all hours of the night, sometimes after I have gone to bed. I had
been in touch with the Bankers’ Association to close this gap, and close
that gap and the other, and T was swinging all the finance of the Dominion
of Cunada, and I was calling on all the banks to help me, with taking their
proportionate share of treasury bills and acting as my agents to receive
enormous sums of money which were’subscribed by their depositors, and
leaving that money on deposit with the banks. My policy was, and my
course was, to leave with cach bank, and T believe it was done ubsolutely
fairly, so much on deposit as was taken from the depositors of that bank,
because otherwise we might take more than a proportionate amount from
one bank and give it to another? Then we drew proportionately on those
banks for the moneyv that was used.

Generally speaking, sir, that would seem to me to be a fair summing
up of the situation.

His LorpsHiP: Let me suggest this to vour, Sir Thomas, please.
There is, as you know, in Marine law, the principle of average. Goods
nre sent out on a ship that is making its voyage, a storm occurs, and my
goods have, perhaps, to be thrown overboard, and your goods, and some-
body els¢’s have got to come in and help me out. You sce (say) there was
nothing approaching that condition of affairs in connection with this

)
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mattcr. That here wus a bank the failure of which might precipitate a
finuncial erisis at a time in which it was nceessary that the utmost con-
fidence should prevail, and the position which I am inclined to think may
he taken of it i~ that it was jcttisoned for the pubiie good.”

H:s LorosHip: That should be “you =ay therc was nothing approaching
that condition,” not “you see.” That word “se¢” <hou'd be the word “say.”

Mr. McLavgHLIn: “You =ay there wax nothing w«pproaching that con-
dition of affzirs in connection with this matter.” Then Sir Tnomas White
continues :—-

“I would not =ay that was =0. On the other hand, as I have stated
to your lordship, it is quite impos~ible for a man to mention all the
element~ that enter into his mind. He may be unconsciously influenced
by a situation, but, so far a~ 1 can ~ce at the present time, I am not
aware that it was a casc of jettiton at all, but T certainly would no*
have allowed a bank to fail during the war.”

That 1= the evidence upon that point. Now I think in fairness to Sir
Thomas White we have to take into consideration the immense amount of
work he was doing at that time. As he says, working cighteen hours a day,
acting Premier, Leader in the House, rai-ing war loans; and we must come to
the conclusion that his state of mind was influenced by his environment and
by the various things that were pressing upon him, and as he rays, the domin-
ant thought was always the war und the war work. He would not at that
time—whatever he might at any other time-—have allowed a buank to fail. The
mere suspicion that a public audit might have caused the failure of the bank,
impre~<¢d upon him by Mr. Haney and Mr. La<h, with the fact that his mind
was full of things which at that time—while a{ other times they would not
have been—were more important than the case of the Home Bank; the fact
of the overpowering and dominating importance of the war work filling his
mind, I think in justice to him we must ~ay that he was glad to get the Home
Bank off his hands, that he was glad to gt it disposcid of for the moment, glad
to leuve it in the hands of Mr. Huney and Mr. Lash, because he had not the
mind, he was not a supcrman, he was not a god, hc was only a human being,
he was working beyond the limits of kumanity; he suy= himself that for a short
time afterwards he had a nervous breakdown which necessitated his giving up
his work for ~ome months; I think we have got to take all of these things into
consideration, and as I have said before, I am not making any personal attack
upon Sir Thomas White; I fully and thoroughly believe that under ordinary
circumstances, if there had been no war on, Sir Thomas White would have
given the matter of this bank thg concideration that it deserved, he would
never have forgotten ahout it for yeurs, but we know that when great interests
and dominating thought are in a man’s mind, it is easy to forget the lesser
when the greater engrosscs the whole mind; so I feel that the reasons stated
by Sir Thomas White, the fact that after the failure of this bank, when he
gave the first interview, he gave that us ihe dominating reason, or as a domin-
ating reason, the fact that he say= now that during the whole period that was
the dominating thought in his mind, the quite reasonable fact that he says
he cannot tell at the present time—-and I don’t think anybody else eould tell—
what were the various factors that affected him in forming his judgment and
in the actions he took in this matter; but we all know that the human mind
reacts to its environment and consequently we cannot come to any other con-
clusion than that Sir Thomas White’s mind and actions were influenced by the
greatest thing in all his environment, the War, in overlooking what under other
circumstances would have been his bounden duty, and a duty of such vast
importance that it required the fullest and most careful examination and
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investigation; but vast as the importance of the failure of the Home Bank,
and its effect upon banking credit at this particular time, the life and death
struggle that this country and the Empire was in, was of still vaster import-
ance, and it might be easy for Sir Thomas White to say:—“I will let these
pcople have this bank, let them run it a while longer, and if the time comes
when it has to close its doors, I will make some other bank take it over, or
if not, I will give the necessary Government assi:tance to prevent any financial
erisis or financial trouble in the country.” I think in fairness all these things
have to be taken into con-ideration. The depositors in putting this case before
your lordship and representing it all the way through, are particularly desirous
of treating everybody fairly. We want to do complete justice to the reputa-
tion of every man. We are a-king the Government o do complete justice to
us, and we want to come in with clean hands; we want to come in, not abusing
anybody, but giving everybody full credit for every consideration that ecan
be raised, and trying to get at the real and actual truth of the matter, so that
we can not only receive justice, but do justice.

1 have now laid out the framework and my colleagues will go over the
evidence, backing up the theory that we have set forth. I submit to your lord-
ship that the material before you is sufficient to answer all of the questions.
The only question that we would like to have given you more information on,
is the state of the bank in 1923. I do not think that question is really sub-
mitted, but it is a matter that your lordship, of course, would want to report
on. Your lordship will appreciate the difficulties we have had in giving you
detailed evidence; we would like to have given greater detail in some respects
than we have been able to give. I am sure I thank your lordship for your
kindness and courtesy in listening to me so patiently. Mr. Lee will now follow
me.

His Lorpsuip: Mr. Lee.

ARGUMENT BY MR. LEE

My lord, I desire to thank the learned Counsel for the Government for
the very kind assistance they have afforded us during the progress of this
Commission, and on behalf of the 60,000 depositors whom I have the honour
of representing here before you, I beg to thank you, sir, for the uniform
courtesy which has been extended to the depositor’s Counsel and to the
Counsel representing others upon this Commission.

This is an investigation of very great moment to the people of Canada.
Upon your report will greatly depend what the Committee on Banking and
Commerce of the House of Commons, may recommend to the Government, in
so far as amendments to the Banking Act at this session are concerned. We
are desirous of having an interim report at as early a date as is possible
consistent with the tremendous amount of evidence which is before you, because
we are desirous in our request of asking the Government that if your report
should be favourable to us, that that report should be supplemented by way
of a bill which-would give to the depositors in this bank—some 60,000 of them—
full justice, if it is found that the statements contained in our petition,
presented to the Governor-General-in-Council have been made good by us.
Now, my lord, what are those statements. When the petition was presented to
the Governor-General-in-Council, we had not bad the opportunity of making a
search, nor were we aware of evidence which has been presented here, considerable
of it, through the kindness of the Counsel for the Government, and through their
assistance; and in drawing our petition we presented in it those facts which were
then in our knowledge, and which we thought, under those circumstances, if
we could prove those facts, would warrant the Government in coming to our
assistance. Now in the petition we state that:- .

7
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“(2) The said bank was a chartered bank doing busine-s under the
provisions of the Bank Act. Your petitioners are informed and believe
that in the year 1915 and again in 1916 and 1918 representations were made
to the Department of Finance of the Dominion of Canada respecting the
condition of the Home Bank of Canada and revcaling a state of affairs that
would have justified un investigation by the Department of Finance under
the powers conferred upon the Minizter of Finance under Section 56A
of the Bank Act, whereby he was authorized to examine and enquire
specially into any of the affairs or bu-ine-s of the bank.

(8) If. such audit had been made your petitioners believe that the
condition of the Bank would have been shewn to be such that its con-
tinuance in business could not have been further permitted.

(6) Your petitioners believe that if the said Bank had ccased doing
business at the time the said disclosures were made, the then existing
assets would have been almost, if not quite sufficient to meet all claims
of creditors, whereas, by reason of the bank continuing in business until
the 17th day of August, 1923, and greatly increasing the amount of moncy
belonging to the public on deposit, and at the same time permitting the
assets of the said bank to be greatly diminished in proportion to the
amount of the deposits, the present depositors have suffered and will
unless relief is granted, suffer a very revere loss.

(7) Your pctitioners submit that the reasons an audit was not
made of the said bank, and in accordance with the powers vested in
the Minister of Finance, were reasons of a public and national character,
and intended for tne benefit of the public at large and that therefore the
loss to the present depositors occasioned by tue bank being permitted
to continue to do bu-iness should be borne by the public at large and
not by the present depositors.

(10) Your petitioners therefore submit that whether rightly or
wrongly the depositors of the Home Bank of Canada were largely of the
opinion that the Finunce Department of the Government of Canada
exercised such supervition over Chartered Banks that it was impossible
for depositors to lose their savings entrusted to such a bank the charter
of which hud been renewed from time to time by Parliament and it is
further submitted thut the confidence of the people as a whole would be
greatly restored if adeyuate relief were granted to these depositors.”

| As one of the signers of that petition, and as Chairman of the National
Committce of the Ilome Bunk of Canaada, I probably would take a decper in-
terest than possibly other Counsel might in prercnting this matter to your lord-
ship. This mattcr strikes me from probably a different angle than it might
my learned leader. We huve alleged in this petition that certain facts and cir-
cumstances existed during 1915, 1916 and 1918, but that does not preclude,
I submit, that we can show that certain other facts and circumstances existed
in 1919, 1920, 1921, 1922 and 1923 which were also known to that same De-
partment of Finance, as we petitioned against. Now in reading the Bank Act,
I have been unable to find snything which would give such wide powers as
we learn from Sir Thomas White and Sir Henry Drayton, when they were in
the witness box here before us, they might have exercised. I do not find that
the Ministry of Finance has any power to take over any Bank, but I do find
inferentially that the Ministry of Finance has by way of investigation, either
under section 113, or by way of audit under section 56A, power to close a bank.
My learned friend Mr. McLaughlin has discussed with your lordship, at con-
siderable length, the reasons that prompted Sir Thomas White in doing what
he did during the progress of these negotiations in 1916. I am going, my lord,
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a little further, I um going to say here that hud the duty which I believe was
cast upon Sir Thomas White under this Act—that had he carried out the duties
which T believe he had the right to carry out under the Banking Act—that
had Sir Henry Drayton carried out the duties which I fully believe he had the
right to carry out under that Act—and had the Hon. Mr. Fielding carried out
his duties, which I believe he had the right to carry out under this Act, having
regurd, to all the facts and circumstances which are now known, and whick
could have been known by investigation—then this bank would not have failed.

At this point, permit me a.digression. Considerable has been said before
your lordship and in the public press in reference to the files of correspondence
of the Finance Department. As I understand the evidence—and I think your
lordship will correct me if I have misunderstood it,—I fully believe that the
facts which I am now going to relate, are correct as 1 stute them. There was
in the Department of Finance, on the public file of that Department, a large
amount of correspondence which I will call here “The Fisher correspondence,”
and which was sent to Sir Thomas White on or about the 22nd January, 1916.
That correspondence and that file, so far as the evidence before you, sir, is
concerned, remained upon the files of the Ministry of Finance during all the
time that Sir Thomas White was there, Sir Henry Drayton was there, and Mr.
Fielding, the present Minister of Finance, wus there. Sir Thomas White had
also a private, or call it a semi-public file, which he kept under his own direc-
tion; and when he left the Department, he left that file with his private secre-
tary, Mr. Roberts, which file remained with Mr. Roberts until about three
months after the failure of this bank.

During all the time in which this public file, which we have described as the
Fisher file, was there, Sir Henry Drayton had the advantage of seeing that file, of
reading that file, and writing to Sir Thomas White about that file, and of con-
ducting various correspondence in reference to that file.

Then after Sir Thomas White left he left his file there, which I think was
perfectly correct and proper, because they were papers upon public business of
the Department of Finance, and of the people of this country.

Sir Henry Drayton had also a semi-public private file, and while it may be
private to the Minister and is not meant to be public to the people of Canada,
still it does scem strange that Ministers should take away these filcs in a crisis
such as has come in connection with the Home Bank, so that depositors, whom
I represent, were given very much more, trouble in digging out the evidence
than they otherwise should have had.

Sir Henry Drayton took away his private file, and nobody had access to
that private file until Sir Henry Drayton produced it in this Court before you,
and the depositors had not the udvantuge of knowing what was in that file, because
we knew nothing about that correspondence cxcept by going through the liquida-
tor’s files to find what might have been there.

So that we reach a period down to when Sir Henry Drayton left the Depart-
ment and then, so far as we can find, there is no further correspondence. There
are no further papers except the usual monthly returns sent to the Government
in the usual course of events by this bank. So that, during the whole course,
from the time when Sit Henry Drayton resigned down to the present moment,
or down to the time at least, on the 23rd of August, 1923,when this bank suspended
and closed its doors, there does not scem to be one single document, there does
not seem to be one single communication from the successor of Sir Henry Drayton,
Mr. Fielding, down to the time the bank closed up. I think that is truly the state-
ment as contained in the evidence of Mr. Roberts, Sir Henry Drayton, and Sir
Thomas White.

If T have, in any way, misstated these facts, I would ask the learned counsel
for the Government to call my attention to it, because sometimes in these matters
we might not make as full a statement as we possibly might desire.
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Now I think, in that way, that T have cleared up the matter of where these
files were, the length of time they were in the Department, and what was done
with them.

The evidence of Mr. Roberts clearly shows this, that Sir Thomas White's
private file remained in the Department a long time after he had left and
resigncd as Minister. Sir Henry Drayton’s file also remained there but was not
acce~<ble tn Mr. Fielding, and that a short time after the bank failed these
two private files of Sir Thomas White and Sir Henry Drayton were <cnt
to Sir Thomsas White and Sir Henry Drayton respectively.

Tre angle at which this matter has presented itself to me, notwithstanding
the Petition which has been presented to the Governor-General-in Council, is this:
Large powers are placed in the hands of a Minister of Finance. His powers are
very wide; he has direct supervision of ull banks and banking interests of this
country.

The Government of this country gives to the banks, and the Bankers’
As<ociation, certain rights and privileges from the people, and ccrtain duties are
cast upon the banks and the Bankers’ Association, to the people from whom
they receive those rights, and, for such purposes, the Bankers’ Association is a
body exixting under the Bank Act, and certain powers are given to that Associa-
tion in the event of a suspension, or in the event of a bank being uable to meet
its liabilities,

I would like to point out, sir, that in the Petition which was presented
by the depositors no allegationsare made against any Minister of Finance.
What is distinctly stated in that Pectition is that we are attacking the Depart-
ment of Finance, and we =ay, inferentially, that had the Department of Finance,
through its proper Ministers acting during those years, and down to the time
at which this bank failed, done their duty in a proper manner, as we think
they were entitled to do, having been placed in the responsible position of
Ministers of the Government of this country, this bank would not have failed,
and that it is by reason of the laxity of these Ministers of Finance, it is by
reason of the duties cast upon them by the Act, and inferentially from the Act,
that this bank has, together with the want of proper care and management by
the Dircctors of this bank, failed.

Had the duties which were cast upon the Minister of Finance been car-
ried out with that due regard for their own duties, having regard to the fact
that they had already discovered in this bank such circumstances as would
warrant an ordinary man, not a superman, being put upon his inquiry, and have
been made suspicious of the circumstances which were going on in this bank,
having regard to those circumstances, those facts having been disclosed to those
various Ministers, this bank would not have failed, and, by reason of that ten
millions of dollars of the people’s money would not have been lost, and, there-
fore, we come to the Crown seeking from the Crown that money.

His Lorpsuir: That is a very clear statement, Mr. Lee.

Mr. Lee: Now I propose, in my humble way, to try and see if I cannot, in
some way, prove to your lordship those statements.

We are not making any complaints much before 1915, although I believe -
that this bank, from the evidence given now before vou, was in somewhat of a
dilapidated state in 1914, but if we look at the files which were sent by the
Western Directors, and which will be found commencing at page 17 of the
evidence, it is there stated by Mr. Fisher, acting on the instructions of Messrs.
Persse, Kennedy and Crerar, that the authorized capital of this bank was five
million dollars, subscribed two million dollars, and that five hundred thou-
sand dollars: of that was held in the Prairie Provinces; that the number of
shareholders in the West was roughly eleven hundred, and the number of share-
holders in the East was roughly six hundred. And, of course, my lord, they
had a very great interest in making these representations. They owned at that
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time, with their friends, probably over fifty per' cent of the stock of this bank,
and they found a state of circumstances, a state of wrongness, might I say, at
that time, a festering sore that if it had been properly treated by the Minister
at that time, if it had been washed and salved at that time, as I believe could
have been done— .

Mr. McLaveHLIN: Disinfected.

Mr. Ler: If it had been disinfected as my learned friend says. I -fully
believe that if the sanitary officers had been called in the putrid condition of
this bank, as now revealed to us, would not be here.

They had a great reason for going to the Minister of Finance. They had
been making representations to the Kastern Directors for some period of time.
These representations, apparently regarding General Mason as & Manager in
whom they had not confidence, had been made at verious periods of time from
1914 on, in fact, their confidence has been already lost.

Mr. Crerar deserves a vote of thanks up to that time for his efforts in
endeavouring to put this bank in a proper state, and he had reason to do so.
Mr. Crerar, one of the leaders of these Directors in the West, had induced his
own Company, or with his friends, to purchase a thousand shares of stock.
As was stated here, the Company, of which he was President, had issued a
prospectus, stating in that prospectus, what a splendid thing it would be for
the farmers of the West to invest in the stock of the Home Bank. It seemed
a reasonable investment to Mr. Crerar at that time, and consequently Mr.
Crerar felt called upon, probably more so than any other single Director of
this bank, to take-watchful care, to keep a strong eye, so to speak, over this
bank, and to see that it was managed properly, because his friends, his business
acquaintances, had taken stock upon his representations.

Mr. Fisher points out that early in the Fall of 1914 suggestions came to the
Western Directors that the business of the chief Toronto office of the bank was
not in good condition. There is a statement that, in 1914, the business was not
in good condition, a statement by one of the Directors, a man who should
know, if anybody knows, the business of the bank, and he became anxious,
therefore, to have the matter inquired into and thus lead to action being taken
on the lines therein indicated.

At page 18, my lord:

“Certain information was given at that meeting, with which, how-
ever, the Western members of the Board were not by any means
satisfied, as is shown by a letter of 17th February, 1915, addressed by
the Western members to Mr. A. C. Macdonell, that letter being sent to
him particularly because he was a member of the legal profession, and
we relied upon him to be of assistance to us in getting the fullest in-
formation possible.”

Then he goes on in that letter, and he states that the same matters were
further discussed at a meeting held in the end of December.
Then a little further down he says:

“At the November meetings we made enquiry as to whether any
recent inspection had been made of the Toronto office, and were told
by Col. Mason that it had not been deemed necessary to have it in-
spected because the business of-that branch came weekly before the
Board. We protested against the failure to have a regular inspection,
and at a subsequent meeting an inspection was directed to be made by
Mr. Adair, the bank’s supervisor. We specially urged that it should be
ready for submission before the annual meeting to be held late in June.

{

79220—2 . . '
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It turned out, however, that the inspection report was not ready when
the annual meeting wus held on 29th June, but we did not know of its
not being completed until we came to the meeting.” -

There is the first danger signal, 1 submit to your lordship, that would have
made a Minister of Finunce, in reading that correspondence,submitted to him
by Mr. Fisher, at least a little suspicious of \what was going on in the manage-
ment of this bank, and by reason of the Western Directors not knowing any-
thing about the annual report which was going to be presented to the annual
meeting until the annual meeting was held.

A man skilled in dealing with finances, as the Honourable Mr. White has
expressed it so well in giving his evidence, would have seen and would have read
that clause over.

We mu-t remember, when we are dealing with this matter, my lord, that
Mr. White was not the ordinary man going into the Department of thre Ministry
of Finunce. He was a man who had had a good deal of experience in various
departments of the civie service in the City of Toronto for long period of years.
He was a man who had received his diploma at the Bar of the Provinee of
Ontario. He wu- a mun who had had the .financial direetion of a very large
company, the National Trust Company, for a considerabie numbper of years,
and =o, therefore, he was not the ordinary man gomg into the Ministry of
Finance, and whose suspicions, by way of his experience, ~hould not have becn
aroused quite so easily by these words:

“We =pecially urged that it should be ready “or submis<ion before
the annual mecting to be held late in June. It turned out, however, thut
the inspection report .was not ready when the unnual mecting was held
on 29th June, but we did not know of its nut being complcted until we
came to the meeting.”

- Even admitting the war was on, and large loans were having to be lookel
after, and tremendous power and responsibility was given to Mr. White, but,
as he cays, very clearly, he had a good grasp of his duty, surely this first intima-
tion, in reading that, should have been the dunger signal hung out and cause
him to say, I cunnot treat thiz bunk in the ordinary course, I must be suspicious
of that management, I mu-t have =ume suspicion that things are not going along
very well, and I must keep my weather eve on this bank ail the time; I am not
satisfied when I get a ~tutement from within written at the instance of three
Dircetors of this bank, I must be more than carcful with this particular bank.

Now, this letter goes on, and it says:

“Farly in January, 1916, a letter dated 31st Deec., 1915, copy of
which is attached, was reccived from the General Manager, announcing
the resignation of Mr. MeNuught as a Director.”

A second danger signal. What is the mecaning of this? Even a glunce at
that letter announcing the resignation of a Director, taken together with the
rest of the letter, would have indicuted that everything was not right. It should
have meant that an investigation by him shouid be made. .

It further says:

“Announcing the resignation of Mr. McNaught as a Dircctor, and the
eleetion of Mr. Haney in his plae.”

Of course, it might be well argued, it might be well aid, that bauk Directors
are dying every duy, bank Directors are resigning for various purposes, and it
was of very little moment, «~pecially during the war when Mr. White had :0
much to do, but it goes on to say:
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“On or about the 17th inst., we received from the General Manager
a letter (copy- attached in the Barnard memo) announcing the resignation
of Mr. Gooderham—-"

Another of the Directorate. Not often do we find two Directors of a bank
resigning the very same day, that is not a common occurrence, and this ought
to have been another danger signal to Sir Thomas, and they point out:

“We knew nothing of this mecting, and we understand Mr. Macdonell
was still absent from the Province.”

They are pointing out that this mecting was an irregular one, so to speuk,
and they go on further to say:
(3

“We draw attention to the fact, referred to in the accompanying
memorandum relating to the Barnard loan—"

They have already announced the fart that Barnard has been elected in Mr.
Gooderham’s place, and Barnard, at this time, is a borrower from this bank.
He is now elected as a Director of this very bank, and Mr. Fisher points out:

“We draw attention to the fact, referred to in the accompanying
memorandum relating to the Barnurd loan, that the settlement of the
Barnard account was made on the 5th January, Mr. Gooderham being,
we assume, present at that mceting. A telegram from Mr. Gooderham
(copy attached) shows that he resigned his seat ut the Board on the
following day.” .

Now, that is the first danger signal to Sir Thomas White that something
wag not right in this bank. . ’

Exhibit No. 2, page 13. I would like to point out to your lordship that
that memorandum was also contained, and it was a memorandum in reference
to the Prudential loan, and in that memorandum Mr. Fisher is not by any
* means satisfied, repre<enting these Western Directors, because he says:

“IWe thought it well to make particular enquiries from Mr. Adair,
who made the report, as to the information put before him and he
has told us there is no entry whatever in the books of the bank showing
any connection with the New Orleans Railway save that these bonds
were held as security. He has told us that Mr. Anglin has been shown
pupers in connection with this matter ig the books held by Col. Mason,
but he (Adair) has never had access to them, and the only information
he had when the report was made was that contained in the report.”

If the Minister of Finance had read this document carefully, as he has
stuted he did, he might: easily have had another dangcr signal in this very
clause, that the chief inspcctor, Adair, has not been able) nor has he had access
to the papers in connection with a large loan representing upwards of $500,000.

Then we pass on to page 14, where Mr. Fisher says:

“Nothing of importance relating to this loan; ¢came up until
November, 1915, when the extraordinary situation shown in the attzched
correspondence was diselosed, indicating that the loan of $500,000 was
not made at all to the Prudential Company but to the New Orleans
Railway people, Mr. C. D. Warrcn, the President of thd former Traders
Bank of Canada being at that time the President of that Company.”

And T pass on, and at the%nd of that letter he says:
79220—23
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'
“The monthly returns of the bank under the Bunk Act do not, as

we understand them, disclose any current loan whatever outside of
Canada.”

That is a direct statement of the falsity of the returns of the Home

Bank made to the Minister of Finance by Mr. Fisher at this time. If it is
true, it was a very serious statement to make, and one which should have
placed the Minister in a position of suying to himself, if this matter has not
been looked upon by me seriously up to this time, it is time that I should look
upon it seriously now when a leading counscl, among other documents, places
before a responsible Minister a statement of that kind, when, at this very time,
if the statements are true, there was a loan made on the New Orleans Railway
of $500,000. s

Then we pass to Exhibit 3. If that was not enough for the Honourable
Minister, we have a memorandum here in reference to the loan of Mr. C. A.
Barnard, the gentleman who had just been placed upon the Board of this very
bank, the gentleman who had just taken Mr. Gooderham’s position, and. we
find that Mr. Barnard, from the Inspector’s report—I am reading now from
Exhibit 3—owed this bank $394,000. The security was 2622 shares of Home
Bank stock in the names of Barnard and Pellatt in trust. No trust deed is
held after deducting the balance at the credit of Banque Internationale account,
the stock will have to realize approximately 125 per cent to enable the bank
to avoid a loss. .

Sir Thomas might have been then suspicious with the receipt of the report
of a prominent officer of the bank, that that stock would have to realize 125
per cent in 1915. Please keep this in my mind, my lord, that this stock, when
it was placed upon the market by the Iome Bank, had realized 133, so that
if this statement i3 true there would have been a depreciation in 2622 shares
of $8 a share at that time. e

Then on the 22nd of January Mr. Fisher wrote a letter and a confidential
memo, to which I have already referred, and, among other things in that, he
said, page 18:

“We, protested against _the failure to have a regular inspection, and
at a subsequent meeting an inspection was directed to be made by Mr.
Adair, the Bank’s Supervisor.”

And then it goes on again to say: v

“We draw attention®to the fact, ‘referred to in the accompanying
memorandum relating to *the Barnard loan, that the settlement of the
Barnard account was mwle on the 5th January, Mr. Gooderham being,
we assume, pre<ent at that meeting. A telegram from Mr. Gooderham
(copy altered) shows that he resigned his seat at the Board on the
following day, 6ch January.”

Now, those are the statements contained in that memorandum, and those
were somewhat serious statcments, but these gentlemen were not satisfied.
They felt, no doubt, although they had placed that before the Minister that
pos<ibly they could get somewhere by corresponding with the late Senator
Macdonell, who was one of the Directors of this bank. They had already
sent, on the 17th of February, this letter to Senator Macdonell, and which Sir
Thomas White had the advantage of perusing, and in that letter they state:

“You will remember that certain statements were submitted from
the General Manager at that meeting, showing extremely heavy advances
from the Toronto office to certain customers of the Bank, and the way in
which the information was furnished was extremely unsatisfactory. For
instance, in one case, the indebtedness of a certain customer was stated on
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the first day of the meeting as being $1,100,000; and the very next day
of our adjourned meeting we were told a mistake had been made, and that
his actual indebtedness was $1,500,000, while on the next following day, to
which the meeting was again adjourned, it was disclosed that the in-
debtedness actually reached $1,780,000, while at the meeting of 30th
December it-was stated to be nearly $2,000,000, if not indeed more than
that sum.”

Sir Thomas White, when reading that statement, if he had never had any
suspicions in the correspondence which I have already read, should have had the
danger signal hung out .and all trains flagged immediately when he saw that
statement, if he believed that statement. Why should he not have believed
it? Was there any reason? Was it not a communication sent by these Western
Diractors to one of their own people about their own internal management of
this bank? If he wanted to test the weight of that evidence, feeling that there
might be some trouble on the Board or something of that kind it would have
been very easy for him to find out. He had in connection with the statement
which I have already read to your lordship, sent to him by Mr. Fisher, that state-
ment made by these Western Directors which was enclosed by Mr. Fisher to the
Minister. Was thut not something that should have aroused his suspicion?

Then they go on to say:

“After our return to Winnipeg, and no advice being received from
Toronto showing such action to have been taken, I wrote to the head
office for information and received copy-of another resolution that had been
passed by the Board at a later date, reading as follows: ‘It was moved,
seconded and resolved that the further duties preseribed for the Assistant
General Manager, and his associates Messrs. Adair and Dodds, in com-
pliance with the decision of a meeting held on December 30th, ult., will be

as follows:””

There is a suggestion to Sir Thomag that this bank is not in good condition;
that there is something radically wrong, because it says:

“(a) Place assets in a more liquid shape. .
(b) Report on possible economies.
(¢) Get in Past Due Bills.
(d) Obtain further sécurities on accounts where considered neces-
sary or desirable.”

t

Remember sir, that a year had elapsed since that letter had been written by
Mr. Fisher to Mr. Macdonnell. ‘

Then we pass along to exhibit No. 14 (page 30). These gentlemen in the
west were not getting very far apparently and they began to wale up again,
they are not satisfied, and on November 5th, 1915, they direct this letter to the
General Manager, the Hon. James Mason, and among other things they say,
after referring to the meeting:

“Meantime, we regard it as particularly urgent that immediate
steps be taken by the Executive to have a complete revaluation made on
a strictly-conservative basis of the Bank’s assets, so that the result may
be placed before the Board at that meeting.”

referring to a meeting to be held on Decemher 15th. They go -or‘l, to say:—

“It occurs to us, indeed, that it may be necessary to consider seriously
—as suggested by us indeed, as 'ong ago as last February—the question of
placing the matter before the authorities of,the Finance Department of
Ottawa.”
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Sir Thomas's attention was again directed in those words, and he could
casily sec that there was a great division upon that Board in regard to the Bank’s
affairs, that these Western Directors were honest in their criticism, and if some-
thing was done that they proposed to tuke it up with the Minister at Ottawa.
A period of ten months had elap=ed and apparently nothing had been done by the
management to satisfy them. .

But if that was not enough, Sir Thomas also had before him a letter of 18th
November, 1915, exhibit No. 19, page 35, which was written by Mr. Mason to
Mr. Crervar in answer to a letter of the 5th. Among other things he said:—

“What 1s of more serious conscquence, grave doubts are arixing as to
the financial ability of the Trust Company.”

referring of course to this Prudential Trust dompany.

“It is represented from sources which cannot be ignored that the
Company have their funds pretty well locked up and it now seems quite
possible that we may be obliged to reply upon the security to a more or less
extent.”

This was a communication from the management which brought to Sir
Thomas's particular notice one of these very, very large loans, that somecthing
was radically wrong with it, £500,000 was tied up in a lean out<ide of this Pro-
vince. He might then have sturted to investigate whether this bank had power
to make such loans out~ide of the Province under the Charter given to it by this
very Government. However I will*speak more about that towards the end of my
remarks. ,

He also might have been warned to snme ext nt Ly the letter writt n by Sena-
tor Macdonell to Colonel Mavon, exhibit No. 20, page 36 in which Senator Mac-
donell suid,

“T think the bank should muke every effort not to lose these securi-
ties but to protect them.”

That was rcferring to the New Orleans Railway where a large loan had been
made. . *

Then we pass on to exhibit No. 23, page 39. That is a letter from Messrs.
Persze, Crerar and Kennedy to the Manager, Colonel Mason, datcd November
30th, 1915, in which among other things, they say:—

“It was your expectation when your wrote the letter that a meeting
would be held within a week to receive the repurt of Messrs. Adair and
Anghin. . . . It must be borne in mind that this is a loan thut none of us
Wetern members ever had to do with. The advance was not authorized,
nor had the application for it come up for consideration, at any meeting of
the Board of which any of us were present. Least of all did we know, or
have any opportunity of knowing, anything whatever of the collateral
vecurity in the shape of honds of a Louisiana railway accepted by the
bank, that is before or when the advance was made.”

.
Then at the bottom of the page:—

“We recall that this Prudential case is the one in which it was
stated by yourself at a meeting in November, 1914, above referred to
that a sum of money deposited in the bank by the Trust Company was
held as s("vurity, whereas it turned out, as we understand it, that it was
actually trust money held by the Trust Company and deposited as such.”

Sir Thomus had that before him.
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Then we pass to Exhibit No. 24, a letter sent by Messrs. Kennedy, Crerar
and Persee to Col. Mason saying:—

“Meantime, we ares submitting to you a memorandum showing_ in
some detail points on which it will be necessary to get full information
before we can thoroughly understand the position.”

Following on to exhibit No. 26, we have the first appearance of Messrs.
Warren, Bristol & Morden, it is pointed out:—

“We note also that a firmvof Barnard, Bristol & Morden,—”
(They were not a firm.)

Mr. LarLevr: They were associates for this transaction.
Mr. Lee: Yes, composed of Mr. Barnard in Montreal, Mr. Bristol the

Member for Parliament for centre Toronto, and Mr. Grant Morden formerly
of Kingston I believe.

“Indebted to the Bank in over $32,000 are shown by the Toronto
Inspection Report to have given the Bank as security bonds of this
same New Orleans, Southern & G. 1. Railway.

We note that Mr. Z. A. Lash, K.C., holds the view that a sum of
$300,000 apparently on deposit from the Prudential Trust Company in
the bank, cannot be applied by the Bank to meet its claim.”

My learned colleague has dealt fairly fully with the Prudential, and I
will pass on to the letter from Mason to Mr. Crerar of December 10th, at
the top of page 49. I might draw your lordship’s attention to this fact: Mr.
Lash, while advising that the bank should not loan to pay off the Carroll loan
and otherwise look after the Algiers situation, advised that the delay obtained
should be used to bring pressure to bear upon the Prudential Company to clear
up the situation as to the attitude of that company. Then exhibit No. 31,
also before the Minister, a letter directed by General Mason to Mr. Crerar
in which he says, about half way down page 53:—

“You state that the firm of Barnard, Bristol and Morden is in-
debted to the Bunk for $32,000,—this amount is made up of three notes
of $10,000 each, and accrued interest, upon which C. A. Barnard,
Fdmond Bristol and W. Grant Morden are jointly and severally re-
Sponsible. It is not a partnership and was advances made direct to the
three parties mentioned in the collateral security of some $62,000 of
the bonds of the steam railroad.””

I think that cxplains what my learned friend Mr. Lafleur called my at-
tention to.

Then we pass on until among other letters which are not of so much im-
portance we come to Exhibit No. 34.

The first inspection report by Mr. Adair, made on July 21st, 1915, Notwith-
standing war conditions and all the labour Sir Thomas White had had looking
into thuse matters, surely some attention might have been paid to this report.
It was the first inspection the Toronto branch had ever had. If it were not such
a tragedy I might know how to characterize the conduct of the management, of
this bank. Here is the first report, made by the man appointed Chief Supervisor
to make a report to the Directors. He says:—

“Routine—The routine of the office shows signs of the lack of efficient
supervision. Discrepancies were numerous and are briefly outlined here-
under, they have already been taken up in detail verbally with the
management.
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Cash—Large chcques are held in the teller’s cash over night un-
certified. Returned cheques and sundry items are held as cash.

Collatcral Notes—The register of those was in very bad shape, and
many notes were not diarized.

Customers’ Papcrs—There was lack of system in the filing of these.

Current Loans and Discount—The total of these is some five and a
half million dollars made up as under:—"

The total amount was $5,517,410, and there were overdrafts of $824,411 in
o small bank which had a paid up capital at that time of about $1,000,000.

Mr. SymingroN: The paid up capital was nearly $2,000,000,—$1,900,000
in 1915.

Mr. Lee: Thén I beg pardon. Then when we come to cull loans; if there
had been nothing ¢lse come to thie mind of the Honourable Minister to arouse
his su=picions as a business man this should have done it. At that time there
were call loans amounting to $1,607,000 of which $1,492,000 was advanced to
Pellatt & Pellatt. That was a firm of brokers doing business in Toronto, from
which city the Honourable Minister of Finance comes and where he had a great
deal of acquaintance. '

“Stafi-—Some changes have already been made and more will be
recommended. On the whole the staff compares favourably with that
in other branches of the service.”

That is a very significant remark of Mr. Aduir’s. I do not know how
ironically he meant it, but from what has been disclosed before us now it appears
somewhat that way to me.

“In conclusion, it would scem that had regular réturns been made
to Head Office in accordance with the Rules and Regulations, and in
common with all other branches, the affairs of this branch could not
possibly have drifted into their present condition. The statements that
have been submitted have been signed by officers who knew them to be
incomplcte, and it is not surprising that laxity and irregularity have made
themselves manifest.”

What a splendid report of the first inspection of the Toronto branch. The
bank had started about 1905 and in ten years there had been one inspection of
the pluce where seventy five per cent or more of the money was loaned, and
these comments are made on it by their own Chief Inspector, they come to the
attention of the Minister of Finance. and we will see afterward what he does.

Then we pass along to Exhibit No. 41 on page 73, a letter from Mr. A. W.
Anglin dated December 2, 1915 to Colonel Mason in reference to the Prudential
Trust Company. He says:—

“1. Mr. Lash stated that the matter was primarily one for the Bank’s
Board to determine. He felt instinctively, however, on the whole situation,
that the Board should decide not to make the new advances which would
be required to pay off or take over the Carroll loan and otherwise lock
after the Algiers situation.”

Then we have a statement placed before him, Exhibit No. 42, of the Barnard
account, showing that this gentleman who had just recently been put on the
Board, owed this bank upwards of $411,000. '

Then on January 24th, 1916, Sir Thomas White wrote to General Mason
giving him notice that these various statements had been made. All I have been,
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reading from hitherto were documents that were enclosed to Sir Thomas by
Mr. Fisher. Then Sir Thomas White, having got this letter, writes to General
Mason and says:

“There has been placed officially before me a memorandum signed

by James Fisher, K.C. of Winnipeg, acting on behalf of Messrs. Crerar,

. Kennedy and Persse, Directors of your Bank residing in Winnipeg. This
memorandum calls attention to certuin accounts of your Bank about

which it is evident the Directors in question are much concerned, and in

the circumstances I deem it my duty to ask for full particulars from your

Board and from your Auditor whom I have to-day written in the matter.”

He points out the accounts in question:
1. Prudential Trust Company, $500,000.

Pellatt & Pellatt,-The Home City Estates Limited, Toronto City
Estates, Limited.

3. A. C. Frost & Company. .

And there are some other accounts, he says, referred to in the Inspection
Report mentioned which would appear from the report to be in an unsatisfactory
condition, but the three set out above appear to be those about which the Western
Directors are chiefly concerned; and he asks him:

“I shall be obliged if you will write me officially, sutting out concisely
the history of these loans and indicating the amounts of unpaid interest
(if any) in such accounts........ Apart altogether from the question
of security, the loans appear to me to be exceedingly large having regard
to the capital of your bank—"

Sir Thomas is at this time seized of the fact that having regard to the capital
of $1,960,000 there was more than the whole capital of that bank out upon these

three loans. He says:— 1

“In directing to you this letter with reference to the memorandum
which, as I have stated, has come before me officially, I am following the
practice which we have hitherto adopted in similar cases and am acting
under the Provisions of Section 113 of the Bank Act.”

Could he not have acted under Section 56A of the Bank Act? He could
have changed his practice, he did not need to act under Section 113.

Section 113 in my opinion is a very reasonable way of doing things, not
quite so drastic perhaps as Section 56. Section 112, subsection 4, says:—

“The Minister may also call for other or special returns from any
bank, and may require that the bank shall transmit or deliver such other
or special returns at monthly or other prescribed periods, or whenever in
his judgment they are necessary to afford a full and complete knowledge
of its condition.”

Section 113 says:

°
“Every return provided for or required for under the last preceding
section $hall be accompanied by declarations which shall be a part of
the return, and the declarations shall be in the form set forth in schedule
G. to this Act, and shall be signed by the Chief Accountant or by the
Acting Chief Accountant, and by the President,—”

Mr. SymiNgToN: What year is that?
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Mr. Lee: The 1923 revision.

Mr. SymiNgroN: Under the old Act section 113 is the section which gives
the Minister the right to ask for information. )

Mr. Lee: Then it will be section 112. I will undertake to give it to your
lordship. I huve the wrong copy.

Mr. SymiNeToN: The present Act is much more detailed than the old Act
as to the nature of the information. The old Act was that he could eall upon the
bank for what information he wanted. :

Mr. Lrn: It really corresponds with section 112, subsection 4.

Now section 56A of this Act to which I huve referred was not changed at
all from the old section.

Mr. SymingroN: I think not.

Mr. Lee: Section 56A reads:

“The Minister may direct and require any Auditor appointed under
the next preceding section of this Act, or any other auditor whom he may
select, to examine and inquire specially into any of the affairs or bu<iness
of the bank, and the Auditor so appointed or selected, us the case may
be, shall, at the conclusion of his examination and inquiry, report fully
to the Minister the results thereof.”

Then subsection 4:—

“The person selected by the Minister under this section shall, for the
purposes of section 153 of this Act, be deemed to be an auditor of the
bank.” '

Mr. SymingTon: 1 think that is different in the new Act.
Mr. LEe: Then I will undertake to see if it is.

Sir Thomas was requested for further time in a letter from Col. Mason.
Colonel Mason agreed that under section 113 he had only thirty days to make the
statements. On January 26th, 1916, Sir Thomas said:—

- “I do not state any time limit for the return requcsted but as the
allegations made to us on behalf of certain of your Directors, who should
have knowledge of the matters in question, are of so serious a character
I think it advisable that your reply should be completed and forwarded
at as early a date as possible.”

Then on Januury 24th, Mr. White also wrote to Sidney H. Jones, Exhibit
No. 46 and among other things said to him:

“Under the provisions of Secction 56A of the Bank Act I now direct
and require you as auditor to inquire into the accounts mentioned and
report to me in all proper detail respecting them.”

Then on January 24th, 1916, Mr. White writes a letter to Mr. Fisher
acknowledging receipt from him, acting on behalf of Messrs. Crerar, Kennedy
and Persse, of the memorandum with correspondence attached and the report
of the inspection of the Toronto branch; and he said:—

“T have drawn to the attention of the President and the Auditor
of the bank the accounts about which I understood from you your
clients were principally concerned.” .

Then we pas< on in relation to Mr. White’s khowledge, until we get the
letter of February 2, 1916, exhibit 50, written by him to General Mua-on in
which he sars among other things that he wunts a copy of the agrcement between
the Bank and the Prudential Trust Company.
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“ It will be neces~ary for me in this connection, in order to ascertain
the financial respoh-<ibility of the Prudential, to order an investiga-
tion under the authority of the Trust Companies Act.”

Of course he had wider powers than given under the Bank Act. He was
then threatening to order an investigation of that particular account under the
Trust Companies Act. ,

Mr. SymingTON: An investigation of the Trust Co.

Mr. LeEe: Yes. And as far as the evidence before us at the present time
shows, Sir Thomas seems to have forgotten all about this. He seems to have
gone away and slept during the next two or more years and forgotten that
such a letter was ever written. That is the first we have heard about any
investigation under the Trust Companics Act, and we huve never heard of it
since. The only thing we have heard is that there was a report made at some
future time by one of the mercantile agencies in reference to another trust
company.

Mr. SYMINGTON: Are you sure of that?

Mr. Leg: It is the Fidelity Trust Company, 1 beg pardon.

Then on page 80, on February 2, 1916, Mr. White makes a memorandum
in this matter like a good business man, Exhibit No. 51:—

’

“ Memorandum re Home Bank of Canada.

Messrs, Haney and Barnard, K.C,, called on me a few days ago*
with reference to the affairs of the above bank. They stated among
other things that thby had only recently become Directors and believed
if given a little time they could reorganize the affairs of the bank so as
to place it upon a much better basis.”

Why reorganize? Was not that a danger signal to Sir Thomas White?
Was he not seized of certain correspondence? All he had done up to that
time was to ask their own Auditor for an investigation of certain accounts.
He goes on and says:— .

“ With reference to the matter of payment of dividendgeand taking
into profit account interest upon such loans as the Frost loan, I stated
that this was a matter of judgment developing upon the Directors who
would have to be careful to see that they did not by payment of
dividends impair the capital of the bank and diminish the security of
depositors and other creditors.”

It was very kindly advice, and well meant, that Sir Thomés gave, to these
gentlemen at that time. But advice is not often tendered unless there are
reasons for giving it, especially by a man like Sir Thomas White of such great
experience, and as Minister of Finance. So he must huave had some very®
compelling influence in his mind to cause him to point out to two other
business men, one of them a King's Counsel at Montreal, that they would
have to be very careful not to pav dividends so as to impair the bank’s
capital. 'WhY did he point that out? Did he not have some fear that these
gentlemen were going to pay dividends out of capital, which wuas a serious
criminal offence? He must have had something in his mind to cause him to
make this note at the time. .

Mr. Symingron: Will you notice the beginning of that sentence, “ I spoke
strongly as to the Frost account....”

Mr. Lee: They discussed with him generally the Prudential, Frost and
Pellatt accounts. “ 1 spoke to them strongly as to the necessity for bringing
pressure to bear upon Pellatt and the Prudential Trust- Company, whose affairs
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I stated I would probably investigate if I came to the conclusion that it was
not living up to its engagement with the bank. T spoke strongly as to the
Frost account, and generally impressed upon them that a Leavy duty developed
upon them in respect of the administration of the bank with which they were
now identified.”

Mr. SymingToN: The next sentence is the one I had in mind.

Mr. Lee: “ With reference to the matter of payment of dividends and

taking into profit account interest upon ~uch loans as the Frost loan—"

He must bhave had in mind at that time, after looking over the various
statements, thut they had taken into profits certain large amounts of interest
which had becn cupitulized, and from which they kad been paying dividends,
which in itself wuas a eriminal offence for which they would be liable if they
were parties to it. That was another *danger signal that he had to do some-
thing, somehting real, something that would stop transactians of this kind.

Then he gets another letter from Mr. Fisher written on February 18th,
in which Mr. Ficher among other things puints out to him aguin, (page 82):—

“It is true that my client~ are most desirous to co-operate har-
moniously with Mr. Haney, whom Mr. Lash, rightly as I think, regards
as the strong man—"

I would direct attention to that word “strong” used by Mr. Fisher,
because at the end of my argument I am going to draw certain conclusions as
to how this bank was wrecked and who helped to wreck it.

“But it was quite clear to me that they Jvould not for a moment
be content with afi investigation to be conducted by the Board as at
present constituted. It was decided, indeed, that after Mr. Crerar
returned I was to prepare a communication to be sent to you, expressing
most strongly their desire that a speciul audit of the bank’s affairs—
touching especially the larger accounts in the Toronto Office—should
be directed by the Finance Department.”

There is a direct specific request again from Mr. Fisher to the Minister.
They had already sent one on the 22nd of January, 1916, they had sent the
documents along with it, but nothing was being done up to this date, nothing
effectual in their opinion. Mr. Fisher says he wants something done.

It is quite clear to me that they would not for a moment be content with an
investigation to be conducted by the Board. Who is desirous of having it con-
ducted by the Board? Why, the Board it<elf, except Crerar, Persse und Kennedy.
They do not want it conducted by the Board. They are asking the Minister of
Finance to conduct that investigation and to do his duty, and their Counsel is
reiterating that request. On the 18th February he says to Sir Thomas White
in words to this effect: T wrote you on the 22nd January; a month has clapsed;

"I sent you all the documents bearing upon this matter; what have you done?
That is the meaning of that letter, and he goes on and points out specifically
that it was decided that after Mr. Crerar returned I was to prepare a communica-
tion to be sent to you expressing most strongly the desire that a special audit
of the Bank’s affairs, touching specially the larger accounts in the Toronto
office, should be directed by the Finance Department.”

Mr. SymiNeroN: I would like my learned friend to point out that that
aroce from the wire subsequently sent by Mr. Lash. He suggested in his wire
of the 15th an in<ide audit.

Mr. Lee: Yes. Then we pasc along to the 21st. Exhibit 53; and Mr.
Fisher writes S8ir Thomas the letter of 21st February. If he had not placed it
strongly enough to Sir Thomas upon that occasion, he writes him this letter and
he marks it “Personal.” ¢
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“I wrote you on the 18th inst. in this matter, and Mr. Crerar having
now returned I have gone into the matter with the three Western members
of the Board, and am writing this further letter upon their instructions.
They very decidedly approve the view expres<ed in Mr. Lash’s telegramn
referred to in my letter, to the effect that a full investigation is required.”

They do not ask for one, two, three or four accounts in the Toronto office.
They have never asked for one, two, three or four Toronto accounts, or these
accounts to be investigated only . They have been continually calling out to
Sir Thomas White all the time, we want this bank investigated under 56A of the
Act. That is what they have been crying out for. And at this time, so that Sir
Thomas will know what Mr. Fisher really means, he says:—

“This, of course, they understand to mean a full investigation of the
bank’s affairs generally, including the acts and conditions that have led
to the present situation.”

Could Sir Thomas have wanted any larger or greater request to do his duty
faithfully by the people of this country than in that letter of February 21st,
following up the letter of the 22nd January? And then they go on and they say
at page 84, among other things:—

“My clients’ anxiety, however, is about the handling of, and dealing
with the present large accounts, and as to these the first requisite, in their
judgment, is to get at the actual facts, and in their judgtent this cannot
be effectively done under an investigation by the present Board.”

That is, they are pointing out all the time, taking thosce two clauses, one
in connection with the other. We want no investigation from within, we want
an independent investigation from without; we want you, Sir Thomas, to have
this investigation made, an independent audit, with which the Board will have
nothing to do. Then if he can he will give him any further information, and
desiring to cooperate with Sir Thomas he says at page 85:—

“I am also enclosing copy of a marcantile agency report on the
Fidelity Trust Company, whose paper was taken to cover the remainder
of the Barnard account after the -ettlement. From this you will see,
amongst other things, that Mr. Barnard himself is a Director of this
company, and its hffairs, you will see, are understood to be largely in the
hands of his law firm. On the whole, it is the hope of my clients that
you will be able to see your way to direct a full investigation by an
auditor appointed by your Department.”

He does not say an auditor appointed by Sir Thomas White, in the bank;
he says an auditor appointed by your Department. That is what he says in
that communication at page 85. And there is not up to the present moment,
one tittle of request from Mr. Fisher or his associates, Col. Mason or anybody
else, that they want an investigation by the man whom Machaffie described
afterwards in his sworn testimony, as a man who was not a chartered accountant.
But let us pass on. He had before him also this mercantile report, which was in
full, and if he had read that at all, he*would see that the Fidelity Trust Company
with which Barnard was connected, was an incorporation with an authorized
capital of $500,000 in shares of $100. And among other things he would see in
that report:—

“The parties originally interested eventually withdrew from the
concern, and they have practically been doing little of anything for some
little time past, their affairs for some time is understood to have been
largely in the hands of K. C. E. Barnard and W. H. McKeown, of the legal



658 ‘ ROYAL COMMISSION

firm of Barnard & McKeown these parties being considered to hold the
bulk of the stock. Several efforts have been made to interview the parties
interested, but without success, and the office is practically closed, there
being very little indication of business activity in their premises.”

That also should have been a danger signal to Sir Thomaz, thut Barnard’s
account was not in any too good shape, and he had better look out for that
account among the others and should have been a further indication to him
to do what Mr. Fisher requested him in his letter of the 21st, by having an
auditor appointed either by his own Department, from within his own Depart-
ment, or an outside independent auditor. There was no request at this time
that the bank’s own auditor should make any investigation.

Then Sir Thomas writes the letter to Mr. Fisher of the 21st of February,
Fxhibit No. 54, and he says to him, among other things:—

“The position I have taken with Mr. Lash is that I desire the statment
which I have asked for on the complaint lodged by you on behalf of
the Western Directors.”

I might point out to your lordship that he uses the word “ complaint.”
Now in business correspondence, espccially in mercantile circles, unless Sir
Thomas considered thc:e matters of a very serious nature, I don’t think he
would have used the word “ complaint.” T am just calling that to your lord-
ship’s attention.

“Tt does not appear to me that I would be justified in foregoing my
request for such information on the ground that the Board is now in
harmony. You make certain definite explicit charges which T conceived
it my duty to investigate. When I received the report in those matters
from the Home Bank or Mr. Lash, T shall have to determine the course
proper for me to take.” ?

I think it is only fair to reud the whole of the letter now. I had not
intended to.

“My dutv of course lies to the public, and in view of the serious
charges which you made I feel I cannot allow the matter to remain in
abeyance. At the same time it will and should be my poliey to give the
reorganized Board of Management every opportunity to place the
administration upon a sound basis provided that in my judgment this
is pussible.”

Then we pass to Exhibit 55, a letter to Mr. Fizher. Sir Thomas knows
at this time that po-ition is a very delicute one and Le say< amongst other
- things, at page 87:—

“You will, T em :ure, understand that the situution is a rather
delicate one and that it is important not to make a mistake in judgment
either on the one side or on the other. If the bank is sound it would
be advisable in the public interest that it should be allowed to con-
tinue in business.”

I draw your lord<hip’s attention to that clause.

“1If, on the other hand, it is not solvent, the question arises as to
allowing it to continue.”

Now at this point if we are desirous of azcertaining wheré the mind of
Sir Thomas White had arrived, we may -~ay that ke wus like a man sitting

/



HOME BANK OF CANADA 659

on a fence; he had a leg on one side of the fence and a leg on the other side and
he did not know which way to jump; but his duty was plain, on the one hand to
the public of Canada, and on the other to the bank; he did not want to do an
injustice; how could he have found out the coure to take? It was simple.
He had powers-under section 56A of the Act. Gentlemen who were Directors
on the Board of this bank had made charges; he admitted himself that they
were charges. Any sane man in business, in my opinion, at this stage of the
proceedings would have said: “ There is only one safe and sane course for me;
I see the light in the distance; I will follow that light and that light will lead
me to do my duty by the people of Canada, and that is to make a thorough
investigation of the affairs of this bank; I will have nothing to do with the
members_of the Board, I will not pay any attention to Brigadier General
Mason; I will pay no more attention to any of these gentlemen; if my duty
points me there, I will do it.” Did he do it?

Then we arrive at the next letter, Exhibit No. 56, appearing at page 87;
written by Sir Thomas White to Mr. Lash. Sir Thomas is getting more and
more suspicious of the conditions and he says among other things, about the
fifth line from the bottom:—

“I hardly think I should be wdrrented in relying upon the report
brought back by Mesars. Haney and Crerar from British Columbia.”

Why? Might be asked. Up to this time—as Sir Thomas admits in the
witnes. box—he had the best ideas of Mr. Crerar and he believed that Mr.
Haney wus the essence of a good business man. But on February 24th, 1916,
Sir Thomas <ays, aithough they are both good business men, that he has very
little idea about their opinions and he says “I hardly think I should be
warranted in relying upon their report.”

Mr. SymingroNy I think my friend is construing that letter wrongly.
He should read the first part of it.

Mr. Lee: I will do so. ‘

N
“I have received this morning a lctter dated February 21st from Mr.
James Fisher, KC., of which he informs me he has sent you a copy.
In view of the opinicn which these clients evidently entertain, as to the
"larger accounts of the bank and their want of confidence in the Board
and Management as at present constituted, it would appear to me that
I would only be justified in allowing a reasonable time for the bank to
perfect its security and improve its position under the accounts about
which I made enquiry. I hardly think I should be warranted in relying
upon the report brought back by Messrs. Haney and Crerar from Britich
Columbia. I assure you I do not desire to take any rash step which might
have a serious effect both upon the bank and the general financial
situation, but on the othcr hand, I must proteet the public interest. I
therefore feel that I must at an early date draw the matter to the attention
of the President of the Canadian Banker’s A-sociation with the request
that the position of the bank be investigated. It would appear to me
that the Banker’s Ascoriution could do this very throughly and much
more efficiently than any auditor I-could appoint or any official I could
name for the purpose.”

Hix mind at that time had arrived at the point where he says to himself,
I have no confidence in Haney or in Crerar's report. Is not that what he says
now, Mr. Symington, on reading the whole letter?

Mr. SymINGroN: No, the report had not been made,

‘Mr. Lre:  He suys, I have no confidence in any report they may bring me,
no matter how good.

o .
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Mr. SymineToN: No, he refers to Mr. Fisher’s letter of the 21st, in which he
says he wants all the accounts before him. _

Mr. Lee: Do not let us get into an argument about it. It speaks for itself
it seems to me. “I hardly think I should be warranted in relying upon the report
brought back by Messrs Haney and Crerar from British Columbia.” They had
only gone out there for cne purpose.

Mr. Symingron: I don’t think they had even gone yet. They certainly had
not got back.

Mr. LeEg: Then that is all the worse. He has no confidence in them going
out to British Columbia. He does not care whether they go or not, that is
not going to stop Sir Thomas in the path of public duty. He says, It matters not
whether they go to British Columbia or not; it matters not whether they come
back from British Columbia or not; that rcport they will bring back will not
alter my decision, which is that in my best judgment the Canadian Bankers’
Association, in whomn I have confidence, should make the report 1 require. Is
not that the position? It is as far as I see it, on the 24th February, 1916. Then
on the same day Mr. Fisher writes to Sir Thomas White in Exhibit 57, and he
states, toward the end of the page:—

“He explained certain steps that he, in conjunction with Mr. Lash,
had already taken looking to that end, and my clients wholly approve
thereof.”

The reference there is to Mr. Haney.

“Afterwards I wrote to Mr. Lash in reference to the conference and
in order that you may know fully the general attitude of my clients, I
quote from that letter as follows:—

“My clients having presented their view very fully and very
frankly to the Finance Minister and to yourself as Chief Counsel of
the Bank, are entirely satisfied to leave the matter in his hands and
yours to decide what action will be taken. No one connected with
the bank cah more earnc-tly or sincerely than they do, desire that

' any action taken will lead to a betterment of existing conditions.”

Now Mr. Fisher says, I throw from my shoulders all responsability as to
what becomes of this bank in the future, vn behalf of my clients. That is what
I am tuking that to mean. “If you only assume the responsibility with Mr.
Lash.” And Sir Thomas does not assume it., He cunnot get away from it.

It is like the Trishman and the bear. He had been grabbed by a bear and his
brother, speaking to him, said:—

“What'’s the matter?”

“A wild animal has got me.” Then says the brother
“Hould on, hould on a bit” The victim says:
“Begorra, I can’t let go.”

!
.

He could not get away from him. And Sir Thomas was in that position; he
could not get away from it either; he had to do his duty, for he saw his duty, he
was beginning to have light; he had not confidence in the management; he had
not confidence in Haney’s report, or in any report that Crcrar might bring
back from British Columbia, and the consequence was, he says to himself:
“The Bankers As<ociation for me; they will do what is fair and honest and
squure and upwright by the general public of Canada; they are the best people
to make this investigation.” And it seems one great pity that his mind was ever
changed after that letter to Mr. Lash on the 24th February.

'
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Then we pass on to Exhibit No. 59. Sir Thomas there writes to Jones a most
loving letter. He says to Jones “I shall be glad if you will send me as soon as
possible a detailed statement showing advances repayments and interest charges
on the A. C. Frost Company account.”

They were not asking for the A. C. Frost Company account. They were
asking for a full investigation of the affairs of this bank; and not by Mr. Jones.
Remember that the last thing from Sir Thomas White on February 24th is:
“It would appear to me that the Bankers’ Association could do this very
thoroughly.” And on the very same day he writes to Mr. Jones asking him for
a report. Jones answers him on the 26th and on the 1st March, Exhibit No. 61,
he sends Sir Thomas White a statement of the Frost account.

Now Sir Thomas White was a man long associated with finuncial matters;
he had been associated with a trust company for many years; und a glance at
that account of Frost's would have shown him its condition. In a very short
time he would have seen that in 1915 there had been credits of interest ‘and the
interest had not actually been paid, but that it had been credited as if it had
been paid.

Mr. Symingron: It is quite the opposite. Charged up.

Mr. Lec: I should say, charged up. And the consequence would have
been, when he had seen that, that his mind would have been in a position to say:
Here is a bank with a lot of frozen assets, I think that my duty is plain to the
people of this country. But his mind seems to have suddenly gone wrong. He
had made up his mind on the 24th of February that the Bankers’ Association
were the only people. Now let us sce if I can explain why he changed. But
before doing that I would like to refer to this statement that he got from Cooper
Mason on that very same day, in reference to the Pellatt account. He saw that
Pellatt owed $2,072,000 to this bank. No, at the outbreak of the war it amounted
to $2,072,000; and now it amounts at this stage to $2,185,000. It was going
up. $182,000 in that time. And then he might have looked at Pellatt’s account
of call loans and if he had looked there he would have seen 4,995 shares of City
Estates. And what did that mean? That meant a lot of pieces of paper, pos-
sibly, printed on a printing press, with a seal attached to them. Land bought
at so much per acre, subdivided and to be sold at so much per foot. Sir Thomas
had a large experience in these matters himself, and if he had looked further
down he would have seen, 2,000 shares of the Page Hersey Company; a manu-
facturing industry in the city of Toronto, starting into business, to-day doing
a very splendid business; at that time a very young.ompany. He would also
have scen 755 shares of Steel and Radiation Preferred; and Sir Thomas with
the wide knowledge of banking that he had, and knowing the Steel Radiation
Company as he did, he would have put his finger immediately upon that and
said: That stock is no good, or it is very little better. And then he would find
1,257 shares of Steel Radiation Common, and he would have said to himself:
Why, $1,473,000 and here are 1,308 shares of Western Assurance Company: at
$20. He would have known better than that. His intelligence ought to have
taught hiny better than that. I am not a banker; I have never had any banking
experience; but my knowledge of general business in the city of Toronto has
taught me that these were fictitious values at that time put upon those stocks;
and Sir Thomas, if he had looked at them closely, or had he made any examina-
tion of those stocks, would have seen that fictitious values were being placed
by somebody. Who was that somebody? It was either one of two people. It
was either Mr. Pellatt or his friend Gereral Mason.

His Lorpsuir: We shall take recess here until half-past two.

Mr. Ler: If your lordship will permit me, so that I may not forget it?

79220—3
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I put in now a list of the Directors of the Home Bank from 1905.
EXHIBIT No. 178.
Filed by Mr. Lee, May 15, 1924.
List of Directors of Home Bank from 1905.

0,30 Proceedings stand adjourned at 1 p.m. Wednesday, 15th May, 1924, until
.30 p.m. ¢

AFTERNOON SESSION

Ortawa, ONT., THURSDAY, May 15, 1924
PrROCEEDINGS RESUMED AT 2.30 P.M.
ArcumeNT BY W. T. LEE, RESUMED

Mr. Lee: When we adjourned for lunch, my lord, I was commenting on
the statement presented to Sir Thomas White, at page 95, in reference to
rome of these securities, which are there set out, totalling $1,473,751.

A description also is given of the properties covered by this loan, and,
so far as I have seen in the evidence, there were no valuations ever made
of any of these properties, particularly as we have it here. I-have not been
able to see anything, except that the Home Land and Securities Company
owed $145,000, and as well as to the Home Bank, $297,000, and that the
Toronto City Estates had agreements and mortgages of sale to the extent of
$985,576, and that they owed, in all, about a million dollars, including the
Home Bank.

So far as I have been able to see from the evidence, Sir Thomas at thut
time made no investigation whatever to ascertain whether the valuation put
upon these properties was a valuation which he could reasonably take, having
regard to the various statements that had already been made to him by the
officers of the Bank.

Then we pass on to ‘Exhibit No. 66, page 158, and there we have a letter
written away back on the 4th of January, prior to Mr. Fisher making his
statement to the Honoumble Minister, in which the Provincial Secretary
of New Brunswick in writing a letter to the: Honourable Minister a~ks him,
in confidence, for his opinion as to the stubility of the Home Bank of Toronto.

Now, apparently, at this time the Minister does not write a letter unless
he has some reasons for writing, and there was a danger signal thrown out
to Sir Thomas by receiving a letter from another Government asking about
the stability of this bank, and the letter reads:

“I would beg to ask you confidentially for your opinion on the
stability of the Home Bank of Toronto. They have $300,000 of the
moneys of the Province of New Brunswick, being proceeds from the
sale of the Bonds of the St. John Valley Railway Company. This money
they have invested for the Prudential Trust Company, the Trustees
for the Bondholders.

“The Home Bank is now being asked by the Prudential Trust
Company to return the said moneys to them, and the Bank is asking
whether we want the money returned to us or the Prudential Trust
Company. The Government, before giving an official answer, would
wish to ascertain the stability of the Home Bank.”



HOME BANK OF CANADA 663

The receipt of that letter, T would suggest, sir, would, in most minds, have
produced a feeling that in other quarters of Canada other people, and other
corporations, were beginning to_wonder as to the stability of this bank, and.
this is the reply. Of course I might point out to you, in all deference to the
Honourable Minister, that this reply was written fifteen days before the receipt
of the Fisher communication.

Sir Thomas said to Mr. Landry:

“I beg to acknowledge receipt of yours of the 4th instant enquiring
as to the financial position of the Home Bank of Canada. While this
Bank is not an institution of large\resources as compared with some
other Canadian banks nothing has been brought to my attention which
would cause me to doubt its stability. I do not feel, however, .that I
can pass an authorative opinion upon the financial position of any bank
as so much depends upon the quality of its discounts and investments
which are not given in detail in the returns under the Bank Act. If you
entertain any doubt whatever as to the safety of a Government deposit
it might be well to distribute it.” e

It was an exceedingly careful answer, and came from a very conservative
mind, when he says, don’t put all your eggs in one basket but put them in
three or four.

And then we come along to the 14th of February, when he receives from
Exhibit 51, which I think I have already quoted to you.

An then we come along to the 14th of February, when he receives from
Mr. Lash an important communication. That is, Ixhibit No. 70, and in that
communication Mr. Lash said, among other things, line 4:

“I am writing you privately because I want to tell you frankly
what the present position is and I do not know how much of this inform-
ation you would like to make official. If you want any of it repeated
in an official form let me know and I will write you officially. Quite
recently the Home Bank has been consulting myself and Mr. Anglin
about some of the complicated accounts, ete.—”

And then passing on, at page 161, he says:

“Some little time ago I formed the opinion that until a full invest-
igation into the values of the bank’s assets and into their liquid and
tied up position was made nobody could form an intelligent opinion as
to the course which the bank should pursue with refercnce to the big
accounts referred to or with reference to the more important matter of
its going on in business. T have no opinion upon the latter question
‘because no opinion can be formed without the information referred to.
I became satisfied some time ago that the General management was
woefully defective but of course I could not express any opinion upon
this to the General Manager himself who came to consult me. I learned
privately from Mr. Fisher when he ‘was here that the Winnipeg Direct-
ors were unable to obtain from the management sufficient information
to enable them to judge as to the accounts referred to or as to the
general position of the bank and that they had appealed to you to call
for special returns about the three accounts.”

Now, this statement is not consistent, I submit, with all the correspond-
ence which had gone on. I am at a loss to understand this letter, because they
did not ask, as I understand the evidence, for any special returns, but what

79220—3%
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they were asking, and what they continued to ask, and what they have been
asking up to this present time from Sir Thomas, first, it was that they wanted
a full investigation of all the affairs of the bank, and they wanted an audit
under Section 56A of the Act, and, up to this letter, I do not remember any
position which they have taken which was in contradiction of that position
until this letter was received of the 14th of February by Sir Thomas White at
the instance of the bank’s own general counsel.

Mr. SymingTon: Mr. Lee, would you mind pointing out where they asked
for the general investigation, prior to this date? You see, this is the 14th of
February which antedates those letters from Mr. Fisher.

Mr. Leg: In the first communication from Fisher which was the 22nd of
January.

Mr. Syminaron: They do not say what they ask for in that communication.

Mr. Lee: What is the number of that?

Mr. SymineTON: The number of the first memorandum is Exhibit 5.

Mr. LarLrvr: There is Exhibit 3, of course.

Mr. SymingTon: Yes, but the general memorandum is No. 5.

Mr. BrownNinGg: Page 17.

Mr. Leg: Certain information was given at that meeting which, however,
the Western members of the Board were not by any means satisfied with, as he
says in the letter of February 17th, 1915, addressed by the Western members to
Mr. Macdonnell, and the same matters were further discussed at a meeting held
in the end of December.

Further down in that letter:

“We protested against the failure to have a regular inspection, and
at a subsequent meeting an inspection was directed to be made by Mr.
Adair, the Bank’s Supervisor.”

Mr. SymingToN: What I was trying to point out, Mr. Lee, is, that this is
the first letter I have been able to find in which the question arises as to what the
Western Directors had asked for.

. Mr. Ler: Probably I will get to it in a minute. Then Mr. Lash’s letter

continues, page 161:

“1 have no opinion upon the latter question because no opinion can
be formed without the information referred to. I became satisfied some
time ago that the General management was woefully defective but of
course I could not express any opinion upon this to the General Manager
himself who came to consult me.”

1 have already read that to your lordship, I think.
Then it goes on:

“I expressed to Mr. Fisher my opinion about the management, and
told him that unless new management was introduced the position of
the Bank would, I thought, become more complicated and might become
hopeless.”

And then further down he says:

“From what I know of the three accounts referred to, the fullest
statements respecting them which could be sent to you would not advance
the situation very far in your mind. You would have to go deeper and
inquire into the whole position.” :

Now, that is what I probably had in mind.
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“They sent me the statements respecting these accounts but I have
told them that if you were assured by the Winnipeg Directors who asked
you to act that they were getting all the information you asked for and
a great deal more, and that they would like you to afford the opportunity
of completing the investigation, and that the whole Board was now in
accord, and that new management was going to be introduced at the
earliest possible moment, I felt satisfied that you would prefer not to have
the statements sent to you in the meantime.”

Then he goes on:

“They would only embarrass you because you could form no opinion
as to your duty without further investigation and that you would have to
decide what sort of further investigation should take place.”

And then further down he says:

“T have therefore taken the responsibility of retaining the statements
until I get an intimation from you as to whether you are satisfied to leave
the position as it is for the present if the Winnipeg Directors request you to
do so or whether you still want the statements.”

Now in this lettet is the first intimation of the dominant mind over Sir
Thomas White: He is putting into the mind of Sir Thomas White, as counsel for
the bank—Dbecause he was acting always for the bank and never for the Govern-
ment—this, please don’t call for a full investigation; would it not be wiser if I
retained these statements, and if I could get the Winnipeg Directors to withdraw
the statements made to you in the Fisher communication of January 22nd, why,
everything would be lovely, and everything will be rosy. So that he suggests to
Sir Thomas White the idea that this thing cannot be carried on, and then he goes
on to say:

“If the former, I shall continue my efforts to secure a new Manager,
and, so far as I can do so, I shall see that the position of the Bank is not
made worse; if the latter, then I will send you the statements. Mr. Haney
wrote the Winnipeg Directors last Thursday advising them*to tell you
that the Board was now unanimous and that they would like you to sus-
pend action on their request.”

This is the first intimation that Sir Thomas gets to withhold his hand.

“T think you will probably hear from them in a'day or so. The
Board seems inclined to rely very much upon my advice and I am in
such relations with them that I can volunteer advice and if you would
like me to advise any particular course, of course I shall be glad to be
so informed.”

Of course, he says there “if’ you would like to advise me of any particular
course,” but he suggested what shall be, that is, Mr. Lash suggested to Sir
Thomas what the course shall be. Instead of Sir Thomas dictating to Mr.
Lash what, that course shall be, Mr. Lash was suggesting to Sir Thomas what
the course shall be.

Then we pass on, and on the 17th of February, Sir Thomas White writes
to Mr. Lash, and among other things he suys.

“The position is that I have been made aware by the Winnipeg
directors of a certain condition which is most disturbing. It does not
appear to me that 1 would be justified in staying inquiry because the
Winnipeg directors may ask me to suspend action. The real question
is whether the bank, having regard to the condition which will be dis-
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closed by the statcments, should be allowed to continue business with
the public. I shall be glad, thercfore, if you will send me the state-
ments.”

Then we pass on until we get to the 29th of February, 1916, Fxhibit 72,
page 163. Here we have a confidential communication sent by Mr. Lash. Now
Mr. Lash has suggested in that former communiecation which I have just read
as to what Sir Thomas White’s policy should be, I take it, and then in this
confidential letter of the 29th February, 1916, about midway down the page, 163,
he says:— ;

“In my interview with you in Ottawa on the 22nd, 1 expressed my
personal opinion as to the general position.”

What does he mean by his “ personal opinion”? Had he two opinions on
the matter, one for the bank and one of his own, one to suit his clients, and
one for somebody else? I have read that two or three times and I cannot
fathom what he means. Continuing:

“and I said that my main object was, to so manage matters that if the
Bank had to liquidate, the liquidation might be with open doors.”

Now, here is a statement of opinion from the bank’s own counsel, a second
real danger signal to Sir Thomas. This"is the first intimation, I think, coming
from the bank’s counsel, that they would have to liquidate. Sir Thomas is
warned about the seriousness of the condition of this bank at that time, and
Mr. Lash in his letter, goes on to say:—

“This can only be accomplished with the assistance of other banks.

“ Personally, I have given up hope of being able to secure a compe-
tent person who could undertake the general management, without first
fully investigating the position.”

It is not the three accounts that he speaks about in a former communica-
cation, but fully investigating the whole position of the bank. He is pointing
that out again to Sir Thomas, and apparently he has rather changed his ideas
from the 14th of February up to the 29th of February.

Then the letter continues:

“I have always thought that the investigation should be by an out-
side competent person.” ’

That is what the bank says, a very fair statement from the counsel of the
bank who was supposed to know more about the affairs than Sir Thomas White
at that time, and he points out to the Minister:

“that the investigation should be by an outside competent person who

would be quite free from any interference by the present management or
Board.”

And then if Sir Thomas White did not know his duty, which he did, he
points out to him:—

“The best, course may be to consult the Bankers” Association with
reference to the person who is to make the investigation, as it might be
important that the Association should feel able to rely upon his report,
if their assistance were asked, instead of having to get a further report
from their own nominee.”

That is the situation on the 29th of February, but there was a communi-
cation that he had in his mind before writing that letter, and it was a com-
munication from Mr. Fisher, dated the 23rd of February, 1916, as set out at
page 164, and he said, among other things, the fourth line:

-
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“In our conference we discusced the present situation somewhat
fully, and I read to Mr. Hanev the two letters I had written to the
Finance Minister, as well as my letter of the 18th to yourself. Mr. Haney,
I find, appears to be under the impression that a special audit under the
direction of the Finance Minister might tend to bring about a crisis in
the affairs of the Bank. Certainly neither my clients or I have had nor
have we the slightest idea that such an audit would tend to such a result.

“They still hold to the view that, as expressed in your own tele-
gram of the 14th, a full investigation is required, and they still hold the
view that under existing circumstances an investigation by the present
Board would not be satisfactory.”

Now, Mr. Lash, at the time he received that, before he wrote the letter of
the 29th to Sir Thomag White, knew perfectly well that Mr. Fisher, acting for
the western Directors, had not withdrawn one iota from his former communica-
tion. The Western Direttors had not receded one bit from the position which
they had occupied from the beginning up to the present moment, and that was:

“ They still hold to the view that, as expressed in your own telegram
of the 14th, a full investigation is required.”

And they also mention that:—

“ Under existing circumstances an investigation by the present Board
would not be satisfactory.”

And they go on further to say:—

“ My clients, however, having presented their views very fully and
very frankly to the Finance Minister and to yourself as chief counsel of
the Bank, are entirely satisfied to leave the matter in his hands and yours
to, decide what action will be taken. No one connected with the Bank
can more earnestly or sincerely than they do desire that any action taken
will lead to a betterment of existing conditions.

“T am not sending a copy of this letter to the Finance Minister, as
I take it there is no occasion to say anything further to him, but, of
course, 1 have no objection to your showing him this communication,
and I hope you will discuss the matter fully with him.”

Permission is given by Mr. Fisher to show the Finance Minister this, and
from all the information I can get, I have no doubt the Finance Minister saw
that communication.

Mr. SyMINGTON: It is enclosed in this letter.

»  Mr. Lee: It was enclosed in this letter of the 29th instant.

Mr. McLatveHLIN: It was produced by Mr. Roberts off his file.

Mr. Lee: So that, at that period of time, on the 29th February the Finance
Minister knew 'that they had not receded from the position which they had
taken up all the time, and that it was not until the receipt of Mr. Lash’s com-
munication enclosing that that any change in position might have arisen in the
mind of the Finance Minister at all.

On the 1st of March, he writes to Mr. Lash this letter:—

“T have yours of the 29th ultimo. My view is that I should in the
near future consult the President of the Canadian Bankers’ Association
with respect to the affairs of the Bank.”

So that we have, up to that date, traced what his mind.is, so far as it is put

down on paper. ' )
And then on the 2nd of March Mr. Lash replies to him:—
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“T had a talk with General Mason yesterday and from what he
said about the timber property in British Columbia, I think that it would
be wise to await Mr. Haney’s return before speaking to the President of
the Bankers’ Association, unless, of course, something should intervene
which should make it necessary in the meantime.”

Now between the letter of February 29th where he states, “ I have always
thought that the investigation should be by an outside competent person,” and
the letter of the 2nd of March in which he says not to speak to the President of
the Bankers’ Association, what caused the change in the situation? I am trying
to decipher what went on. Haney has not come back, he has not returned.
Apparently he has changed his mind somewhat.

Mr. SymIiNgTOoN: You will find that Sir Thomas White suggests that him-
self to Mr. Lash.

Mr. Lex: Mr Lash is not suggesting it.

Mr. Symingron: No, Sir Thomas suggests it to Mr. Lash.

Mr. Lee: 1 am saying Mr. Lash’s mind has changed since the 29th of Feb-
ruary.

Mr. SYMINGTON. Well, but Sir Thomas, on March 1st, suggests that to
Mr. Lash.

Mr. Lre: Quite so, but Mr. Lash says, in his communication of February
29th, “I have always thought that the investigation should be by an outside
competent person,” and in Fisher’s letter he already had that before him.

Then we get down to Fxhibit 76, a letter dated March 9th, from Mr. Fisher
to Sir Thomas White, in which he says:—

“I quite realize the delicdcy of the situation and how important it
is to avoid a mistake in judgment one way or the other. T cun but repeat
that my clients are entirely satisfied that the matter is in good hand:
when Messrs. Lash & Anglin are now the solicitors of the Bank.

“As to the special information that my clients have touching the
Frost account, it is not so much with respect to the amount of the account
but as to the circumstances under which the advances were made.”

And then we get the communication of the 20th of March, Exhibit No. 79,
page 169, and in this communication the process is proceeding, from Mr. Lash’s
to Sir Thomas White’s mind, so far as I can gather, and Mr. Lash says, among
other things:—

“ Mr. Haney was appointed Vice-President, with the de facto posi-
tion of President.”

Then further on in the letter:—

“ Mr. Machaffie, the Manager of the Winnipeg branch, in whom Mr.
Haney and Mr. Crerar have great confidence, will come to Toronto at
once (he has been wired for) to assist Mr. Haney in investigating the
general position and Mr. Haney will employ such outside assistance as
may be required.”

There is the first suggestion from Mr. Lash after he receives the letter of
Sir Thomas White dated March 1st, that instead of an outside independent
investigation, or by the Canadian Bankers’ Association, it should be from the
1ns,1de because he goes on to describe, and say:—

“Mr. Machaffie is an old Bank Manager and was trained in the
Merchants Bank and Bank of British North America. He has been
with the Home Bank about 7 years I think and most of the time in
Winnipeg.”
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And then he sets out the reasons, clause 5:—

“The Board desire an opportunity of going on with the business—
strengthening other accounts and straightening out tangles and it was
with that in view that we came here to-day in order to explain the whole
position to you and to ask you to give them this opportunity, by refrain-
ing for a while longer from asking the Bankers’ Association or other
outside authority to interfere. We would stay over to-morrow and
explain things but unfortunately Mr. Crerar must be in Winnipeg on
Wednesday and I must be in Toronto to-morrow. I would like Mr.
Crerar to be present with me when I see you in order that he may assure
you, as he has assured me, that he is quite satisfied now and that Mr.
Haney has the full confidence of the Winnipeg Directors.”

That was not the principal thing in this matter. Mr. Haney’s conduct was
not particularly at stake. Mr. Haney had not been the Manager of this insti-
tution, and had only been in an executive position a very short time. The
whole question here was that Sir Thomas should have been guided in watching
the situation of whether that investigation should take place, the manner in
which it should take place, the method by which it should be made, and to see
that that investigation, if it was an investigation, should be such an investiga-
tion as he, as Finance Minister, having the matter in hand, and having the
welfare of the depositors, and those whose moneys were in that bank at stake,
should have been well satisfied with.

And he gocs on to say:—

“1 feel quite satisfied myself that the public interest will be served
by the opportunity asked for being given "—

Now, he has changed his whole tune from that letter which I have already
quoted to you in the. Fisher communication of February 23rd, and which was
followed up by the Lash letter, Exhibit 72, of February 29th, so that when we
arrive at the state of mind of Mr. White on the 20th of March we only can
ascertain 1t in this way. .

And then on the 20th of March we also find a letter from Mr. Crerar. Mr.
Crerar writes this letter to Sir Thomas dated 20th March, 1916, Exhibit No.
81:—

“You will also have learned of the change made at the recent meet-
ing of the Board held in Toronto a few days ago, whereby the active
management of affairs is placed in entirely new hands through Mr. Haney
taking the Vice-Presidency, and assuming direct executive control, with
Mr. Machaffie, the Manager in Winnipeg, whom, for the time being at
least, he is bringing to Toronto to assist him. By this arrangement I
feel quite certain that the knowledge and information concerning the
position of affairs desired by the Western Members of the Board, and
also the changes they desired when they directed their request to you,
and which they saw no hope of securing through the then existing man-
agement, can now be satisfactorily obtained without calling i outside
assistance.”

This is the first intimation, in any way, in which the position of the Western
Directors has been changed. All along they have been crying out for a full
investigation. All along they have been crying out for an outside investigation,
and then on the 20th of March suddenly their whole position is changed, and
Sir Thomas is written to, in these words:—

“In my opinion, the situation has materially improved within the
past month, and, at this juncture with the changes in management

.
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recently made, it is better to have the enquiry proceed from within
rather than from without.”

Then we turn to Exhibit No. 83, and there may be some reasons disclosed
in this communication of why any change should be made in the attitude of
Sir Thomas White, because on the 23rd of March, 1916, Mr. Lash writes, which
was concurred in by Mr. Haney, who wuas then President of the institution, and
he stated, at page 173:—

“ (¢) Mr. Machaffie, Manager of the Winnipeg Branch, has been
brought to Toronto to act as Mr. Haney’s chief assistant. Mr. Machaffie
is regarded as one of the ablest officers in the employment of the Bank.
He is 2 trained banker, and before coming to the Home Bank, he was in
the service of the Merchants Bank and the Bank of British North
America. He is in no way responsible for the general management in
the past, and he has managed the business in Winnipeg satistactorily.
He has been with the Home Bank six or seven years.

“(d) My firm have been appointed the general solicitors of the
Bank, and I have agreed to act as general counsel, and give personal
attention to the more important questions which are now on hand, and
which may arise in the course of the reorganization.”

Then further down:—

“T handed you yesterday a letter from Mr. Crerar supporting the
request which I made to you on behalf of the Board, and I may now state,
without hesitation, that Mr. eHaney and the three Winnipeg Directors
are in entire accord, I believe the whole Board is now in accord. I.
mention the Winnipeg Directors and Mr. Haney specially, on account of
their position, and the understanding with the Board that the important
affairs of the Bank will be under their guidance.”

Mr. Lash is pointing out that the management now of the bank is the most
important thing. Heretofore, we have heard of two things, that is, the man-
agement and the position of these accounts, and now the management is being
thrown in the face of Sir Thomas and the accounts are absolutely being subordi-
nated. But he goes on and he tells him what Mr. Haney is doing, in the 6th
clause, and then in the 8th clause he says:—

“With a view to ascertaining the actual position of the Bank, a
thorough investigation will be made, under the directions of Mr. Haney
and Mr. Machaffie.”

Now, this is the Board. The Board are telling Sir Thomas that_a thorough
investigation will be made. The meaning I take out of that is that there will be
an investigation of all of the accounts, not of the accounts over $25,000, not
of the accounts over $10,000, but a most thorough investigation will be made,
and this is concurred in by the President, and then he goes on to say:—

“The Board is of opinion that the result of this investigation will
show that the capital of the Bank is intact, and that no loss will be
suffered by any of its depositors or creditors, provided that it is not com-
pelled, by a run of depositors, to close its doors.”

That clause indicated to Sir Thomas White the position in Mr. Lash’s mind
at that time, the terrible seriousness of the condition of this bank, and if at any
time suspicion should arise in his mind requiring that an outside competent
investigation should be made, it should have been when he read that statement.

-
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His Lorpsuip: What is involved in that expression, “ the capital of the bank
is intact”, does he mean by that that after making provigion for all its debts
they still have sufficient money over and above the deposits to repay the capital
put in? -

Mr. Lee: I take it to mean that if all the liabilities of the bank were paid -
at that moment, the bank would still have its paid up capital.

His LorpsHip: On hand?

Mr. Lee: On hand.

His Lorpsurp: Not represented by investments such as the Frost loan?

Mr. Lee: No, on hand, that is the meaning of the word “intact”. But was
that true in the light of these investigations? It certainly was not.

His Lorpsa1r: This is Mr. Lash’s letter?

Mr. Lee: Yes, it is also the Board’s letter, concurred in by Mr. Lash, or
written by Mr. Lash and concurred in by the Board.

Mr. Symingron: Concurred in by Mr. Haney. ‘

Mr. Lee: Well Mr. Haney for the Board, as President of the Board.

Mr. Symineron: He was not President nor was he concurring as President.

Mr. Lee: He says he thanks Sir Thomas White on behalf of the Board of
Directors.

Mr. Symixeron: The evidence hag shown that in one instance one of the
Directors said he did not know they were supposed to take part in the important
affairs of the bank. . '

Mr. LarLevr: You mean the Western Directors.

Mr. Symineron: And I doubt if the Eastern Directors did, barring Haney.
After all, this is a confirmation of an interview, it is not a letter in the true sensc
of the word.

Mr. Lee: It is the official record of what took place at the conference. I do
not put it in for anything more or less, I place it there as showing what they
agreed upon. .

* His Lorpsnir: Mr. Lash does not say he assents to that. “ The Board 1s of
opinion that the result of this investigation will show that the capital of the bank
is intact.” Mr. Lash does not subscribe to that.

Mr. Lee: I take it when he signs this letter he does subscribe to that, he
subseribes to the Board’s opinion when he puts his pen to this letter, because he
goes on and says further; “and that no loss will be suffered by any of its deposit-
ors or creditors, provided that it is not compelled, by a run of depositors, to close
its doors.” That is the only thing he exempts, if there was a run on the bank the

capital will not be intact. “The Board feels strongly—” Mr. Lash, is writing
for the Board:—

“The Board feels. strongly that if they are allowed to conduct this
investigation from the inside, instead of having it conducted by someone
sent in at the instance of the Finance Department or the Canadian Bankers
Association, nothing will happen which would cause & run by depositors,
but that if the investigation be conducted at the instance of any outside
authority, the chances are that statements will be made and things will be
sald about the bank which will cause a run and which will force the bank
to close its doors.”

He puts two positions before the Minister. Mr. Lash has thrown away all
responsibility, he says, to use vulgar parlance, “It is up to you now, Sir Thomas,
to do with this bank what you see fit.” And he goes on to say:—

“ This opinion is not based upon any want of confidence «n anyone
who may be sent, or upon any fear that such person would himself disclose
the confidence entrusted to him, but experience has shown that no person
.can be sent from the outside to investigate the affairs of a bank, without
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it~ hecoming known sooner or later that he has been sent from the outside.
This probably results from some unguarded though innocent remark made
by some member of the bank’s own staff.”

That is to say, we huve got your mind up to a certain point, Sir Thomas,
and if we can just draw it over the brink we will bring you to the idea that
what is in your mind shall be reversed, as to having an outside, competent, inde-
pendent jnvestigation, and give it to us from the inside.

And Sir Thomas succumbs to the luring bait, he changes his opinion after
that apparently. But not quickly. We go on and he ~ays in paragraph 12:

“ (12) I think it will be evident to you that all these matters which
I have referred to, and which still require attention, can be better attended
to under the directions of the present Board than under the directions of
a curator or liquidator, in fact it would be impossible for a curator or a
liquidator to bring any of them to an sucecessful termination.”

In view of that it is very hard for me to understand the meaning of Mr.
Lash’s statement that the capital of the bank is intact, if he is also considering
the fact that a Curator or liquidator should go in. Had Sir Thomas White been
considering at that interview of the 22nd the possibility of putting in a Curator?
It would strike one that that had taken place. If it had not, why was 1t
mentioned? This letter is a record from Mr. Lash, concurred in by Mr. Haney
who was present, of the position of this Board at that time. So if my deduction
is correct Sir Thomas White was fully apprised at that interview of the 22nd
of the de:perate condition of this bank, that they themselves feared, notwith-
standing Mr. Lash's statement that the results of the investigation will show
that the capital of the bank is intact, that that would not be so. He goes on
to say:—

“(13) In view of the foregoing, ynd of the very different position
in which the management of the Bank now is, Mr. Haney and I, at our
interview, asked you to refrain from any action which might result in
preventing the Board from carrying out their intention with respect to
improving the position of the Bank, so that it may be able to go on in
business in ordinary course, and we assured you that you would be kept
informed, from time to time, of the progress made, and that the position
of the Bank, after the investigation above referred to has been made,
would be fully shown to you.”

Thehn.among other things that Mr.‘Lash and Mr. Haney state:—

“(14) You informed us that you had given much thought to the
position of the Home Bank since Mr. Fisher had called upon you in
reference thereto, that the public interest must, at all time, be your guide
in any decision which you thight come to, and that in view of the state-
ments made to you by Mr. Haney and myself, and of the statements in
a letter which I handed you from Mr. Crerar.”

You see apparently Mr. Crerar’s handing him that letter at the instance
of Mr. Haney had done the work and had a good deal to do with the change of
position of Sir Thomas White, together with Mr. Lash:—

“you thought it would b/e in the public interest to comply with our
request, and that you would do so for the present, always reserving to
yourself the fullest right to take any step, at any time, which you might
think the public interest called for.”

Now that is his mind on the 23rd of March. Let us trace what was done
after that.
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On the 25th March he writes to Mr. Lash, exhibit No. 84:—

“You clearly understand that I regerve to myself the fullest liberty
to consult with the President of the Canadian Bankers Association or
take any other step which I may deem to be in the public interest without
further communication with Mr. Haney or yourself on the subject.”

He is begi'nning to get away from the position he took, to accede to the
request of Mr. Mr. Lash and Mr. Haney, but he is still reserving his rights to
call in the Bankers Association.

9

I should like to have from you an assurance that interest upon the
Frost account will not be taken into profits distributed to shareholders
in the way of dividends.”

That was a very serious thing for Sir Thomas White, in my opinion. Sir

Thomas knew that these profits had been taken in, previous statements apparently

gave him to understand that the profits were belng padded. I do not think I am
u~ing an expression which is incorrect when I say that.

“Tt would appear to me also that until the New Orleans situation is
cleared it would be advisable to pursue a similar course respecting that
account.” .

So evidently he knew at that time that they had done the same thing with
the New Orleans account.

Then Exhibit No. 86, on June 14th, 1916, Mr. Haney writes a letter to Sir
Thomas White, and among other things he speaks of “the Toronto matter”,
“the New Orlea.nc matter” and ‘“the British. Columbia matter”.

“our customer is paying interest in cash quarterly, and, while much
of the debt may have to be carried until the termination of the war, it is,
in the opinion of the Board, reasonablv certain that no loss will acerue to
the bank.” .

He also points out:—

“On May 26th and 27th a full Board meeting was held and was
marked by complete harmony throughout; all doubtful accounts were
discussed, and appropriations for losses made; the aggregate of these
approprlatlons, together with a considerable =um for good measure, is
being transferred from Rest account.”

His LorpsHIip: What date is that? .

Mr. LeEg: June 14th; 1916. There is nothing between that and March of
any moment.

His LorpsuIP: In the first place Mr. Lash gives the assurance that Sir
Thomas White asked for under date of March 28th, and Mr. Haney the Vice-
President writes Mr. Crerar on April 3rd.

' Mr. LEe: Then Sir Thomas White writes a letter on June 19th to Mr. Haney,
he notes the progress which has been made with respect to the accounts. After
that, Sir Thomas seems to have gone to sleep. The file probably got lost. He
forgot it anyway. {

The bank’s condition was not brought to his attention any more, or if it
wag there is nothing on the files, nor is there any evidence that from June 19th,
1916, for a period of over two years, during which period the evidence of Mr.
Clarkson and Mr. Edwards shows that money of the depositors was being
taken to pay dividends to the sharecholders and the directors. That ends the
chapter with Sir Thomas White up to 1918.

.
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Then along comes one of the responsible officers, Mr. Machaffie, who had
been appointed Assistant to the Vice-President, and who was also to make a
thorough investigation with Mr. Haney of the affairs of the bank. In this
interval Mr. Machaffie has been supplemented by Mr. Haney whom he calls
the Dictator in one of his letters, has been removed from the ~ervice of the
bank, as well as Mr. Kennedy, Mr. Adair and Mr. Hase. Now there was a
danger signal hanging out all the time during all this process going on in
1916 and 1915. Then the light went out, the oil got short, but in 1918 along
come~ someone to trim the lamp. Mr. Machaffie, this responsible officer, writes
to Sir Thomas White from Oakville on August 29, 1918. Of all the communi-
cations in this whole correspondence I am inclined to believe that this is one
of the most important, the letter of a man who was trying, together with Mr.
Crerar and these other gentlemen who had done noble work up to this time, to
do his best to save this institution. Notwithstanding his treatment by the Presi-
dent, whom he was brought from Winnipeg to assist and give his counsel to,
and notwithstanding the fact that in giving that assistance—he had given the
best that was in him, the long service in the Merchants Bank and the Bank of
B.N.A. and this bank, but Mr. Raney, an untried man, an ordinary man of
business, undertook to dismiss him, notwithstanding what he had promised to
do and what Mr, Lash had promised Sir Thomas White, that an investigation
would be ,made by Mr. Machaffie and Mr. Haney, but from the evidence it
appears that no such investigation was ever made. Sir Thomas White seems
to have lost all track of that correspondence, he does not seem to have ealled
for this investigation of Mr. Machaffie and the President, at any rate he never
got it, nor did he even ask Mr. Machaffie whether it'was made.

What is this communication:—

“ Qakville, Ont., August 29th, 1918.

Dear Sir Thomas:—Referring to the report of James Fisher, K.C.,
to you on February 1916, and to a conversation with the writer in Decem-
ber of that year; at that time there seemed some hope of selling a sub-
stuntial portion of the British Columbia timber held in the A. C. Frost
account, to a pulp compuany, this sale however did not materialize; this
situation therefore is that the dividends for the years ending May 1916
and May 1917 were based on the addition of interest to doubtful
accounts,—”’

If that statement of Mr. Machaffie’s is true he was accusing these Director-
of doing something contrary to law, of taking our money and with that money
paying shareholders’dividends that they were not entitled to receive. He goes
on;—

“—in each year some 30 per cent more than amount of dividend
being added to the Frost account alone—dividend for year ended May
1918 was based on the anticipation of a profit in a British Columbia ship-
building enterprise, in which the bank is to receive 25 per cent of the
profit, the balance being divided between M. J. Haney, President, C. A.
Barnard a Director, and J. F. M. Stewart, a personal friend of Mr.
Haney’s. In this connection a considerable amount of the bank’s funds
is locked up. :

In view of the foregoing it seems evident that the actual cash dis-
bursed in dividends during the three years under review was furnished
by the increase in deposits.—” -

Now there is a definite statement of fact. If Sir Thomas White had any
conception that it was coming from a responsible man who had been in the
service of the bank and knew of what he spoke, any sane man, any man
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occupying the high position of Minister of Finance in this country, should have

felt ““ If any of those statements are true I must immediately order a competent,

outside investigation.” .
He goes on to say:—

“The total amount written up in the Frost account over the purchase
price of the timber, if added to the amount of capital stock ecarried by
the bank, would account for the entire capital.

Section 153 of the Bank Act is of course violated, Head Office officials
unwilling to share the guilt are obliged to get out; since matters were
reported to you the following gentleman have had to resign:

Mr. Kennedy, Toronto Manager.

Mr. Adair, Supervisor.

Mr. Hase, Supervisor.

Mr. Machaffie, Assistant to President. -

The shareholders’ auditor, who was the late Col. Mason’s selection,
is not, I am told, a Chartered Accountant, nor a trained banker; the
position of important matters is concealed from the Board, and conse-
quently the public are denied that measure of protection contemplated
by Parliament at Section 58 of the Bank Act.

Transactions in which Mr. Haney and his friend have a personal
interest were becoming rather frequent, and in some cases the outcome
was disastrous to the bank.

This lack of disinterestedness on the part of Mr. Haney, coupled
with the fact that much important information is withheld from Mr.
Lash, seems to justify the conclusion that the arrangement made by you
with these two gentlemen does not afford the public an adequate measure
of protection.”

What did Sir Thomas do on receiving that? He sent a copy of it to the
Board. He acknowledged receipt of it in Exhibit No. 89, said it would have his
attention. On September 4, 1918, he wrote a letter to Mr. Lash referring to this
and said:—

“I regard the matter as of the utmost public importance, and it is
my intention to have a thorough investigation made through the Bankers
Association or otherwise.”

He has changed his mind since March 20, 1916, this is a new thing, a new
charge. He dismissed the other charges as not worthy of getting an outside
investigation upon, but “this is a very serious matter and 1 have got to do
something and I am goingto have an investigation through the Bankers Associa-
tion.” Let us sce what he did.

Mr. Lash writes him on September 6th, page 180, and says:

Re Home Bank

“My DEear Sir THOMAS: I.am in receipt of yours of the 4th enclos-
ing copy of a letter which you received from Mr. Machaffie. I have sent
it to Mr. Haney and have asked him for an interview. I have to be out
of the City till the middle of riext week. On my return the matter will
receive my immediate attention.” .

Then on September 12th he writes to Sir Thomas, Exhibit No. 92, and

among other things he says:— .
“I presume the matter can stand until his return,” meaning Mr.
Haney. .

“T told you that the profits of last year were quite sufficient to pay
the dividend without crediting upaid interest as profits.”
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In view of the evidence given here by both Mr. Clarkson and Mr. Edwards
that statement was not true.

“ My last interview with Mr. Haney, relating to Home Bank affairs,
showed a decided improvement in the condition.”

1 have no'doubt at all, and I trust your lordship will not misunderstand me
ax to that, that Mr. Lash believeed it to be true. But could Sir Thomas, in view
of these statements that were made, believe that he himself should not have been
somewhat suspicious, having regard to the fact that he knew that they had been
padding thesc accounts, the Frost and New Orleans accounts and others, and
when he gets new facts of this nature from a responsible officer should he not
have said, “ Thesc danger signals are becoming too many, I will pull up the
train *? That should have been his position., What did he do? He sent a copy
of this to the bank’s board. A month or so afterward,—it does not matter how
much deposits might have been taken in the meantime, the ambulance is not
called, deposits are taken in for nearly six weeks,—but on the 29th October the
Board sees fit to make a reply, and among other things what do they say? In
politics sometimes it may be a good thing to abuse the other fellow, someone
may believe it; so they proceed in the most expeditious manner to say:

“ The Board feels that no good purpose would be served by entering
into Mr. Machaffie’s reasons for interfering in this bank’s affairs.”

His Lorpsuip: Will you tell me your views of an intervening letter. What
about that letter of October 16, Exhibit No. 125? Evidently Mr. Lash was
enclosing a draft of the Board’s statement asking Mr. Haney to look it over.

Mr. Lre: It is the framing up of what the Board are going to tell Sir
Thomas White, 1 presume. !

His Lorpsurp: Will you read it over?

‘“ ToroNTO, October 16, 1918.
M. J. Ha~EY, Esq., .
Care of The Home Bank, Toronto.

Drar Mr. Haney,—Will you please consider carefully the enclozed
draft of the statement of your Board of Directors in compliance with Sir
Thomas White’s request re Machaffie lctter. I think you had better dis-
cuss it with the General Manager, o as to make sure that the facts which
are within his knowledge, and which appears in the books, are correctly
stated. The information as to the New Orleans situation I received from
Mr. Barnard when 1 was last in Montreal. I told him that a copy of the
proposed reply of the Board would be sent to him for consideration so
that he might see that the facts were correctly stated, and make any

'suggestions which occurred to him before the Board met.”

Now take that sentence, what does that meari? Does it not mean that it
never was before the Board?

Mr. Lep: It had not been before the Board at that time.

His Lorpsurp: Who prepared it?

Mr. Lee: Mr. Lash.

His Lorpsuip: No, the report.

Mr. Lee: The report I presume was also prepared by Mr. Lash.

His LorpsHip: I just wanted your view about it. I find it difficult to
explain.

P Mr. Lee: Although it was sent by Mr. Haney the President I have not
the slightest doubt it was prepared*by Mr. Lash. He prepared a draft, he then
sent a copy to Mr. Barnard because there were certain facts mentioned in
reference to the New Orleans situation, then— .
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“ Will you please send a copy to Mr. Barnard. I leave it for you to
decide about discussing it with other members of the Board before the
meeting. Sir Thomas White is still in the West but ke will likely be
back in a week or so and as I will be away for ten days, from Saturday
of this week, I would like to have the meeting of the Board called for
solne day not later than Friday of this week, that is if you want me on
hand at the time. .

I enclose three copies of the draft.”

Now the presumption is very strong that the man who prepared the draft,
engrossed it after it had been revised by the members of the Board, that is the
way I take it.

His Lorpsuip: You see this draft is signed as being submitted by Mr.
Haney himself.

Mr. Ler: Yes, acting for the Board, that is the Board’s statement to Sir
Thomas in answer to Mr. Machaffie’s charge.

His Lorosurp: I was trying to see if you could help me to a decision as to
who it was that prepared that statement.

Mr. Rem: In the sixth line “ The information as to the New Orleans situa-
tion I received from Mr. Barnard when I was last in Montreal. “ That would
look as though Mr. Lash had knowledge of what was in the report.

His Lorpsure: Well I do not think we can get much farther ahead. I read
that two or three times. I thought you might have some definite view about it.

Mr. Lre: Well I am very definite about this feature; the report was pre-
pared by Mr. Lash, drafted from information he received from General Mason
and Mr. Haney. That draft copy was sent to Mr. Barnard becsuse they wanted
to see that the statements in reference to the New Orleans situation were correct,
because Barnard had the best information and was interested in that matter.
It then goes before the Board and the Board itself amended this report.

His LorpsuIP: You see it was not too late even at that time, the end of
1918, to save a great loss, at least it is open to the argument that if Sir Thomas
White had known the truth at that time he would have taken steps to see that
the loss did not occur. Now whoever prepared this report and sent it forward
may bear some responsibility. I was just wondering if you could' put your
hand on anything more definite than what I saw there and what Mr. Reid
suggests as to that.

Mr. Lee: I'do not think there is anything that has been given in evidence,
I am trying to keep to the evidence and draw my deductions as fairly as I can,
but there is no doubt in my mind that Mr. Lush prepared this report, that the
draft report went before the Board, because at the top it says:—

“Mr. Haney submitted to the meeting a report to the Minister of
Finance, to be sent to the Minister on behalf of the Board, and this
report after consideration and amendment was unanimously adopted by
the Board in the form following, and the President was authorized and
instructed to forward copy of this report to Mr. Lash, with instructions
to have same forwarded to the Minister.”

That is, before the Board’s report goes to the Minister, Mr. Lash has the
report. So it seems to me that the man who prepared that report and the Board
that amended it were the people who have the responsibility of sending this to
the Ministér; Mr. Lash and every member of that Board who was present at
that meeting or who knew anything about it must take the responsibility.

Now what do they say:— '

“ The Minister of Finance in his letter to Mr. Lash asks that the
matter may be taken up with the Board of Directors and a report
79220—4 '



678,

ROYAL COMMISSION

prepared dealing with the several charges made. The Minister adds,
“It is my intention to Luve a thorough inve-tigation made through the
Bankers’ Associution or otherwise; before taking this step, however, I
wish to have a reply from Mr. Hancy and his board.”

Then on page 183, as I was going on when we digressed:—

“The Board feels that no good purpose would be served by entering
into Mr. Machaffie’s reusons for interfering in this bank’s affairs. The
papers and corre<pendence with, and relating to Mr. Machaffie, and to
the claims which he made against the bank because he wus not appointed
general manager as he expected to ke, are open for the inspection of the
minister, should he wish to se¢ them. They wiil probably afford the
reacon for Mr. Machaffie’s present action which the board thinks is
not impartial or actuated by consideration for the public interests.”

What I ;ay is, whether they were actuated by the public interest or any

other interest, it became the bounden duty of Sir Thomas White, wherever he
received the information from, if that intormation was founded upon fact it
was his duty in conserving the assets of this bank and looking after the welfare
of its depositors, when that danger signal was thrown out to make a proper
inquiry at that stage. Then he goes on:—

“ As the Minister of Finance seems to have placed more reliance
upon Mr. Machaffie’s letter and statements than the board thinks they
are worthy of, and to remove the wrong impression which that letter has
evidently .created, and on account of the importance of the matter, the
board fecl that a reference to the position of the bank as directed and
managed two and a half years ago, and to its present position, is culled
for.

“In the early part of 1916, certain representations upon the position
of the bank had been made to the Minister of. Finance, and he expressed
at that time the intention to have an investigation made through the
Bankers’ Association or otherwise.

“ Mr. Haney, now president of the bank, had joined the board of
directors shortly before these representations -had been made. On his
suggestion the then board retained Mr. Z.-A. Lush, K.C,, as counsel, and
appointed the firm of Blake, Lush, Anglin & Cassels as colicitors.

“ Owing to the disturbed condition of bu~iness and finunces in Can-
ada two and a half years ago, the board was of opinion that any investi-
gution into the affuirs of the bank by the Minister of Finance, or by the
Candian Bankers’ As<ociation, would be misunderstood, would cause a
run upon the bank, and would compel it to close its doors, with all the
injurious consequences which would result therefrom, not only to the
hank it-elf but to its customers and to the public interest~. The board
did not then, and does not now fear the fullest investigation, but they
do fear the consequence to the bank, its customers and the public, which -
would result. from an investigation ordered by the minister through the
Bankers’ Association or otherwise.

“The Board recognized two and a half years ago, and now recog-
nizes, the responsibility placed upon the Minister of Finance, with respect
to the hanking system of Canada, and if, after full consideration und
hearing the representations of the bank, the minister should conclude
that, notwithstanding the consequences referred to, he is called upon in
the public intorests to order an investigation the bouard, would, of course,
submit and afford all assistance possible.”

How nice it was of the board to say to Sir Jumes White: “ If you insist,

Sir Thomas, why of course we will give you all the assistance possible; but
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at the sume time, please take our statements, absolutely unverified, not even
by our inspectors "—because no inspection had been made of the head office,
so far us I have been able to judge, since July, 1915, when Adair had made
his inspection—* pleuse take our statement; Machuffic is a man unworthy of
confidence:.”  Because that is what they mean although they don'’t say it. And
then they go on to <ay, at the top of page 184:—

“ The Minister of Finance said that, on- the representations made to
him, and in view of Mr. Haney’s promise, he would not then order an
investigation which might have the consequences referred to and he would
rely upon Mr. Haney and Mr. Lash keeping him informed of any
changes in the bank’s position which would call for action on his part.
That the minister has been justified in his position, and that Mr. Huney’s

promiscs have been fully kept will be made apparent by the statement
which follows.”

Well, the statement goes on and at page 185 they again refer to this man
Machaffie and they say—and I am going to leave the statements contained
in that letter to my colleague, Mr. Browning; he will deal with them in due
course

“'The inference to be drawn from Mr. Machaffie’s statements with
reference to dividends paid by the bank seems to be that these dividends
were paid out of capital, and not out of profits.”

His Lorpsuip: I think that is a very plain inference. )

Mr. Ler: I should have thought so.

Mr. SymiNgroN: I don't think it would be an inference at all, sir. Rather a
direct statement.

Mr. Lee: However that may be, they say:

“This statement, or inference, is unfounded. No dividends have been
paid out of capital; and the profits of the bank, actudlly earned, have been

a,mf)ly Suﬁicient to warrant the payment of the dividends which have been
declared.”

That statement, in the light of the evidence which has ‘been given here, was
an absolutely untrue statement. No dividends had been earned in 1916, or in
1917, if we believe the evidence. And there is a possibility, from what Mr. Adair
said, that there was about the sum of $8,000 earned in 1918, which might possibly
have been applied in payment of dividends. I am speaking now from memory.

Mr. SymingTon: 1 think you are wrong in that.

Mr. Lex: However, let us take what they say:

“For the same reason which made the Board feel that an investiga-
tion into the affuirs of the Bunk by the Mintster of Finance or by the
Canadian Bankers’ Association would be misunderstood and would cause
a run upon the Bank, the Bourd felt that great responsibility devolved
upon them with reference to payment or withholding of a dividend upon
the Capital Stock.

: After the most careful consideration, the conclusion was reached that
it would besgreatly in the interests of the Bank and enable the Board to
carry out its determination to make the Bank successful, if the dividend,
which for years has been paid upon the Stock, were continued, provided
that it could be continued lawfully and without breach of any of the
provisions of the Bank Act.

On each occasion when the declaration of a dividend was discussed,
careful consideration was given to the question of the profits of the Bank,
and, after being satisfied that sufficient profits were on hand, the dividend
wus declared and paid.”

79220—41



680 ' ROYAL COMMISSION

And then they set out what the net profits were. When Sir Thomas received
that statement of the net profits for 1917, and the dividend had been paid, as we
have seen, in 1917, and in 1918 their allegation as to profits, which was published
also to their own shareholders, and what they had paid out in dividends, suppos-
ing he had investigated that bank from an independent source, supposing that he
had been doing that duty which I conceive to have been his duty at that parti-
cular time—if 1t had never been his duty during 1916, regarding the Fisher letter
—as I conceive it to be his duty at this time, that danger signal had gone higher
in the sky, he was more aware now after this charge was made, together with the
statements that had been obtained from within, if ever a duty devolved upon a
Finance Minister in this country, it did at this time, to investigate what was said
in reference to these two years. He did not need to go into all the affairs of the
bank, but had he found that a statement contained in these two years was
incorrect, then he could havehad a full investigation of the affairs of the bank,
and that would have led him, as a cautious man should have been led, to have
gaid: “You have made misstatements to me; you have asked that an out-
side independent audit should not be made; I have acceded to that request; now
further charges have been made against you as a Board; you have made further
statements to me, Mr. Lash, and you the members, Mr. Haney and other gentle-
men, of this Board; I have not much further confidence in you; I am going out”—
as any sane reasonable business man would have done—“And I am becoming
suspicious and I am going to see whether my suspicions are well founded or not.”
That is a position which I think a man of the great experience of Sir Thomas
White should have taken; he should then have made an independent investiga-
tion of+his own. But instead of that he seems to have swallowed the hook and the
line and the sinker; he seems to have got it caught in both gills; and instead of
him dragging them down to Ottawa and putting them through the threshing
mill they simply draw him up and make him accept their statements, as a
reasonable man should not. Now they go on and state: !

“Mr. Machaffie’s statement that section 153 of the Bank Act has been,
or is being violated, is untrue, and his insinuation that he and three other
officials whom he names, resigned from the service of the bank because
they were unwilling to share the guilt, and others not named were “obliged
to get out” or to resign because they were ‘ unwilling to share the guilt,’
is untrue.”

Now there is a definite statement of fact. One alleges thut the statement
that these gentlemen had to get out becayse they would not share the guilt is
true. The other, the Board, alleges that it is untrue. Could he not, by a reason-
able effort upon his part have made some investigation to find out, for instance
first: whether Mr. Kennedy, an old servant of the bank, hud left for any such
reason? That would not have required very much investigation. And if he
found that Mr. Machaffie’s statement was true, he possibly might have put more
confidence in Mr. Machaffie. But Mr. Machaffie goes further and makes other
charges. Mr. Machaffie says he is told that the shareholders’ auditor is not a
chartered accountant or a trained banker. In answer to my learned friend Mr.
Lafleur—and I am now speaking from memory—I am under the impression that
Mr. Machaffie said that he had nothing to retract, although he had written
that letter of retraction; that all these statements, in the light of further evidence,
were practically true. _ '

Mr. McLaveHLIN: He never retracted anything contained in that letter.
It was another letter that was not sent. :

Mr. Lee: Well, this letter he did not retract.

Mr. LarLeur: It was a letter that he had held.

Mr, Symineron: There was no retraction of anything in this letter.
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Mr. LEe: Not of this letter.

Now there is not a bit of evidence before you that the statement of
Machaffie, made there, that the man who was the auditor of this bank was not a
chartered accountant, was not correet; and I fully believe that to be a fact,
although it is not in evidence before you, that he was not a chartered accountant
and never had been one.

Mr. LarLeur: Thereport of Mr. Haney implies the truth of the allegation,
that he was not a chartered accountant. He explains what he was, and that he
was as good as a chartered accountant.

Mr. Lee: He says he is a gentleman. That is the first thing.

Mr. LarLeuR: And that he is the bursar of a College.

Mr. Lee: And because he is the bursar of a College it is to be taken that
he has a knowledge of finance.

Mr. SymingTon:, His main point was that he had been approved of by the
Department.

Mr. Lee: Well, it is the Department that I am going to find fault with.

Mr. SymingroN: Going to? or have? -

Mr. McLaverHuIN: Non-professional or lay services are never reliable.

Mr. LEe: At page 186:

“For the past seventeen years he has been, and still is, Bursar of
Trinity College, and auditor for other institutions.”

I do not know that the position of Bursar of Trinity College would add very
much to his qualifications as an auditor of a bank. A College has a large number
of students, it is true, and the Bursar has to see that the students are well pro-
vided for, that they get good meals and that their fees are paid regularly. I don’t
know that those duties would fit him particularly. for being the auditor of a
bank. But it is said that he has been auditor for other institutions. The institu-
tions are not specified. It might be that he had been the auditor for Kingston
Penitentiary,. for all we can tell. That is an institution.

' “His name is included in the list of persons selected by the General
Managers of banks under section 56 of the Bank Act.”

I would like to know the names of these bankers, of the Canadian Bankers’
Association, who select men who are not chartered accountants, to be the audit-
ors of banks.

Mr. SymingToN: The Act was changed in consequence of this very thing.

Mr. Lee: Quite so. I have forgotten for the moment that this gentleman
was_a particular friend of one of the Directors, Sir Henry Pellatt; and that
Sir Henry Pellatt, if my memory serves me rightly, was at one time a Director
of this Bank; and I presume when Sir Henry Pellatt’s fulfilment of his con-
tracts with this bank was called to his attention, that probably he resigned from
the Directorship. Is not that right? Let us see. I will take the last Exhibit. I
do not like to make a statement unless I am sure that it is right, but I was under
the impre=sion that Sir Henry Pellatt had been a Director.

Mr. SymineroN: I do not think so. At least is is not shown in Mr.
Edwards’ report that he was a Director. !

Mr. Leg: I am still under the impression that he was. However, I will
verify that. ’

Mr. SymingroN: Mr. Edwards gives the original Directors’ names, and
all the changes that have been made. .

Mr. Lee: I had forgotten that. I thought that Sir Henry had been on
this Board for a period of two or three months, and subject to that, I will have
it verified before the case is closed. But Mr. Haney goes on to say:—

“Deemed by them to be competent and eligible to be appointed
auditor under the previsions of the Act, and he was not disapproved of
by the Minister under the provisions of the Act.”
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By what Minister? By Sir Thome < White, it mu~t have heen.  That year.
I belicve that these bhnk auditors at that time Lud to be upproved cvery yeur,
and if Le was not di~upproved of by the Minister, then he was approved of by
the Minister, and therefore he was practically an appointee of thi< I'inance
Department, of whick the Honourable Sir T..omas White waox then the re~pon-
sible Minister; and therefore he was ~ubject to be remgved hy being tuken off
that list, and if he had been taken off that list then they would probably have
got an auditor who would have looked after thiz bank’s interc-ts in a better
way. Now they may say:—

“He was duly appointed by the sharcholders at the aunual meet-
ing.”

But he could not have been duly appointed at a meceting of the sharelolders
if he had not been on the list approved by the Finance Dcpartment.

Mr. SymineroN: Not disapproved of. The language of the Act is quite
clear. The Bankers’ A--ocietion submits a list and unless the Minister dis-
approvces of it, it is adopted. “That was change] in 1913.

Mr. McLaveuLIN: The law was changed, requiring the approval; but all
the men who had becen bank auditors before thut, were approved of.

Mr. Lee: What I am quarrelling with is, that if this <tatement of
. Machaffic’< is true, he was heing continued “rom 1913 on up to 1918, and during
1918, although this is called to the responsible Minister's attention, up to the
time at which Sir Thomas resigned from thic pe~ition, I don’t see that he has
been removed; I don’t see any statement in this evidence here thut Sir Thomas
made any 1nvext1gat10n in reference to the qualifications of this man.

Now I trust that your lordsLip will not think that I am -aying that because
he was not a chartered accountant, he was not qualified. I do not know that.
I suppose there are many men who are not churtered accountants who are just
as good accountunts as men who have received their degree. I do not agree
with Mr. Machuffie up to that point, thut because he was not a chartered
accountant, he wus not a competent man; but apparently there was some reason
in Mr. Machaffic’s mind—he, a trained banker, and probably one of the three
trained bankers in this instituation at that time, as he was, pointing out to the
Minister that his responzibility was greatly increased; he was pointing out the
fact. Here you have a banking institution, and you have no trained banker-;
beeause, remember, Adair has gone; Kennedy hus gune, Hase has gone; he
Lim<elf has gone; vou have no trained man in there to watch this situation.
Now that was a very dangerous situation at that time. There had bain an open
switch; the train was running fust into the open switch.  Sir Tnomas, if he had
been watching closely over that train, and those danger signels, would have
been advised to have the audit which he had been threatening during 1916.

Then they go on to suy:—

“The ~tatvment by Mr. Muchaffie, that the position of important
matters is conecaled from the Board, ix untrue.”

I do not desire to say anything before thix Commis-ion which would in
any wuy hamper, or in any way injure, the fair and free trial of the gentlemen
who are now under indictment; but if the ctatement of the Prexidcnt of that
institution is true, then Machafﬁu ~statement mu<t have heen untrue. II
Machaffie’s statement is true, then the <te tement of this Board is absolutely
untrue; because they are totally contradictory.

Now it continues:—

“ Machaffie’s statement that the transactions in which Mr. Haney

and his friend~ have a personal intercst were becoming rather frequent,
and that in some cases~ the outcome was disastrous to the bank, is untrue.”
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I cannot recollect at this moment what the evidence upon that point i=. My
impression of the evidence is that Mr. Haney at that time was engaged in cer-
tain speculations with the bank’s money, loaned to one who afterwards became
a Dirertor of this bank. There is no evidence before us und therefore 1 cannot
dwell long upon that line, and I do not desire, a< I said, to hamper in any way
the trial of these gentlemen.

Now the deposits are given for 1916; the gold and legal,tender, and also a
distinction is made with the year 1918. It ~ecms to me that if Sir Thomas
White, the 1'mance Minister, did not want to make a thorough investigation, as
had been asked for on a previous vrcasion and as had been pointed out to him
by M-+ Machaffie, he could at least have made an independent investigation to
find out whether the statement contained here in 1916 of the deposits of the gold
and legals, and of the condition of the liquid assets was correct and by that
means he wouid have found out whether the statements in this statement were
true. 1'am going to point out what he did do. The report goes on to tell Sir
Thomas who Mr. Barnard was. I should have thought that by this time Sir
Tnomas would have known who Mr. Barnard was. I should have thought that
he knew that he was & man who had been borrowing a large amount of money
from the bauk. I ¢hould have thought that he knew that he was also a Director
of the bank. T should have thought that he knew who the other members were;
Mr. Daly, Mr. Gough and Mr. O’Brien; and that Senator Muacdonell wus
resigning; and that he personally knew Mr. Casey Wood, having been brought
up very closc to him. Now I should have thought, in all decency, man to man,
even although the war was on, that when a man makes charges aguinst another,
and that other replies to them, that at least the person making the charges
should have got a copy of the reply. Was there any reply made to Machaffie
by Sir Thomas? Noj; except a very formal acknowledgement of his letter, con-
taine. in a few lines. I should have thought that in all fairness, which
characterizes the ordinary business affairs of life, that Sir Thomas might at
leust have directed the bank officials to send Machaffie a copy of the stutemen*
which they made in reference to him. Because his charges were serious; he
made them, I believe in the interest of the bank; he made them, as he said in
his sworn testimony, when he had $10,000 to lose in it; I ~hould
huve thought that in all common decency Machaflie <hould have been
requested to say whether these statements, contained in this report, were true
or false. And in that feature of it I say that Sir Thomas White did not do his
duty; he «s recreant to the dutv which was imposed upon him. It is true there
was no legal obligation on Lim to do it; it is true that he could exercise his own
diseretion about the matter; but I should have thought that in all common
courtery he would have sent a siatement because had he sent a stutement
Machaffie would have had the right of reply. Instead of that Machaffie does not
know what *hey were raying about him; they might huve lied all over the lot
about him; he knows nothing about it; Sir Thomus does know, and he does not
say anything more.

Then on October 31 Sir Thomas writes to Mr. Lash in these words. Exhibit
97, page 187.

“It is stated in the Board’s report that no unpaid interest upon
account No. 3 or other inactive accounts has been credited to profits <ince
Muy 31, 1917. This would scem to imply that for many years interes*
has been added to principal of accounts which were not capable of
liquidation or reduction and that such added interes* is thereiore now
represented as part of the Bank’s capital or reserve in its public state-
ments. As the note circulation of the Bank is dependent upon its paid-
up capital, and u» the other Banks of Canada are guarantors of this
circulution, it appears to me to be a matter of importnce both to this *

-
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Department and to the Banks that the cupital of the Bank should repre-
sent substantial assets. If, as a matter of fact, the capital of the Bank is
represented by interest amounting in the aggregate to a large sum and
added over a course of years to the principal of inactive accounts, a
serious question arises as to whether the true position should not be
declared .and the capital and reserve of the bank written down accord-
ingly.”

Now my lord what does the letter mean? Must it not mean only one thing?
Must it not mean that Sir Thomas White himself did not believe the truth of
those assertions which were contained in Mr. Haney’s statement of October 29th?
Could it mean anything else? He points out in reference to the note circulation
and he says a serious question arises as to whether the true position should not
be declared. The true position of what? Surely it must have been the bank.
Surely he had suspicions at that time that that statement that they were trying
to put over him was untrue, or he would not have written any such letter. I
cannot get anything further out of that clause. Probably my learned friends
when they are discussing it, may.

Mr. Symiveron: The first sentence in the third paragraph I think explains
it.

Mr. Lee: The first sentence in the third paragraph is:

“Tt is stated in the Board’s report that no unpaid interest upon
account number 3 or other inactive atcounts has been credited to profits
since May 31st, 1917.”

That is the clause. I cannot see that that explains it.

Mr. Symingron: It implies that for many years it has been added to
principal; therefore it should now be written off.

Mr. Lee: It should now be written off, but it means to say that they are
not disclosing to him the true position of the bank at that time when they are
sending him this statement on the other puage, showing the difference between .
1916 and 1918. At least that is the way I take it.

Then apparently they forget the whole thing again, because on the 23rd
December, 1918, Mr. Lash is in receipt of a letter from Sir Thomas, in the follow-
ing words: Exhibit No. 99.

“Some weeks ago, I wrote you asking for information from the Home
Bunk as to certain accounts., I shall be glad if Yyou will make enquiry
and inforrn me when I may expect a reply. There would scem to be no
good reason for the delay which is taking place in furnishing this
information.” .

Then Mr. Lash writes him on Decembre 26th 4nd says among other
things:—
“I am in receipt of yours of 23rd.”
then following down:—
“I confess that the matter passed out of my mind and I did not
make enquiriex about it.”

Then on December 27th, Exhibit No. 101, Sir Thomas writes to Mr. Lash
and says:—

“Thanks for yours of the 26th instant. It would not appecar to me
that Mr. Haney’s absence should occasion delay in furnishing me with
the information desired which can be ecasily compiled by any official of
the bank. Please inform the Board that I desire the information requested
by me to be furnished at an early date.”
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They are still hanging back. What is the purpose? Could not Sir Thomas
then consider what the purpose was? Then we come down to Exhibit No. 105
and we get this letter written on the 25th January. During all this time
apparently Sir Thomas has not got the information that he was asking for; but
on the 25th he gets this letter from Mr. Lash. It is at page 191 and refers to the
Pellatt, Frost and New Orleans accounts, and includest an analysis. Then he
says:—

“No interest charge to this account remains unpaid; on the contrary
all interest has been paid and the principal has been reduced.”

I presume he is referring to the Pellatt acgount. Then he goes on, page
192:—.

“Two members of the Board personally went to British Columbia
and went through the limits and got information as to other sales.”

That statement, I have no hesitation in saying, in view of Mr. Crerar’s
evidence—and it is the only evidence we have here, because Mr. Haney did not
turn up to give his evidence—was absolutely untrue. I am not saying that Mr.
Lash was making an untrue statement. Far from it. Far be it from me to say
that. But these gentlemen did not got through the limits. What did they do?
I think Mr. Crerar told us what they did.

Mr. SYMIiNgTON: There is no question about it.

Mr. Leg: They took a nice trip to Vancouver.

Mr. SYMINGTON: Are they the members referred to? And is that the trip
referred to?

Mr. Lee: I take it that that was the only investigation.

Mr. SymineToNn: That was two years before.

Mr. Lee: 1 did not know that there was any question about it. Your
lordship will have to take it dubject to that, that I am referring to the fact that
this was the trip made by Mr. Haney and Mr. Crerar to British Columbia. My
friend Mr. Browning says to me, they only made the one trip.

Mr. SymiNgTON: Those two only made the one trip. There is no question
about that; but they never went through the limits.

Mzr. Lee: Have we any evidence here that anybody else, members of the
Board, went through the limits?

Mr. SymingToN: No, we have not.

Mgr. Lxe: Then I am probably right in assuming that they are referring
to Mr. Crerar and Mr. Haney.

Mr. SymingToN: I do not know whether you can make that assumption.®
We have no evidence of it.

MRr. Lee: I am going to assume it for the present. Mr. Crerar says he
got Lacy’s report, but Lacy was not a member of the Board. Then if that
statement is true, Mr. Lash made a misstatement of fact to Sir Thomas. And
it could have been easily ascertained whether they had gone through the limits.
Mr. Lash no doubt might have said in his own mind that they went through
the Iimits, because they had Lacy’s report, and they had various cruiser’s
reports who had gone through the limits. But that is not what he said. He
sald these two members of the Board personally went to British Columbia
and went through the limits and that they got information as to other sales.

And then he goes on and he refers to the interest. He says that “the total
interest up to 31st November 1918 was charged to these accounts. A memo
enclosed with the statements explains the reason for this.”

But had not Sir Thomas White already drawn their attention to the fact
that they must not do that? Now here is another danger signal. These people
in the face of Sir Thomas’ statement not to do what he had told them not
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to do, and which they had no legal right to o, boldly say, or Mr. Lash says:
You wili see that the total interest up to 31st November 1918 was charged
to these «reounts. And then he gocs on further down, on page 192:

“I am instructed that the Board of the bank is convinced that
outcide of the liability of the Prudential Compuny the securities now
held will realize for the bank the full amount of its claim, leaving the
liability of the Prudential to the gods.”

I am afraid, my lord, that tne manzgement of this bank wus scriously
pulling the wool over the eyes of their own Counsel, and in the honety of
purpore of Counsel Mr. Lash was truncmitting that to Sir Thomas, and Nir
Thomas was—I will not use the word “gullible”, thut would not be right,
beciuse he was a man who was trained in banking, in a bunking institution,
and I do not think men who have the cxperience of Sir Thomas are gullible;
I do not know; I am trying to imagine whut influence Mr. La<h’s mind had
over the mind of Sir Thomas White, that after ail these statement< are muadle
to him, that a proper investigation as requested by Directors, by officers of the
bank, was not made at this time. °

His WorsaIr: Mr. Lee, I suppose you have quite a little still to urge upon
me?

Mr. Lek: Yes, I have to go through Mr. Crerar’s and Mr. Machaffi’s
evdence.

His Lorpsuip: Then you cannot finish tonight. We will adjourn until
ten o’clock tomorrow morning.

Pruceedings stand adjourned at 4.40 p.m., Thursday, 15th May, 1924, until
10 a.m., Friday, 16th May, 1924,



