
z_,) -/iol'/-/f-31-? 

I 

C4o/-l-

, I 

ROY AL COMMISSION 

TO ENQUIRE INTO AND REPORT UPON AFFAIRS OF THE 

HOME BANK OF CANADA 
And in the matter of the Petition of the Depositors 

in the said Borne Bank of Canada 

COMMISSIONER: · 

The Honourable Chief Justice McKeown 

OTTAWA, SATURDAY, APRIL 26, 1924 

\ 

No. 7 

OTTAWA 
F. A. ACLAND 

PRINTER TO THE KING'S MOST EXCELLENT MAJESTY 
1924 

I 



le 

" 

CANADA 

IN THE MATTER OF A COMMISSION, appointing the HONOURABLE 
HARRISON ANDREW McKEOWN, a Commissioner to enquire into 
and report upon_ affairs of the HOME BANK OF CANADA. 

AND IN THE MATTER OF THE PETITION of the Depositors in the f>aid 
HOME BANK OF CANADA. 

Before the Honourable Chief Justice McKeown, the above named Royal 
Commissioner, at Ottawa, Saturday, the 26tq. day of April, 1924. 

Counsd: 

EUGENE LAFLI:UR, K.C., AND H. J. SYMINGTON, K.C., 
for thu Government of the Dominion of Canada. 

R. J. McLAUGHLIN, K.C., A. G. BROWNING, K.C., AND W. T. J. LEE, 
for the Depositors. 

McGREGOR YouNG, KC., for the Attorney-General of Ontario. 

WILLIAM A. MACHAFFIE, Sworn. Examined by .1fr. Lee. 
Q. Mr. Machaffie, how long have you been banking?-A. Since 1882. 
Q. You started with what bank?-A. The Merchants' Bank of Canada. 
Q. And you left their service and went into what service?--A. The Bank of 

British North America. 
Q. When did you lea Ye the Bank of British North America ?-A. In 1907. 
Q. And where did you go then ?-A. To the Home Bank of Canada. 
Q. 80 that you were with the Home Bank. of Canada from 1907 until what 

date?-A. 1918. 
Q. When you went into the Home Bank, what position did you occupy 

first, and what positions did you occupy afterwards?-A. At first I was manager 
at Winnipeg; later, assistant to the Vice-President; and later still, assistant to 
the President, the same gentleman. And that is all. 

Q. So you were Manager at Winnipeg, Assistant to the Vice-President and 
. later Assistant to the President. And what year did you say you went in ?-A. 
1907. 

Q. You had occasion to write to the Minister of Finance in 1918?-A. Yes. 
, . Q. On the 29th of August you wrote this letter which is already on record 

as Exhibit 88. 

:ijO:'.\·IE BANK OF CANADA 

"Hon~ Sm THOMAS WHITE, 
Minister of Finance, 

Ottawa. 

OAKVILLE, ONT., August 29, 1918. 

DEAR Sm THOMAs,-Referring to the report of James Fisher, K.C., to you 
in February, 1916, and to a converEation with the writer in December of that 
year at that time there seemed some ~ope of selling a substantial portion of the 
British Columbia timber held in the A. C. Frost account to a pulp company, 
this sale however did not materialize; this situation therefore is that the 
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384 ROYAL COMMISSION 

dividends for the years ending May, 1916, and May, 1917, were bal'led on the 
addition of interebt to doubtful acrounb,-in E>arh year Rome 30 per rent 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 shipbuilding ent~rprise, 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 F. J. ::\1. Stewart, a personal friend of Mr. Haney's. 
In this connect.ion a considerable amount of the bank_'s funds is locked up. 

In view of the foregoing it seems evident that the artual rash difbursed in 
dividends during the three yrars under review was furni,-hed by the increase in 
deposits, and that the air~regate risk of the public i::; much greater to-day than 
when Mr. Fisher approached you. • 

The total amount writtrn up in the Frost arcount over the purchase price 
of the timber, if adacd to the amount of eapital stock carried by the bank, would , 
account for the entire cupital. "ll 

Sertion 153 of the Bank Act is of course violated, Head Office officials i 
unwilling to share the guilt are obliged to get out; since matt€rs were reported 
to you the following gentlemen have had to resign: 

Mr. Kennedy, Toronto Manager. 
Mr. Adair, Supervisor. 
Mr. Ha::,e, Supervisor. 
1\Ir. Machaffie, Asf'istant to President. 

The shareholders' auditor, who was the late Col. 1\Iason's ::election, is not, 
I am told a chartered accountant, nor a trained banker; the poi'ition of important, 
matters is concealed from the Board, and consequently the public are denied 
that measure of protection contemplated by Parliament at Section 58 of the 
Bank Act. 

Transactions in which ~fr. Haney and his friends have a per<oonal interest 
were beroming rather frequent, and in ,;ome cases the outcome was disastrous 
to the bank. 

This lack of disintere::;tednrss on the part of Mr. Haney, coupled with the 
fact that much important information is withheld from Mr. La;.,h, serms to 
justify the conclusion that the arrangement made by you with thc~e two gentle
men does not afford the public an adequate measure of protertion. 

All of which is respectfully submitted, I am, 
Yours faithfully, 

(Sgd.) W. N. MACHAFFIE, 
Late Assistant to President." 

You wrote that letter, Mr. Machaffie, did you?-A. Yes, but there is one 
error, yqu said years 1916 and 1918. I think I ::;tatc-d the year., 1916 and 1917. 

Hr:-' LORDSHIP: Yes, 1916 and 1918 were read. 
Mr. LEE: I thought I said '17. And '17 is right. 
Q. Before touching on that letter, had yqu ever written any letters in refer

ence to this matter before that to anybody?-A. Yes. 
Q. To whom' did you write?-A. To the Hon. T. A. Crerar, who arted as 

Chairman of the \Vinnipeg Committee of Directors. 
Q,. You wrote letters then to the Hon. T. A. Crerar. John Kennedv and 

John Per~se. Did you write this letter of the 28th Septemlisr, 1915'?-.( Yes. 
Q. Did this letter go to tl,e:-u?-A. Yrs. 
Mr. LEE: My lord, I think a copy of this should go in. The witness states 

that the Crown desires the pos1::es;:;ion of this letter in Toronto. 
Mr. MACHAFFIE: I do not know thut they said quite that, but I waf' askrd 

by ~Ir. Glarkson whether I would testify at the criminal trial and I said I 
presumed I would have to if I were called, that is all. 
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Mr. LEE: We will put it in.here meantime. 
Mr. YouNG: So far as po~sible, Mr. Commissioner, we desire that the 

originals should be obtainable in Toronto. 
His LORDSHIP: There is no reason whv the letter. should not be read into 

the record now and he can take it back with him. I quite appreciate that the 
Crown must have the original. A copy may be filed. 

Mr. LEE: This letter was sent by you and is as follpws: 

EXHIBIT No. 133 . 

Filed by Mr. Lee, April 26, 1924. 
Copy letter, Sept. 28, 1915, from W. N. Machaffi.e to T. A . 

Crerar, et al, re the general management of the hank. 

T. A. Crerar, Esq., 
John Kennedy, Esq., 
John ~ersse, K,q., 

"THE HOME BANK OF CANADA 

WINNIPEG, Man., Sept. 28, 191.5. 

Gentlemen:-As Senior Branch Manager in the Bank, the writer feels it 
his duty to make certain observations reg11rding the management. I recall that 
since 1912 serious doubt-; have been entertained as to the soundness of the 
general management. About that time I learned that the Eastern Directors 
had no knowledge of a loan of $4,500,000 to a company of which Col. Mason was 
a Director, that the fact that the Toronto office was never inspected has been 
frequently commented upon, that in June, 1912, Mr. Kennedy while in Toronto 
requested Col. Mason to come to Winnipeg to confer with the Western Directors, 
that Col. Mason agreed to do this but that the conference never took place. 

In October, 1914, information reached me of a mm:t. serious state of affairs 
at Toronto, this information was at once given to the Western Directors who 
arranged to visit Toronto. The situation as it developed at this time and sub
sequent visits, as described in various conversations with' the Western Directors 
is understood by me to be as follows:-

The Eastern Directorn at first opposed investigation stating that Col. 
1\1ason enjoyed their full ronfidence. Col. Mason offered to furnish full infor
mation but was soon detected in lying. This caused 'the Eastern Directors 
to withdraw thPir confidence and join in the demand for a full investigation, 
this investigation has recently been completed in spite of Col. Mason's efforts 
to balk it, and all Direetors now know that Col. Mason's hopeless incapacity 
and wrong-doing has brought the bank to a position where its continued exis
tence is most seriou::;ly threat.f'ned, the Directors however fear to remove Col. 
Mason became of the probable effect on depositors (the Bank being in no po;:i
tion to meet a run) and also because of his threat that under· certain circum
stances he would 'clOf'e our doors.' 

With the Pre~ident and General Manager and also the Assistant General 
Manager disrreditf'd, I, while not an executiYe officer, feel tlu:t in the opinion 1of 
the Banking world some responsibility may be thought to descend to me as 
Senior Branch l\Ianager. I therefore m,k the Western Directors to take legal 
advice particularly as to whether matters ought not to be placed before the 
Minister of Finance and by whom. 

In con~idering the expediency of such a step at the present time becau-<e of 
the large interest-, involved weight should attach to the importance of the bank 
going through the pre<;ent grain sea~on without disturbance. .. 



386 ROYAL COMMISSION 

In conclusion the writer invites seriou-; consideration of the suggestion made 
verbally for reorganization on a plan which includes the admi:5sion of new 
e~pital on a basis involving no new risk to the inve~tor':l. 

Yours truly, 

(Sgd.) W. A. l\IACHAFFIE." 

Mr. MACHAFFIE: ,vhere you read the words: "about that time I learned 
tlrnt the Eastern DireC'tors harl no knowledge of a loan of 54,300,000." The 
amount is wrong. "\,\'hat I dictakd was $450,000. 

Q. You say that should be $-!50,000?-A. Yes. 
Q. ,vith that correction, that ·was your lPtter written to tbPtse Directors in 

1915?-A. It was. 
Q. Did you have any eonverc:ation with any of tl:e,e Dire~tors following 

this letfrr, and if so, with whom ?-A. I do not r1.;eall a conver.<ation just at that 
t:rne. ThC'ir lawyn lw,H,ver, ealkd on me. 

Q. Who ,vats lheir bwyer?-A. JamPs F:flliff, K.C. 
Q: Will you tnll rne bow you p:ot this original letter b<tek?-A. James 

Fi,:her <'«me to my hom~<' one evening. I think the dde is on that letter. 
Q. Would thi-i be it: . 
"Handed bal'k by J amC'8 Fi,hl·r N owmhcr 4th, 1915. '' 
A. That was the date. 
Q. Is th['t the date he handC'1l it to ynu?-.\.. YPf'. l\Ir. Fi-;her had that 

let :-Lr with him and also one whi<'h he had drafted, aC:dressd to the Western 
Direei,orR, und the 1·our,-:e of our conn:r ahm wail about on the'-'e lines: :\Ir. 
FishN thought my lettff was too .<tron!! ::.rid that I ow ht to withdruv, it and 
sign the one which he had drafted. I had very great re~pect for ::\1r. Fisher; 
l had h.nown Lim fur h enty ye:.m:, n1d rcgardeJ him as a per,-,onal friend, but 
1: dedirn d to a1·1·cde to hi,- n qurc;t. 

Q. That iio, you thought your k·ttrr wr.s not too ,:trong?-A. I did not accede 
to his request. 

Q. TlH,u ,,hat nud oc-eurred ·:-A. I wrote anuthrr letter t,) the Hon. T. A. 
Crerar. It is there. 

Q. You have not th<' original of t!rn.t l<'Her?-A. ~o. 
Q. Have you a rupy uf it?-A. I have. 
Q. Is this the copy?-A. That is a copy, yes. 
Q. And you -'Tote this letter? 
::\Ir. LAFLErn: Are you giving an E-,Libit number to t!iat letter of the 4th 

~ovembcr. 
:Mr. Li:L: Ha Ying been read into the record at :'.\fr. Young'~ r<>qu<>st, I was 

nut going to nurk that a" an Exhibit. 
:'.\fr. Yomrn: Cannot you put in a eopy? 
:'.\fr. Li:i:: I will put a copy in. The copy will be ExhJ,it 133. 
Mr. LAFT v.GH: All tLe ktterts are marked with Exhibit m:mb1·rs allll it is 

more conveniem that they should be. 
, l\Ir. L1:.:i..:: This is Winnipeg, Manitoba, 14tl1 O\"tobc·r, 1915, addressed to T. 

A. Crerar, Esq., Dir<>ctor, Winnipeg. 

EXHIBIT No. 134. 

Filed by Mr. Lee, April 26, 1924. 
• Letter, Oct. 14, 1915, from H. A. l\lachaffie to T. A. Crerar. 
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T. A. CRERAR, ESQ., 
Director, 

Winnipeg. 

HOME BANK OF CANADA 

" THE Hm.rn BANK OF CAN ADA, 

WINNIPEG, MAN., October 14, 1915. 

387 

DEAR Srn,-Referring to the concluding paragraph in my letter of 28th ulto, 
addressed to our Winnipeg Directors, the po;:;ition appears to be that we have 
assets yalued at approximately $2,400,000 according to our last annual report. 
A considerable portion of these assets are baRed on Recurities euch as standing 
timber and some Real :Estate which) ield no revenue and of, at present, problema~ 
tical value; our practice of adding interec,t to such accounts in order to pay 
dividends on our present capitalization is not eound and must le::td to serious 
trouble. The correct procedure I believe to be as follows:-

Ascertain tl1e actual value of our aE'Rets, i.e., the price which a purchasing 
bank should be aRked to pQy for them, divide the amount in twu parts, Capital 
and Reterve, the Capital to be an amount on which our present actual earningR 
would meet a dividend and leave something each ) ear to the good, the Reserve 
to be rep're'-Pnted by non-revenue bearing a:=-set-, at a moce.,,t valuation. 

Reorganization on these lines has bh.en place in 'many Banks in Canada 
and elsewhere whid1 have later become prosperous. 

In a small Bank such as ours however there is tlte serious dange.r of this 
courrn rnu,;;ing a run by depositors, e>:peeially as the bulk of thfm are in one 
city, .Toronto. .:3uch a run might mean for, er!. liquid:ition, a vast shrinkage in 
values, heavy expense) and in 1ohort huge loss to our ,hareholdcrs and perhaps 
a call for double liability. 

The intere<;t'l of our shareholders can best be protected by a course of action 
about as follows:-

After aRrertaining the actual value of our as::;ets and before taking steps to 
reduce our Capital we should explain the position to the ::\1:inister of Finance 
and besp~ak his good offices with the BankerR Association, the members of 
which are most anxious to prevent finanrial troubles in any quarter. We ehould 
then a-.,k the Association to find a prospective purrha<Ser at a price to l?e agreed 
upon (which would be the actual rnlue) .but to give v.s an option say of two 
years in which to endeavour to get the Bank on a better basis and to agree to 
reroup in full any new shareholders who might take stock during those two years. 
When able to announce such an agreement we would be in a strong position to 
publish our reorganization, financial men and the Press would commend our 
action and the Bank might C'.l'iily attain a higher position in pub!ic esteem than 
it does to-day, judging by the eteady withdrawal of deposits whieh goe'3 on in 
Toronto. 

Asrnming that our depositors would be satisfied we could then look to the 
West for fresh capital to increase our earning power, invc::;tors being protected 
by the agreement, if at the end of two years substantial progress in realization 
:md earninirs had not been made the sale eould go through, and our E-harcholders 
would at least be proterted from the waste and shrinkage of a forced liquidation, 
and our Directors would have done their duty to depositbrs, "shareholders and the 
public. 

Yours truly, 
Manager." 

Mr. LEE: Now, did you do anything further after E-ending that letter 
until you sent the letter of August 29, 1918, or did you have any converf-ations 
with the Western Directors,-and if «o, what were they?-A. Shortly after writing 
that letter, Mr. Crerar asked me if I would take the position of General Manager 
of the bank. I told him I would very much rather not, as my interests were 
entirely western, but that I would not ::;ce him stuck. ' 
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Q. You told him you would rather not a-; your interests were entirely 
western, but that you would not see him stuck?-A. Or words to that effect. 

Q. Then, what next occurred ?-A. I was called by telegram to Toronto in 
March, 1916, and learned later that it wa-, be<'ause of a suggestion made by 
Mr. Crerar to Mr. Haney that I was brought to Toronto. 

Q. Did you go to Toronto?-A. I went to Toronto, yes. 
Q. What year was that?-A. March, 1916. 
Q. When you arrived in Toronto did yuu immediately go on with your 

activities in the bank?-A. Mr. Haney told me that I had been called down 
there to act as his advif'er temporaiily, that I was to retain my rank as 
Winnipeg manager, that I was detailed for special duty temporarily in Toronto. 

Q. Did you go on under those circum:-;tances?-A. Naturally. 
Q. And you acted as his adviser?-A. Yes. 
Q. How long?-A. Until August, 1916, when I wa:- appointed Assistant 

to the Vice-Prc:-ident after having been a'ikPrl, at the same meeting at which 
I wa,; asked and agreed to accept the General Managership. 

Q. At the same meC'ting you were abked to accept the General Manager-
ship ?-A. Asked if I would, and on what term,;. 

Q. Did you acr('pt?-A. Yes. 
Q. Immrdiately?-A. At once. 
Q. And that would be in August, 1916?-A. Ye,i. The appointment did 

not go through on that date, in fact, it never went through. BE:"fore the meeting 
adjourned, Mr. Haney stated that there was a matter regarding which he wished 
to consult Mr. La>'h and he would like the appointment to stand over for a 
week or two, and asked me if I sa.w any objection to being appointed Ai;;sistant 
to the Vice-President at once, on that date, which was done. 

Q. And you wrre appointed A:-sistant to the Vice-President that day?~ 
A. Yes. 

Q. And then you acted as Assistant to the --Vice-President continuously 
until you went out of the service?-A. No. The following December, I think 
it was December, but I am not sure, :\1r. Huney was eleeted Pre::;ident and I 
was appointed A<1sistant to the President. 

Q. And then, as As<-i<;tant to the President, you had direct supervision over 
all matters connected with the bank?-A. No. I a:-kcd Mr. HanE:"y to define 
my re::;ponsibilities and authority, and got no satisfaction from him. 

Q. You af'ked Mr. Hanry to define your rcspon:-ibilities and authority, and 
you got no satisfaction from him ?-A. Y cs. I may say that, so far as I know, 
Cunadian Banks newr have such an office as AHi-,tant to the President, or 
Assistant to the Vice-Prrsident. The custom in Canadian banks i::; that the 
General Manager is the PXl'('utive officer of the bank, and the Pm,ident is 
Chp,irman of the Board of DirectorR. This situation wa<1 entirely out of 
hafmony with my pre-conceived idea,; of what it should be, and I did not quite 
know where I was at, you S('('. 

Q. Then how long did you art as A::3i~tant to the Vice-Pre::'ident?-A. In 
January following I a~ked :\fr. Hanry to ,.:rnd mr bark to Winniprg, stating 
that I thought my t'ervicri:; would be of more value in Winnipeg. He refused 
to do so, and di:,:playerl a little heat, I think. I thrn di..:rontinnrd attending 
Board mrrt.ing~. I krpt to a' room of my own on a separate flat from Mr. 
Haney, and did not go to him unle~s f'ent for, or unle::s I r_ad ,;omething to 
ask him, or communirate to him, whirh wi.:,; very sddom. 

Q. ~o that your relations with Mr. Haney were a little bit strnine<l about 
that timr?-A. Yes. 

Q. What rau~rd thi~?--A. l\Iy rrquef't to be sent bark to Winnipeg, I 
believe. , 

Q. Had thrre bern any loans at all that you "·ere not sati:ofirrl with, or 
anything of that kind?-A. YrR, but it was not hrcausc of that. You want to 
know why I made that request, do you? 
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Q. Yes.-A. The reason was thi,:. ender the Bank Act any officer, no 

matter what his rank, commits a penal offem:e if he concurs in a misleading 

statement regarding the bank's affairs, if he merely concurs in it. I knew from 

conversation that Mr. Haney intended adding interest to the Frost account on 

the following May for the half year's statement. 
Q. That would be in 1917?-A. That would be in 1917, yes. I had done 

as much as I could, I thought, to influence him against it, without succes,:, 

and I felt that if I continued sitting at that Board it might be held that I did 

concur in a course of action which I knew to be wrong. 

Mr. LAFLEUR: When you say '' adding interest" what do you mean?

A. Taking it into the profits . 
Q. That is, unpaid interest was carried into the profits ?-A. Yes. 

Mr. LEE: And did that prompt you to ask to be sent back to Winnipeg, 

that was one of the things?-A. That was the chief thing. 
Q. Were there any loans that you did not approve of?-A. I did not like 

the methods in practice at all. The ordinary method is, that all applicants 

for loans should make their application to a Bramh Manager which should be 

forwarded by him to the General Manager with the Branch Manager's approval. 

~he General Manager should then con~ider the matter and, if he sees fit, put 

it before the Board. If he does not ~ee fit, refuse it without consulting the 

Board. But in the Home Bank, at that time, a great many transactions were 

introduced to the bank by Mr. Haney himself. The Acting General Manager 

had no chance to consider these. Personally, I had no authority one way or the 

other, and the fact that I could not consider them was irrelevant, but the Acting 

General Manager could not. You might say that the business was railroaded 

through in that irregular manner. 
Q. And Haney was tl\en President?-A. He was President in December 

of 1916. 1 
Q. Well, are there any other reasons that prompted you to ask to be sent 

back to WinnipPg?-A. I think not. 
Q. Then you did not go back to Winnipcg?-A. No. 
Q. Why?-A. He did not send me. 
Q. Then what next ocrurred, were you made Gener1l Manager?-A. No. I 

spent the winter in that room. The Acting General Manager Uf'ed to come up 

and see me frequently and disc~ss any W e-.tern matters. I told him on one 

or two occasions that I con:;:idered my;;:plf a prisoner, chaffingly, you know. 

That lasted until the following first of November. 
Q. That would be November, 1917?-A. Yes. In .July, 1917, Mr. Gough 

told me that he was determined that my appointment, as General Manager, 

should go through at once, remarking th:J it was a shame the matter had stood 

so long. That wa-, in July. In August, I was sent for by Mr. Haney, and met 

him, :\Ir. Gough, and Mr. Daly, who asked me tq "~Y in what capacity I thought 

I' could best serve the bank, the po:;:ition of General Manager being out of the 

question, and another Winnipeg ::.\hnager having brrn appointed. 

Q. They had appointed a General Manager to Winnipeg in the meantime, 

had they?-A. A Brunch Manager to Winnipeg in May, 1917. I told them 

that the bank badly needed a proper inspection d"cpartment, that I was willing 

to undertake the task of erecting surh a department and carrying on the work. 

Mr. Haney ~aid he would mention that to his Directorr::-. 

~Ir. LAFLEUR: Im,pedor of the !oc al branch, or general inspector?-A. 

Oh, the whole bank. 
:Mr. LEE: Had they not a proper system of inspection at that time?-A. 

No, never had. 
· Q. Do I understand you correctly when you say that this bank never had 

a proper system of in,pection?--A. I believe that is right. 

\ 
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Q. Had the Toronto office bren in,,-pected from the time the bank started up to that time'?-A. Only once, ,-o far as I know. 
Q. How many years _before had it b(•en previouRly inspected ?-A. It was irnapecterl when these troubles began. 
Q. And who inspected it?-A. Mr. Adair and Mr. Haf'P, if I remember 1·orrectly. · 
Q. Howcvrr, just go on with your story, what oc-curred next?-A. The first 

of N ovcmber, 1917, I applirfl for three month~ leave of ab::;ence which wm; 
grantrd. 

Q. And did you go baek to the bank in 1918?--A. Oh, yes. 
ll. And n·~umed your Hrvice about whcn?-A. It is doubtful if you could c:tll it a re,-urription of f'rn·:1 e. I found the head offiee premises reorgap.ized .. ;and no room for me providrc!, no de ,k room. 
Q. Hm, ever, your ,:.tlary was b,•ing paid a'l the timc?-A. Oh, yes. ' Q. Now, had you oer·.t -inn at any time, aft .. r the meeting which you have 

.:'pok<'n of, uf th Director:-, wl1rn th1 y a~Led if you v;ou1d accept thr. prY,ition 
of GenPrd :\I,mairrr, of ~r.c ing tLe :l\lini;:tn of Finance, t:iit Thomas White?-A. 
Y1 -. I f tl!Pd on him in Decrmber, 1916. 

Q. "\Vr10 ._:1·compani,•d you?-A. Nohody on that occasion. I had been 
t-.b·n to H'e l im bv :l\lr. H~.mv bdorP tJut. 

<~. You had b~cn Ltkt·n t~ sec him by :\Ir. Haney when?-A. I should 
s:1y about June, but I may li" wrong a;.: t,, that. 

Q. That i--, June of 1916"?-A. Yes. 
Q. And thln you -uw S;r T10mas WhitP in Decrmber of 1916, yourself?A. Ye~. 
Q. ,vhut was the rca•on for y0ur call?-A. I went \down to arrange for 

m0nl'y from the Domi11ion GovnnmP11t for our l!rain business. 
Q. It wa-- not in conned:on with th1\ nppointmrnt of 1fanaglr?-A. Oh, no. 
Q, ,v11cn you :-:aw him with :\Ir. Harn y, in June of 1916, was there any diH·w,,-ion with _:\Ir. I-taney at that timr iri rden·111 ,, to the Gt·nnal ::Vfanager-

1:ohip?-A. W~th Sir Thoma~? 
Q. Yc,.-A. Xot in my prl'srncc. 
~- Well. then, aft(f 1917, or in 1917, wlien you rr:-umed your f:c-rviee 

with the Bank aftu the thrf't' montl:s lrnve of ab-Pn< P, what 11f•<·urn·d ?-A( That 
would be Fl bruary, 1918. 

l\Ir. LAFLErR: You .ee, that wa'- three month.,; aft<'r Nov<'mber when he 
got the leave of ab:..:ence. 

::\fr. LEE: That was in February, 1918'!-A. Yes. 1 Q . .Ju:--t tell u,,; whut occum·d then?-A. I :::tarted to stir things up a bit. 
Q. What do you ml'an by ~tirring thing,: up a bit?-A. Among othlr things 

I drafted a letter to ~ir TLumas White :wd cnt a copy of it tu :\Ir. Haney. 11 Q. "'ould this be the lltter you draffrcl, would you li~tl-n r,,I read it? 
Letter of February 15, 1918, 

EXIDBIT No. 135. 
Filed by Mr. Lee, April 26, 1924. 

Draft of letter from W. A. l\lachaffie to Sir Thomas White. 

"Hon. Sm THOMAS ".HITE, 
Minister of Finann·, 

Ottawa. 

February 25, 1918. 

DEAR Sm THOMAS: When I la,:t had the p:ea,ure of an interview with you 
information was a~ked reirnrding three account.-, on our book.'\, v:z :-
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Sir Henry M. Pellatt. 
New Orleans Street Railway Matter. 
A. C. Frost (N.C. Timber matter). 
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I told you what I could. As fourteen months have elapsed bince then a further 
report may now be con:::iidered in order. 

Sir Henry M. Pellatt: 
I have nothing new to report excPpt that Pellatt busied himself in a canvass 

among our Directors to prPvent a change in General Management. 

New Orleans Matter: 
I advi<:ed you that a sum, approximately $230,000 was advanced to acquire 

an equity in a link of railway in which the bank had no direct inte:r;est; it wa-i 
expected that a bond issue would be floated and the bank reimbur,,ed. Thi1:, 
expecbtion ha~ not bern realized. The large amount mentioned in t 11e report 
to you of two years ago remains in a position of ii;rave :eopardy. 

A. C. Frost: 
Rmce rep:nted to you this arcount has been again ,nitt1::n up :come $200,000 

for interest. I cannot let thi-; apportunity pass wit.bout pointing out that the 
a51;greg2te amount writtm up in this arrount if added to the amount of Home 
Bank f'tork carried by the bank would account for t'.1e greater bult, if not the 
whole of the bank's capital, while, as you have been advised, there are numerous 
other accounts in a precarious po,-,ition. 

Mr. H.mry, the Pre.~i<lent, luL~ al~0 been appointed Chief Executive Officer, 
and as rn< h is practically a Dictator. I have endeavoured to have an in:;pec
tion :,ystem installed, and wrote Mr. Haney on t'.1e subject on t'.1e 13th in~t. 
and now endat,e a topy of that !ettn for your further informatjon. 

Mr. Haney's policy is to entlr:wour to rehabilitate the bank by a series of 
;.:;peculative venture:',, chiefly in steam:::hip activitic;;. \Vhile withholding com
ment on this poliey I cannot refrain from offering critici~m qf t'.1e methori, in 
u-,e. Briefly st,,ted, tl'ie bank furnislwi, lr.rge sum-; of monPy without c.;ecur:ty, 
and is to n rrivc but a moiety of the expertecLprofit,:, the bulk of such profits 
going to Haney, C. A. Barnard, another Director, and F. J. Stewart, a personal 
fr:end. 

Mr. Barnard has .a liuhility to the bank of sorr1e $260,000 in connection 
with Home Bank stock, but neither he nor Haney are per~onally ref ponsible 
for the bank for these fresh advances. 

In l'onclu,,ion I beg to state that the contents of this letter have been placed 
before Mr. Haney. 

I am, 
Yours faithfully, 

(Sgd.) 

A. Ye,-,, tliat i::; mine. 

W. A. MACHAFFIE, 
Asst. to Pre10idcnt." 

Q. That Mter was never .;:ent to Sir Tnomas White?-A. No. 
Q. To whom was it sent?-A. To Mr. Haney. 
Q. Why did you not send it to Sir Thomas White?-A. There were several 

rea<:om. The most serious Ptatement in that letter was based on hear,,ay so 
far as I was C'oncerned. I felt that to make that sbtement to the 2Vlinist,er was 
a very seriou,; matter; it was also a very serious matter not to make it if it were 
true. I thought it good tactic,; at the time to put it before the Board in that 
manner, to invite discussion. Doing so could do no possible harm and it might 
do some good. 

Q. It would be in the bank's :nterest?-A. It could do no harm anyway. 
There was another reason why I did not :;:en<;l it; I had previou"ly COf!,Veyed a,; 

., 
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I thought practically the ,an:ie information to Sir Thomas White verbally 
through his half brother, and I had reason to believe that it had reached him. 

Q. As to the condition of the bank?-A. Yes. 
Q. What came of this letter, was there anything came, any rernlt?-A. I 

met Col. Mason, that is the son, the ne)l.t day and he told me that my letter con
tained seriou-, mis;:;tatements and that Mr. Gough would be glad to see me. I 
called on Mr. Gough and that was the first of a number of interviews with him. 
I immediately told him the letter had not gone forward. 

Q. Did you and Mr. Gough discuss the bunk's position then ?-A. Yes. 
Q. Frankly?-A. Yes and frequently. 
Q. What next occurred?-A. I wrote a letter to Mr. Gough. 
Q. That would be in February, 1918. Now follow and t:iee if this is the 

letter you wrote (February 15, 1918) ?-A. That is not the letti>r I mean. It 
is one of those three I gave you since I came in here I think. 

Q. Is it this letter of ~larch 26th 1918: 

EXHIBIT No. 136, 

Filed by Mr. Lee, April 26, 1924. 
Letter, March 26, 1918, from W. A. Machaffie to R. P. Gough . 
• 

R. P. GouoH, Efq., 

,, THE HOME BANK OF CANADA, 
HEAD OFFICE, 

TORONTO, March 26th, 1918. 

Vice President, The Home Bank of Canada, 
Toronto. 

DEAR MR. GOlGH,-During the first of our recent interviews, I was greatly 
struck by the air of conviction with which you expressed the belief that our 
capit..il is intact. Coming from a man as disintem,ted as your::3elf, it led me to 
reconsider the propriety of forwarding the letter of complaint which I recently 
addressed to Sir Thomas White. 

You furt.hnmore spoke most strongly regarding the wrongfulne,:s of ,:dd
ing interest to doubtful accounts, which also impres:;;ed me. 

Unfortunately however I cannot shut my eye-, to this fact; that your judg
ment is necessarily based on information gathPrPd and imparted to you by men 
who are known to have addrd interet:it to doubtful account~ tu an astonishing 
extent. 

l\Iay I now offer a practical suggestion-it is that ]\Ir. Pra~e, Pre..,ident of 
the Canadian Bankers' A,:,u<'iation, be invited to nominate a man to make a 
brief examination and report to you. In urging this ~tcp, I dbire to point out 
that Mr. Pease ha-; a national reputation [or lurgr-mindednr,-,..; that he ha,, 
employee:, who have had exprrimce in mnking raµiJ e,-timatr;; of the po,-.ition 
and pro-;pect~ of struggling im:titutions; that the Royal Bank know you well 
per,-onally; that the quiet of the Ea-;tcr Holidays would afford an excellent 
opportunity for a cur,ory Pxaminution by Mr. Pt'a,-e':; nomineC', in associ:.i.tion 
with yourself, Col. Ma'lon and the writer. 

I :;incerely trust this suggc:,tion may appeal to you. 
Yours faithfully." 

Q. IR that the letter?-A. That is my letter. 
ti. Did that letter reach Mr. Gough as far a-, you know?-A. Oh, YPf'. 
Q. Did you ever discuF-; it with Mr. Gough aftrrward'?-A.Oh, yes. 
Q. How soon afterward'?-A. Very r,oon; almost immediatrly. 
Q. Mr. Gough at thi:, time was very anxious to have you appointed a,, 

• 
• 
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General Manager, was he?-A. Not at that time. It was in July, 1917, that 
he told me he was determined to have me appointed at once. 

Q. You say you had a number of interview' with him at that date; what 
<'ame of the interviews, if anything?-A. The principal thing was this; that 
Mr. Gough said he rould not do as I suggested, ask for" the Bankers' Associa-
tion to nominate a man, he said Mr. Haney would never forgive him. Mr. 
Haney, waH away at that time. ( Mr. Gough was really in charge of the bank, 
and Mr. Gough said he was afraid to take such a step; but, he said, I will tell· 
you one thing, if I remain on this Board I am going to see that a trained banker 
be appointed General Managrr, and a Chartered Accountant be made auditor. 

Q. What followed that?-A. That is the only matter of importance. That 
advanced the situation-well it ended the situation so far as I was concerned, I 
saw that matters were likely to pa.,,s into capable hands, and I felt no longer 
any responsibility. 

Q. You felt that you had done your duty?-A. Up to that date . 
Q. As far as it appealed to you. That was in March, 1918?-A. Probably 

April by that time. 
Q. Then what next occurred after that?-A. I left the bank I think on 

the 1st of May. 
Q. What caused you to leave the bank? Pardon me, before you answer 

that what was the condition of the bank at this time, about the time that you 
were speaking to Mr. Gough?-A. That was 1918, those figures are 1917. 

Q. Then will you give me what the condition of the bank was in 1917 when 
you made these figures? What month did you make the::,e figures in?-A. 
About midwinter 1917. 

Q. Where has this memorandum been ever since?-A. With my papers. 
Q. What is this memorandum?-A. Just a list of accounts in the Toronto 

office which in my judgment would not be taken over by any other bank. 
Q. Does it show the amount?-A. $5,507,000. · 
Q. I see these figures--A. Please do not mention tho;:;e names, some of 

those people are in bu:,iness in Toronto to-day. 
Q. Well what were the other accounts in the bank?-A. In the Toronto 

office? 
Q. Yes?-A. They had another $2,400,000, making $7,900,000 altogether. 
Q. The $2,400,000 in your opinion at that time were-
Q. All right. 
Q. Collectable?-A. Yes. 
Q. But the $5,507,000, what was your opinion at that time in reference to 

those accounts?-A. They were unacceptable to another bank. In preparing 
those figures I had had from start to finish this one idea in my mind, that the 
Home Bank had to be sold .to another bank, and I was trying to figure out what 
sort of prire we ought to get. Mind you, all I say as to those accounts is that they 
would not be acceptable at their face, by another bank. 

His LORDSHIP: That paper is under control. 
Mr. MACHAFFm: May I amend it in any way. . 
His LoRD$HIP: You can do whatever you like, you can put it in your 

pocket if you like. 
(One item struck out by Witness.) 

EXIIlBIT No. 137. 

Filerl hy Mr. Lee, April 26, 1924. 
List of items totalling $7,900,000. 
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New Orleans ................... . 
Fidelity Trust (Barnard) . . . . . . . . 
Frost ............... . 
A. G. Holmes .. 
King Shoe .. • ............... . 
J ameR l\Iason . . . . . . . . . . . . . . . . 
J. C. J\Iason ................. . 
Pellatt ..... . 
Murray-Kay. . . . . . . . . . . . . . . . . . 

Other ..... . 

. .$ 791,000 
261,000 

1,955,000 
205,000 
201,000 

90,000 
20,000 • 

1,728,000. 
250,000 

5,507,000 
2,400,000 

$ 7,900,000 
Q. You kept this memorandum, Exhibit No. 137, rver since up to the I 

present time?-A. Yes. , 
Q. Then what next occurred after March, 1918?-A. At that time I :::ent 

that draft letter addre,--ed to the Minister to Mr. Haney, 11r. Haney replied 
with a letter to me stating that I had been fired. 

Mr. LAFLLUR: What was the date?-A. March or April 1918, I have not the 
exact date,-N o, Mr. Haney took that action directly I draftrJ that' le'tter, what
ever the date of that letter would be the date of :'.\fr. Hanev's aetion. Isn't it 
February f omething? · 

Q. It was when you sent the draft lettrr?-A. Yes. 
Q. Are you quite sure about that? That is the draft l(>tter Exhibit No. 135? 

How did you rome to write that sub"Pquent letter to Mr. Gough if that incident 
took place?-A. After Mr. Haney had writtrn to me? 

Q. Ye,,.?-A. \Vell his letter wa~ so ab.,;urd, he said I had bern sacked at a 
date prior to the date of that !Pt,tn. 

His LORDSHIP: Have you the letter that Mr. Haney wrote you? 
Mr. Lrn: I am going to read this and ask him if this is a copy. 
\VITNEss: In the rorre,::pondm<"v some plare there i-J a letter from Mr. 

Haney to Mr. La,h enclosing my draft letter t,i the Ministn and saying it wa.-: 
by an ex-employee of tl1e bank, and to give colour to his sbtement that I was 
an ex-employee he said I had been fir<'d-at the end of the previous month. 

Mr. LAFLEtR: He said to you?-A. His letter to me. 
Q. Sent to ::\Ir, La .. h?-A. Hi-; lcttl-r to :'.\fr. La-,h referred to me as an ex

employee. 
Q. But had he sai1l to you that you had b<.:cn fired?-A. He wrote to me ~ 

to that effect. 
Q. That is the letter I would like to get in. 
Mr. Lr:L: On Februury 13, 1918,-I think this is in as Exhibit No. 126, I 

have only a copy,-you wrote a lcttn to :Mr. Haney in these words: 

M. J. HANEY, Ei,::q., 

"THE HOME BANK OF CANADA, 

HEAD OFFICE, TORONTO, February 13, 1918. 
(Filed by April 22, 1924). 

President and Chief Executive Officer, 
The Home Bank of Canada, 

Toronto. 
Inspections 

DEAR MR. HANEY:-You may re<"all that on seYetal occa::iions during the 
past fourteen months I urged an inspection of Toronto Office; that during several 
interviews last autumn, shortly before my departure on leave, I asked permission 
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to organize an Im,pection Department, and do the work myself; that you pro
mised to dis~Rs the matter. with the Board and advise me of their decision. 

On several occasions in my preRenre Directors, among others our Vice
President, Mr. Gough, have complained that they are uninformed of the ·positiqn 
of large and important accounts. Because of this our Depositors'are deprived 
of that measure of security contemplated by Parliament when enacting Clause 
58, of the Bank Act. A statement in our Annual Reports regarding Inspection 
is misleading... I am impelled therefore to draw your attention in this formal 
manner because the penal dauscs in Sec. 153, of the Bank Act, apply equally 
to office8 like myself, and to Directors and officers vested with authority: it is 
therefore e,;sential that mv non-concurrence should be a matter of record. 

In conclusion I desire" to c0ngratulate you on the growth of the Bank under 
your management, and to expre,;::; the hope that the matters referred to will 
receive your serious consideration. 

I 

' 

I am, your:;; faithfully, 
(Sgd.) H. A. MACHAFFIE, · 

Asst. to President." 
Q. You sent that letter to Mr. Haney?-A. Yes. 
Q. Then on February 15, 1918, you directed this letter to Mr. R. P. Gough. 
HIS LORDSHIP: That letter is not yet in evidence. 
Mr. LEE: I do not think so, but in the meantime I will put this in. 

EXHIBIT No. 138. 
Filed by Mr. Lee, April 26, 1924. 

Letter, Feb. 14, 1918, from M. J. Haney to W. A. Machaffie. 
Copy. 

"February 14, 1918. 
"DEAR MR. MACHAFFIE:-I herewith acknowledge receipt of your letter 

of the 13th instant and contmt~ are noted. 

" W. A. MACHAFFir:, Esq., 
The Home Bank of Canada, 

Toronto." 

Yours very truly, 
(Sgd.) M. J. HANEY." 

Q. That was the answer you received to your communication of February 
13th?-A. Yes. 

Mr. LAFLEUR: Are you putting in that letter of the 15th to Mr. Gough? 
Mr. LEE: I am going to put in this letter; on the 13th you received this 

letter. ' 

EXIDBIT No. 139. 
Filed by Mr. Lee, April 26, 1924. 

Letter, Feb. 13, 1918, from ~I. J. Haney to »I. A. Machaffie. 
Copy. 

" February 14, 1918. 
DEAR MR. MACHAFFIE:-I will be pleased to know this afternoon that you 

have finished the work and made the transfers of property held in trust by you 
for the bank. This matter has been pending for some considerable time and I 
think it is desirable to have it completed without deky. 

,v. A. MACHAFFIE, Esq., 
The Home Bank of Canada, 

Toronto. 

Yours very truly, 
(Sgd.) M. J. HANEY. 
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Q. Did you receive a letter of which that is a copy?-A. Very likely, l do 
not remember. 

Q. Have you the original of that letter?-A. No. 
Q. What has become of it, do you know?-A. I haven't it here, it may 

pm:sibly be at home, I did not think it wa:.; vital to the subject. 
Q. Will you look it up and let me know?-A. When I go home? 

Mr. YouNG: I am familiar with that acknowledgment, it must ha:ve been 
on the liquidator's file. 

Mr. LEE: Then on the 15th February you wrote a letter of which this is a 

copy. 

EXHIBIT No. 140. 

Filed by Mr. Lee, April 26, 1924. 
Letter Feb. 15, 1918, W. A. Machaffie to R. P. Gough. 

Copy. 

" R. P. GouGH, Esq., 
Vice-President, 

The Home Bank of Canada, 
Toronto. 

" Toronto, February 15th, 1918. 

DEAR MR. 'GouaH:-In a letter to Mr. Haney, dated the 13th instant, I 
had occasion to refer to you by name: It would therefore seem proper to hand 
you a copy, and one is- now enclosed. 

If my information is correct, only one inspection report of Toronto office 
liabilities has been placed before the Board in the past ten years- astate of 
affairs which I believe has only one parallel in the history of Canadian banking. 
I refer to the Ontario Bank during the last ten years of its existence. 

We are custodians of many million dollars of other people's money; and 
drparture from accrpted banking methods must therefore impose grave respon
sibility upon those in authority. 

Wi11 you kindly acknowledge receipt, and oblige, 
Yours faithfully, 

(Sgd.) W. A. MACHAFJrIE, 
· Asst. to President.'' 

Enclosure. 
Q. You sent that to Mr. Gough?-A. I had forgotten all about that letter. 

I recognize it now. 
Q. You have no doubt you sent it?-A. No, I remember that Ontario Bank 

allusion. • 
Mr. LAFLEUR: I do not want to make any formal objertion, but it might 

be unjust to third parties to file letters insufficiently proved. But Mr. McGregor 
Young, representing the Ontario Government, tells me he ha:.; a copy of that in 
his file, which was doubtless obtained from the original when it was deposited 
with the liquidator. 1 

Mr. Yo-cNG: I do not know the source of this in my brief. 
Mr. LAFLFJUR: I will leave it to your lordship to say whether that, i-; fully 

proved or whether it should be supplemented by production of the original. 
Mr. Gough is not here to spe;:ik for himself. I do not want to be unfair to any 
third parties. Your lordship might have to make findin~ on this correspond-
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ence whch would involve findings against these parties who are not here. I do 
not see any' objection to their being received for the moment, but I suppose that 
ought to be folJowed up by further evidence. Does your lordship think it would 
be well to notify Mr. Gough or Mr. Haney in case they want to rontest these 
particular proceedings? 

Mr. LEE: They have had notification. 
Mr. LAFLEBR: Only the persons under indictment have received notifica

tion. Would it be prudent to extend the notification to such persons as are not 
under indictment? 

Mr. LEE: Mr. Gough is notified, his counsel. 
His LORDSHIP: But Mr. Haney is not under indistment. A great deal of 

this correspondence is directed towards Mr. Haney and his actions would be 
involved in the findings I might make. I think he had better be advis(Af during 
our recess. 

Mr. LAFLEUR: Will the Secretary be good enough to address to Mr. Haney 
a letter similar to the one addressed to the persons notified. 

His LORDSHIP: One other thing: This correspondence being put in is admit-
tedly simply a copy? 

Mr. LAFLEUR: Yes. 
His LORDSHIP: What became of the origin~ls, if the witness can say? 
Mr. LAFLEl-'R: The witness says he thinks he can find the originals of letters 

addres:ied to him among his papers. 
His LORDSHIP: He is evidently incorrect in the case that Mr. Young men

tioned. 
Mr1 YouNG: I have never seen these papers in my life, except in a few 

cheques. 
Mr. LAFLErR: How did we get these copies? 
Mr. YouNG: I have no idea. 
Mr. LEE: I got them from the liquidator, copies made from the original 

documents which were in my learned friend Mr. McCarthy's hand:;. 
Mr. YouNG: My suggestion was that on my return to Toronto I would make 

inquiries to see where the originals may be. 
Mr. LAFLEUR: We do not care about having the originals filed here, but our 

copies should be compared. · 
Mr. YouNG: I will make an effort to locate the originals. 
His LORDSHIP: Were you before the Liquidator in any way, have you given 

evidence before in any proceedings? 
WITNESS: No. 
Q. You have not filed your letters with the Liquidator or deposited them 

with anybody2-A. No. 
Mr. LAFLEUR: Did you communicate any of the original letters now in your 

possession to the Liquidator or to the Crown Counsel in Toronto?-A. No. 
His LORDSHIP: We have not yet accounted for the originals. 
Mr. LEE: I will undertake to connect the link. 
His LORDSHIP: Do not forget, it is so ea~y to undertake as we go along hour 

by hour, but then it drops out of counsel's mind. 
WITNESS: I doubt very much if I have the original of that letter making 

reference to the Ontario Bank, because the matter of that letter had dropped 
out of my mind, and anything I have I have.looked over from time to time. 

His LORDSHIP: Then how did Mr. Lee get the copy? 
78189-2 
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Mr. LEE: From the Liquidator. 
:I:is LORDSHIP: I would rather the witnPs; say, if he know~, because he 1s 

undrr oath. 
WITNESS: I do not know. 

Mr. YouNG: I ran give no a:::sistance whatever on that. 
Mr. LFE: I experted, if my learned friend Mr. Young was coming down, 

he would have brought them with him. 
Mr. YouNG: I had no notire that the witness was to be exam'ined. 
His LORDSHIP: You see these letters are going in-
Mr. LEE: Irregularly. 
His LORDSHIP: Very, and they should not form a basis for any opm10n I 

mie;ht e~ress unlei::s they are properly proved. I think if you have any other 
letters on that same footing you better lay them to one side, they can be used 
before•me, but not really put in evidence ·until their authenticity is proven in 
some way. 

Mr. LF.E: Well I do not like to keep this witness until Tuesday. 
Hib LoRDF-HIP: There is no occasion for that is there? Because it will be 

for either Mr. Young or yourself, perhaps with the assistance of the witnes,s, to 
locate the originals or give some explanation to you as his counsel which you 
can give to me, and then I will feel justified in allowing ~hem formally in. 

Mr. LEE: Subject to your lordship's ruling I will read the further cor
respondence, and undertake to put in the originals if they are obtainable from 
the Crown. 

His LORDSHIP: Or if you rannot obtain the originals, explain where they 
are. . 

Mr. LAFLEUR: And then make secondary evidence. 
His LORDSHIP: Then make becondary evidence. 
Mr. YorNG: ;My frirnd speaks as if they were in the posse:::sion of the 

Crown, that is not so except perhaps indirectly. The suggestion would be that 
Mr. Lee might inquire of the Liquidator, that is all I can do and perhaps it 
would come more properly from him. 

Mr. LEF1: All right. 
Mr. McLAUGHLIN: The statement by the Liquidator, who has 'been sworn 

in this matter, that these are copi~s of what is in his hands ought to be sufficient. 
Hi,s LORDSHIP: Yes, or if anybody, counsrl or witness, could make that 

statement my doubts would be removed, but I want to be particular not to let 
my views be affected by bomething which is not properly before me. 

Mr. LJ<.E: Then on the 16th February, 1918, you received this letter from 
M. J. Haney. 

EXIDBIT No. 141. 
Filed by Mr. Lee, April 26, 1924. 

Letter, Feb. 16, 1918, from Mr. M. J. Haney to W. A. Machaffie. 
· " February 16th, 1918. 

MY DEAR MR. MACHAF:FIE: It has been decided to abolish the office of 
Assistant to the President after March 1st, 1918. 

I will be pleased to ronsider your further relations to the Bank when you 
have completed the transfers of securities held by you in trust for the bank 
and certain other matters are adjusted. 

W. A. Machaffie, Esq., 
The Home Bank of Canada, 

Toronto." 

Yours very truly, 
(Sgd.) M. J. HANEY." 
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Q. Do you remember receiving a letter of .which that is a copy?-A. Yes. 
Q. Afkr receiving that letter from Mr. Haney what did you do?-A. You 

mean regarding securities? • 
Q. Yes, regarding securities, and what did you do in reference to your 

service with the Bank?-A. Well, there were no securities whatever in my 
pos,;ession. Certain real estate securities had been taken in my name and were 
btill in my name; I could not give a tram,fer if I had tried because I had no 
official descr·iption, it W81S up to them to prepare the tran:;f ers and have me 
sign them, which I did whenever a transfer was submitted to me. 

Q. And you were willing all the time to sign these transfers and have 
been signing them ?-A. Yes; as a matter of fact the transfers of a lot of 
properties were never prepared until a few month,,; ago, since the liquidation. 

Q. When did you retire?-A. When Mr. Haney wrote me that letter I 
took it to my solicitor with whom I have been in touch for some months, Mr. 
Strachan Johnston, and after that he dealt with my quarrel with the bank. I 
suppose the particulars of that are not of interest. 

His LORDSHIP: I hardly think so. 
Mr. LEE: Then on the 18th February, 1918, you received a letter fronr 

Mr. Gough in these words. 

EXHIBIT No. 142. 

Filed by Mr. Lee, April 26, 1924. 
Copy letter, Feb. 18, 1918, from Mr. Gough to W. A. Machaffi.e 

ackg. receipt of Ir. Feb 15. 

"Copy. 

W. A. MACHAFFIE, Esq., 
Home Bank of Canada, 

Toronto. 

' TORONTO. Feb. 18th, 1918. 

DEAR MR. MACHAFFIE,-Y ours of 15th inst. received, content:; of which I 
have carefully noted, also copy of letter which you sent Mr. Haney on Febru
ary 13. 

I note with pleasure your congratulations to Mr. Haney on the growth 
of the bank. 

I am yours faithfully, 

(R. P. S.) " 
RFG/B 

That letter was received by you ?-A. Yes. 
Q. Then on the 19th February, 1918, you wrote this letter. Exhibit 143. 

EXIDBIT,,No. 143. 

Filed by Mr. Lee, April 26, 1924. 
Copy letter, Feb. 1~, 1918, from W. A. Machaffi.e to J. Cooper 

Mason re transfer of securities. 

78189-2½ 
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"Copy. 
HOME BANK OF CANADA 

Lt.-Col. J. CoOPER MASON, 
Actg. General Manager, 

The Home B:.ink of Canada, 
Toronto. 

HEAD OFFICE, TORONTO, 19 Feb. 1918. 

DEAR CoL. MASON,-Re trarn,fer of securities. 
May I sugge:,t your signing the enclosed letter addres;;ed to the writer so 

that this matter may be closed out. ' 

Enclosure. 

Yours truly, 

W. A. MACHAFFIE. (Sgd.) 
Asf't. to President." 

Do you remember c;ending that letter to Col. Mason?-A. No, I don't remember -, 

it. I don't .know what it refers to. 
Q. It is headed "Re tr~nsfer of securities," and it asks him to sign the 

enclosed letter.-A. I have forgotten about it. 

Mr. YouNG: It is not proven .• 
Mr. LEE: Do you object to it? 
Mr. YouNG: Oh, no, I am not objecting to it. 

Mr. LAFLEUR: That letter cannot affect anybody except the witness. If 

he is satisfied I suppose we may be satisfied. 

Mr. LEE: Do you remember receiving a letter of which I will read you 

a copy? From Mr. J. Cooper Ma,;on. 

EXHIBIT No. 144. 

Filed by Mr. Lee, April 26, 1924. 
Copy letter, Feb. 19, 1918, from Head Office to W. A. Machaffie 

re transfer of property. 
"Copy '-

THE HOME BANK OF CAN ADA 

W. A. MACHAFFIE, EsQ., 
As::;t. to the President, 

The Home Bank of Canada, 
Toronto. 

HEAD OFFICE, TORONTO, Feb. 19th. 1918. 

Dear Sir,-At a meeting of the Board of Directors held on the 4th February, 

1918, a resolution was passed directing me to request you to transfer to the 

Canadian Property Co. Limited, all properties in your name, in which the bank 

is interested, and to inform you that the bank undertakes to indemnify you 

and save you harmless from any claims which may be made against you under 

agreement-:; in respect to such properties. 
A certified copy of resolution is enclosed herewith. 

Yours truly, 
Enclof'ure. 

11 

Do you remember receiving a letter of that nature?-A. I have no doubt I did. 

Q. Then you left the-servic'e of the bank?-A. In May. 
Q. Should you have not left in March, pursuant to Mr. Haney's letter to 

you?-A. I thought not. · 
Q. And you continued on notwithstanding his letter to you?-A. I drew 

salary, I think, until the 1st of May. • 
Q. And then you went away from the service altogether?-A. Yes. 

j 
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Q. And then after thinking it over for a few months, you wrote the letter 
from Oakville, the August letter?-A. No, that is not quite the story. 

Q. Ju:-t give us the facts then in their order.-A. When the annual state
ment came out in July, 1918, I saw that J. Cooper Mason was appointed Gen
eral Manager, and Mr. Sydney Jones re-elected shareholders' auditor; and Mr. 
Gough remained as Vice-President of the bank. I had a very distinct recol
lection of the m,:;urances which Gough had given me a few months previously, 
and I felt greatly disturbed. 

Mr. LAFLEUR: You mean the assurance that there would be' a trained 
banker?-A. A trained banker and a chartered accountant. I did not want 
to tah any further steps at that time, as I was clear of it all; but I was much 
disturbed, and finally wrote that letter to the Mini1:,ter. 'I might say that had 
my letter to the Minister had the effect which I thought it would have, of closing 
the bank's -doors, that I would have been a heavy loser. 

Mr. LEE: You would have been a heavy loser?-A. Yes. 
Q. That is after the Minister had received your letter, and had he acted 

on it by closing the bank's doors, you would have been a loser?-A. Had they 
failed they could not have paid me the amount they were under agreement to pay. 

Q. So that you took a good deal of risk in writing that letter?-A. A big 
risk to me at that time. 

Q. And the reasons of course you have told us were that after the meetin!!; 
of the shareholders in May of 1918 and Mr. Gough had been elected Vice
President, and Mr. Sydney Jones had been continued on as the shareholders' 
auditor, and Mr. J. Cooper Mason having been elected as General Manager.-A. 
Appointed, not elected. 1 

Q. And Mr. Gough's suggestions had not been carried out to you, you felt 
it wa-; a duty that you owed?,A. A pubLic duty. 

Q. And you consequently wrote the letter to Sir Thomas White?~A. Yes. 
Q. Did Sir Thomas get your letter?-A. He acknowledged it. 
Q. That acknowledgment is in. · . 
His LORDSHIP: Can you at that point refer by Exhibit number to that 

letter, so that when I am reading the record afterwards, I will be able to put my 
finger on it? 

Mr. LEE: The acknowledgment is Exhibit No. 89. 
His LoRDf-HIP: The one he received or wrote? 
Mr. BROWNING: The one he wrote is Exhibit 88 and the one he received 

i':3 89. 
Mr. LEE: Shall I read it? 
His LoaDsmr: No, that is all I wa,nt to know. I do not want to read it 

now. 
Mr. LEE: Then did you hear anything further after thatf-A. After 

rerPiving Sir Thoma..; White·:; acknowledgment? 
Q. Ycs.-A. Nothing whatever. • 
Q. Nothing whatever up to the time at which the bank closed its doors?

A. ~othing. 
Q. You had some difficulty I believe in getting your salary, or a settle

ment with the bank?-A. Yes. 
<i. And you wrote a letter to the Board of Directors?-A. Yes. 
Q. ,vas that before or after the settlement?-A. I don't recall the letter 

that you refer to. 
Q. Do you know about what month you got settled with the bank?-A. 

May 1918. Do you mean a letter withdrawing one which I drafted to the 
J'vlini!'ter? 

Q. Do you remember signing this letter? 
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EXIIlBIT No. 145. 

Filed by Mr. Lee, April 26, 192-1-. 
Copy letter, May 1, 1918, from W. A. Machaffie to the Gen. Mgr. 

H.B. of C. agreeing to execute transfers. 
"Copy 

The General Manager, 
Hom<' Bank of Canada, 

Toronto. 

TORONTO, May 1, 1918. 

Dear Sir,-As part considc,ration for the agreement made bttwePn the bank 
and me to-day, I agree with the bank that I will exeC'ute such transfers, as~ign
mPnt-, or other documents as may be necessary for the purpose of a~--igning 
and transferring to, or inver,;ting in, the bank or it:o nomint'c, :,;uch lands, charge-,, 
mortgages, or othn securities as I may hold as trustee for the bank. 

Yours truly, 

(Sgd.) W. A. MACHAFFIE." 

You executed that lctter?-A. Yes. 
His LORDSHIP: Did you send that letter?-A. It wa,.; signed at their 

request, my lord. 
Q. You deliYCred it to them at the time and left it with tbem?-A. I think 

it was signed in my solicitor's office. 
1Mr. LEE: This will recall it. Do you remember signing a letter on the 

same day in the:;;e words. 

EXHIBIT No. 146. 

Filed by Mr. Lee, April 26, 1924. 
Copy letter, May 1, 1918, from W. A. Machaffie to the H.B. of C. 

Letter of retraction. 
"Copy 

The Home Bank of Canada, 
Toronto, Ont. 

TORONTO, May 1, 1918. 

Dear Sirs,-In February last I t:ontemplated writing the Honourable Sir 
Thomas White, Mini,ter of Finance, in regard to the position of the Home Bank 
and in particular with reference to certain accounts, and prepared a draft of a 
letter (datPd Feb. 25, 1918) of whil'h draft I ~cnt a copy to the President of the 
bank. No letter, however, was then or subsequently sent by me to the Mini,tcr 
of Finanre. I have since satisfied my:::elf that for various rrasons, inl'luding 
my ab:;;enc'e from meetings of the Board uf the bank ,ince January, 1917, the 
information and a~:<umptions on which the draft letter of February 25, 1918, 
w,i._ basPd, were in some respects inacl'urate and in other..; incomplete, and that 
the draft letter, if ~ent, would have conveyed a wrong impre::;,ion as to the po:oi
tion of the bank, and the conduct of its affairs. Under the cirrum--tances I am 
glad that no letter was forwar.ded by me to t_he Minister and I am pleased to 
know that the position of the bank in respPct of the variou:5 mattns with which 
the draft letter dealt i,;; substantially different from and better than the draft 
would indicate. 

Faithfully yours, 

(Sgd.) W. A. MACHAFFIE." 
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Do you remember signing that letter?-A. Yes. 
Q. Where was that letter signed ?-A. In my solicitor's office. That letter 

was prepared by the Lash firm, I think. 
Q. That was signed you say by you in your solicitor's office?-A. On his 

advice. 
Q. What is the name of the firm?-A. Mr. Strachan Johnston, of Thomson, 

Tilley & Johnston. 
Q. What caused you to sign a letter like "that?-A. They required that, 

before giving me a settlement. 
Q. And you say you had some difficulty with reference to getting settled 

up with them ?-A. Yes, I had to threaten suit. 
Q. And in the settlement they asked you to sign this letter.-A. Yes. Now 

remember, I had had all sorts of strong statements made to me by Mr. Gough, 
to undermine the strength of my statement which was based on hearsay, you 
see. Do you see the situation? 

Q. However, you signed that letter anyway?-A. Yes. 
Q. Then you ceased to have any further interest until .you sent your letter 

to Sir Thomas White?-A. Yes. 
Q. Can you tell me who drafted this letter (Ex. 146) ?-A. The La,;h firm. 
Q. And it was submitted to your counsel ?-A. Yes. 
Q. And under his advice you signea it ?-A.• Yes. 
Q. Then you got a settlement after that letter wm, sent?-A. At the time. 

Examined by Mr. McLaughlin: 
Q. Mr. Machaffie, in Exhibits 79 and 83, filed, Mr. Lash had promised Sir 

Thomas White that a thorough and complete investigation of the affairs of the 
bank would be made by Mr. Haney and yourself?-A. Yes. 

Q. Was that ever done?-A. No. I never heard of it until this inquiry 
began. • 

Q. Well, then, in your examination at one time you sugge<,tecl an inspection 
of the bank by some person appointed by the PreRident of the Bankers' Associa
tion and yourself'?-A. Yes. 

Q. Well, could an inspection of that kind have been made without causing 
a run on the bank?-A. "ln'<pection" is hardly the word. The examination 
that I suggested could have been made, and I suggested in the quiet of the Easter 
holidays, Good Friday and Easter Monday; it could have been done. 

Q. It could have been clone entirely secret'?-A. That is, a sufficient in-,pec
tion to decide the great difference between the views that I was expressing and 
the views that Mr. Gough was expres'3ing regarding the bank. 

Q. And you were satisfied, as a banker, that that could have been done 
without any injury to the bank?-A. Yeti. 

Mr. l\IcLAL"GHLIN: That is all. 

Cross-examined by Mr. LajlPur: . 
Q. Mr. Machuffie, supposing an inspection had been ordered either by the 

Minister, or, as you suggested, by some appointee of the Bankers' Association, 
could not that inspection had bern made discreetly and quietly without exposing 
the bank to a run by its depositors?-A. Undoubtedly. 

Q. Every time one bank absorbs or purchases another bank is not that 
necessarily done?-A. Mr. Lafleur, may I say a word in regard to that first 
answer? Mr. Clarkson, had he been asked to make an investigation, could have • 
summoned, say, Cooper Mason and myself to his pffice and listened to what I 
had to say and to Cooper Mason's replies, and asked for the evidence that he 
might need. to see which contention he should adopt. He could have decided 
the correctness of our views by having brought to h\S attention the relevant 
documents. 
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Q. All of these questions ac.; to intere::1t being C'arried into the profit and loi:;s· 

acc'.ount, and dividends being paid on the strrngth of these fictitious profit8?-

A. Without inspecting the books. · 

Q. Yet', without visiting the office, so that it would have been quite posl"ible 

to have some kind of an outRide audit without, in any way, shaking the bunk's 

pol"ition?-A. Yes. 
Q. And, as a matter of practice, I suppose, you know from your long bank

ing experienc-e that that is done, and has it been done without ctetriment to the 

bank ?-A. I know of no instance. 
Q. Well, you know that banks have purchased other banks?-A. Oh, ycR, 

but when that happens the purchasing bank send-, a reprc::;entative to the head 

office of that bank. 
4 

Q. Exactly. Well, that is an outside audit?-A. Oh, yes. 

Q. ,vhat I mean to i;ay is, the carrying out of an out--ide audit is not a 

thing whirh necessarily ruins a bank, otherwise there would be no purchases 

ever made?-A. I do not like the word "audit". Audit seems to mean counting 

cash, and all that sort of thing. 
Q. ,v ell, examination of the affairs of the bank ?-A. Yes, that is the word. 

Q. I do not mean going into the tellers' offices and verifying their ca"b and 

things of that kind, but asrertaining the financial poRition of the bank ?-A. Yes. 

Q. And even, if neces:sary I suppoRe, to a great extent, the Yalue of the 

serurity?-A. ~t is not a difficult matter for a qualified man to vi,;it the head 

office of any bank and asrertain, by questioning the proper officials, whether the 

capital and reserve funds of a bank are intaet, or, roughly, to what extent tlwy 

are impaired. 
Q. You filed, as Exhibit 137, a memorandum of ac<"ounts which you con

sidered uncollectable at the time, amounting to $5,507,000?-A. I did not say 

uncollectable, unacceptable to another bank. 
Q. Well, that is to say, they were not safo;factory accountf,?~A. No. 

Q. You say they were not satisfactory?-A. They were not satisfactory. 

Q. Would not be acceptable to another bank?-A. At their face value. 

Q. They would be subject to a heavy discount?-A. Well, to disrount.. I 

would not cry down our own wares, I inwnded to make as good a bargain as I 

could if we sold it. 
Q. You could not say to what extent they would be discounted?-A. No. 

Q. But you would say, with reE-pect to all thesr account~, whirh you say 

were subject to a di~count, that they were rnrh accounts as would not ju,atify 

the inclu::;ion of intere3t upon them in profits, for imtance, the Fro-;t account?-

A. The Frm;t account, abl"olutely not. J 

Q. Or the rarrying of unpaid intere'-t of that account into profits?-A. Yes. ~ 

Q. And the Xew Orleans aceount tl)e same way, I suppose?-A. Not unless 

the earnin~;; were coming in. 
Q. You know, a;; a matter of fact, there wa$ no interest paid at all on that 

New Orleans a('('Ount?~. I knew le~" about that account than any pthcr 

account in the bank. · 

Q. As$uming they had never received a dollar of intcre,:t on that account 

sin('c then that should go in the, same ela,:,s?-A. Ye~. In the Pellatt ac<'ount, 

Pellatt, for a time, was paying hi$ interest each quarter. 

Q. But in the ca.::e of any of the:"e inaetive aerounts which were not paying 

interest it was wholly unju~tifiable to r::irry the unpaid interest to profit awl 

lo~s and u,;e those for payment of dividend,;?-A. Yes. 

The W1T~E:-~: My lord, may I :-:ay a word regarding what happened to 

another bank in Canada around thut time? 

His LORDSHIP: You are in Mr. Lafleur's hunds just now. You may when 

he finishes with you. 
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By Mr. Lafleur: 
Q. Now, I understand that one of your reasons for not sending the draft 

letter, Exhibit 135, to Sir Thomas White was that some of these charges were 
based upon hearsay, and you did not think it fair to transmit them to Sir 
Thomas White until the Directors had an opportunity of discus-,ing the matter, 
and until you heard, possibly, their views on the subject, is that it?-A. Ye~. 

Q. Well, now, what distinction do you make between conveying such serious 
charges based on hearsay by letter, and conveying the same information to the 
Minister verbally through another person? I do not see what distinction you 
make there. If you were willing to have the Minister learn of this hearsay 
evidence through a person that you communicated with, why were you unwilling 
to put that in a letter over your signature, what diffe~ence do you make ethically 
between the two? I cannot see any difference, except that you did not want to 
m,sume the respon;:;iqility of making the charges over your own signature?-A. 
That was practically it. 

Q. But you had no hesitation in having that communicated verbally through 
another party?-A. Yes. . 

Q. Before you had given the Directors a chance of saying what they might 
have to say?-A. I do ,not know that I have any comment to make on that. 

Q. •You have no e·xplanation?-A. No. 
Q. Well, now, I come to your letter of retraction, I suppose I may call it 

so, Exhibit 146, dated :1\fay 1, 1918, addressed to the bank, in which you say 
that the information and symptoms on which the draft letter of February 25, 
1918, was based were, in some respects, inaccurate, and in other incomplete. 
Can you specify in what respects these statements were inaccurate and in what 
respects they were incomplete?-A. Not at this interval of time. 

Q. Well, was that a correct statement that you made in your letter of the 
1st of May, 1918? Were your statements incorrect and incomplete, and was it 
proper for you to withdraw them as you did, what do you say to that?-A. I 
think at the time that the representations which had been made to me justified 
a withdrawal. Mr. Johnston was acting for Mr. Daly in another matter and 
was, therefore, very clqse to Mr. Daly, and Mr. Johnston thought that many of 
my statements had not been justified. 

Q. But did you think so? You made those statements, I suppose, on some 
foundation, and I would like to know in what re8pect, if any, they were unjusti
fied ?-A. They were unjustified in thi-; respect, that I had not the personal infor
mation. They were not ba1,ed on my personal information. 

Q. That may be, but at the time when you made the retraction had you 
1scertained that your statements, though based on hearsay, were not founded in 
fact, can you say that?-A. Do I say they were not founded in fact. 

Q. I am a:::king you if you could say they were not founded ,in fact?-A. I 
did not know the facts. 

Q. You did not know the facb?-A. I did not know the facts regarding the 
Frost account until last October. Last O'Ctober I told Mr. Clarkson the idea in 
the back of my head regarding that arcount, which I will tell you now, if you, 
like. 

Q. Yes, by all means. 
The W1TNEBSS Shall'! tell it? 
His L9RDSHIP: Oh, yes 
A. The first account, as I understood it, was that an official loan of around 

$700,000 occurred, and that the bank advanced, roughly, another $700,000 to 
buy timber. After, five or six hundred thousand dollars more in intere~t was 
added to that, and that the account was standing around two million dollars 
against timber which the record will show had been bought for $700,000. That 
was the gossip whi-:h had reached me. I told that to the liquidators last October, 

• 
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and l\fr. Clarkson said, that is substantially correct. That was the first time 
in my life that I knew whether it wu::; right or wrong. 

Mr. LAFLE"CR: Now, in you~ letter, Exhibit 135, which you proposed to 
addref~ to the Minif'ter on the 25th of February, 1918, you said this, as to the 
Frost account: 

" Since reported to you this account has been again written up some 
5200,000 for interest." 

\Vas that true or not?-A. I do not know. 
Q. You do not know to this day?-A. Except through the liquidator's 

report. 
· Q. Do you mean to say that at that date, in February, 1918, you did not 
know, as a mattrr of fact, that that account had been so treatcd?-A. /so, I did 
not. 

Q. But you were in the bank and you knew that these intere,:t charg<.", were 
made, and that thPy wrre carried to profit and Io~"i. Hadn't you seen that for 
yourself from the books?-A. No. 

Q. You had not?-A. Oh, no. 
Q. Well, why did you propose to write this to the Minister of Finance about 

the interest on the Fro,t account being currird to profit and loss in February; 
1918?-A. I a.,sumed that it had. 

Q. One does not assume a think like that without f'omc foundation. I am 
trying to get the source of your information ?-A. Mr. Lafleur, I as:-umcd that 
the interest in the Fro-,t account was added in l\Iay 31, 1916, and 1917, because 
I knew that Haney meant to do it. I had argued with him not tu do it and he 
would not listen to me. 

Q. And he said he would <lo it?-A. He paid no attention to my argument 
therefore, I knew he was going to do· it. 

Q. Do you mean to tell me that on the 25th February, 1918, you did not 
know, as a matter of fact, that it had bten carried into profit and loi-s?-A. 
That is what I mean to say absolutely. 

Q. Wim, you are now convinced that your statement was perfectly true?~ 
A. I am. 

Q. And that you i:,hould not have retracted it ?-A. Yes, I. think that is 
right. , • 

Q. Well, why did you not, before retracting it, vrrify whether you had 
made a misstatement in that letter?-A. I had no opportunity, I could not 
look at a thing in that bank. 

Q. Am I to infer that that rrtraction was really extracted from you ?-A. 
Y c'l, absolutely. 

Q. I thought that is what you would tell me.-A. My solicitor thought it 
was wordrd in a way which jui-tified me in sending it. 

Q. And he thought he could not g;d a :::,<.ttlement of what you considered to 
be your legitimate 1·laim against the bank for s:.tlary unlef:s you complied with 
that demand '?-A. That is it. 

Q. Well, that explains it, but you did nut then have any actual reason to 
doubt the accuracy of the information which you had collccted?-A. Well, that 
is a hard matter. It all goe::; back to the position of the Frost account, which 
I have just described to you, about the original loss and the cost of timber. 
That wa,; the go5sip which had reached me. Haney violently oppo,;ed the view 
of the account which had been justified by that. On one occasion Haney told 
me the Frost acrount was the best account on the bank's book::;. 

Q. Well, now, am I to take it that the following statemrnt was inaccurate, 
or exaggerated, or unfounded? You aJd, after speaking of this amount having 
been written up for interest:-

I 
I 
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" That the aggregate amount written up in this account if added to 
the amount of Home Bank stork carried by the Bank would account for 
the greater bulk, if not the whole of the Bank's capital,--" 

Was not that true?-A. I have no certain knowledge of the truth of it. 
Q. You ha<P no certain knowledge?-A. No. 
Q. But you are not prepared to say to-day that that was not a true state

ment which you made?-A. No. 
Q. Because, you see, your statements are serious statements as to the condi

tion of' the bank then, and I want to know whether you are now saying that 
they are unfounded, or whether you simply say you withdrew them without 
verifying whether or not they were untrue?-A. I had no opportunity to verify 
them. 

Q. And you had no opportunity to verify it before that date?-A. I never 
had an opportunity to verify my su-,picions regarding the Frost Account. 

Q. I rannot quite understand how that can be, because you were in the 
Bank and had access to the books if you had asked for it. After hearing, go1,:sip 
as you caltit of such a ,;rrious, nature did it not occur to you during the whole 
•of that time you were in the bank with the books at your disposal to verify the 
correctness of this very, very ::-erious go:;:;ip?-A. Mr. Lafleur, I must try to 
define my position a little more clearly. I wrote a letter to Mr. Crerar stating 
that the Capital apd Reserve Fund should be written down absolutely. 

Q. Was that based on gossip or actual kno~ledge?-A. On gossip which 
had reached me in Winnipeg, I wrote that letter in Winnipeg; and that the situa
tion should CS)ille before the Bankers Af'sociation and the Finance Minister. At 
the time I wrote that Mr. Crerar asked me if I would accept the general manage
ment. I agreed to if nobody el:,e would. I came to Toronto with that object 
absolutely in view, it always was in view, I did not come down to investigate this 
or that or the other thing, but if and when appointed General Manager to carry 
out that policy. I did not go around hunting through the book.;; to make sure 
of this or that; when the time came to carry out 'that policy and I had power to 

' <'arry it out I could do so, there was no use poking around and investigating 
details in the mPantime, and I did not inve:,,tigate. 
• Q. Now coming back to this draft letter, Exhibit No. 135; you add that 

"Mr. Haney, the President, ha,; also been appointed Chief Executive officer, 
and as such is prartirally a dictator." That was true ?-A. Yes, that happened 
before I left Winnipeg. 

Q. That was not based on gossip, that was based on your opservation?
A. I had no right to withdraw that ,-tatement. 

Q. You let that stand?-A. Yes. 
Q. " I have endeavoured to have an inspection system installed." That 

wa::; true, that was not gos:3ip, that is what· you had actually done yourself?
A. Yes, ,;ome steps had been taken in that direction. 

Q. You told us that very strong representations had been made by you in 
that direction beeau-e you thouglit that the Toronto office, having been inspected 
only once during the whole of its history it was urgent to have an inspection?
A. An Inspection Department was instituted before I retracted that statement. 

Q. Why were you writing if the Inspection Department had been appointed 
by that time, why were you proposing to write to the Minister in that way, why 
didn't you tell him that in obedience ·to your suggestions it had been estab
lished ?-A. I am not sure of the date when the Inspection Department was 
e::;tablished or the date when I heard of it. 

Q. It must have been after this letter, otherwise. I cannot conceive of your 
complaining to the Mini::,teer?-A. I would not have written that if I had known 
it was e:,,tablished. 

f 
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Q. You cannot be right on the date. And you say you " enclose a copy of 
that letter for your further ron-;idPration.'' • 

Q. So at that time either the DPpartment had not been created or you had 
not hrnrd of it,; creation ?-A. That must be rn. 

Q. Then you add "Mr. Haney's policy is to endeavour to rehabitate the 
Bank by a series of speculative venture:::, chiefly in steamship !'ctivities." Was 
that statement based on gossip or on your knowledge?-A. Will you kindly 
read that aµ:ain? 

Q. (Quotation repeated). That wa,; true was it not?-A. Yes. 
Q. And you knew that at that time?-A. Yes. 
Q. You had no occasion to retract that ?-A. I might have received infor

mation,-! think I did,-f'howing it was not entitled to rritici-;m. 
Q. Well you add-" While withholding comment on this poliry I cannot 

refr~in from offering criticism of the methods in use. Briefly stated, the Bank 
furm,-hes large sums of money without security, and is to reeeive but a moiety , 
of the expel'ted profit~', the bulk of surh profits going to Haney, C. A. Barnard, 
another Dirertor, and F. J. M. Stewart, a personal friend."-A. I had no right 
to retract that. 

Q. Then finally you speak about the liability of Messrs. Haney and Barnard 
to the Bank, and you :-ay th.at neither he nor Haney are per-;onally responsible 
to the Bank for these fresh adYances. Wa& that based on knowledge or on 
gossip?-A. I do not recall. 

Q. You are not prepared. to say that you ought to have retracted that 
eithcr?-A. I do not know what I ba,.;ed the original statement on, I haYe for
gotten. • 

Q. Now I have read you that letter and there seems to have been very little 
indeed that you ought to have retrart.ed as being ba-;ed on go:osip, apart from 
what you have told us about the Fro::;t account everything else is true?-A. The 
essential thing is the Frost arcount, because if the Bank continued the other 
matters were of less importance. 

Re-Examined by Mr. Lee: 

Q. You used the word " extorted " to my learned friend, in regard to the 
signing of that letter; what do you mean by that?-A. Wa,:;n't the word sug
gested by Mr. Lafleur? 

Mr. LAFLEUR: Say " insisted upon " if you like. 
~Ir. LEE: What did you mean by that?-A. I have a very vague recollec- J 

tion of what took place in Strachan Johnston's office, he was acting for me, I 
knew he was a man of the highe--t :standing, and I would have signed almost 
anything he asked me to. · 

~- ,\ho drafted the letter, do you know, your counsel or-.A. Their counsel. 
Q. Counsel for the bank drafted the ktter?-A. Ye::l. 
11r. L:rn: That is all I have to a,-.k. Mr. Young may have :--omethinl!,\ 
Mr. YouNG: I am not taking part. 
Mr. LEE: Then that is the cvidcnre, and Mr. Machaffie and I will endeavour 

to get the originals of the~e letter,; from wherenr they are and put them in at 
the next -,ittings and have thE:m marked, if thf'y are permitted to me. If not 
I will endeavour to arrange for an order of the court to allow them to rome 
here. Apparently from the deei~ion of Mr. Justice Wright the trials are not 
going to take plare until the fall, we cannot ,ay yet, but we will get them in :ao 
they will bP ready. 

His LORDSHIP: Do you wish to make some further statement? 
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WrTNEss: Yes, in regard to what happened to another bank which got into 
trouble at the time the Home Bank's condition became prominent in the early 
years of the war. It was the Northern Crown Bank. Their head office was in 
Winnipeg. They suspended paying a dividend altogether, they cut down their 
capital 50 per cent, and they l~ter on sold out at a price which gave their share
holders $100 a share, for the shares which had been cut down to $50. That 
sale took place in 1916. 

Q. Is there anything further you desire to say Mr. Machaffie?-A. I do 
not know of anything. 

Mr. LEE: Then that is all my lord. 

Proceedings stand adjourned at 12.10 p.m., Saturday, 26th April, until 10.30 
a.m. Monday, May 5, 1924. 


