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RETURN to an Address of the Honourable ‘The House of Commons,
dated 26 April 1870 ;—for,

“ COPY of any DEspaTcr or DespaTcaES from the Colonial Office to the
Governor General of Carada containing the OpiNiON or OPINIONS of

- the Law OrricERs of the CRowN respecting the Investment of MoNEY
raised under the Authority of the CANapA RaiLway Loan Act (1867)."

Colonial Office,
17 May 1870. } W. MO NSELL.

(Mr. Monk.)

Ordered, by The House of Commons, to be Printed,
18 May 1370.
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DESPATCHES FROM THE GOVERNOR.

9

g&;‘. Date and Number.  Sumszer. Page.
1 | 80 May 1869 - | Transmits -an approved Minute of the Privy Council of the
(No. 56.) 29th May 1869, and also a-Memorandum by the Minister of
Finance with reference to the measures adopted by the Cana-,
‘dian Government to provide temporary investment of the
money raised under the Iraperinl guarantee, until it shall be,
" required for actual outlay .- - - - - - - L
2 | 20June 1869 - | Forwards a Minute, dated 18th June 1869, adopted by the Privy:
(No. 87.) Council of Canada, deprecating the construction which has
- 'been placed .on ‘theit action, as well as objecting to the opi-
nions expressed, and the instructions given in the premises by;
'Her Majesty’s Governiment I 4
8 | 24 June 1869 - | Adverting to the Minute of the 27th August 1868, encloses Cor-
(No. 70.) respondence respecting the Intercolonial Loan, and Minutes
of Council of the 29th May and 18th June. These docu-
ments farnish, on the part of the Privy Council of Canada,
‘replies to the ‘queries, as to what extent, and in" what way,
the Joan had been employed, and contain the observation
which Mr. RRose and his colleagues offer as the explanations
of the course they have pursued - - - - -1 10
4 | 28 October 1869 | Transmits Minute of the Privy Council of 12th August 1869,
(No. 112.) enciosing Minute of the Treasury Board, dated 11th August,
on the subject of the Intercolonial Railway Loan- -~ - | 11
5 | 80 October 1869 | Forwards a Minute of the Privy Council of Canada, dated 2nd’
(No. 117.) October 1869, respecting. the investment of the Intercolonial
Railway Money- - - - - - - - -] 15
6 | 22 Dec. 1869 - | Explains how the delay in forwarding the Minute of Council
(No. 163.) of 12th August occurred - - - - - - -1 17
7 | Telegram (Re- | Has requested Sir F. Hinck’s to give a correct version of his"
ceived 20 April. remarks, and the Ministers to fu_rmsh a statemeut of the pre- .
1870)- sent position of Intercolonial Railway Loan Funds - -4 18
8 |21 April 1870 - | With reference to Earl Gr_anville’s telegram .of tl_le 18th April, |
(No. 79.) -engloses a statement, furnished by Sir Francis Hincks, respect- |
| ing the investment of theloan - - - - - -1 18
DESPATCHES FROM THE SECRETARY OF STATE.
1 |{1June1869 - | Requests to be informed to what -extent, and in what way, the’
(No. 97.) loan has been employed under the authority of the Mmute=
of 27th August, and instructs the Governor to refuse his con- ‘
.currence in .any .made.of .dealing with the money remaining .
in the hands of the Government other than that of invest-
ment property so called. Would be %;d to receive from Mr.
Rose any observations respecting the Minute of 27th August,
wh ch he may consider calrulated to remove the strong objec-
tioins which at first sight attach toit - - - - -] 21
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No.in | pgte and Number. SubsECT. Page.
Series.

2 {8July1869 - | Acknowledges Despatch, No. 67, of 20th June, in relation to
(No. 129.) Lord Granville’s Despatch, No. 97, of 1st June, relating to
the disposal of moneys raised under Imperial Guarantee.
Requests Sir John Young to assure his Advisers that his
Lordship never had any intention to call in question the
financia! integrity of the Dominion of Canada, still less the
personal honour of Mr. Rose and his colleagues.

Encloses two opinions of the Lnw Officers of the Crown,
sought and given with no unfriendly fecling towards the
Canadian Government, and expresses an opinion as to the
Frogriety of plncing the money in the shape of a distinct
und ~ - - e = = e . - da

8 | 30 Nov. 1869 - | Acknowledges Despatch, No. 112, of the 28th October, en-
(No. 218.) closing a Minute of the Privy Council, of 12th August, on
the subject of the Intercolonial Railway Loan. This being
a subject of much interest to the Imperial Government, his
Lordship wounld have been glad to have received the Minute
atan earlierdate - -~ - - < . - -1 23

4 | 153 Jan. 1870 - | With reference to the delay in forwarding the Minute of the
(No.12.) 12th August, states that Siv J. Youug’s Despatch, No. 168,
of the 22nd December, furnishes a full and complete ex-
planation of thedelay - - - - - - -] 23

5 | 19 April 1870 - | Forwards copy of Telegraphic Despatch sent to Sir John
(No. 93.) Young on the 18th April:—* Early explanation requested
of Statement by Minister of Finance in Budget Speech; that
Law Officers’ opinion as to Ruilway Loan will not be
followed” - - - - - - - - - 24

CORRESPONDENCE BETWEEN THE COLONIAL OFFICE AND
SIR JOHN ROSE, x.c.Mm.G.

No. in

A From whom. : Sunasecr. Page
Series.

1 Colonial Office, | As it is proposed shortly to lay before Parliament certain
10 May 1870. Papers relating tothe mvestment of the Intercolonial Rail-
way Loan, Lord Granville would be glad to he furnished
with any statement with regard to the actnal expenditure
and progress of the Railway works, and of the obligations
assumed up to the present time, which Sir John Rose, from
his intimate knowledge of the subject, may be able to

supply - - - - - - - - - -] 24
2 Sir John Rose, | Forwards a statement of the progress of the Intercolonial
12 May 1870. Railway, of the expenditure on it, und the obligations

assumed up to the present time, in compliance with the
letter of Sir Frederic Rogers of the 10th May - -] e




COPY of any DEspatcH or Desparcres from the Colonial Office to the
Governor General of Canada, containing the OPINION or OpiNIONS of
the Law OFFIcERS of the CRoOWN respecting the Investment of MoNEY
raised under the Authority of the Canapa RaiLway Loan Act (1€67).

Despatches from the Governor.

— No. 1, ~
(No. 56.) No. 1
Copy of a DESPATCH from Governor General the Right Honourable Sir Jok# Governor Generel
Young, Bart., ¢.c.B., to The Earl Granville, x.6. Sir Jobn Yeuug,

Bart.,, a.c.n:,lto
Ottawa, Canada, 20 May 1869. E“;P{f;f":,%;"”
My Lord, (Received, 14 June 1869.)
I uAVE the honour to enclose, for your Lordship’s information, an approved

Minute of the Privy Council, relative to the measures adopted by the Canadian \
‘Government to provide temporary investment for the moneyraised under Imperial
guarantee for the construction of the Intercolonial Railway.

I have, &ec.
(signed)  John Young,

Enclosure in No. 1.

Cory of a Rerorr of a Committee of the Honourable the Privy Council of Canada, Encl. in No. 1,
approved by His Excellency the Governor General on the 29th May 1869,

THeE Committee have had under consideration the annexed Memorandum from the
Honourable the Minister of Finance, having reference to the measures adopted by the
Canadian Government to provide temporary investment for the money raised under the
Imperial guarantee {or the construction of the Intercolonial Railway, uutil it should be re-
quired for actual outlay, and they respectfully report their entire concurrence in the state-
ments made and the views expressed in the said Memorandum; and advise that a copy
thereof be transmitted by your Excellency to the Right Honourable the Secretary of State
for the Colonies, for the information of H);r Majesty’s Governmeat.

Certified,
W. A. Hinswortk,
Assistant Clerk, Privy Council,

SubnEn_closure in No. 1.

Tux Minister of Finance has had his attention called o an inquiry in the House of Sub-Encl.in No. 1.
Commons, whether the Governor General has approved of a “ Recommendation of Council,
that money raised under the Imperial guarantee, for the construction of the lntercolonial
Railway, should be applied to the payment of the general debts of the Canadian D minion,
and whether such application is not \n contravention of the Canadian Railway Loan Act,
1867;” and he thinks it proper to call your Excellency’s attention to the circumstance in

order that the imputation which is impliedly mide on the good faith of the Government
may be promptly repelled,

244. A 1. The
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1. The Act of Union provided that “ it shall be the duty of the Government and Parlia-
ment of Canada, to provide for the commencement, within six months after the Union, of a
railway connecting the River Bt. Lawrence with the city of Halifax, in Nova Scotia, and for
the vonstruction thereo € withcut intermission, and the completion thereof with all practicable
speed.”

pT he Government felt it 1o be their duly to carry out this provision of the constitution

with all possible diligence. A great portion of the route bad been so far surveyed in former
years that it was befieved it eould be placed under contract in the course uf last sunsmer or
autumn, ‘ ,

2, It was, however, necessary, before doine this, to place the loan; and the Finance
Miuister, in the course of his negotiations with the Imperial Government in Julv 1868,
inumated that he would only raise one-half the uuthorised amount wntil 1he progress of the
works made it necessary to provide the remainder. ' :

8. In the course of uegotiations with the financial agents, Messrs. Baring and Glyn, the
Finance Minister endeavoured to postpone the payments on the loan to as remote a day as
possible; but it was thought tha it would militate against the success of the operation if
the last instalments were defeired beyond April 1869, or if the privilege of paying by antici-
pation were not accorded to the subseribers, :

4. When the loan was contracted for, a considerable number of the subscribers availed
themselves of this option, and = large amount of money was paid in by anticipation,

As interest on the entire loan of two millions (three-fonrths bearing four per cent., and
one-fourth bearing five per cent.) began in July 1868, and was payable by Canada from
that day, it became the vbvious duty of the Government so to plice the money received
as that an undue loss of interest might be avoided.

- 8. The Minister of Finance accordingly requested Messrs. Baring and Glyn, the financial
agents, to endeavour to do so at the best rates they could, * compatiide with perfect
security and immediate convertibility ;”” but these geutlemen informed the Government
* that in the present state of the mouey market, and consistently with these conditions, they
could nat obtain a higher rate of interest than ene per cent. per annum,

ad they been able to have placed the deposits at any reasonable rate, the Government
would have been relieved from the necessity of seeking other means of temporasily ewploy-
ing the instalments.

* 6. Under the circurnstances meminngd, the Government had, however, to consider what
other means, on the {ike conditions of immediate convertibility and perfect security, were
open to them as a temporary invesiment. ‘

7. The Government of Canada was, at that time, about issuing securities to provide for
certain engagements of the Dominion which it was desirable to fund or otherwise meet; and
it was considered that no better or more perfect security than those adverted to conld be
provided in which 1o place n portion of the moneys, lying comparatively uwnproductive, uatit
these moneys were required to be disbursed to the contractors on the works,

8. The Government had not ceased 1o urge the completion of the surveys with al) pos-
sible speed, and they endeavoured to push on the letting of the works as rapidly as possible.
All the sections, on which the location surveys were sufficiently advanced, were accordingly
fet last winter by public tender, They are seven in number, 162 miles in length, and the
cost is estimated at 5,000,000 dollars, On these sections operations are being actively pro-
secuted, and the contractors are entitled to payment us the works proceed.

" 9. The engineers have been continually engaged in locating the remaining sections, snd
these will be placed under contract as vapidly as possible. On one portion of the route a
ruilway had been already buift by a private compaoy, about 36 miles in leagth. The pro-
priety of acquiring this line, and making it a portion of the Intercolonial, was always con-
templated as a possibility, and i the negotiations having that ohject in view, which began
some time ago, are concluded, it will involve an immediate large cash outlay, in addition to
the payment of the current works, out of the Intercolonial Fund.

10, Iuwill thus be seen that the most cnergetic steps were taken from the outset to
accelerate the progress of the works, und that the Government ave not open to the suspicion
of having deferced their prusecution for vue hour, but that on the contrary they bave endea-
voured to carry ount, with the utmost promptitude and good faith, the obligations entailed
upon them by the Act of Uniun, with reference to the Intercolonial Railway.

11. It may be asked why the loan could not bave been postponed for some months, or a
less amount issued, inasmuch as it now appears that the whole of the money will not be
"spent for some time? To this inguiry there ure obvious and conclusive answers. The
Government could enter into no contracts, nor negotiate for the acquisition of any interme-
diate portion of the line, until they saw that the money was available. A considerable sum
had actually been spent on surveys, &c. &c,, by anticipation. The money market was then
unusually favourable, and it might have been a wost serious maiter, in a pecuniary point of
view, to the Dominion, if the loan had been deferced until a condition of things arose which
might have entailed on Canada the paymeat for 85 years of a higher rate of interest, The
financial agents of the Government considered the time unusually opportune. Her
Majesty’s Government were in full possesston of all the circumnstances, and gave their
unqualified
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unqualified consent to the operation on the terms and to the extent to which it was carried
out. ‘

12. The Government of Canada had therefore, under these circumstances, to deal with
the alternative, of allowing the Jarge deposits to remain unproductive and entail.‘a loss of
about 850,000 doliars a year ; or of placing them temporarily, and in a way that would be
available as the money was required for actual outlay. : o -

It was not unnaturally to be supposed, that if the Imperial Government had sufficient
confidence in Canada, to guarantee or endorse her bonds, that confidence also extended to
trusting her with the ontlay of the money on the work for which it had been raised; a work
which was declared to be esseutial to the consolidation of the Union of British North
America, and a condition of the assent thereto, of Nova Scotia and New Brunswick ; and
one to the completion of which the good faith and interest of every Province of the
Dominion were pledged, '

If the Emperial Government had conveyed the intimation that Canada could not be
entrusted with the woney for the prosecution of its own works, or had sought to impose
restrictions on its outlay, which would necessarily have presupposed that distrust, the Finance
Minister believes it would have been the unanimous opinion of the peapie of Canada, that
the guarantee of Her Majesty’s Government to the loan, however highly they might have
prized the granting of it, and however advantageous it might have been, ought not to have
been accepted on such a condition.

13. The meaning of the inquiry made in the House of Commous plainly is, that, under
the pressure of financial necessity, Canada wsed the lniercolonial money ; if indeed-the
inquiry be not menant to convey the imputation that Cavada raised the loan prematurely with
that object. The Minister of Finance befieves it to be his duty to repel an insinuation which
would be alike unworthy of the Governatent, as it would be utterly opposed to the cha-
racter fur good faith and straightforward integrity which the people of every Province of
the Dominion have justly earned, and for the maintenance of which they have ever held the
representatives in whom they place confidence to a strict observauce,

14. It is only necessary to advert to the financial condition of Canada at the time, to
prove how irreconcileable with the actual facts such a supposition is. ,

It is true that there was a certain amount of floating liability due by the Dominion, but
only to its fiscal agents in London; its bankers in Canada, and a small amount to one of
the Provinces of the Dominion.

This liability, so far from being pressing, was one which the public creditor would have
too gladly affowed to remain, but the Governwent thought it proper to make provision for
its gradual funding, partly out of deposits in the Goverument savings banks; partly out of
deposits required from insurance cowpanies, under 1be law, and by other equaily certain
means. Had they been disposed to place a loan for the purpose on the market, it conld
bave been successfully accomplished without any dithculty ; for the only loan issued since
the Union (except the Intercolonial) was promptiy taken up in Canada ; the six per cent.
stock being now readily saleable aud in continued demand at a premiuw of eight fo nine
per cent,; and the Goverument has been compelled to decline repeated applications for
turther issues.

A certain amount of bonded debt also fell due last antumn, for which ample provision
had been made, but the great bulk of the holders expressed in advance *heir wish either to
renew it or conveit it into the Dominion Stock already mentioned; an offer . hich the
Government thought it proper in the public interest to decline.

15. It is unnecessary to say more to prove how unfounded any inputation is that the
motive of financial necessity had any part whatever in inducing the arrangements with
reference to the temporary investment of the Jutercolonial money, or to show that the
Government was influenced solely by the one single consideration of finding a temporary
investment for it, un the condition of perfect security and immediate convertibility, by which
a heavy loss of interest might be avoided. -

In carrying this out, the Governmen: took unwonted and exceptional precautions in order
that by no possibility whatever might there be any doubt that the money borrowed would
be as safe and as immediately available as it would have been were it deposited at ¢zl in
the Bank of England. -

16. Some of these precautions are indicated in general terms in the Order in Council,
approved ol by his Exceliency the Governor General in August last, a copy of which, with
the accompanying report of the Minister of Finance, it is presumed, was trausmitted to the
Secretary of State for the Colonies by his Excelleucy.

The Minister of Finance is not aware that any exception has ever been taken to the
arrangements so made.

17. Itis proper briefly to recapitulate the means immediately and prospectively available
to the Goverament of Canada for the purposes above mentioned. .

a. The Government have a cash balance in the bands of their bankers of upwards
0f2,750,000 dollars, a portion of which they ave now endeavouring, though so far unsuc-
cessfully, to place on special deposit at interest.

b. They have a further special deposit with their bankers, at 4 per cent. interest, of
1,500,000 dollara.

244, © Az ¢. They
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c. They huve in the hands of Messrs, Baring and Glyn an amount estimated by
the last advices at 2,900,000 dollars, ’

d. They have India Bouds in the hauds of Messrs. Baring and Glyn worth ahout
750,000 dollars,

e. They have preferential secarities, of undoubted value, payable in 1, 2, 3 and 4

éears from January last, with interest, of the Great Western Railway Company of
anada, amounting to 2,750,000 dollars.

_ J+ They have receipts from the Post Office Savings Bank, which since their estab-

lishment have averaged about 50,000 dollars per month, and which in the course of the

next year are estimated (beyond the cash in hand) at 600,000 dollars.

g They have deposits by insurance companies of consols, stocks, and bonds, about
to be converted into cash within two years, of 1,500,000 dollars.

k. They have purchased bonds, in anticipation of the requirements of the Inter-
colonial Sinking Kund, to about 270,000 dollars.

i. They have provided, over and above the foregoing means, special credits with the
bankers and financial agents of the Government for the express purpose of meeting
any possible call on Intercolonial account, to wit, with -

Messrs. Baring and Glyn, 1,250,600 dollars.
The Bank of Moutreal, 2,500,000 dollars.

18, It will thus be seen that the stutement of having applied the money raised under

‘the Canada Loan Act, 1867, in payment of the general debts of the Dominion in contra-

vention of that Act, is without a shadow of foundation.

The credit of the Dominion of Canada stands too well to render the recourse to any
indirect or unworthy means for the payment of her debts necessary, and she prizes ler
reputation for good faith too highly to resort to them. Canada has but to offer her own
securities to her own people, or on the London money market, as she may think most for her
acvantage, to find whatever means are needed for the maintenance of the public credit, or
for the prosecution of euterprises which her people think can be prudently and advan-
tageously undertaken. And while her obligation to complete the Intercolonial Railway will
be fulfilled to the lettef, she claims the right of making such subsidiary arrangements,
whether in regard to the loan or the works themselves, as her own interests may require.

19. Her Majesty’s Government has hitherto extended a most generous confidence to
Cunada in connection with all the antecedei.t negotiations on this subject, and she has no
reason to believe that in future that confidence will be abridged. This feeling induced the
Minister ot Finance to recommend to his Excellency the propriety of making the extra-

sary and unwonted provisions already referred to 3 provisions which under ordinary cir-
vumstances need nor have bcen made, and it now impels him to submit these observations
for your Excellency’s consideration, in order that Her Majesty’s Government may have the
means of justifying the confidence which in this matter as in all others they have invariably
[e;iqsed in the good faith of the inhabitants of British North Anierica.

t is the duty of Canada to see that the amount of the loan is faithfully expended on a
work in which Her Majesty’s Governmeut and the Dominion have confessedly a common
interest.  Of that duty Canada is fully sensible, and it will be performed with the most
exact integrity.

John Rose, Minister of Finance.

Ottawa, 29 May 1869,

— No. 2. —
(No. 67.)

Copy of a DESPATCH from Governor General the Right Honourable Sir
' John Young, Bart., .c.B., to The Earl Granville, x.c.

Ottawa, 20 June 1869.
(Received, 5 July 1869.)
My Lord, . {Answered, No. 129, 8 July 1869, p. 21.)

I mave the honour to acknowledge the receipt of your Lordship’s Despatch of
the 1st June instant, No. 97,* and to transmit, in reference thereto, a Minute
adopted by the Privy Council of Canada, deprecating the construction which
has been placed on their action, as well as objecting to the opinions expressed
and the instructions given in the premises by Her Majesty’s Government.

I have, &ec.
(signed)  Jokn Foung.

-
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Enclosure in No, 2.

Cory of a MINUTE of the]Queen’s Privy Council for Cznada, adopted 18 June 1869.

May it please Your Excelleney,

Tue Privy Council have had under consideration the Despatch of the Secretary of State
for the Colouies, under date of the 1st June, on e subject of the Intercolonial Railway
Loan, which was referred to them by your Excelleucy, and have now the honour to report
as follows 1~

The Secretary of State wishes to learn from your Excellency to what extent the Loan has
been employed under the authority of the Minute of Council of the 27th August last, and
conveys his instructions to refuse concurrence in any mode of dealing with the money other
than that of iuvestments, properly so called ; and he desires to receive from the Minister of
Finance any observations respecting the Minute in question which he may consider caleu-
lated to remove the strong objections which in the opinion of the Secretary of State at first
sight attach to it.

Your Excellency’s Advisers, while they will most readily afford the amplest information
on the subject of the Loan, and respecting the manner in which it has been dealt with,
would desire at the ontset to say that they are all equally responsible with the Minister of
Finance for the arrangements, a~ well 1ouching the Loan as for the subsequent employment
of any part of the moneys; that they participuted in recommending to your Excellency’s
predecessor the course which was taken with reference to it, and they cannot recognise
the principle of permitting one of your Advisers to be charged with a special measure of
responsié)ility, or to be individually called on to account for acts which they coliectively
approved.

p%n the subject of the alleged temporary apElication of the money to the purpose of defray-
ing the geneial debts of the Dominion, your Excellency’s Advisers would say that the faets
are so fully set forth in the Minute of Council approved of by your Excellency on the 29th
May last, that it would be superfluous to repeat theru here. - They cannot but believe that
the explanations given in that Minute will be satisfactory to Her Majesty’s Government,
and that the Despatch now under review was written without a full cognizance of all the
circumstances connected with the proposed possible temporary investment of a portion of
the meney.

It muy vot be unadvisable, however, again to call attention to the fact, that the Inter-
colonial Loan Act provided that Canada,and not the Imperial Government, should raise the
Louwn; thut the duty of determining the mode in which the road should be constructed
desolved wholly on Canada; that she has accordingly provided, with the sanction of the
Jmperial Governent, that the work shal) be done by a Commission appninted by Canada,
and responsible anly to the Government and Parliament of Canada.

It i turther required that Canada shall provide for the raising, appropriation, and expen-
diture o! the money ; and by the Act of the Canudian Parliament, it is provided that pay-
ment for the works shall be made by the Receiver General to the Commissioners, in such
way as the Governor in Council may direct.

The only reservations which Her Majesty’s Government would appear to have considered
it vecessary to make in the Intercolonial Railway Act, were, that the interest on the
guaranteed portion of the Loan should be a charge on the Consolidated Revenue of Canada
In a specified order; that provision should be made for a sinking fund, which might be
invested in securities either of the Province of Cauada, Nova Scotia, or New Brunswick,
issued before the Union,

The whole scope of the legislation, as well of the Imperial as of the Dominion Parlia-
ment, shows that it was intended to impose on Canada the entire responsibility of raising
and managing the Loan lor constructing the road. In this essential feature it is in direct
variance with the former guaranteed Loan of 1842, which was raised not by Canada but
by the Imperial Government itself, and managed by it; whereas in the present case, the
Imperial Parliament would appear to have purposely dissociated Her Majesty’s Government
from all connection either math the work itself, the raising of the loan, or the management
of the fund. So implicit indeed would the confidence in Canada appear to have been, that
it was provided that the sinking fund might be invested in the securities of the Dominion,
thus practicaily accepting the credit of Canada as the sole security, not only for the con-
struction of the work, but for the ultimate repayment of the nmoney.

The negutiatiuns attending the Loan in July last were conducted obviously in the spirit
of this legislation. Her Majesty’s Government wished only to reserve their approval of the
route before endorsing tie bond:.

It was thought prorer, however, that the proposed terms of the Loan should, in the
minutest particulars, be communicated to Her Majesty’s Government, exhibiting the
amount proposed to ve raised, the mode and time of paying the instaiments, and even the
form of bonds 10 be issued. It was at that time perfectly apparent that the moiety of the
Loan which was then raised would uot all be requireu for a considerable interval of tinie,
inasmuch as the sanction of Her Majesty’s Government had only then been given to the
route; until which sanction 2o contracts could be entered into, or cutlay incurred.

The Privy Council would iuvite attention to the fact thut although every detail was iu
possession of Her Majesty’s Government, no objection whatever was made to the terms so
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proposed ; it was not suggested that the Loan was premature or needlessly large, nor did
they ou any occasion express any wish \yhatever to participate m conu‘o“mg or n}anagmg
the appropriation of the moneys in the iuterval. That duty had beyond all question been
delegated to Canada alone. ‘ :

If Her Majesty’s Government had evinced a coufidence in Canada mare limited thao
Parliament had reposed, or, by seeking to interpose a joint control, had exhibited a distrust
either of the credit of Canada or of its goad {aith in expending the money on the works as
rapidly as they could be pushed forward, the duty of your Excellency’s advisers would
have Deen plain; they could not have accepted the guarantee on these terms,

Bat no such distrust was ever suggested, nor the faintest wish expressed on the part of
Her Majesty’s Government, to direct the temporary administration of the money.

If any suggestions in the spirit of extending co-operation or advice, as o providing tem-
porary employment for the instalments had been made on the part of Her Majesty’s
Government, they would then, as now, have received fitting appreciation.

The Privy Council cannot but regret that after arrangements conducted in this spirit
have been completed, and after the entire responaibility of managing the funds has been
thrown on Canada, your Excellency should now, for the first time, be called upon to inter-
pose your authority for the purpose of refusing your concurreace in the mode of dealing
with the money, which the Canadian Government have deemed it expedient to adopt.

Your Excellency’s advisers have throughout these negotiations been perfectly nureserved
with her Majesty’s Government, and have, besides, taken the promptest and most energetic
steps to further the prosecution of the work.

1t is unnecessary to repeat the circumstances attending the contemplated temporary
investment of a portion of the money, or the extreme precautions which the Miaister of
Finance took to provide for its immediate return, in case it was deemed advantageous to
invest any portion of it in the securities of the Dominion.

These precautions were dictated by a desire to provide for contingencies, which, though
within the range of possibility, were not reasonably to be anticipated, and to guard against
any possible loss to Canada, in replacing the money, should circumstances wake it more
for her interest to use for a time a portion of the receipts of the Iutercolonial Loan, lying unpro-
ductive and idle, rather than have recourse to the other means which were always available,
and which Canada has always at command to meet ary temporary drafts on the Treasury.

In compliance with your Excellency’s wishes, the Privy Council have caused a statement
to be made showing the extent to which that portion of the Intercolonial Loan guaranteed
by Her Majesty’s Govermment may be considered to have been drawn on.

It is proper to state that all the receipts from Loans and from other sources, go into the
ordinary cash balances in the hands of the bankers and fiscal agents of the Dowiniun, out
of which all calls are met, and it canuot therefore be said, in strictness, that any portion of
such balances has been specifically used for ane purpose or another,

In former statements it has been assumed that the Intercolonial money would be available
for the payment of a certain part of the debt since redeemed without reducing the ordinary
bank balancesat all. In the statement now traunsmitted to your Excellency, the Inter-
colonial payments are included in the bank balances, and these balances are regarded as
available for the Intercolonial Funad so guarauteed.

Keeping this explanation in view, it will be perceived, that after deducting the expendi-
ture on the road since Confederation, the India Bonds aud other investments, and the cash
balances, at no time since the Loan was contracted has the amount raised on the Imperial
guarantee been really drawn upon; and it was only during the first few weeks, when the
proceeds of the Loan, as paid in to the fiscal agents more than covered the amount by which
they were in advance to Canada, and before the instructions for other investments could be
carried out, that this has even apparemily been the case.

1f, as formerly stated, certain redemptions of the Public Debt were considered as being
made out of a portion of the lntercolonial payments, the Bunk bulances became corres-
pandingly larger than if these redemptions had been met out of ordinary funds. But if a
close examination is made into the state of the banking accounts, the very important fact is
disclosed that the ordinary Bauk balances, wholly irvespective of that purtion of the Interco-
jonial money raised on the Imperial goarantee, have at every date (except during 2 portion
of the quarter ending 30th September 1868, when there was a small difference of 339,000
dollars, or 69,6571 sterling) been more than adequate to meet the redemptions and all other
payments whatever, without using one shilling of the guaranteed Intercolonial money. In other
words, the Government have always, except at that one date, and by that limited sum, had at
callin theirbanker’s hands more than the amonnt of the Joan raised on the Imperial guarantee;
and it may be liserally said that, except as to the sum of 69,657 L, sterling, no purt of the
guaranteed loan has ever been used.  That sum was almost immediately replaced by further
incomings of ordinary revenue.
ft is trae that,in this view, the possession of the latercolonial money permitted the
Government to altow their bank balances to run lower than they would otherwise have done,
but it ix equally true that the bank credits at the disposal of the Government were more
than ample 1o have met any possible demand without relying on the Intercolonial money
even as un available reserve,
The annexed Statement (No. 3), prepared by the Auditor, the Deputy Inspector General,
and the Deputy Receiver General, shows that in the quarter ending 30th September 1868,
‘ the
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the payments on the guaranteed Intercolonial Loan, after deducting a portion only of .the
expenditere on the work, amounted to - - - - - -~ $92,927773
while the funds on hand were - - - - - - - 2,588,058
In the quarter ended 31st December 1868, the payments had amounted
to - -~ = = - = = - 4 o - - 5468523
while the funds on hund and invested, were - - - - -~ 5,497,688
In the quarter ending 31st March 1869, the payments had amounted

o -~ o~ - - - : - - - - 6485165
while the funds on hand were - - - - - - - 6,972,881
Aund up to the 16th June iustant, the payments have been -~ 7,363,654
while the funds on hand were - - - - - - - 9,632,055

whereof 2,000,000 dollars will be required for the payment of interest at an early day.

From this official statement it is therefore manifest, and your Excellency’s Advisers deem
it their duty to re-affirin, that the possible measures contemplated in the Minate of August
last, were prompted not with the object of providing for any temporary necessities of
Canada, but solely as a means of avoiding the loss of interest which would otherwise have .
arisen. Ample arrangements had been made previous to floating the Loun for meeting the
accruing engagements of Canada. These arrangements were actually countermanded, the
maturity of other loans was auticipated, and payments made in advance, when the possible
expediency of finding employment for a portion of the Intercolonial instalments forced
iself upon the consideration of the Canadian Government, )

As 10 the means provided for making such portion of the Loan as might have been or-
may be used, instantly available, it is perhaps even less necessary again to enumerate them
in view of the facts disclosed in the reports of the Auditor General and the Deputy Receiver
General.

The work of the Intercolonial Railway is admitted to be one for the benefit of the empire
at large, as well us of Canada, and it is certain that for many years it will be a heavy charge
ou the Canadian Treasury.

The Government of Cauvada believe they would have been greatly wanting in their duty
had they not souzht to avail themselves of every proper means of making the burden, in
the way of interest, ax light to the Dominion as possible during the progress of construction,
especinlly at the preseat moment, when the consolidation of British interesis in North
America by the union of new provinces and the acquisition and government of new
territories create an exceptional strain on the resources of the country. Had they wantonly
allowed the money to remain unemployed without making an effort to invest it temporarily
on the couditions of peifect security and instant convertibility, or declined to consider it as
an available reserve, they believe they would have exposed themselves to the just censure
of the Parliament, to which alone they are respousible for the management and prosecu-
tion of the work, and to which they must look for the means of meeting the Loan; and they
cannot believe that it either was, or is the deliberate wish of the Lmperial Government to
have subjected them to any such loss.

As the matter now stands, it has been shown above that the Government has at all times
had available cash to the full extent of the uninvested portion of the proceeds of the Loan;
but a very considerable rescrve must always be kept in the hands of the bankers in Canada,
and agents in Lordon ; and if instead of placing all the moneys received in one account,
a separate account had been kept of the proceeds of the Intercolonial Loan, the effect would
have been, that, to this extent, the Dominion would have been paying- the agents five per
ceat. on their advances, whilst they were allowing one per cent. on the special deposit.
There would have been a similar loss of interest with the bankers in Canuda; a loss which
the Government did not feel itself justified in incurring for the sake of a nominal separation
of the accounts.

No other investment is either so available at a like rate of interest as the securities of
Canada, nor is there any in which the Governmeat of Canada felt it conld with such eatire
confidence place a portion of the surplus fuuds at its disposal. For every farthing not
aotherwise invested, Exchequer Bills were delivered 1o the Recciver General, and held by
him specially for the Intercolonial Fund under an Qrder of Council. The Exchequer Bills
were held in case the other rhieans provided should by any possibility be inadequate, over
and above the cash balances in the hands of our bankers and fiscal agents, which were
always available to the full extent of the Loan. They are receivable in payment of duties of
customs and excise, amounting to about 12,000,000 dollars per anoum, and it is, therefore,
beyond all question that the amount would be forthcoming, even from that source alone, to
meet any sums needed to replace the Intercolonial Loan. In trath, the entire reveuues of
the Dominion were pledged by anticipation to meet any part of the Intercolonial Loan
which might be temporanly used. S

Your Excellency’s Advisers think they may not unreasonably suggest whether the soli-
citude evinced by Her Majesty’s Government respecting the custody of the money may
not have its origin in the extreme precautions taken by the Canadian Government, and in
the arrangements they made to provide for a much larger amount of that Loau than it has
been in their power to invest, with a due regard to the conditions of pervfect security and
immediate convertibility.

They now challenge the fullest investigation into the sufficiency of the provision they
have made for the stant availability of the moneys to the Treusury, for the purpose of
being expended on the works,

While your Excellency’s Advisers thus assert the right, and Lelieve it to have been their
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unquestionable duty to have dealt with the funds in the manner they have done, and to a
much greater extent than it has been practicable for them to.do, they would be unwilling
that any issue of an unsatisfactory nature should arise between them and Her Mujesty’s
Government, o

If the right of controlling the funds had been asserted by Her Majesty’s Government
before the Loan was issued; your Excellency’s Advisérs have already indicated what their
duty would have been; but now that the securities have been actually issued, and that
obligations of good faith on the part of both Governments as to this instalment of the Loan
make the issue irrevocable, and when the amount cannot be returncd to the public, grave
difficulties arise, and they will await the judgment of Her Majesty’s Government on the
facts now communicated to them, before submitting any recommendation to your Excellency
on the subject.

Meanwhile they cannot, with a proper regard to the responsibilities of their position,
recede from the assertion of what they believe to be their undoubted right and bounden
duty, of continuing to control and manage the Loan to the exclusion of all other authority,
however much they may regret that the necessity of making such an assertion is now for
the time forced upon them. ' ‘

‘In conclusion, your Excellency’s Advisers feel that it is no light thing at the outset of the
new career on which Canada is entering, that any suspicion should attach to its reputation
for financial integrity aud upright dealing; and ihey cannot but express their deep regret,
that in a matter which in their judgment admits of no possible question, and of which they
believe neither the right nor proprieti: is open to controversy, expressions should have been
publicly used, haviny a tendency to throw doubt on the scrupulous exactitude of the Govern-
aent in its financial dealings. \ ‘

They do not doubt that, on due consideration, Her Majesty’s Government wil! frankly
recognise that Canada has the undoubted right to control and manage the tund in question ;
that considerations of what is due to her own honour, and the trust under which that fund
was -received, must alone guide her; that no arrangements have been made or proposed
with reference to it, which are open even to criticism; and that the opinions expressed and
instructions given to your Excellency under a misconception ot the facts will be recailed.

(signed) Wm. H. Lee,
Clerk of Privy Council.

-STATEMENT, No. 1— Of the Intercolonial Railway Account.

TaE proceeds of the International Loan went into the Greneral Cash Balances in the hands
of the financial agents in London and in Canada; but by Order in Council a special account
was to be kept, without distinguishing the proceeds of the 1,500,000Z of the Guaranteed
Loan from the 500,000 /. raised for the same purpose on the sole security of Canada. The
account was 10 be credited with the proceeds of the loan as received, and debited with the
charges incidental to the negotiation, and with the expenditure on the works. Certain
securities were to be held as au investinent, and certain special receipts, apart from ordinary
revenue, viz., the de;.osits in Government Savings Banks, the deposits under the law by
Insurance Companies, and the repaymwents of the original loan to the Great Western Railway
Company, were to be further invested as they came in. Any balance of the special account
not covered by such investments was to be invesied in Exchequer Bills, bearing five per
cent. intetest, and receivable for all public dues. A statement i1s made out monthly of the
account, including interest accrued, and the investment in Exchequer Bills is revised monthly,
either by the cancelling of those already iseued, or by a further issue, as the state of the
account may require.

The Intercolonial Loan Accountand the corresponding investment stood as follows on
1st Jane 1869, since which date instructions have been sent to the financial agents in
London to purchase a further amount of 50,0007 of Canadian securities; and a further
investment of 500,000 dollars has been made by special deposit in the Bank of Montreal
at four per cent. On the 1st July the Exchequer Bills will be reduced by a similar
amount.

InTercoLONIAL RariLway Account.

Dr.
. T Dols.  cts.
To charges of negotiating Loan - T . T 168,658 04
To expenditure on works - - -« - = . - - . 220,081 64

To investments, India Bonds - - - - = - e . 681,333 32
. . Dols.  cts. .
To investments, Canadian securities purchased in London - 243,333 83

Less—applied to Sinking Fund - - - 86,500 00

206,833 33
To investments, Canadian securities purchased in Canada - - - . 27,166 67
To invested with Bank of Montreal - - - - - - - -] 1,500,000 00
To Balance invested in Exchequer Bills - - - . . . _| 7627010 18

Total - - - Dols. | 10,481,083 18
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. Cr.. . Dols.  ets.
By Loan of 2,000,000 4 sterling~ - - - - - - - | 0,783,333 .8¢"
Bypremium - - - - ¢ - - - . = - - 546,073 22

By interest accrued on investment - . - - - - - -] . 151,676 62

=
(=]
e
E

L]

[ ]

1}
S
&

10,431,983 18

STATEMENT, No. 2—Of the Canadian Debt redeemed since 1st July 1868, and of the
Proceeds of other Loans and Special Deposits available for that purpose.

As the. whole proceeds of this Loan went into the general cash balances, no portion of it
can be suid to have been specifically applied to any particular purpose ; but the following
statement will show what changes have been made in the debentures and floating debt of
tllje Dominion since 1st July 1868, leaving out of account the proceeds of the Guaranteed

oan.

Ditto - ditto Barings - ditto
Special advances, Bank of Montreal, ditto

1,077,816 33
2,500,000 00

Dols.  cts.
Imperial Guaranteed Loan redeemed - - - - - - = - 681,333 32
7 per cent. Debentures redeemed S L 878,200 00
Other redemptions ~ - « - = = - = = = = 119,700 00
Balences due Messrs. Glyn, Mills & Co., repaid - - - - - - 284,488 36

Total - - - Dols. | 5,536,688 01

| e e sty
{—

1 of net proceeds of Intercolonial Loan, being the proportion of Canada
Debentures not guaranteed ~  ~ - - - = - - 2527012 18
Deposits of Insurance Companies - - - - = 1,814,605 22

Savings Banks deposits - - - - - - - < - 648,559 22
Provincial Notes 1ssued, less 25 per cent. as a specie reserve - - - 534,600 00
Total - - Dols. | 5,525,676 57

STATEMENT, No. 3—Of the Proceeds of the Guaranteed Intercolonial Loan, and of the
application of it at the end of each quarter, and at the present date.

. Dols.  cts.
Net proceeds of Loan to 30 September - - e - . . 3,970,473 09
# as proceeds of Guarantee Loan - - - - . - - -1 2,977,864 82
Expenditure on Works w date since Confederation - - - - 50,081 64

2,927,773 - 18
. Dols.  cls. |——mmmmre—
Cash Balance available in Canada, 30 September - - 2,588,058 97

Net proceeds of Loan, from 30 September to 31 December - - - -] 8,454,334 14

£ as proceeds of Guarantee Loan - - - - - - - -1 2,690,750 61
Balance from last Quarter - - - - - e - . -| 2,927,773 18

5,518,528 79

Expenditure on Works during Quarter - A 50,000 00

5,468,623 79

‘ . . Dols.  ets.
Cash Balances available in Canada, 31 December - - [ 2,507,816 g3

In Financial Agents’ hands in London - - - . 5
Investments in London in advance for Dols.  c¢ts. 2,098,007 95
Sipking Fund - - 243,833 33

Ditto - Canada - - -~ 27,166 67

- Ditto - IndiaBonds - - 681,333 33

————

951,833 33

— e —— ———

Total Available - - - Dols. | 5,497,688 11
244. B
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‘ Lo ' Dols.  cts.
Net procéeds of Loan from 31 December to 81 March - 1,466,189 17
4 a8 pra uarsute .- -« o« o« < A 1008641 88
-4 as proceeds Guarnnteed Loan - 4,099, )
Balance from last Quarter - - - - . - - = -| 5468623 79
L 8,668,165 67
Expenditure on Works during Quarter - -~ - - . - . 80,000 00
6,488,165 67
o » ‘ Dols. . cts.
Cash Balances availuble in Canada, 31 March - - - | 2,434,923 82
In Financial Agents’ hands, London - - - - | 2,086,124 74
o Dols. cts. '
lnvestments, as above - AL - i - 953,383 gg
Special deposit, Bank of Montrea - 1,560
| Tpecti Soposlh, 2. ' —_— 2,451,833. 38
Dols. | 6,972,881 89
Net proceeds of Loan, from 81 March t016 June - - - - .} 1220652 12
" § as proceeds Guaranteed Loan - - - . - . . . 915,489 09
Balance from last Quarter - - - - . . . . .| 6488165 67 .
- C ‘ 7,403,654 76
Expenditure on Workstodate - - - . . . . . 40,000 00
- Dols. | 7,363,654 76
o . f .DOIS. cts. i i
Cash Balances available in Canada, 16 June - . . . 3,667,304 33
In Financial Agents’ hands, London - - - - -,3022828 29
‘ Dols.  cts.

Investments and special deposits, as above - 2,451,833 33 "
Additionsl, Bank of Montreal - - - 500,000 00 i

' 2,951,833 33

vr—

Dols. | 9,632,055 95

Of this available cash, about 2,000,000 dollars will be required to pay the July interest, leaving
still available $7,632,055.05. ‘ ‘ ;

N. B.—The expenditure on works only represents the expenditure by the Commissioners since

the Union, and does not include the large outlay for surveys and other preliminary work pre-
viously made. No payments on contracts now in progress will be made till after 1st July.

(signed)  T. D. Harington, :
Deputy Receiver General.
Wm. Dickinson,
Deputy Inspector General.
John Langton,
. Auditor.

Ottawa, 16 June 1869,

— No. 3.—
(No. 70)
Cory of a DESPATCH from Governor the Right Honourable Sir .Join ¥ oung,

o
Bart., 6.c.B., to The Earl Granville, x.c.

: Government House, Ottawa, 24 June 1869.
My Lord, (Received, 7 July 1869.)

On the *20th instant I briefly acknowledged your Despatch of the 1st instant,
adverting to the Minute approved by my predecessor, of the 27th of August
last, and making inquiries as to the alleged application of money raised under

-the Imperial guarantee for the construction of the Intercolonial Railway, to the

purpose of defraying, temporarily, the general debts of the Dominion. -

I send several additional copies of the papers which I enclosed, viz.,
correspondence respecting the Intercoloniai Railway Loan, and Minutes of
Council, of dates 29th May and 18th June. These documents furnish, on the
part of the Privy Council of Canada, replies to the queries, as to what extent,
and in what way, the loan has been employed under authority of the Minute of
the 27th of August of last year, and contain the observations which Mr. Rose

and

* This is printed as Lnclosure to Governor’s Despatch, No.

56, of the 30th May 186g, pege 1,
+ This is printed as Enclosure to Governor's Despatch, No.

67, of 20th June 1869, page 5.



CANADA RAILWAY LOAN ACT (1867). 11

and his colleagues unite in offering as the explanation of the course they have
ursued. S

P In compliance with your Lordship’s wish to learn from me to what extent,

and in what way, the loan has been employed under the Minute of the 27th of

August, I can only say that the statements, 1 and 2, appended to the Minute

of the 18th instant, are derived from distinct and independent sources, and

seem to furnish the required information.

Statement No. 1 shows in what way the total (guaranteed and unguaranteed)
Intercolonial Loan has been invested ; and it will be seen that in addition
to the special securities set apart by the Order in Council of August last,
Exchequer Bills, amounting to 7,627,900 dollars, are held for account of the
total loan. =~ = ‘ ‘ A ‘ .

. These Exchequer Bills, of which I enclose a form, being receivable in payment
of all public dues, would seem to form a security of as high a character as it is .
possible to procure, and to be readily convertible into .cash, irrespective of any
reliance on the Bank Credits. o : .

As to the extent of the application of the guaranteed Loan for the purpose of
defraying the general debts of the Dominion, it appears, by Statement 2, that
the receipts of the Dominion from other sources: (and wholly irrespective of its
ordinary revenues) have been sufficient to defray all these debts, without relying
on the guaranteed portion of the loan at all (cxcept by about 2,000/ sterling);
and against this 2,0007., besides the ordinarv cash balances in hand, a credit of
260,000 /. was at any moment available in London, and twice as much more in
Montreal. ‘

I have, &e. .
(signed)  John Young.

Enclosure in No. 3.
CORRESPONDENCE respecting the INTERCOLONIAL RarLway Loaw, &e. ~ brokin No.s.

(Laid before Parliament by Command of His Excellency the Governor General.)

This Correspondence will be found pﬁnted in House of Commons Paper,
No. 272—1. of 1869,

— No. 4. —
No. 112.
(Ro ) ‘ No. 4.
Cory of DESPATEH from Governor tle Right Honourable Sir Jokn Young, Governor Sir J.

. Bt,, 6.¢.B,
Bart., .c.B., to The Earl Granville, x.c. 1‘)%25’ Gn’;ﬁ,e,’

' ’ K.G.
Government House, Ottawa, Canada, 28 October 186g.

28 October 1869.
‘ éReceived, 11 November 1869.)
My Lord, (Answered, No. 216, 30 November 1869, p. 28:)

With reference to previous correspondence I have the honour to transmit a
copy of a Minute of the Privy Council on the subject of the Intercolonial Rail-
way Loan. ‘ L

‘ I have, &c.
(signed)  Jokn Young.

2.44. B2
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Enclosure in No. 4.

Minute of the Treasury Board of the 1ith August 1869, on the INTERCOLONIAL
Rarzway Loan, and the MinvTe of the Honourable the Privy Council thereon, of
12th August 1869.

Cosy of a MiNurE of the Honourable the Privy Council, adopted in Committee on the
12th August 1869.

Tue Committee of Council have given their uttentive consideration to the annexed
Memorandum, dated 11th August instant, from the Honourable the Board of Treasury to
whom was referred the Despatch of the Right Honourable Her Majesty’s Secietary of
State for the Colonies, No. 129, dated 8th July 1869, communicating to your Excellency
the opinion of the Law Officers of the Crown in England, and the views of Her Majesty’s
Government on the sutiject of the temporary investment of a portion of the moneys raised
under the Imperial Guarantee for the construction of the Intercolonial Railwav.

The Committee entirely concur in the opinion expressed by the Treasury Board in their
said Memorandum, and advise that a copy of that Memorandum and of the present Report
be transmitted by your Excellency to Earl Granville, as embodying the views entertained
by the Canadian Government on the important subject to which they refer.

MinvrE of the Treasury Board, adopted 11th August 1869,

Mav it please vour Excellency,

Tag Treasury Board have had under consideration the Despatch of Earl Granviile of the
8th July 1869, on the subject of the Intercolonial Railway Loan, transmitted to the Privy
Council by his Excellency the Governor General, and referred to the Board for its consider-
ation and 1eport. The Board have to express their satisfaction at the declaration of his
Lordship, that it was nut the intention of Her Majesty’s Government to call in question the
financial integrity and upright dealing of the Dominion of Canada with reference to the em-
ployment of those moneys.

His Lordship transmits copies of two opinions of the Law Officers of the Crown which,
in his judgment, lead to the conclusion that the Canada Loan Act of the Imperial Parlia-
ment, in using the word *“appropriate,” required that the money should be kept or invested
as a distinet fund applicable to the construction of the road, and to no other purpose,

The conclusion ariived at by the Law Officers would appear to be threefold :

1st. That it was not the intention of the Imperial Act that the money should be invested
at all, but that it should be set apart or appropriated.

2nd. That the only sort of investment within its provisions would be one, the rate of
which does-not fluctuate, but which is convertible at any moment without loss.

3rd. That tie temporary application of a_portion of the loan to the redemption of the
debt of Canada (in other words, the acquisition of Canadian securities) may be a useful
investment hut is not an appropriation ot the loan.

The Board have given careful atteniion to the statements of the lasw officers, and bave,
in the first place, to notice that it would appear tha their opinions are based solely on the
wording of the Imperial Act, and that they make no allusion to the Act of the Canadian
Parliament, 31 Vict, ¢, 13,

‘The Board would observe that the Imperial Act is silent as to the investiment or custody
of the muneys to be raised under the guarantee. It provides that the guarantee shall uot
be given, *“unless and until” an Act has been passed by the Parliament of Canada, pro-
viding, to the satisfaction of the Commissioners of Her Majesty’s Treasury, for the * raising,
appropriation, and expenditure ® of the loan.

A Canadian Act was passed making provision for the “raising, appropriation, and ex-
penditure * of the loan, and it **satisfied ™ -the Commissioners of Her Majesty’s Treasury,
as is evidenced by the fuct that the guarantee was given.

The terms of the Imperial Act are, therefore, complied with ; that Act is executed ; its
force is spent, and it appears to the Board that reference maust now be had to the Canadian
Act, and the financial system which obtains in Canada for direction as to the proper custody
and disposition of the money raised.

Her Majesty’s Government having once accepfed that Act as sufficient, the Canadian
Government is bound by its terms, and it is its duty, temporarily, to administer the money
in the same way as other moneys at its disposal, having due regard to its ultimate ex-
penditure on the work,

'The Canadian Act contemplated the ordinary action of the constitutional power of Par-
liament to he from time to time exercised in appropriating the public money under its
control. The construction of the milway; the contracts and payments were lelt to the

control, aud are within the jurisdiction of the Canadian Parliament, without any c;.thgr
it
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limit or restriction on the part of the Imperial Government than the general power of the
Crown to disallow its Acts. It is not contended that the Act of the Canadian Parliament
has not been complied with by the Government in dealing with the loan, or that the ordi-
nury mode of adwinistering trust moneys by that Goverument has been departed from.

The Board do not think it necessary, in discussing an objection which is now limited to
a poini of technical construction, 10 dwell further on this view, which appears to them so
well founded, that the measure of discretion .which the Governinent may exercise in the
management of the fund, is to be looked for in the terms of the Canadian, and not of the
Imperial Act of Parliament.

‘The Board deem it respectful, however, briefly to udvert, seriatim, 1o the three points
they have noted as embraced in the opinions which accompanied Earl Graaville’s Despatch.

First. That there should be an appropriation in specie kept distinct and apart.

If this view is the true one it would appear to be equally objectionable to place the
money for safe keeping into the hands of the agents of the Government, or to deposit it in
any bank whatever. It would merge, in either case, into the general mass of deposits ;
would not be “set aside ™ or “ kept apart,” but would be invested by them, on their discre~
tion and responsibility, with cther moneys in their hands. The merging of the loan by
the Government with the other moneys in its hands, cannot surely be more objectionable
than the werging of it with the ordinary money of any bank into which it might be placed.
The only mode of complying literally with the Act, as sought to be construed by the law
officers, would appear to be 1o place away the identical money received from the lenders
tn packages, to keep these physically separate during the entire period of construction,
and to pay away the same money to the persons employed in the prosecutiun of the work.
Anything less would fail 10 carry out, literally, the view of the law officers as to the com-
plete setting aside and separation of the loan from other moneys, which is, in their opinion,
implied by the word appropriate.

It can hardly be supposed, however, that the Imperial Parliament had any such opera-
tion in view. If it had not, then the keeping of distinct accounts, and the expenditure,
with due promptitude of an equal amount to that raised, on the road, wounld seem to be a
satisfactory and rationai compliance with the provisions of the Act.

The public revenue is the produce of loans and taxes, and is not distinguishable in
respect of its origin. That revenue or fund has heen increased by the amount of the
railway loan; the construction of the work is being proceeded with. Parliament has
aut{mrised the “ payment” of the requisite amount out of that general fund to meet the
outlay.

The Board cannot regard the appropriation by Parliament as a direction to deal with it
in specie, but only as an authoiity to the proper officer to pay out of the general fund for
the specific object for which the appropriation is wmade.

Second.—But the Law Officers would appear to admit that there may be some sort of an
investment into which the loan could properly be placed, viz., one “the rate of which doses
not fluctuate, und which is convertible at any moment without loss.”

If this be granted, itis a sufficient answer to say that the Board consider the securities
which have been set apart as of that character.

If, in the realisation of these secwrities, there would be any loss, that loss would not fall
on the Intercolonial Fund, but on the general revenue of Canada.

It would seem asifthe Law Officers of the Crown cousidered that any loss in the value of
the securities would be charged to the Intercolonial Fund, aud diminish it by so much; and
that the Government of Canada was not under the obligation of making the loss good.

The Board cannot take so restricted a view of the responsibility of the Canadian Govern-~

ment.
On the contrary, they believe that the duty of managing the fund devolved on them, and
that it carries with it 1he corresponding obligation of making it good against loss and dis-
aster of every kind, and of expending the total sum raised on the work, no matter what
intermediate diminution from failuies, depreciation or other losses, may take place,

The Canadian Government know that the securilies set apart are convertible at any
moment before the money is required, with certainly no loss whatever to the fund, and
probably no loss even to the Government,

Third.—The Law Officers consider that the temporary application of the loan to the
reduction of the debt of Canada is not an appropriation of the mouney.

‘The Board canuot but take exception 1o the form in which the operation is made to
appear by the expression which the Law Officers, in their first opinion, made use of, viz.,
“ paying off with the Railway Loan Canadian Provincial debts,” inasmuch as there was
really an investment in the Exchequer Bills of the Dominion of the Intercolonial money to
the extent to which it was applied in reduction of debt. For the payment of these
Excheguer Bills the whole revenues of the Dominion are pledged by anticipation.

The Law Officers admit that the money may be invested “n some form, and that there
may be a class of investment within the provisions of the Imperial Act. They add, that
the securities of the Government of Canada may be a useful investment of the money rais:d,
but do nut seem 10 be an appropriation of it. )

If i1 be admitted that the loan may lawfully be invested at all, and that securities, which
are immediately convertible and not of a fluctuating nature, would be an investment within

the provisions of the Act, the only other question would seem to be, who is to judge
4 B3 whether
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whether those conditions have been satisfied. Her Mujesty’s Government, or the Govern-
ment of the Dominion, cn whom the responsibility of making good any losses that may
arise, rests ?

The Board fail to see why, if an investment in securities of the character described by
the Law Officers would be within the provisions of the Imperial Act, an investment in the
securities of Canada, which, in the opinion of its Government fulfil, and which it has never
been alleged do not fulfil, the conditions which the Law Officers lay down, should not be
equally within its provisions,

Earl Granville, in the conclusion of his Despaich, expresses the hope, that the Canadian
Government, even if they do not concur in the views he has been. led to entertain, will
acquiesce in the propriety of avoiding all occasion of cavil, by placing the money in the
shape of a disiinct fund applicable m its entirety, and at any moment, to the object for
which it is destined. .

The Treasury Board, while sensible of the courteous terms in which his Lordship ex-
presses this hope, uud in which he declares his full conviction in the power of the Canadian
Government to replace at any time the sums which have been employed by it, believe that
Her Majesty’s Government would not desire to suggest the adoption of any course which,
on due consideration, might be shown to involve an abnegation, on the part of the Cana-
dian Government, of their constitutional responsibility, or which would inflict unnecessarily
a heavy loss on the Canadian Exchequer.

The Board fail to see, after the fuliest consideration of all the arguments that have been
used, that, in dealing with the money, Canada has exceeded its constitutional right, or that
the Government have done anything which was not their bounden duty ; and they equally
fail to see that there has been any technical departure from the wording of the law. The
case has been put as if a permanent application of a portion of the loan to another purpose
had taken place, or been contemplated, instead of, asis the fact, that Canada wished to
grocure sowme temporary return for moneys which she could not at the time, by any possi-

ility, employ for the purposes of the work; and which, if not placed on security, would
have been unproductive, and thereby have subjected her people to serious loss. The ability
of Canada to replace the amount at any moment is now acknowledged by Her Majesty’s
Government ; the most rapid prosecution of the work practicable is unquestioned, but it is
yet asked that the money may not be used in the. interval at all; that it may be set aside
and kept intact without any regard to the questions of productiveness; that this loss of
interest must be incurred, although an opportunity of investing a portion productively bas
offered, a..d although the character of the investment is admittedly undoubted ! !

If, at the time the loan was contracted, the Government of Canada could have placed the
amount with their bankers at a reasonable rate of interest, they would undoubtedly have
done <o, and made other arrangements respecting the maturing debt. They werd, how-
ever, compelled to avail themselves of the only safe investment which offered, their own
bouds, which they were about issuing, and they desire to call Lord" Granville’s attention
to the fact that they did, by Order in Council, at that time create a distinct fund for
the loan, and set the securities in which that fund was invested aside, to be applied
when realised to the object for which the loan was destined. As those securities mature,
fqr cdan be advantageously placed, the cash will, in like manner, be set aside as a distinet
und, ’

While ready to give every consideration tv any suggestion on the part of Her Majesty’s
Government, the adoption of which may not be at variance with the duty which the Govern-
ment of Canada believe is imposed upon them of managing this fund, subject only to their
constitational responsibility towards the Purliament und people of Canada,.the Board
would desire 10 call his Lordship’s attention to the aspect of the case which is now pre-
sented, and to the fact which is shown in the previous Minute of Council, that ever since
the money was raised, there has, except during a very briefinterval and by a very insignificant
amount, been a larger sumi on call at their bankers than the total amount of the guaranteed
loan, They would also remind his Lordship that the Government have special credits
beyond this, amounting 10 750,000 L. steiling, which are practically so much money on call
with their bankers, available at any moment for the purposes of the work, while securities
of the most undoubted character, on which they could obtain further advances or dispose of
at any moment, have been set apart to meet the drafts on this loan.

They would further call his attention to Statement Number 1, attached to the Minutes of
Couucil of the 18th of June last, by which it will be seen that a special account is kept in
the books of the Canadian Treasury for this loan. The Government have already made
full provision to meet the outlay on the work to the extent of the loan, and the amount
stands in the books of the Treusury as a separate fund, distinguished from the accounts for
all other works. They cannot but believe that these arrangements already made fully carry
out the hope expressed by his Lordship that the amount raised should be placed to a
distinct fund, available at any moment to the object for which it is destined.

It is unnecessary to say that it has been, and is, the anxious wish of the Canadian
Government to fulfil with implicit exactitude, and in the largest sense, both the letter and
the spirit of all their undertakings towards Her Majesty’s Government, connected with this
loan,” The Board are therefore unwilling to believe, in view of the fuller explanations now
given, that Earl Granville will fail to recoguise in the measures which were adopted ut the
outset for placing this fund beyond the reach of any possible loss, not only a practical

evidence
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evidence of this desire, but a satisfactory compliance with the Jaw. They feel assured that
his Lordship will acknowledge it to be their daty to guard the public Exchequer of Canada
from unnecessary loss, and that he would not urge any course which the Canadian
Government might conceive {o conflict, not only with that duty but with the constitutional
obligations they owe to Parliament,

Treasury Board, Ottawa, {1 August 1869,

~ No. 5. ~-
(No. 127.)
No. 3.
Cory of DESPATCH from Governor the Right Honourable Sir Jokn Young, Governor Ssir J.
Bart., 6.c.B., to The Barl Gramville, &,6. Young, Bt, a.c..,

to Earl Granville.

, Government House, Ottawa, Canada, x‘.;ﬁ'ombe, 1863,
30 Qctober 1869,
My Lord, (Received, 18 November 1869.)
Wirn reference to previous correspondence, I have the honour to transmit to ~2 Ocry,
your Lordship a copy of a Minute of the Privy Council of Canada, respecting w
the investment of the Intercolonial Railway money. '

1 have, &c.
(signed)  Joku Young.

Enclosure in No. §. Enel. in No. 5.

Cody of u Rerorr of a Committee of the Honourable the Privy Council, approved by
His Excellency the Governor General, on the 204 of Ottober 1869.

Tar Committee have had under consideration the accompanying Report, dated 11th August
1869, from the Honourable the Minister of Finance, subwmitting certain correspondence had
by him with the Bank of Montreal, on the subject of the balances in the hands of that
institmion, and the disposal to it of, or the 2dvance by it on, the bonds of the Great
Western Railway Company, and recommending the same for your Excellency’s approval.

The Committee respecfully report their approval of the arrangements made by the
Minister of Finance, as stated in the correspondence, and recommend that the bonds of the
Great Western Railway Company be delivered $o the Bank of Montreal, on their being

obtained from that company.
(Certified) Wm. H. Lee,
Clerk, Privy Council.

Tue Minister of Finance has the honour to bring uuder the consideration of his Excellency
in Council the correspondence had by him with the Bank of Montreal, on the subject of the
balances in the hands of that institution, and the disposal to it of, or the advance by it un,
the bonds of the Great Western Raillway Cowpany, and to recommend the same for his
Excellency’s approval.

{signed) Jokn Rose,
Ottawa, 12 August 1869. Minister of Finance,

244. B4
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Dear Sir, ) : Ottawa, 5 August 1869,
. REFERRING to the conversations we had on the subject of the balances at the credit of
the Government with the Bank of Montreal, on which the Government desired to obtain
interest, and to the difficulty under which the bauk laboured in meeting its wishes, owing to
the large amount of unemployed money at its disposal, and to the existing arrangements as
to the uncertain dates of withdrawal, I have communicated with my colleagues, and now
submit a memorandum of the arrangements which the Government is prepared to make.

You will perceive that we propose to embrace in this plan the payments on account of
the Intercolonial Railway from the balances we have in hand, and on account of which loan
it is our object to provide some return.

While the Government anticipate that these payments will extend over a considerable
period, yet they cannot guarantee that they will do so; but the amount must be considered
at the disposal of the Government for the purpose of the work, whenever required ; and you
will understand  that these payments may involve the considerable one at an early day, on
account of the purchase of the Eastern Extension Railway, should the Government decide
to acquire that work. With respect to the rate of interest to be allowed, which we have
more 1ecently discussed, the Government would have been glad if the bunk could have
seen its way to make it four per cent.; but they have given consideration to the point you
mentioned, that the payments on Government account may considerably exceed the amount
of matured Great Western Railway Bonds, and thus leave the bank in advance to that
extent at a Jow rate of interest. Having due regard to this possibility, and believing it
desirable to make provision, at a certain fixed rate, for having the entire amount of the
bonds available as a cash balance for the construction of the Intercolonial Railway, they
think the rate of 34 per cent. on the whole to be fair, and acquiesce in it accordingly.

You will perceive that the first proposal contemplates the transference from current
account of a sum beyond what is now held in special deposit.*

If the arrangement now proposed is carried out, the Govemment would not contemplate
using the credit for 500,000/, refeired to in a previous correspondence.

I am, &ec.
(signed)  Jokn Rose,
E. H. King, Esq., Minister of Finance.
Manager, Bauk of Mountreal, Montreal.

MemoraNDUM,

i1st. The bank to renew the amount now at special deposit, and to receive such further
emount as may be agreed cn by transfer from the oudinary account. The bank, in addition,
to place 1o the credit of the Government the amount of the Great Western Railway Com-
pany’s bonds at par. These bonds are to be handed over to the bank, and the bauk may
either purchase them at par, with the guarantee of the Government for their payment at
maturity, or may regard the amount as an advance made to the Governmeut for the term of
these honds, the bank continuing to hold the bonds of Canida, now in its possession as a
guarantee for the payment at maturity of the Great Western Railway bonds in either case ;
it being undeistood that if the bank elects to make an advance, the rate of interest on such
advance shall nat exceed 4 per cent. per annum.

2nd. These sums to be placed to a special account, to be called Intercolonial Railway
Construction Account, and to be drawn on solely for the purpose of the railway, according
to the progress of the works; the amounts at the credit of the account to bear 33 per cent,
interest until the entire sum is exhausted.

3rd. The bank to make arrangements for the payment of such money as may be required
at the points on the line of the Intercolonial Railway, which may be indicated by the Com-
missioners ; the bank having the use, free of charge, of the building at Chatham, recently
leased by the Governn:ent, not to be subject to any other charge than the actual cost to the
bank of making such paymenis.
(signed)  Johr Rose,
Ottawa, 5 August 1869. ' Minister of Finance.

Dear Sir, Montreal, 9 August 1869.

I nave the honour to acknowledge the receipt of your letter of the 5th instant, accom-
panied by a memorandum of the arrangement which the Government is prepared to make
for the purpose of providing for the expenditure upon the construction of the Intercolonial
Railway, out of the following sources: —

1st. From the special deposits now held by this bank.
and.

* 1 should he glad if you would inform me whether you acquiesce in this, or still desire to limit the
transfer to the sum held in special deposit 2
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2nd. From the sale at par, with the guarantee of the Government, of the bonds of the
Great Western Railway Company, beartug interest at 4 per cent. per annum to the extent,
as I understand, of about 500,000  sterling, or a loan for an equal amount for the term of
these bonds by the bank to the Government, at a rate of interest not exceeding 4 per cent.
per annum ; the bank continuing, in either case, to hold the bonds of Canada, now in its
possession, until the maturity of the Great Western Railway bonds.

8rd. From a further special deposit derived from the current balances at the credit of the
Receiver General.

I am prepared on the part of the bank to meet the wishes of the Government, so far as
the first nnd second sources, from which the amount is to be derived, and in the mean-
time, make a loan upon the Great Western Railway bends at par, for the term they have
to run.

I do not see, at present, that the bauk could make an absolute purchase of these bonds
at par; but I shall be ¢lad to retain the option.

With regard to the third source, from which this sum is to be derived, I regret that it isnot
possible for the bank to ineet the wishes of the Guvernment. The bank has been embarrassed
for some months past with about four or five millions of dollars of gold, absolutely idle,
and for a good portion of which the bank has been paying interest to the Government on
special deposits. There is no safe and profitable employment for this larce surplus in
Canada, combined with the certainty of prompt realisation in case of need; and I may
mention that the bank has at this moment under consideration the propriety of making a
considerable reduction in the rate of interest upon short advances, covered by railwav
receipts and bills of lading, with a view of finding temporary employment for its funds. I
trust, therefore, that it will be satisfactory to the Government to carry out the proposed
arrangements, subject to the above exception.

The balauces at the credit of this proposed account will bear interest at the rate of 8% per
cent, per annum.

I am, &e.
The Honourable John Rose, (signed)  E. H, King.
Minister of Finance.

Dear Sir, Ottawa, 11 August 1859,

Ix reply to your letter of the 9th instant, I beg to say that, though I regret that you
are not prepaved to accept a transfer of a further amount from the present large current
balances now in deposit with the bank, the Government, after due consideration, is prepared
to assent to the modified terms suggested by you in that letter, with this qualitication, that
we wish to have the option of maintaining and receiving interest on the balances proposed
to be placed to the credit of the Intercolonial Railway Fund; in other words, to deposit
from time to time to its credit, from our current balances, amounts equal to the expen-
diture on account of that fund, if the state of those working balances will permit.

As you cannot acquiesce in my proposal to transfer a further amount from the current
balances, to the credit of the special account, I beg you will be good enough to remit,
on the most favourable terms in your power, and at as carly a day as may be, the sum
of 100,000 /. sterling to Messrs. Baring Brothers & Co., for account of the Government,
advising me, in due course, of details.

I am, &e.
E. H. King, Esq., Manager, (signed)  John Rose,
Bank of Montreal, Montreal, Minister of Finance.

— No. 6. -—
(No. 163.)

CorY of DESPATCH from Governor the Right Honourable Sir Jokn Young,
Bart., .c.B., to The Earl Granville, k.G.

Government House, Ottawa, 22 December 1869.
(Received, 5 January 1870.)
My Lord, (Answered, No. 12, 15 January 1870, page 23.)

WirtH reference to your Lordship’s Despatch of 30th November (No. 216¥),
acknowledging the receipt of my Despatch, No. 112, of the 28th October last,
enclosing a copy of the Minute of Council, dated the 11th August, on the sub-
ject of the Intercolonial Railway Loan, and observing that you would have been
glad to have received the Minute at an earlier date,—

I have the honour to state, in explanation, that though the Minute bears
date as having passed the Council on the 12th August, it did not receive my
assent until the 2nd October. The delay occurred in this way : I had left Quebec
for the Maritime Provinces before the 12th August, and the Minute did not
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reach me until my arrival in Halifax some weeks later. When it did reach me
1 was in doubt whether it would prove in exact conformity with your Lord-
ship's instructions, and I held it over, Mr. Rose h.avipg left' Ottawa, until I
could personally confer with the Premier. He was indisposed during the few
days 1 passed in Ottawa between my tour in the Maritime Provinces and that
which I had engaged to make in Ontario. So that, after all, my doubts had to
be resolved by correspondence, which they accordingly were; and on the 2nd
October 1 returned the Minute, approved, from Niagara, where I was at the
time, ‘On my return to Ottawa 1 transmitted the Minute so soon as I received
the authenticated copy from the Clerk of the Privy Council.

The delay was therefore occasioned, in the first instance, by my absence from
the seat of Government at so great a distance as Halifax ; and secondly, by my
anxiety not to give my approval to any disposition of the funds in question
until 1 could be fully assured that it was in conformity with your Lordship’s

ions.
Instructio I have, &e.

(signed)  Jokn Young.

— No. 7. —

CorY of TELEGRAM from Governor the Right Honourable Sir John Young,
Bart., ¢.c.B., to The Earl Granville, x 6.
(Received, 20 April 1870.)

I 5AVE requested Sir F. Hincks to give me a correct version of his remarks,
and the Ministers to furnish for your information a statement of present posi-
tion of Intercolonial Railway Loun Funds.

Ottawa.

— No. 8. —
(No. 79.) ‘

Copy of a DESPATCH rrom Governor the Right Honourable Sir Jokn Young,
Bart., ¢.c.8., to The Earl Granville, x.c.

*Government House, Ottawa,
21 April 1870.
My Lord, (Received, 6 May 1870.)

WirH reference to your Lordship’s telegram of the 18th instant*—

“ Early explanaiion required of statement by Minister of Finance in

budget speech, that Law Officcrs’ opinion as to railway loan will siot be
followed.”

I lave the houour to enclose a statement furnished to me by Sir Francis
Hincks.

From this paper it appears, that of the unexpended balance of the Imperial
Guaranteed Loan for the Intercolonial Railway, amounting to 5,738,763 dollars
76 cents.. there are lying on deposit in the Bank of Montreal, 4,799,784 dollars.

In India bonds in London - - - 681,333

Making - - . - - . - 5,481,117

Paragraph 2 of an instruction to the Montreal Bank, dated 2nd October 1869,
a copy of which was sent in' my Despatch, No. 117,} 30th Qctober 1869, states,
with regard to the first of the above itews,

“ There teems to be placed to a special account, to be called Intercolonial
Railway Construction Account, and to be drawn on solely for the purpose of the
railway, according to the progress of the works; the amounts at the credit of
the account to bear 33 per cent. interest until the entire sum is exhausted.”

Further, -there is in deposit at call in the chartered banks a sum of

1,814,769
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1,814,769 dollars 90 cents, more than covering the uncxpended balance of the
Guaranteed Intercolonial Railway Loan. So that the Intercolonial Railwa
money is more than covered without referring to the Imperial Guaranteed Bonds
(800,000 /. sterling) for the purchase of the Hudson’s Bay Territory, which have
not yet been negotiated, although the full amount has been. deposited.

Sir J. Rose was authorised by the instructions he received from the Canadian
Government to offer explanations in England, and negutiate in reference to the
matter in hand. A copy of these instructions was duly transmitted to your
Lordship in my Despatch, No. 98,* 4th September 1869, and the Ministers here * Not printad.
understood, unofficially, of course, from Sir J.hn Rose, that he had offered
‘explanations which were accepted as satisfactory at the Treasury. I was not
informed of their haviug been offered, nor of rheir result, and considered myself
still bound by your Lord-hip's instructions of 1st June 1869 (No. 97+). ~ No + Pege 2.
opportuaity, however, was afforded for acting upon those instructions, for no paper
‘has come before me, nor a proposition of any kind been submitted in reference
to these moneys since I wrote my Despatch of 30th October 1869, No. 117.

I have, &c.
(signed)  John Young.

Enclosure in No. 8.

Iy obedience to your Excellency’s instructions that I should evable you to reply to Earl  Epq). in No. 8.
Granville's telegram, requesting an explanation of some remarks made by me in the House
of C mmons on the 7th inst., in my speech on the Budget, to the effect that the opinion of
the Law Officers of the Crown, as to the disposition of the Intercolonial Railway Loan, had
been disregarded, I have the honour to repurt that, after consulting several newspapers, |
find such a discrepancy in the reports, that [ think it will be more satisfactory that [ should
explain substantially what pussed on the occasion referred to. Before doing so, I may
observe that all the transactions connected with the Intercolonial Railway Loan oceurred
before 1 became a Member of the Government. 1 had ventured to hope that, as no intima-
tion 10 the contrary had been given to the Canadian Government, the Minute of the Treasury
Board of the 11th August 1869, approved by the Privy Council Minute of the 20th of that
month, had been deemed satisfactory by Her Majesty’s Government ; and when the Oppo-
sition Members renewed, during the present Session of Parliament, the attack ou the policy
of the Gvernment regarding the Intercolonial Loan which they had commenced during the
previous Session, I considered it my duty to maintain and defend that policy.
The subject had not in any way been referred to by me in my speech on 1he 7th inst,
bringing forward the Budget, but at a later hour of the evening the Opposition dem:nded
explanations on the subject of the Intercolonial Loan, and especially as to whethier there
had been a compliance with the opinions of the Crown Law Officers. To this but one answer
could have been given, viz., that it had not been found possible to act in accordance with
those opinions, but that, as no reply had been received to the Minute of the Canadian
Government pointing out thé impracticability ot acting in accordance with the opinions of the
Ciown Law (};ﬁicers, we had a right to assume that the Imperial Government were satisfied
with our expl:nations, and that we had made no change in our arrangements.
On reference to the Canadian Treasury Minute of the 11th August 1869, to the Despatches
of Earl Granville, and to the opinions of the Law Officers, it will, 1 think, be apparent not
only that it would be impossible ta give effect to those opinions, but that Earl Granville has
not instructed your Excellency to adopt any measures with a view of trying tv do so. The
Low Officers declare: “ e think that it was not the intention of the Imperial Legislature
that the money should be invested at all; it was to be appropriated or set aside.” ~ Again,
¢« The only sori of investment within the provisions of the Imperial Act would be, we think,
an investment (if any such exists or can be conceived), the value of which does not fluctuate,
and which is convertible at any moment without loss.” The Law Officers were evidently of
opinien that no such investment, as in their opinion was alone within the provisions of the
Imperial Act, was to be found, or could be crnceived ; but they failed to give any intimation
as 1o what, in their opiniun, would be a legal disposal of the money. :
The Treasury Minute has, in my opinion, shown conclusively that it would be quite
impossible to act on the opinion of the Law Officers. :
But 1 submit that Earl Granville has not insiructed your Excellency to attempt to give
effect to that opinion. His Lordship, in his Despatch of 8th July 1869, points out t
our Excellency that ¢ the first of those opinions more than bears out the conclusion at whi
had arrived,” and which was. communicated to your Excellency in his Lordship’s pr
vious Despatch of the 1st June, which was, “to refuse your concurrence, in any mode, o
dealing with the money remaining in the hands of Government, other than that of invest-
ment properly so called.” In the Despatch of 8th July, his Lordship hoped that the 2
Canadian Government would avoid all occasion of cavil, “ by placing the money in thdfﬁ 74 Sfﬁ/é ,
shape of a distinct fund, applicable in its entirety, and at any moment, to the object for o
which it is destined.” . '
244. c2 I submit
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I submit that there is a very wide difference between the instructions of. Earl Granville,
and the opinion of the Crown Law Officers. .Earl Granville distinctly recognises the pro-
priety of investing the money, provided it can be mude applicable at any moment to the

“object for which it is destined. The Law Ofticers declare that it was not the intention. of
the Imperial Legislature that the money should be invested at all, and that no investment
would come within the provisions of the Act, unless one which does not fluctuate, and which
is convertible at any moment without loss. “ I do not find, in any of the Despatches, a sug-
gestion as to the kind ot investiment which, in the .opinion of Earl Granville, would meet
the requirements of the Act.

It is clear that the securities, which have been always held to be the best in England,
and in which trust funds of all kinds are habitually invested, would not satisfy the require-
ments of the Law Qfficers ; and [ submit that the Canadian Government has, from the first,
literally complied with the requirements of Yarl Granville. There has always been “a
‘discinccd fund, applicable in its entirety, and at any moment, to the object for which it is
destined.” \

Earl Granville has never prescribed any particular mode of investment; and I own that
I fail to comprehend how the Imperial Goveinment can object to a mere temporary invest-
ment in Canadian Securities, when they have sanctioned the investment of the sinking
fund in'similar securities. I believe that the objection originally taken to the transaction
was founded on misconception,

It was assumed that the money had been employed in paying off a debt of the Dominion,
and that no special fund had been created.

The real facts were these: the Dominion had a floating debt at the time, which there
would not have been the slightest difficulty in funding, but considerable sums were likely to
be paid iuto the Canadian Treasury at a comparatively early period, which rendered it
undesirable to issue debentures at a long date. The Canadian Parliament had agreed to
issue stock at par to insurance companies, io be held as a special deposit for the security
of policy-holders, and it was known that there would be an earlydemand forsuch stock. There
was likewise a large debt due to the Government by the Great Western Railway Company,
which, by agreement, was to be paid off at an early period, and which was in the shape of
negotiable bonds, \

It was, therefore, deemed more expedient to issue Exchequer Bills, whick, being re-
ceivable for all debts due to Government, were equivalent to gold, instead of negotiatinga
Joan, payable at a distant period. All these arrangements would have been made without
reference to the Intercolonial money. When it became necessary to invest that money tem-
porarily, these Exchequer Bills were considered the most eligible mode of investing the
money, and the correctnes of Sir John Rose’s anticipations has been proved by the fact,
that upwards of 4,000,000 dollars of these Exchequer Bills have been already paid off. 1t
is no doubt true, that the money invested in the Exchequer Bills was used for paying off a
floating debt of the Dominion, which would otherwise have been paid off with the money
which was subsequently used to redeem the Exchequer Bills. In the absence of all informa-
tion as to what are the views of Her Majesty’s Governmeat as to the kind of investment
that they consider admissible, I am unable to judge whether Earl Granville would be satis-
fied with the present position of the Intercolonial account, but I have no doubt that your
Excellency would wish me to state exactly how it stands. The proceeds of the Imperial
Guaranteed Loan, as stated in the Minute of 18th June 1869, were 7,403,654.76 Dollars.

Expended on works to thisdate « -~ ~ - - 1,609,801 »

5,733,763.76 Dollars.

To meet this there is at interest in the Bank of Montreal, on the condition that it is to be
drawn for as required for the Iatercolonial Railway - - - 4,799,784 Dollars,
India Bonds in London - - - - - - - 681,333 ,,

5,481,117 Dollars.

There is in deposit at call in the chartered banks a sum of §1,814,769.80, and the Im-
perial Grzaranteed Bonds (300,000  sterling), for the purchase of the Hudson’s Bay Territory,
have not yet been negotiated, although the full amount has been deposited. The expendi-
ture on the works will, for some tinie to come, be met out of the money at the credit of the
Government with the chartered banks, not bearing interest. 1 may observe that a portion
of the special deposit in the Bank of Montreal consists of the Great Western Railway bonds,
which the bank made an advance on to the full amount. Sir John Rose having been of
opinion that it was more desirable to have that sum at call in the bank than in bonds of a
railway company.

I trust that the foregoing explanation will supply your Excellency with the information
which you require.

20 April 1870. F. Hincks, Minister of Finance.




CANADA RAILWAY LOAN ACT (1867). 21

Despatches from the Secretary of State.

— NO. l' —
(No. 97.) No. 1
-~ Cory of DESPATCH from The Earl Granville, k.., to Governor the EarlGranville,k.a.,
Right Honourable Sir John ¥oung, Bart., ¢.c.B. to Grovernor the
. - Right Hon. Sir
Sir, Downing-street, 1 June 1869.  John Young, Bart,,

Tue Treasurer of the Dominion has recently transmitted to this Department $3.". 1¢6
a paper presented to the Canadian Parliament, containing, among- other docu- 1 June 1559,
" ments, a Minute of the Privy Council, approved by the Governor General on * ;2. Honse of
the 27th of August last.* 1t would appear that under that Minute money Commons Paper,
raised under Imperial guarantee for the construction of the Intercolonial Rail- No. 272~1I. of
way was to be temporarily applied to the purpose of defraying the general 7 June 1865,
debts of the Domirion. - page 1%

This mode of employing a loan guaranteed by the Parliament of this '
country for a specific purpose appears to Her Majesty’s Government not to be
justifiable. I wish, therefore, to learn from you to what extent and in what
way the loan has been employed under aunthority of that Minute, and I have to
instruct you to refuse your concurrence in any mode of dealing with the
money remaining in the hands of Government other than that of investment
properly so called.

1 should also wish to receive from Mr. Rose any observations respecting the
Minute of 27th August which he may consider calculated to remove the strong
objections which at first sight attach to it.

I have, &ec,
(signed) Granvitle.
— No. 2. —
(No. 129.) ' No.g

Copy of DESPATCH from The Earl Granville, x.G., to Governor the Right EarlGran:vill;,x.a,,

Honourable Sir John Young, Bart, .c.B. to Governor the

Right Hon. Sir
Sir, : ' Downing-street, 8 July 1869. ‘(’;"’g’g"““g' Bart,,

I mave to acknowledge your Despatch, No. 67,T of 20th June, transmitting a 8 July 186g.
Minute adopted by the Privy Council of Canada in relation to my Despatch, + Page 4.
No. 97,1 of 1st June, rclating to the disposal of moneys raised under Imperial ¥ Above.
Guarantee for the construction of the Intercolonial Raiiway.

1 desire, first, to explain that in requesting you to submit this question to
Mr. Rose for bis observations, my only object was to obtain information from
that member of your Government who was presumably most competent to give
it, and not, as your Ministers appear to suppose, to fasten on Mr. Rose any
special or personal responsibility. . ) .

You will assure your Advisers that I have never had any intention to call in
question the financial integrity and upright dealing of the Dominion of Canada,
still less the personal honour of Mr. Rose and his colleagues. ‘ h

1 have been led to the conclusion that the spirit, if not the letter, of the
Canada Loan Act (30 Vict. cap. 16, Imperial) required that all money raised
under it should not only be expended on the construction of the Intercolonial
Railway, but © appropriated ” to that purpose ; that is, that it should be kept or
invested as a distinet fund applicable to that construction, and to no other

urpose. . o
P ?enclose copies of two opinions of the Law Officers of the Crown, sought and 28 g,

- . — . ~ U
given, I can assure you, with no unfriendly feeling towards the Canadian °Ju1y fg’f?ﬁg,
e

Government, nor any wish to impose on them any obligation beyond what is &
implied in the terms of the arrangement as sanctioned by Parliament.

244. c3 You
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You will observe that the first of these opinions more than bears out the
conclusion at which 1 had arrived, and that this opinion is not altered by the
Minute of your Privy Council which I at once referred to them.

1 have full confidence in the power of the Canadian Government to replace
at any time the sums which have been so employed, under a belief that there
could be no doubt as to the propriety of that course. The opinions of the Law
Officers and the Treasury, whom I have consulted, show that that belief is not
well founded. o

With these opinions before them, your Advisers will, I am sure, see that my
Despatch was not written hastily or without necessity. And even if they do not
concur in the views which I am led to entertain, I hope they will acquiesce in
the propriety of avoiding all occasion for cavil by placing the money in the
shape of a distinct fund applicable, in its entirety, and at any moment, to the
object for which it is destined.

I have, &ec.
(signed) Granville.

Enclosure 1, in No. 2.

‘ My Lord, Temple, 28 June 1869.
We are honoured with your commands signified in Sir Frederic Rogers’ letter of the
17th instant, stating—

1. That he was directed by your Lordship to request that we would favour your Lord-
ship with our opinion upon the following case. :

2. That by the Imperial Act, 30 & 31 Viet. c. 16, the Commissioners of Her Majesty’s
Treasury were empowered to guarantee payment of interest at a rate not exceeding
4 per cent. per annum, on any principal money not exceeding 3,000,000 /. sterling, to be
raised by way of loan by the Government of Canada for the purpose of the construction of
a railway connecting Quebec and Halifax.

3. That by the 3rd section of the Act, this guarantee was not to be given until certain
provisions had been embodied in an Act of the Parliament of Canada, and that he was
directed to call our atteation to the first of these provisions which related to the < Appro-
priation,” for the purpose of the construction of the railway, of a loan not exceeding
3,000,0001. sterling.

4. That an Act of Parliament of Canada was in due course passed, 31 Vict. ¢. 13, and
that a copy of it was annexed for reference.

5. That it would be seen that the Act was in operation, and that it might be assumed
that that Act fulfilled the requirements of the Imperial Act, though it had not received
as yet the formal sanction of Her Majesty.

6. That subsequently to the passing of that Act a loan was raised, and the substance
of the terms and conditions upon which the loan was raised, and the form of dehentures,
would be seen from the letter of the 11th July 1868, from Mr, Rose, the Financial
Minister to the Treasury, and from the reply thereto of the 15th July, and that copies
of those letters were annexed for reference.

7. That from a Minute of the Privy-Council of Canada, approved by the Governor
General on 27th August 1868, it appeared that the money raised under the Imperial
guarantee for the coustruction of the railway, was to be temporarily applied to the
purpose of defraying certain debts of the Dominion bearing a hgh rate of interest, and
that a copy of such Minute was annexed for reference.

8. That the Minute gave rise to an inquiry in the House of Commons, whether such
application was not in contravention of ﬂ_xe_Canada Builway Loan Act, 1867, and a full
report from Mr. Rose, the Financial Minister, which was approved of by the Privy
Council of the Dominion, had lately been reccived in answer to such inquiry, and that
a copy of such report was annexed for reference. :

9. That under these circumstances our opinion was requested on the following
questions :—

1. Whether this appropriation of the proceeds of the loan was in contravention of the
Canada Railway Loan Act, 1867, or;

2. Whether in the absence of any special provision as to the custody or investment of
the proceeds of the loan until they were wanted for the purpose for which they were
raised, the Canadian Government were, or were not, within their legal rights in making
this temporary use of the paid-up instalments ?

In obedience to your Lordship’s commands we have considered the questions submitted
to us, and have the honour to report, -

at
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That we regret to be unable to advise that the investment of the money, under the
lggh%lte of the Privy Council of Canada, is in conformity with the Imperial Act of 30 &

ict, c. 186, s

We think that it was not the intention of the Ymperial Legislature that the money
should be invested at all; it was to be appropriated or set aside. The only sort of
investment within the provisions of the Imperial Act would be, we think, an investment
(if any such exists or can be conceived) the value of which does not fluctuate, and which
is convertible at any moment without loss, Paying off with the railway loan, Canadian
Government debts bearing a high rate of interest, may be, perhaps, an useful investment of
the money raised, but does not seem to us to hé an appropriation of it; and we think,
therefore, that the spirit and intention of the Canada Railway Loan Act, 1867, has not
been complied with.

We have, &ec.
(signed) R. P. Collier.

The Earl Granville, x.6. J. D. Coleridge.

Enclosure 2, in Ne. 2.

My Lord, Temple, 6 July 1869,

WE are honoured with your commands signified in Sir F. R. Sandford’s letter of this
date, stating that he was directed by your l?I_lordship to forward an enclosed copy of a
Despatch from the Governor General of Canada transmitting a copy of & Minute adopted
by the Privy Council of Canada on the 18th June last, on the subject of the Inter-
colonial Railway Loan ; and further stating that your Lordship requested to be informed,
at the earliest possible date, whether the Minute affected the opinion expressed by us in
our letter of the 28th June.

In obedience to your commands we have the honour to report,

That the Minute does not affect the opinion exspressed by us in our Report of the
28th June.

We have, &c.
(signed) R, P. Collier.

The Earl Granville, ®.0. J. D. Caleridge.

~ No. 3. —
{No. 216.)

Cory of DESPATCH from The Earl Granville, x.6., to Governor the
Right Honourable Sir John Young, Bart, .c.n.

Sir, Downing-street, 30 November 1869.

I mave the honour to acknowledge the receipt of your Despatch, No. 112,%
of the 28th October, enclosing a copy of a Minute of the Privy Council, dated
the 12th of August, on the subject of the Intercolonial Railway Loan.

As this is a subject in which the Imperial Government is much interested,
I should have beeu glad to have received the Minute at an carlier date.

I have, &c.
(signed) Grranville.

- NO- 4- —
(No. 12.)

Cory of DESPATCH from The Earl Granville, 5.6., to Governor the
Right Honourable Sir Jokn Young, Bart., .c.B.

Sir, Downing-street, 15 January 1870. 3

I mave to acknowledge your Despatch, No. 163,f of 22nd December,
explaining the cause of the delay in forwarding a copy of the Minute of Council
of 12th August, on the subject of the Intercolonial Railway Loan.

Your Despatch furnishes a full and complete explanation of the delay.

I have, &ec.
(signed) Granville.

244. €4

Encl. 2,in No. 9.

No. 3.
BarlGranville,x.c.,
to Governor the
Right Hon, Sir
John Young, Bart.,
6..3,

30 Nov. 186g.
* Page 11.

No. 4.

EarlGranville,x.c.,
to Governor Sir
John Young, Bart.,
G.C.B.

15 January 1870.

+ Page 17
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' —— NO( 5 o —
(No. 93.)
No. 5. .
ftévai“g?-G-y Cory of DESPATCH from The Earl Granville, k.6., to Governor the
o Governor Sir 3 . 3
John Young, Bart, Right Honourable Sir John Yeung, Bart., .c.s. |
G.C.B. .
19 April 1870. Sir, Downing-street, 19 April 1870.
1 sent on the 18th instant, at 4 p. m., a telegraphic Despatch to you in the

following words :—“ Early explanation requested of statement by Minister of

Finance in Budget Speech, that Law Officers’ opinion as to Railway Loan will

not be followed.”

I have, &c.
(signed) Granville.
Correspondence between The Colonial Office and
Sir John Rose, k.c.m.6.
_— NO. 1; —
No. 1. ) A .

Sir Frederic Cory of a LETTER from Sir Frederic Rogers, Bart, k.c.M.G., to Sir Jonn
Rogers, Bart., ' Rose, K.c.M.G.
K.C.M.G., to Bir
38}1‘%?3705105?:'“'0' Sir, Downing.street, 10 May 1870.

I am desired by Earl Granville to inform you that it is proposed shortly to
lay before Parliament certain papers relating to the investment of the Inter-
colonjal Railway Loan, and that it appears to his Lordship desirable that an
account of the actual expenditure and progress of the railway works, and of the
obligations assumed up to the present time, should be annexed to these

apers.
P ghould it be in your power to furnish such a statement, Lord Grauville
would be glad to receive it at your early convenience, together with any other
information which your intimate knowledge of the subject may supply.

I am, &ec.
(signed) Trederic Rogers.

- No. 9 —
No. 2. No. 2,

Sir John Rose, ~ CorY of a LETTER from Sir Jokn Rose, K.c.M.G., to Sir Frederic Rogers,

K.C.M.G., to Sir Bart.. K.C.00G.
Frederie Rogers, » K.C.

Bart., R.Ca1.G. Sir, London, 12 May 1870.
12 May 1870. I nave the honour to acknowledge receipt of your communication of the
10th instant, written by direction of Earl Granville, in which you inform me
that his Lordship would be glad to receive a statement of the progress of the
Intercolonial Railway, of the expenditure on it, and the obligations assumed
up to the present time, together with any other information which my know-
ledge of the subject may enable me to supply. I
n
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In reply, I have now the honour to say, that it is somewhat difficult to state,
with precision, the exact position of the undertaking, and the obligations
existing in respect of it. These are daily changing, and the last official reports,
of which I have any knowledge, relate chiefly to the considerations which
affected the selection of the route, the manner of letting the contracts, &e.
I have, however, been favoured with the perusal of statements prepared by the
Secretary and oue of the Intercolonial Commissioners, giving a very full expla-
nation of the operations up to January last, which T shall have great pleasure
in placing at Earl Granville’s disposal, and the substance of which I will now
communicate.

It will be remembered that up to July 1868, when the Intercolonial Loan
was. raised, the route which the Railway would take was undetermined, three
lines being then proposed ; the one by the Valley of the St. John, the other
through the centre of New Brunswick, and the third that now being constructed.
Previous to, and during the summer of, 1868, Canada had gone to great expense
in exploring these three different routes, in order to place before Her Majesty’s
Government sufficient information as to the character of the country, the
engineering difficulties, and the considerations of national advantage affecting
each, so as to enable them to select intelligently the one which would be the most
advisable. When Her Majesty’s Government did decide on the third route,
and authorised the loan, it became necessary to have more minute surveys,
with a view to the actual location of the line, and the letting of contracts.
The more general explorations had gone as far as it. was possible to push them,
previous to the decision of the Imperial Government, as to the adoption of the
line, and the new location surveys were prosecuted simultaneously at various
points, with the largest force available, and without the loss of a day. Adver-
tisements were issued to intending contractors that the profiles, &e., Were being
prepared, and notifying them to examine the ground for themselves, in anticipa-
tion of the accurate reports of the surveys. When it is considered that the
greater portion of the line is through a wilderness of forest, and that the
working season is very short, it will be admitted that the surveys and engineer-
ing preparations made extraordinarily rapid progress. The total length of the
road finally sanctioned is about 488% miles. As soon as small sections were
surveyed, and finally located, advertisements were issued for tenders, and the
progress and engagements up to this time, as stated in the report of the Com-
missioner io whom I refer, will show how rapidly the works have been pushed
forward.

By this report it appears— '

Ist. That a section of 37% miles, partly undertaken and constructed by an

independent Company, has been purchased, and has been running for more
than a year, the cash already paid for it being about $ 800,000.

2nd. That twelve contracts were let in the early part of the year 1869 for
2324 miles more, on all of which substantial progress has been made; the
amount of these contracts being about $ 3,547,022.

3rd. That tenders have been invited by advertisement, for rolling stock
estimated to cost S 800,000, part of which it is believed is now in course of
being built, and that as respects the remainder, offers of ready-made stock may
be accepted, and be required to be paid for at any day in cash.

4th. That the rails now being contracted for are estimated to cost $2,500,000.

5th. That the buildings in course of erection, and lands in course of pay-
raent, are estimated at $ 400,000.

6th. That the engineering expenses are about $400,000, making a total
outlay or obligations contracted, and in course of payment so far, of § 8,537,000,
or about 1,750,000 /. sterling. The amount actually paid in cash, exclusive of
disbursements for surveys and explorations at the date of the last return, is
believed to be about $ 1,670,000, irrespective of what may have since been paid
on the various engagements contracted as already stated.

When the character of the work and the severity of the climate which
prevents active operations in winter, the difficulty of obtaining labour, of
moving materials and plant in many places through an almost impassable

244. D forest,
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forest, and of procuring supplies, &ec., as well as the peculiar dificulties in the
way of locating the exact position of the line, and ascertaining the character
of the soil and works to be performed, are considered, it will be admitted that
the most untiring energy has been used in pushing on the work. Mr. Brydges,
the Commissioner to whom I refer, says in his report: — ‘

“You will see from this statement of what we are doing, that the work is
“ being proceeded with as rapidly as possible, quite as rapidly as is wise in so
* large an undertaking. If we were to attempt to hurry it more than is now
* being done, we should let contracts upon insufficient plans, and besides,
“ disturb the labour market, which is very likely to be difficult enouch to deal
“ with as it is. I have no doubt we shall get the entire line cowmpleted, and in
“ working order during the summer of 1872, It would not be possible, except
‘ at an enormous expense, if it could be done under any circumstances, to
“ have it completed before that date.” »

It will be remembered that the general course of the road was ouly deter-
mined, and the loan for half the estimated cost of the work authorised in July
1868; and if within four years the whole line of 488 miles, running through a
country, which by some was stated to interpose such serious physical obstacles
as to make them pronounce the undertaking impracticable, is completed and
working, it will be admitted that the operations have been prosecuted with
remarkable celerity and vigour. :

‘Having thus detailed the facts as far as they are accessible here, with refer-
ence to the progress of the work, it may be considered superfluous to prolong
this communication, but as his Lordship has requested me o furnish any other
information which my knowledge of the subject may supply, I would briefly
say that I think a perusal of the papers noted in the margin, and which are
daoubtless in his Lordship’s possession, will establish the following points :—

1st. That the work was one in which it was admitted Imperial interests
were concerned, but the execution of which was thrown wholly on Canada
and that the utmost possible diligence has since been used by Canada to
further its progress. :

2ad. That it was necessary to contract the loan at the time it was done;
that the conditions of its issue, the dates and manner of paymeat, and
‘placing the instalments, were left wholly to Canada, on whose Govern-
ment the entire respousibility of completing the work was devolved.

3rd. That it was never proposed to control Canada in regard to the
temporary employment of the money ; that any such proposal would have
been unwarranted by the provisions of the Act authorising the guarantee ;
and had it been made, that Canada could not properly have accepted the
guarantee coupled with any such conditions.

4th. That the financial agents, Messrs. Baring DBrothers & Co. and
Messrs. Glyn, Mills, Currie & Co., being only able to obtain interest at the
rate of | per cent. while Canada was paying 4 per cent., that Government
made the most judicious temporary use in its power of the amounts
deposited, by investing them, partly in anticipating the sinking fund, partly
in its own securities, partly in Exchequer Bills which were intended to be
issued to the public to pay off liabilities maturing, partly in India Stock,
and partly in special deposits at 4 per cent. with its bankers.

5th. As a special, and perhaps superfluous, measure of precaution, and to
meet any possible delay in the realisation of any of these securities, the
Canadian Government provided credits with their bankers available on
demand, for 750,000 /. sterling, and also specially laid aside, by order of
Council, other securities due by third parties and belonging to the Govern-
ment, and incomings from special sources of revenue, amounting to
upwards of 1,000,000/ sterling more.

6th. That these precautions were dictated by the desire to place the
money in the condition of most perfect security while returning some
interest that they were at the time deemed to be, and have since been shown,
by the result, to have been, wholly unnecessary ; because, at no time has
Canada had less money lying in cash at her bankers than the amount of
the loan, less the expenditure on the works, and she could at any moment
have paid the entire amount on demand.
' 7th. That
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- 7th. That the special sources of revenue anticipated to comeé in before
the money could be spent on the works and the other securities which were -
laid aside to meet the outlay have much exceeded the estimated amount,
and the securities have actually been realised and are now in the shape of
cash deposits with the Dominion bankers, on the condition of being drawn
for as required for the Intercolonial works.

I learn that the specjal cash deposit amounts at the present time to about
$4,800,000, the India stock to about $690,000 beyond a genera! balance of
about $1,800,000 cash at call with the Dominion bankers, while the Govern-
ment also holds 800,000 I. sterling of Imperial guaranteed bonds, representing
an equal amount paid to the Hudson’s Bay Company out of its own funds, It
thus appears that the amount of cash specially deposited and actually available
to meet the outlay on the works, represents, with the India stock and the sums
spent, about the full amount of the guaranteed loan. (

This, I believe, exhibits in general terms, and as accurately as the means of
reference at my command here permit me to give, the actual financial bearings
of the case. Under ordinary circumstances I should hesitate to trouble his
Lordship with any further observations than a reference to these specific facts ;
but as the mode in which the money was temporarily used has led to some dis-
cussion, I may perhaps be permitted to add one or two words.

The good faith and credit of Canada have never been questioned. She has
met all her engagements with punctuality, and the only other amount guaran-
teed by England has been paid off long ago. Her revenues are ample for all
her expenditure. The Imperial Government was satisfied of this fact, because
before the guarantee was authorised an examination was made into her affairs,
and the Treasury reported their entire satisfaction with them, and actually
authorised the investment of the Sinking Fund, applicable for the redemption
of the loan, in her own securities, devolving on Canada the undivided duty of
constructing the work, and purposely declining all participation in the opera-
tions attending it. ,

The guarantee being given, it would seem to suffice, after this admitted
ability to repay the loan, if the money raised was expended on the work as
rapidly as its nature warranted ; and that complaint would be premature until
the work was delayed or left undone, or that there was clear evidence of per-
manent misapplication.

I am not aware that any of the States, whether European or American, who
guarantee the bonds of railway corporations, and who devolve on these corpo-
rations the sole duty of performing the works—disclaiming all countrol or inter-
ference with them~—~inquire into the application of the amounts deposited
during the construction of the works, provided these are prosecuted with dili-
gence and good faith.

It is obviously for the interest of the surety that the debtor should so employ
the money as to derive a benefit from it, rather than add to his liabilities by the
amount of interest unnecessarily lost.

But, apart from the question of interest, it appears to be emphatically stated
by Canada that she would not have accepted the gnarantee, nor undertaken the
work, if it had been accompanied with any such distrust as the controlling of
the funds raised would necessarily have implied. ‘

It is said, however, that the difficulty is a technical one, founded on the pro-

vision of the Imperial Act which directs an * appropriation " of the money.
It is contended that this wording requives a seiting aside in specie of the
identical money received, and will not warrant any intermediate use of it what-
ever, :
Whether such an interpretation of the law be eritically accurate or not, I
fail to discover in what way it would he practically possible to carry it out, ex-
cept by a course of dealing exceptionally invented for this case, and utterly at
variance with the system of monetary affairs throughout the commercial
world.

This point is noticed at length in the Minute of the Treasury Board of
Canada of the 11th August 1869, and need not be enlarged upon here.

The system of payment by cheques and through clearing houses, of deposit-
ing money with bankers, the use which it is notorious bankers invariably make
of their deposits, must all be set aside if the critical interpretation counteaded
for is to be given to this wording of the Act.
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It is said that the money could only be invested, if at all, in securities which

do not fluctuate. But Consols fluctuate; even the precious metals themselves
fluctuate ; and could it be supposed to be the intention of Parliament to require
this loan to be kept wholly apart in specie, and unproductive during the interval
before its disbursement for the purpose it was destined could possibly take
place.
: Apologising for troubling his Lordship with a communication of so much
length, I would but finally remark that it appears from these observations that
the sufficiency of the securities provided for the temporary employment of the
money is shown by the fact of the conversion of the greater part of them into cash
long before the time when the money could be expended on the work; that
the greater part of the amount is in special deposit in the only way in which
the banking usages of the world permits it to be ; and that the halance, partly
invested in India Bonds, and represented by cash in the general balances at the
credit of Canada with her bankers, is equally available at call.

) ‘ I have, &ec.
Sir Frederic Rogers, Bart., k.C.M.6. (signed)  Jokn Rose.
&e. &e. &e.
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