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MINUTES OF PROCEEDINGS

HouseE or CoMMONS,
ComumriTTEE Room, No. 62;
TuEspAy, March 23, 1909.

he ; i ittee on Banking and Commerce met at 10.30 a.m.,
the Chairman, Mr. H. H. Miller, presiding.

The CHARMAN.—It is moved by Mr. Harris, seconded by Mr. Clarke of Red Deer,
that a report be made to the House recommending that the proceedings of the com-
mittee in connection with Bill No. 97, ¢ An Act respecting Insurance,” be printed from
day to day during the sessions of the committee and that Rule 72 be suspended in
relation thereto.

Mr. HeNDERSON.—Is that intended to include a verbatim report of the speeches or
addresses to be made before the committee?

The CHAIRMAN.—Yes.

Motion carried.

Hon. Mr. FreLpine.—I will be glad to have the sense of the committee with regard
to the method of procedure to be adopted. While this is a government Bill and one
which is in accordance with the principle of the Bill befor:/‘fhe/m:ommittee at the
former session, we are most anxious to have the fullest ingdiry into all its details,
and I invite the help of all the members of the committee to that end. The suggestion
I would venture to offer—and it is only a suggestion—is that the committee should
meet from day to day for several days if necessary in order that everybody who is

tinterested in the Bill may have an opportunity of presenting any views he may desire
to put before the committee. As there are apparently a number of gentlemen who
desire to address the committee we may not get through to-day, and we may require
to hold several meetings for the purpose of enabling everybody to be heard. After
these gentlemen have been heard then, T fancy, the sense of the committee will probably
'be that we should appoint, not a very large sub-committee, to take the matter up in its
details. I make this suggestion, not that I have any very strong views on the subject;
whatever the wishes of the committee may be in order to give the Bill the most full
inquiry possible, will be entirely in accordance with my wishes. But I suggest that
for the present we allow the fullest possible hearing—and perhaps it will be well if the
various gentlemen present who wish to be heard will send in their names to the chair-
man so that we may have some idea about how long it will take, and if gentlemen
present are not heard to-day we will meet to-morrow and on some other days, at the
convenience of the committee, so that there will be no lack of hearing to any gentle-
man who has anything to present to the committee. At a later stage the members of
the committee may take the Bill up and consider it.

Mr. NesBirT.—On Thursday, there is a meeting of the Railway Committee, I
gvould not favour sitting on that day.

Hon. Mr. Frping.—I would not take it up that day; I do not mean that the
committee shall meet every day, but that we shall fix days to suit the convenience of
the committee, but I fancy we can meet to-morrow to hear any further representations
that may be offered to the committee.

Mr. OwEN.—As this is a long Bill and we have not had an opportunity of con-
sidering all the clauses, I would suggest that everybody present who wants to say any-
thing upon the Bill should say what he has to say in one sitting. T am afraid that we
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4 BANKING AND COMMERCE COMMITTEE

will not make very much progress with the Bill if there is interruption, but I think we
should give everybody a chance to say what he wants to before the committee take up
the discussion of the Bill.

Mr. NesBirT.—I would suggest that those strangers that are here representing in-
surance companies, &c., who desire to address the committee in reference to the Bills,
should, as you suggest, send in their names to the Chairman as soon as possible and
that they be heard first with regard to this matter. The members of the committee
may reserve their wisdom, as it were, for a short time, until we have heard the people
from outside who are interested in the Bill and who would like to speak to it but I fully
endorse the suggestion that they speak briefly and say all they want to at once. ;

The CHamMaN.—It has been suggested that Mr. J. K. Macdonald be heard on
behalf of himself and of a number of others. If there is no objection on the part of
anyone to that proposition, we will call upon Mr. Macdonald, and then, as has been
suggested, others will please send in their names and they will be heard as quickly as
possible.

Mr. J. K. MacpoNALD—Mr. Chairman, I am obliged to you on behalf of the Life
Insurance Companies Officers’ Association for the opportunity of presenting our views
in connection with the Bill now before this committee. I may be permitted to say,
sir, that in my own judgment, and in the judgment of my fellow officers of life in-
surance companies, we consider the Bill now before this committee decidedly in ad-
vance of the Bill submitted last year; and we are conceited enough to feel that the
improvement in the Bill now before the House has been due to some extent to the
views presented by the life insurance companies which have had some influence in the
recasting of the Bill. We trust, sir, that when the companies have been heard in
connection with this Bill that it may lead to some further consideration, and that
the Bill will issue in a 'form that will be acceptable both to the government, to the
parliament, to the companies and to the people as a whole. We do find, sir, that
there are a great number of things to which the companies feel it necessary to take
some strong exceptions. It will appear as we present our views that we are reiterating
some of those objections that were taken last year- and also to other clauses we find
in the Bill now before the House. I may say, sir, that we regret to find some things
that we think are inconsistent with the Bill itself, largely in relation to expenses and
the extremely heavy load of additional labour that is placed by this Bill upon the
companies that will very largely increase the expenses of carrying on the work, while
the object of the Bill is supposed to limit expense. Then we think, sir, that there
are some things in the Bill which are exceedingly drastic—in fact we look upon them
as revolutionary, that is in the relation between the shareholders and policyholders.
It scems to strike us that wherever those two interests come into a position of conflict
that the election is strongly in favour of the policyholders and not in the interests
of the shareholders of the company. I merely wish to make this general statement at
the outset, and T think as we proceed with the discussion of the various clauses it
will be found that this general statement will be fully substantiated at a later stage.
Without referring further in a general way to what we wish to bring before you, I will
proceed, as I understand it is the wish of yourself and of the Minister, to deal with
the different clauses to which the life companies take exception and seek amendment.
The first change which we propose in the Bill is in seetion 1, ¢ This Act may be cited
as the Insurance Act’ We propose that you shall add to that the words, ‘and shall
come into effect on the first day of January, one thousand nine hundred and ten.’
That, of course, is the intention of the Bill, but we propose to put it in there and that
it be taken out of subsection 3 of section 42.

Hon. Mr. FieLpiNG.—Your suggestion is not an amendment as to the substance,
1 ut as to the form?

Myr. MacpoxaLp.—That is true.

TTon. Mr. FieLpine.—That is what it provides now.
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Mr, MacpoNALD.—Yes, that is as in sub-section 3 of section 42.

We simply, for reasons that will be explained when we come to deal with that
section, ask for this amendment. In effect the amendment will be that this act
coming into force in 1910 companies that may wish to take advantage of it shall
have the benefit of the unexpired four years which is allowed under this subsection
3. That may be more fully dealt with later on. Under that subsection of 42 as
it now stands the benefits of the deductions from the reserve would apply merely
to the business of the one year. The proposal is that it shall be allowed to apply
to business prior to the year 1910, within the four years, just as in the case of business
four years after 1910 will have the benefit of this particular deduction.

Then in clause (h) of section 2, in line 24, we think it better to substitute the
words, ‘ upon the life of > for the words ¢in favour of ’ on that line. The clause would
then read.

¢ (h) “Canadian policy ” or “Policy in Canada as regards life insurance, means
a policy or an annuity contract issued by any company licensed under this Act to
transact the business of life insurance in Canada, upon the life of any person or
persons resident in Canada at the time when such policy was issued;’

1

These are very minor changes. The next change that we come to is in section
31. Subsection 2 of section 31 reads as follows:—

“(2) There shall also be prepared quarterly, as of the last days of December,
March, June and September in each year, by the same officers under their oaths, and
deposited in the office of the superintendent within fifteen days after the said last
days of December, March, June and September in each year rsspectively,—

I need not read the whole section. What we ask there is a change from ¢ quarterly’
to ‘half-yearly,” the change we asked in the Bill of last year. We do not see any
good purpose to be served by means of these returns at the best, but we do feel that
with the other burdens that are being laid, in the shape of returns, upon the officers
of the companies, we may readily ask that the returns shall be half-yearly instead
of quarterly.

The CaAmrMAN.—When you suggest half-yearly would you have any preference
as to the month when the returns should be made?

Mr. MacponaLp.—We propose to substitute as follows:—

¢(2) There shall also be prepared half-yearly as of the last days of December
and June in each year.

That is the amendment that we propose. I need not dwell, T think, upon that.
These half-yearly returns will certainly answer every good object that is to be attained
by the making of these returns. It will be seen that the increased work forced upon the
companies by the requirements of the Act in the shape or returns and other work pro-
posed will mean a large addition to the clerical staff of every company, and a large
increase in the expenses. Then under subsection 3, if the recommendation which
we present for half-yearly returns instead of quarterly is accepted then, in the third
line of subsection 3, after the words, ‘ In the form A1’ the word ¢ quarterly’ would
be taken out and the word ‘half-yearly > inserted.

Mr. NesBrirr.—That wgll be the case in all the sections which follow in reference

to the returns.
y  Mr. MacpoxaLp.—Yes, that is the omly change requ1red to give effect to our
recommendation, and these changes would take place in subsection 3, subsection 4,
and again in subsection 7.

The next section that we call attention to is No. 36, which reads:—

€36. In preparing such annual statement, every life insurance company shall
furnish a gain and loss exhibit, which shall show the sources of the increase and
decrease in the surplus of the company during the year covered by the statement, in
accordance with the requirements contained in blank forms supplied by the super-
intendent.’
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We ask, sir, that thig section be eliminated. This statement, while it affords a
large amount of information, involves a large amount of work, and we think for the

purposes and the use that can be made cf this statement that it is hardly necessary

that this additional burden should be laid upon the companies. I think that is all
I need say in regard to it.

The next section we come to is sectlon 42, subsection 2, the first part of 'whlch
reads as follows:—

'“92. Such valuation shall, as to policies issued on or after the first day of January,
one thousand nine hundred, and bonus additions or profits declared in respect thereof,
be based on the healthy males (IH.m.) mortality table of the Institute of Actuanes of
Great Britain, and on a rate of interest of 8} per cent per annum.’

What we propose is that the words in the fourth line, ¢healthy males (H.m.)
mortality table of the Institute of Actuaries of Great Britain,’ be deleted, and the
following be substituted instead: ¢The British offices life table, 1893, O.m. (5).
In other words, bringing into effect what the Act is now bringing in. This is the
latest table issued by the actuaries of Great Britain, and I think pronounced in the
whole world as the best of the mortality tables. -

Then in subsection 3:

¢8. It shall be allowable for any Canadian company, in preparing its statement
of liabilities, to deduct from the values of its policies, as ascertained in accordance
with subsection 2 of this section an amount ascertainable in the manner following,
namely, in the case of any nolicy issued on or after the first day of January, one
thousand nine hundred and ten’

That is the date at which it is proposed this Act shall come into force. We
propose to have these words, ‘issued on or after the first day of January, one thous-
and nine hundred and ten, deleted—

Hon. Mr. Fierpinge.—Your attention has been drawn to section 112, where it is
proposed that after the first of January, 1910, to use the British officers’ life table.

Do you prefer that it should be used immediately? - The Bill contemplates using the

table at a later stage?

Mr. MacpoNaLpi—We thought it was just as well, if it is to be introduced in
1910, to have it go into force at once.

Hon. Mr. FierpiNng.—Will you turn up section 112 and see if your point is not
covered there?

Mr. MacponaLp.—Of course, it is this way, I suppose; the effect, Mr. Chairman,
would be that if our proposal is carried out by inserting the British officers’ life table
in this section that section 112 is not necessary because it brings it into effect at
once.

Hon. Mr. FipiNne.—Is there any difference between what you propose and what
the Bill proposes? It is simply a difference in the form of expression, the end is
the same.

Mr. MAcpoNALD.—The only thing is that clause 112 is not necessary if it is in-
serted here.

Hon. Mr. FieLping.—And if it is not inserted in this section, section 112 is neces-
sary.

Mr. MacpoNALD.—Yes. Tt is only that we think it hould be inserted here; I do
not think we need to take any objection or waste any time with it. Then with regard
to subsection 8 we recommend that in the fifth line, after the word ¢ policy,” the words,

‘issued on or after the first day of January, one thousand nine hundred and ten’ be
deleted. I have already explained the reason for it. One or two of the companies
would like to have the benefit which this clause offers in dealing with its liabilities in
the interests of its policyholders. If this change that we propose is concurred in it
will not only give the benefit on policies issued on or after the first of January, 1910,
but it will give a similar relief and benefit on policies issued in the four years preced-
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ng, and that is the object of striking it out here, and the reason why we ask to amend
clause 1 of the Act by making it come into effect on the first of January, 1910.

Mr. Harris.—You would suggest then that the clause should read: ‘In the case
of any policy the net annual premium, &e. -

Myr. MacpoNALD.—Precisely.

Mr. NEsBrrT.—There is nothing now to keep them from doing that if they want
to date back.

Mr. MacpoNaLp.—Yes, this clause, if it passes as it stands, would limit the benefit
which the clause is intended to give to policies issued in the year 1910, but with the
amendment that we suggest that benefit, that is a certain allowance may be deducted
from the reserve on the first year, but which deduction has to be made good by the time
the policy has been in force for five years—there will be a certain proportion of that
deduction to be made good in the second year, another proportion in the third year,
and another proportion in the fourth year of the policy, and the policy in the fifth
year would have to come up to the full measure of the reserve called for under subsec-
tion 2, that is the object of it.

Then we come to subsection 6,

¢6. Subsections 3 and 5 of this section shall not apply to the business of indus-
trial insurance.’

Tt is suggested to add, in order to make perfectly clear what is intended, the
words, ¢ for purposes of valuation of policies’ so that the section would read then:

¢ 6. Subsections 3 and 5 of this section shall not apply to the business of indus-
trial insurance for the purposes of valuations of policies.’

It makes it perfectly clear as to the intention. :

Section 53 is the next section with which we propose to deal. This is the section
dealing with the limitations of expenses. I need not hesitate to say, Mr. Chairman,
that we think the provisions of this section in regard to the limitations of expenses,

| while they may not be such as to suit everyone, we consider them a great improve-

ment on what was proposed in last year’s Bill. Subsection 3:

¢3. No such company which commences business after the passing of this Act
chall, after the first day of January mext following the tenth anniversary of the date
upon which such company commences business, make or incur in any calendar year,
and expense or permit any expense to be made or incurred on its behalf under any
agreement with it except actual investment expenses (not exceeding one-fourth of one
per cent of the mean invested assets, and also except taxes on real estate and other
outlay exclusively in connection with real estate in excess of the aggregate amount of
the actual loadings upon premiums received in such year, and the amount of the de-
ductions from the valuation of the company’s policies which may be made in pur-
suance of subsection 3 of section 42 of this Act.

That is to say, that with the certain allowance made in connection with the
investment expenses, the expenses of the company are limited to the loadings of
premiums received during the year, plus the allowance that is made under subsection
3 of 42 that we have just been considering. I might make a few general remarks

,upon this., The view taken by the companies, Mr. Chairman, is that so far as

expenses in connection with investments are concerned the provision here is entirely
inadequate. Then there seems to be left out of view the fact that a life company
has, we may say two classes of investments. On one of these the expenses are very
much less than the expenses in connection with the other. For example, the expenses
connected with debentures, bonds, stocks and such like are much less than the
expenses in connection with mortgage investments and the Bill seems to us to fail to
recognize that very evident fact. We know as a matter of fact that no loan company
can manage its expenses so as to bring them within any such allowance as is provided
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in this particular clause. They have to invest not wholly in mortgage securities, but
many of them also invest somewhat largely in debentures and such like where the
expenses connected with the investment is much less in connection with mortgages.

Mr. HeNDERSON.—Do your companies not charge up the expenses in connection
with a loan on mortgage to the borrower, so that the company does not really meet it?

Mr. MacpoxaLp.—That is merely the solicitors and the preliminary charges, but
you have not done with the expenses when you have placed the mortgage on the books;
you have to manage that mortgage during the years through which that mortgage
runs, in addition to that, the life companies have to pay commissions for obtaining the
loans. :

Mr. SproULE.—Inspection expenses.

Mr. MacpoNALD.—Inspection expenses and other expenses.

Mr. HexpeErsON.—I think the commission is sometimes charged to the borrower.

Mr. MacpoNALD.—I may say it has never been so in any transaction in which
my company is engaged and I think my experience is the experience of all the other
companies. Then, sir, if it is the case that the expense in the case of the loan com-
panies is in the neighbourhood of from oo of 1 per cent up to 11 per cent upon -
mortgage and other securities it is very evident that the allowance here of 1 of 1 per
cent upon the amount of the investments is wholly inadequate. We therefore pro-
pose to strike out the words, ‘actual investment expenses’ in line 31, and offer the
following substitute for the section, beginning with the 29th line:

¢ Make or incur, in any calendar year, any expense or permit any expense to be
made or incurred on its behalf under any agreement with it except investment
expenses (namely 3 of 1 per cent of the value of its stocks and bonds
and 1 per cent of the balance of its invested assets) and also except
governmental and municipal taxes and license fees, and taxes on real estate and
other outlay exclusively in connection with real estate, in excess of the aggregate
amount of the actual loadings upon premiums received in such year, and the amount
of the initial deduction in pursuance of subsection 3 of section 42 of the Aect.’

You will see then, in a word, that it is proposed that the allowance given here
under this subsection of one-quarter of one per cent shall apply to investments such as
debentures, bonds and stocks, and that one per cent shall be allowed for the actual
investment expenses in connection with other securities. Mr. Chairman I would like
to ask the manager of one of the companies who is very deeply interested in the subject
to speak on this section. Mr. Hilliard would like to say a word or two, and with your
permission perhaps he might be heard now.

The CrarMAN.—There is no objection.

Mr. Twuomas Hinniarp, President Dominion Life Insurance Company.—Mr.
Macdonald has put his case so clearly that it seems like a work of supererogation for
me to add anything on this point, which he has covered so well. But it is a question
of great importance to some companies, to my own particularly, which invests largely -
1n mortgages.

Mr. HexpeErsoN.—What company do you represent?

Mr. HiuLiarp—The Dominion Life. We do not want to put any one company -
forward specially, because there are a number of companies in the same boat in this
matter. We find that it takes just about 1 per cent to cover the actual necessary
expenses of placing money in mortgages, keeping it there, and collecting the interest.
It actually requires approximately that amount; the actual expenditure may vary from
900 of 1 per cent to over 1 per cent. If we accede to the principle of the Bill so
far as the debentures, stocks and bonds are concerned we hope the committee will find
no difficulty in protecting us so that we may lend freely upon mortgages, which is
a very 1mportant matter, indeed. I believe that in the western country especially
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life insurance companies should be permitted to freely loan our money on mortgage,
under proper safeguards of course, and thus to assist in the development of the
country, for the development of the country depends largely upon capital coming in.

Dr. Joux Fercuson.—Is that 1 per cent per annum for one year or for each
year?

Mr. HiLuiarpD.—One per cent for one year would not do; we pay 1 per cent to
place the loan; it should be 1 per cent per annum.

Mr. HexpersoN.—A mortgage runs for ten years generally. Do you want the

. 1 per cent to run for each year right through?

Mr. Hinuiarp.—I beg pardon, my experience is that the mortgage is usually for
five years, but that it runs for three years as a rule; very often it only runs for three
gears; that is our experience, and I have no doubt other companies here will back
that up. That is the way it works out. Supposing a mortgage is for $2,000 written,

- we will say, on property in Winnipeg; it is part of the condition of that mortgage

that the man shall pay with every interest payment half-yearly at least $50—that is,
we advance the man $2,000, but you will observe that he has to make a payment on
the principal with each interest payment; the object of that is to prevent any depre-
ciation in the value of the security. We are getting our money back right along.
Then we give the man the privilege of paying $200, $300 or $400 per annum if he is
able and wishes to do so, and he often does that, and the result is that the life of the
western mortgage, in our experience, is three or three and a half years; if the money
has to be reinvested it will cost 1 per cent, or a little better to reinvest it as I have
just stated. In addition to that we have to pay the charges of constant inspection,
and looking after these properties. In the case of my own company I go west myself
once every year and inspect almost every loan that we have placed during the pre-
vious year; that is a safeguard. Gentlemen will see clearly that we must have that
allowance of 1 per cent if we are to continue that loan business, which is beneficial
to the polieyholders, giving us a much higher rate of interest, and at the same time
beneficial to the people of western Canada or they would not borrow our money. In
the interests of the poliecyholders we should be free to loan to whoever will pay us
that high rate of interest with proper security.

Mr. BearTie.—What percentage each year do you say it costs you for expenses on
that mortgage?

Mr. Hiuiarp.—To place the mortgage and take care of it we require 1 per cent.
te cover all the expenses in conmection with the loaning.

Myr. BearTiE—You stated that it cost 1 per cent per year to invest money on
mortage and that generally it is a five years’ investment, as a rule?

Mr. Hituiarp.—The money is back again in about three years, because the life
of the mortgage is much shorter than it appears to be on the face of it.

Mr. Bearrrm.—The average mortgage is for five years.

My, Hiuiarp.—TIt is written that way, but it is coming back in instalments and
frequently it is paid long before it is due.

Mr. BeartiE.—Not very often.

Mr. Hivuiarp.—Very often, that is our experience

Mr. Beartie.—That is not my own experience and I have been interested in
mortgages for a great many years,

Mr. Hivviarp.—In order to meet the cost of placing the loan and the inspection
and collection of interest we require 1 per cent for expenses. :
Mr. HENDERSON.—You say you require 1 per cent yearly?
Mr. Hinuiarp.—Yes, sir. To put it another way let me say that last year our
company’s receipts for interest were a shade better than 7 per cent, and after paying

the expenses there was left for the policyholder, and carried to his credit, 6 per cent,
that is the exact result of the year’s operations in our company.

Mr. J. K. MacpoxaLD.—Will you permit me to ask a gentleman to address the
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committee on this question, a gentleman who has had long experience as manager of
a loan company and who is now manager of one of our life companies. I refer to
Mr, Somerville, the manager of the Manufacturers Life.

Mr. SomerviLLE—Mr. Chairman and gentlemen, the experience of the Huron &
Erie Loan Company with which I was connected for a number of years, and which
was managed on a minimum of expense, we thought, was that it took about ™iooths of
1 per cent to manage the loan business.- The head office expenses are not taken
into account, and then we are lending in Ontario almost execlusively. Out of
11,000,000 of investments there are only about $200,000 outside the Province of
Ontario. Now in the West it is altogether more expensive to do business, the distances
are greater, the train service is not so frequent, consequently the cost of inspection
is very much greater and the mortgages are for smaller amounts so that there are a
greater number to look after. It is the custom of the company to charge the borrower
only the actual legal expenses of having this business done; the commission and the
inspection expenses are all paid by the company, and these are very heavy. In Major
Beattie’s company if he takes into account the head office expenses, deducting only
what should be allowed for debentures and savings bank, which is very small, he will
find it probably runs to 1 per cent. The life companies to-day are loaning millions
in the West and I think they do well if they keep the mortgage expenses within %10ths
of 1 per cent. I agree entirely with Mr. Hilliard’s view.

Mr. Bratmie—You talk about the expenses of investment, but you do not tell
us that you get about 50 per cent more interest in the West than you do in Ontario.

Mr. SoMERVILLE—I could perhaps emphasize that it pays the companies—and
therefore it pays the policy-holders—to lend money in the west; because of the higher
net rate of interest reslized, it pays us better to pay the extra expenses.

Mr. Nesprrr.—The higher rate of interest does not reduce the cost of doing
the business?

Mr. SoxerviLe—That does not reduce the cost, but the higher the return is
the better for the policyholder.

Mr. MeieneN.—I think this committee should take that question of the loaning
of money, particularly in small amounts, into account. T simply wish to point out
that the smaller the loan the larger the fixed expense is going to be proportionately,
and if this committee could do anything to assist the life insurance companies to
make greater investments in small amounts, particularly in the west, it could not
confer a greater benefit on the west. The loans that are made in that western coun-
try are largely in amounts of $300 or $400, but the large loaning corporations com-
pel the farmers to pay the'most exorbitant rates of interest, so that if by any latitude
being given to life insurance companies in the way of investment you can enable
them to go into competition with the loan companies you will be conferring a great
benefit upon the western farmer.

The CuamMaAN.—I did not want in any way to interrupt Mr. Meighen in® his
statement, but I think perhaps this committee will all agree that we will make much
better progress by allowing the hife insurance companies to present their case first,
and defer the discussion until afterwards. That, I think, was the understanding
arrived at.

Mr. MeieneN.—TI did not know there had been any arrangement of that kind
made.

+  Mr. J. K. MacooNaLp.—I1 will proceed now, Mr. Chairman, to subsection 4 of
section 53. That subsection reads as follows:—

‘4. The loadings referred to in subsection 3 of this section shall be deemed to
be the excess of the office premiums over the net premiums, such net premiums being
caleulated on the basis of the British offices life tables, 1893, Om (5), with interest
at the rate of 33 per centum per annum; provided, however, that the excess of any
such company’s office premiums for tropical, sub-tropical, sub-standard or other
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classes of lives assumed to be subject to extra mortality, over such company’s office
premiums for normal Canadian lives, shall not be considered a part of such loadings.’

We take exception to that, Mr. Chairman, and fail to see any good reason for
this limitation. I would not, however, deem it necessary now to enter upon the rea-
sons, although I felt inclined to ask if we might be favoured with the reasons that
led to this limitation in regard to tropical and sub-tropical lives. We have mno fault
to find with regard to sub-standard lives, but with regard to the others, with the
ample provisions made for mortality purposes that element could not even affect the
loadings, for- expenses connected with this class of foreign business. There-
fore, we fail to see any good reason for the limitation. I will read what is pro-
posed to be substituted for it, and if you will permit me, sir, after having read
this, T will ask Mr. T. B. Macaulay to speak to this part of the section. I would like
to ¢all upon him, because the subject is somewhat technical, and besides that Mr.
Macaulay hag views which I think we would like him to present to the committee.
The substitute clause we propose is as follows—Section 53, subsection 4:—

¢ The loadings referred to in subsection 3 of this section shall be deemed to be the
excess of the office premiums over the net premiums, such net premiums for policies
issued at Canadian or northern premiums to be calculated on the basis of the British
offices life tables, 1893 Om (5) with interest at the rate of four and one half per
centum per annum for policies issued prior to the first of January, one thousand nine
hundred, and at the rate of three and one half per centum per annum for policies on
and after the said first of January, one thousand nine hundred, and for policies
issued at tropical premiums, such net premiums to be calculated on the basis of the
American table of mortality (Jones’) with interest at three and one half per centum
per annum, and for policies issued at sub-tropical premiums, such net premiums to be
calculated on the basis of a table of mortality formed by taking the mean rate of the
mortality according to the said British offices life tables, 1893 'Om (5) and the said
American tropical table of mortality (Jones’) with interest at the rate of three and
one half per centum per annum; provided, however, that in the case of sub-standard
or other classes of lives assumed to be subject to extra mortality and for which a pre-
mium is charged in excess of the company’s regular premium for normal lives in the
country or territory where the insured resides, a portion of the premium so charged
in excess of the regular office premium shall not be considered a part of such loading;
and provided further that the loading shall not be diminished by any company having
guaranteed in its policy a larger surrender value than the full reserve on the basis of
the British life offices table, 1893 Om (5) and interest at the rate of three and a
half per centum per annum.’

I have read the clause that is proposed in order that it may be before you. I wish
that time might have permitted us to have placed in your hands a copy of this, but as
we only reached these matters at five o’clock yesterday afterncon it has not been pos-
sible for us to do so, but we will do it at a later date. I would like you to hear Mr.
Macaulay on this question.

Mr. T. B. MacAuLAY.—Mr. Chairman and gentlemen, the point involved here re-
garding tropical loadings is a very important one for companies doing a tropical busi-
ness. In substance the situation is this: suppose for the sake of argument, that a
Canadian life company charges $25 for a certain kind of policy to a man living in the
Dominion, and that for a life in the tropics of the same age and on exactly the same
kind of policy it charges $40 or $15 extra. Now, the Bill as it at present stands pro-
vides that the company shall not have any expense allowance whatever in connection
with that extra $15, but shall have only the same expense allowance as if the premium
were but $25 that would be charged for the life if it were in Canada. The committee
will, T hope, pardon me for saying so, but this would be entirely unreasonable. In the
first place when a company is doing business in the tropiecs it must pay commission,
not upon $25 only, but upon the,whole $40. Tt has to pay commission upon the whole
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amount of the premium, not upon part only of it, and to say that it shall only be
granted an expense allowance on a part when it has to pay commission on the whole
is not reasonable. In the next place the expenses in the tropics are not nearly as
great as in Canada, but greater. You can easily see that an agent will not be willing
to leave his home and go from Canada down to the tropies unless there is some induce-
ment in the way of being able to. make more money than he would in Canada: An
agent does not go there as a philanthropist. He is going because he hopes to make a
little extra money, and if he be offered only the same remuneration as he will get in
Canada he will stay at home.
Mr. Hexperson.—Suppose you employed a man who is down there already.

Mr. Macavray.—In practice we have not found that possible to any great extent.
In dealing with the natives of Japan, China and other places where we do business
we have found it necessary to send people from Canada. Business could not be done
in any other way. We employ local people to a very limited extent, and chiefly
as subordinates. Now in the next place we get our medical examinations made here
in Canada for $3, $4 or $5. Down there everywhere it is $5, and sometimes we have
to pay $10. Eastern doctors are rather scattered and they too expect to make more
money in the tropies than they could make in England or Canada. Then the cost
of cabling is heavy. If anything goes wrong at our Toronto branch, for example,
we can telegraph from Montreal for twenty-five cents, but if anything goes wrong
in the tropics the cost will be $10, or $15. We have sometimes to pay $2 or $3 per
word. Then suppose we have to send person to Toronto to straighten out a difficulty
there; we can send him from Montreal, he is absent two or three days, and his
expenses will amount to perhaps $30. But suppose a difficulty should arise in the
Phillipines or in Chili, where we do business, it is not a case of three days’ time,
but of two or three months’ time, and it is not a case of $20 or $30 expense, but of
perhaps two or three thousand dollars expense. Then business in these places has to
be done not in the English language alone, but in foreign languages. The policies
and everything else have to be translated and we have to have competent translators
at thehead office. There is also a very large amount of-extra printing, and in general
the business of carrying on business in the tropics is not merely as great as in Canada,
proportionately, but greater. The premiums, however, are so arranged that they
also contain a greater provision for expenses than in Canada. We know the expense
of that business is greater and greater provision is accordingly made from the pre-
miums for expenses. The extras added beyond the Canadian premiums for tropical
business are not merely intended for the extra mortality; they are to a very large
extent to cover the additional expense which we know we will incur in the
tropics. We provide for the extra mortality by calculating the net premiums
upon the tropical mortality table and not on the mortality table for northern
lives ; and we provide for the extra expense by loading the net premiums even
more than we load them ordinarily. T will give an illustration. Take the actual
case of a whole life policy, age 35. The Canadian gross premium is $27.95; the net
premium on the basis of the Canadian mortality table is $20.39, leaving a margin
of loading for expenses of $7.56, or 27} per cent of the gross. The corresponding
tropical premium is $40.30; the net premium, calculated on the tropical mortality
table, and which provides for the whole tropical mortality, is $26.89; so that the
margin for expenses contained in the premium over and above that required for the
entire tropical mortality is $13.41, as against $7.56 in Canada—pretty well on to
double the amount contained in the northern premium. We have 333 per cent of
the gross premium in the tropics provided as a margin for expenses as against 27%
per cent in the northern premium. Since it is a fact that the expense in the tropiecs
is very much greater than in Canada, and since it is also a fact that the premiums
in the tropics actually paid by the tropical policyholder contain a greater provision
for expenses, why should not we be allowed to expend that expense prov151on which
the premium actually contains?

¥
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To show just how ‘this rule would work out, take the allowanos which this Bill
provides for first year’s expenses for Canadian and for tropieal policies: The Cana-
dian loading, as already mentioned, is $7.56 and the deduction provided by section 42

- comes to $12.30 more, making the total expense allowance on the first premium on a

whole life policy, age 35, $19.86, equal to 71:1 per cent of that gross premium. In
other words the company, up in the north, on that Canadian premium would expend
71:1 per cent of that premium if the policyholder lives in Canada. Under the terms
of the Bill, with exactly the same insurance, if he lives in the tropics, we would only
be allowed to expend precisely the same amount, $19.86, which would only come to
49:3 per cent of the tropical premium. In other words, instead of being allowed to
spend as much as in Canada we would not be allowed to spend anything like the same
proportion. According to the Bill, instead of the allowance on the tropical business
being 71 per cent we would only be allowed to spend 49 per cent. That is, we would
have to do tropical business at 21:8 per cent less expense on the first year’s premium
that we would be permitted to expend in the north. That is simply impossible. As I
have already stated, the expense on tropical business is even greater than in the north,
and we require to have for the tropics not only as great an allowance but even greater.

Now, another point. The total expense allowance consists of two parts—an allow-
ance in connection with the first year’s premium, which I have already explained, and
an allowanace for expenses on subsequent premiums which consists of the loading in
those premiums which provides for renewal expenses. On the basis of the Bill, the
allowance for renewal expenses would be only 18 per cent in the tropics as against
273 per cent on Canadian premiums. It is not possible for a company to do a tropical
business under the allowance which this Act provides. What would be the effect of
such restriction? The effect would be to practically kill the tropical business of the
Canadian companies—unless they were to do one thing—unless they were to divert
some part of the allowance which they might be able to save out of their Canadian
business and spend that in the tropies, and none of you, I think, would say that that
would be a desirable thing to have to do. The tropical policyholders themselves are
providing in their premiums more than enough to carry on their business, and why
should not we be allowed to spend that amount? If we were all to be forced to quit
the tropical business, to some of the Canadian companies that would not make a great
difference, but if you will pardon me for bringing in the case of our own company, to
us it would be a vital matter. Forty-eight per cent of all our new premiums last year
came from tropical and semi-tropical countries. This is a vital matter, gentlemen;
this is a clause in the Bill which we simply must have rectified, or practically close up
our business in the tropics. Last year we received in new assurances from the tropics,
$7,457,000—seven and a half millions of dollars; we had in force in the tropies over
$32,000,000 of insurance, and we received in premiums, $1,709,000. Do you want to
destroy that business? Or do you want the law so arranged that we can only continue
it by using part of the expense allowance earned by our Canadian business?

Mr, AmeEs—Does that money come to Canada?

Mr. Macavray.—It all comes to Canada, except the proportion spent locally in
the tropics. As I said last year, gentlemen, if you do not put undue restrictions
upon this business Canada will become an international insurance centre for a large
portion of the world, comprising chiefly the British Empire and those foreign countries
which have not enough companies of their own to do their own business. You play
right into the hands of the American and the British companies if you restrict the
tropical business of the Canadian companies. The British companies are under no
such restrictions. They do not need to limit their total expenses to 48 per cent of the
first year’s premium—they do not do it, and they will not do it. If we are compelled
to limit our expense in that way we cannot compete with them. In the tropical ex-
pense allowance of the American companies the Armstrong law makes no restriction
whatever, but allows the entire excess beyond the net northern premiums to be treated
as loading. The only proper way of dealing with this matter is to say that the pro-
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vision for expense which is contained in the tropical premiums and which the tropical
policyholders pay shall be available for the business in tropical countries, and -the
resolution which Mr. Macdonald has read covers that in a scientific and correct manner.

Mr. PerLEY.—Is this business in the tropics considered a safe business?

Mr. Macauray.—Very safe and entirely profitable. We are not the only com-
pany by any means doing business in the tropics. The Standard Life of Edinburgh,
Scotland, has made a specialty of tropical business for a very long time. Most of the
English companies do some of it but they donot do as much as some of your companies
simply because they are not aggressive. The great American companies do a heavy
business, especially the New York Life and Equitable. )

Mr. NesBirr.—You load your premiums in accordance with the excess of mor-
tality ?

Mr. MacauLaY.—We base our premiums upon the tropical table of morality,
which provides for the full tropical mortality.

Mzr. PerLeEy.—Is your company the only Canadian company which does business
in the tropies?

Mr. MacauLaAy.—We do more than the others, but there are the Manufacturers,
the Confederation Life, the North American, the Fedral and the Imperial; all these
companies are doing business in the tropics and they all find it satisfactory and de-
sirable, Canada is rapidly becoming an international centre for insurance as I have
before mentioned.

Mr. ArmsrronG.—Will you care to give the proportion of natives who take out
insurance ?

Mr. MacauLAY.—When we are working in the West Indies for example, the great
bulk of our business is on white lives; we have been doing business there since 1879 ;
but when we come to Asia, Japan, China and the Philippines, I suppose 90 per cent,
perhaps 95 per cent of our business is with natives. While I am talking about this
T hope you will permit a little digression. When you come to deal with vast numbers
of people, native Chinese, Japanese, Hindoos and Philippinos, and when you talk about
sending notices to these people all over the world, people who do not understand a word
of English, you are up against a peculiar situation.

Mr. PERLEY.—Proxies.

Mr. MacpoNALD.—There is only one point which has not been touched upon in
connection with this, and in connection with the change you will observe that it is
proposed to make in the substitute clause which I read, that business prior to 1900
should be on the basis of 41 per cent in place of 3% per cent. The reason for that
is: You will remember in 1899, when the change was made as to the basis of valua-
tion, it was provided that the business issued prior to the 1st of January, 1900, would
for a certain number of years, be valued on the basis of 4} per cent, then changed to
4, and finaily, at the end of 15 years, to 3} per cent, bringing it into uniformity with
the rest of the business. But in dealing with this question as to the limitation of
expenses you will see a very important element comes in, from the fact that in all
the business issued, or from the most part at any rate, it is not strictly correct to
say all business, because I think that in respect to some, comparatively a small part,
a lower rate of interest may have been used for a few years, but for the main part
the premiums were based on a rate of 4} per cent interest; now, if you apply this iable
--some would on the Institute of Actuaries table, and I think some companies have
based their premiums on the Carlislo table with different rates of interest, if you
come to apply the new rate of 33 per cent British life offices table, you will simply
leave the business in force prior to 1900 practically without any loading at all to
cover expenses, and hence it is proposed in the substitute clause as follows:—

‘The rate of interest which shall be employed in the computation of the above
net premiums shall be for all policies issued prior to January first, 1900, 4} per
centum, and for policies issued after January first, 1903, 33 per cent.’
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I think you will see the reasonableness of this proposal; I just felt it necessary
to call attention to that point, remembering that the companies have no power to
inerease the premium on these policies. -

We pass on now to sub-section 7. The section reads as follows:—

‘7. The limitation as ‘to expenses provided for in subsection 8 of this section
shall from and after the first day of January, one thousand nine hundred and eleven,
apply to the Canadian business of all life insurance companies which are not Canadian
companies licensed under this Act.

We propose, sir, that the provision on this section shall be made to apply, in com-
mon with the other sections of the Act, and that it shall read, in the beginning of the
section, after the word ¢ January’ in the second line, ¢ one thousand nine hundred and
ten,” bringing it into accord with the time of the Act coming into force. Then, fol-
lowing on where it reads, ‘apply to the Canadian business,” we propose that the word
¢ Canadian’ shall be deleted, and that the word entire’ shall be substituted. It will
then read, ¢ apply to the entire business of all life insurance companies which are not
Canadian companies licensed under this Act” We see no good reason why this should
not be made to apply evenly to all companies and also be made to apply to the total
business of all companies. Let me explain. What we mean by this is that all British
companies or American companies shall be brought under the provisons of this Act,
just the same as the Canadian companies are brought under it, and that it would not
be sufficient for them to show their mere expenses in Canada when they would leave
out of account a proportion of the head office expenses, and for expenses which
should naturally be borne to some extent by the business transacted in Canada, and
we think, therefore, that it should cover the entire business of the company and
should be brought into the same relationship to the limitation as to expenses with
the Canadian companies. We see no reason why we should protect them against
ourselves.

Mr. MacpoNALD.—Would that not be regulating the business of one of the insur-
ance companies outside of Canada without affecting Canada in the least?

Mr. MacpoNALD.—No, it would not affect them. It is only that they should show
their expenses. For example, if they can, by means of not coming under the operation
of this Act, expend money in Canada and not account for it—because we have to put
in all the managerial expense, head office expense and various other things, you can
easily see what an advantage it would give to these companies—let me refer to what
just occurred to me; we have two American companies in this country doing a very
large industrial business; now it is not easy just to provide for the operations of that
Act. Some of the American companies, for example, are doing a non-participating
business at a rate of premium that is net or very near it, so that it is clear that there
is not very much loading upon it. Some of the companies that do a dual business,
industrial and life insurance, are doing industrial business to such an extent that it
is quite possible to charge a large portion of the expense of the life business to the
industrial department. While we do not know just how to reach that, yet we think
it is fair that all companies, as far as possible under the operation of this Aect, should
bear the same relaation to total cost with the home companies.

Mr. NEsBITT.—Do you propose to make a company like the New York Life apply
this Act to their whole business?

Mr. MacpoNaLp.—We do not apply that, but as a matter of fact, there is now a
limitation in the State of New York, so that it is not imposing anything new on
them, it is only that they should show in the expenses of Canada some fair proportion
of the head office expenses which are necessary in carrying on the work in Canada.

Mr. Harris.—Would not that have the effect of preventing some of the British
companies doing business here at all?

Mr. MacponaLp.—There have just been placed in my hand two letters, one from
the Royal Insurance Company, and one from the Standard Life Insurance Company,
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which the secretary, Mr. Bradshaw, thinks should be read at this stage, as it refers to
the limitation of expenses. With the permission of the committee I will read them
now:
Rovar INSURANTE CoMPANY LIMITED,
(of Liverpool, England),
MonTREAL, March 22, 1909.
- Life Department.
Arcu. R. HowsLL, Supt.,
T. Bransaaw, Esq.,
Secretary, Canadian Life Insurance,
Officers Association,
c.0. Russell House,
Ottawa, Ont.

Re New Insurance Bill (1909)—Limitation of Expenses (Clause 53-7).

Dear Sir,—You will no doubt recall that, at the meeting in Toronto on Friday
last, the discussion of this subsection was suspended until the representatives of
foreign companies had an opportunity to consider the suggestion to include the pro-
portion of home office expense required for the supervision of Canadian business.

We wish to place on record the strong objection which is entertained by this
company against representations being made by the ¢ Association’ to amending this
clause for the purpose stated.

We would point out that the Canadian companies are given a concession, in the
way of valuing their liabilities, which is not extended to foreign companies and that
therefore the latter are placed at a great disadvantage in arriving at the annual
trading surplus under the statutory basis of valuation. (See sec. 42-3).

- With this handicap we see no good reason why the foreign companies should
be further encumbered by the inclusion of a share of administration expense of
home office. We trust that when the committee of the association come to consider
this part of the Bill you will be kind enough to read them our views, and we beg
to reiterate our very decided opposition to any change in the present Bill, which
may be intended to charge us with such expenses of administration, unless the valua-
tion allowance under sec. 42-3, is permitted to foreign companies.

Yours truly,
ARCH. R. HOWELL,
Superintendent.
The other letter is as follows:—
Tue Staxparp Lire Assurance CoMpANY’'S OFFICE,
(Established 1825,)
157 St. James STrReET, MONTREAL, March 22, 1909.
T. Brapsoaw, Esq., ;
Secretary, the Canadian Life Insurance Officers’ Association.

Dear Sir,—Referring to clause 53, section 7, in the Insurance Bill, referring to
limitation of expenses, I may state that we have been considering the point raised as
to adding some percentage to the expenses of foreign companies on account of head
office administration.

We do not consider that this would be fair, as at the present time our head office
charge us with all expenses incurred in connection with the administration of this
branch, and further, we are put to considerable expehse in connection with the invest-
ments we are looking after on their behalf.

T shall be obliged, therefore, if you will kindly bring this view forward at the
proper time.

Yours truly,
W. H. CLARK KENNEDY,
Secretary.
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We simply present these letters, Mr. Chairman, as showing the other view taken,
because it is very evident that the reasons given by me for this change are something
which these two companies at least fear might have some ill effect upon any com-
parison of expenses. My own judgment is that T see no reason why there should be
fears. If there is any concession that can be allowed to them, as is proposed for the
Canadian companies, then T am sure the Canadian Life Officers’ Association would
have no objection to see the same provision made for them. I will also call attention
to the fact here that one of the reasons advanced why the Standard Life should be
exempt is that they are already charged with the expense in connection with invest-
ments, they should become entitled to the same allowance for investment expenses
that may be allowed to Canadian companies.

Mr. PerLEY.—Even if you think that a part of the head office expenses of these
English companies should be charged to the Canadian business, why should you seek
to have this section amended so that it will purpose to control the whole of their
business? Surely we have no control over the British companies’ business in South
Africa or some other foreign place.

Mr. MacpoNaLD.—You have not, but we only say they should show the expense;
it is not that the expense is limited to Canada itself, it should be the general expenses
of the company. I do not think, for my own part, that so far as the British companies
are concerned, or so far as the American companies are concerned, all of whom are
located in and who are doing business in the state of New York, need fear this change
at all, because the expenses of the British companies are not as a rule excessive, al-
though unfortunately within the last few years they are becoming more so. Our
expenses are limited in Canada. If we go to the state of New York, for example, we
must conform to the law of the state of New York; why should we allow a company
from the state of New York to come into Canada with unlimited expense. If we go
to Great Britain, as some of us have done, we have to conform to the British Act,
and there was a new Aect brought in there recently; evidently they are waking up, and
we do not know what they may provide with regard to the future. I can only say that
to make returns under the British Act means a very full exhibit of all information
that can possibly be given in connection with the company’s operations.

Hon. Mr. Fierpine.—This is not a question of information and returns, but it
says, ‘you shall not incur expense beyond a certain limitation.” How can you deal
with the expense of a British company in South Africa over which we have no control?
We can control it in Canada, but how can we control its operations in Soutb Africa?

Mr. MacpoNALD.—They can control it at the head office.

Hon. Mr. Frerpive.—If it was only a question of returns, I think there would
be some force in your argument, but it is not a question of returns, it is not a ques-
tion of showing the expense, but it says, ¢ You shall not incur expenses beyond a
certain limitation,” how are we to cover that in South Africa?

Mr. MacpoNALD.—What we want to cover is that so far as the Canadian business
is concerned it is to be charged with a just proportion of head office expenses, that
in Canada they will not be in any more favourable position than the Canadian com-
panies themselves.

Hon., Mr. FieLping.—But you go further in your amendment.

Mr. PerLEY.—Why do you not say in this amendment—why do you not suggest
that this clause be amended to include the portion of the head office expenses, and
make it plain, instead of pretending to control the company all over the world?

Mr. MacpoNALD.—We have made the suggestion, Mr. Chairman, I may say this,
that we have had very little time in which to consider this Bill; we spent all day on
Friday, from 10.30 in the morning until 10.30 at night, and we spent some hours yes-
terday in trying to gather up the results of the larger meeting, and we have not had
time to look as carefully into all these matters as we would desire to have done. I am
presenting to you now, of course, the conclusions that we have reached in regard to it.

If T may pass on now to the next section; that section reads as follows:—

14110—2
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¢54. No such life insurance company, nor any person, firm or corporation on its
behalf, shall pay or allow to any agent, broker or other person, firm or corporation,
for procuring an application for life insurance, for collecting any premium thereon,
or for any other service performed in connection therewith, any compensation other
than that which has been determined in advance. All bonuses, prizes and rewards,
and all increased or additional commissions or compensations of any sort, based upon
the volume of any new or renewal business, or upon the aggregate of policies written
or paid for, are prohibited.”

As that stands, Mr. Chairman, it means a prohibition to the business, very largely,
and I will venture to say that no one acquainted with the actual work of carrying
on life insurance business in Canada or elsewhere would propose this clause. The
life officers association ask that all the words after ¢ advance, in the sixth line to the
end of the clause, be struck out. That is that the words, ¢ All bonuses, prizes and
rewards, and all increased or additional commissions or compensation of any sort,
based upon the volume of any new or renewal business, or upon the aggregate of
policies written or paid for, are prohibited.” This section, I think, should be read
in connection with the succeeding section, 55; I think it would be better for us to
take these two sections together. 55 reads:—

“55. No such life insurance company, and no person, firm or corporation on its
behalf, shall make any loan or advance without adequate security, to any person, firm
or corporation soliciting or undertaking to solicit applications for insurance; nor
shall any such loan or advance be made upon the security of commissions or other
compensation to be earned by the borrower, except advances against compensation
for the first year of insurance. This section shall not apply to expenses incurred in
the business of industrial insurance.’

What we ask, sir, is this, that the part of clause 54 to which I have already re-
ferred, and the whole of 55 be eliminated. If these enactments in clauses 54 and 55
become law I do not know what the outcome is going to be, so far as life insurance
companies are concerned, or the work which they are proposing to do. The work of
life insurance is a peculiar work, it is not a business that comes to the office of its
own accord ; not one per cent of the business of any life insurance company will come
to it in that way. We have to seek for it. We have to send out suitable men to win
it, and we have to make some provision for those men. The merchant when he sends
a traveller out to sell goods which he has in his warehouse, makes an advance to that
agent to pay expenses during his trip when selling the goods of his firm. But life in-
surance companies are not at liberty to do anything of that kind when they send out a
man to try to acquire business. Now, as I have already said, an enactment of this
kind is entirely incompatible with the conduct of life insurance business as it is being
conducted, or as it is possible to conduct it, and for that reason we ask that the latter
part of section 54 be eliminated and that the whole of 55 be eliminated. I do not think
I need say more about that.

Then we would pass on to clause 56. As it reads now:

¢56. No salary, compensation or emolument shall be paid to any officer, trustee
or director of any such life insurance company, nor shall any salary, compensation or
emolument, amounting in any year to more than $5,000 be paid to any person, firm
or corporation, unless such payment be first authorized by a vote of the Board of
Directors.

We propose the following substitute clause, which is very much the same as the
original, but we think with a certain limitation as to designation which makes it more
explicit:

‘No salary, compensaton or emolument of any amount to any officer, director or
trustee, and no salary to any employee’

We use the word employee there.
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¢amounting in any year to more than five thousand dollars shall be paid by any life
insurance company licensed under this Act, unless such payment be first authorized by
a vote of the Board of Directors.

Hon. Mr. FeLping.—What do you consider is the difference between the two?

Mr. MacpoNaLp.—The difference between the two is that we think the substitute
clause covers a case of this kind—an agent has an agreement with a company that
had been, may be, earning more under the terms of his agreement than $5,000; his
commissions may amount to more than that. Now we think that our clause makes it a
little clearer that the company has not to do by a vote of the directors what they
have not the power to control, that is really the point. He may earn $5,000, $7,000 or
$10,000, under the agreement which he has entered into with the company.

Hon. Mr. FieLpiNne.—Should not that agreement be authorized by the Board of
Directors.

Mr. MacpoNALD.—It is authorized by the Board of Directors in the first instance.

Hon. Mr. FieLpiNg.—Then what is the necessity for this change if the agreement
is to be passed by a Board of Directors ?

Mr. MacpoNALD.—Yes, the agreement is there, but he has, perhaps, been at work
for twenty years with the company, and he may have worked up a certain interest
with that company which may give him $10,000 for the matter of that,

The words. ¢ any person’ in section 56, as drafted applies to every class of persons
whom you have introduced into this section.

Mr. MacpoNALD.—This brings them all under it. We now come to section 60.
Perhaps I had better read the section:—

€60. Any life insurance company which derives its corporate powers, or any of
them, from an Act of the Parliament of Canada, or which is within the legislative
authority of the Parliament of Canada, may invest its funds or any portion thereof
in the purchase of,—

¢ (a.) The debentures, bonds, stocks or other securities of or guaranteed by the
Government of the Dominion of Canada;——

Then we add there:—
‘or of or guaranteed by the Government of any Province of Canada’;

This was in the old Bill, and doubtless it is just omitted here by a slip, in all
probability.

Hon. Mr. FieLpiné.—Yes, that is the intention, certainly, Mr. Macdonald.

Mr. MacponaLp.—Then we pass on to say: ‘or of or guaranteed by the Govern-
ment of the United Kingdom, or of any Colony or Dependency thereof; or of or
guaranteed by the government of any foreign country wherein the company carries
on or is about to carry on business, provided the Treasury Board has signified its
approval of such securities;—’

We ask that the words ¢ wherein the company carries on or is about to carry on
business’ be eliminated, because you will observe that it is the condition of invest-
ment, and that restriction is not imposed upon bonds and debentures, and we think
need not be inserted here.

Hon. Mr. FosTER.—You leave in the Treasury Board approval?

Mr. MacpoNALD.—Yes, we do not touch that now. This will leave it open to the
companies in this way, suppose a company is doing business in Great Britain and it
might not wish to make investment of its funds in Great Britain, because that would
mean a low rate of interest, but if that clause is left here it would not be able, say,
for example, to enter into the United States and get the benifit of the securities which
can be had there in connection with the investment of its funds.

Hon. Mr. Freping—You would like to be allowed to invest in Massachusetts
securities, for example, even though you were not doing business there,

Mr. MacpoNALD.—Yes. I might say that the companies are very much pleased
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N
with the changes in regard to investments, we feel that the minister and the depart-
ment have met us fairly.

Mr. MacpoNELL—Do you not think you should be restricted with regard to in-
vestments in foreign countries, to investments in those foreign countries in which
you are allowed to do business? And that you should not be allowed to invest in an
unlimited manner in those foreign securities, and in excess of the requirements of
the business in those foreign countries?

Mr.MacpoNALD.—I think if you will wait we will come to that a little further on;
the provisions of the Act provide that limit, N

Mr. MacpoNELL.—You are dealing with it here specifically in this section, and
this is the section under which it should be comsidered.

Mr. MacpoNALD.—You will see later on that a certain pr0p081tlon must always be
invested in Canada, and must be in Canadian securities.

Mr. MacpoNeLL.—That is merely as to the place where the securities shall be
held.

Mr. MacpoNALD.—No, it goes farther than that, it is as to the class of securities
themselves, that is Canadian securities.

Mr. MacpoNELL—I do not see it here. .

Mr. MacpoNaLd.—Wel'l, we will come to it later. We will just ask that these
~ words be taken out; after the words ¢ foreign country’ down to the word ‘business’
before the sentence ‘provided the Treasury Board has signified its approval of such
securities” Then we ask also that in the following line which reads ‘or of any
municipal or school corporation,” then come the words ¢ in Canada or elsewhere where
the company is carrying on business” We ask that the words ‘in Canada or else-
where, where the company is carrying on business’ be deleted.

Hon. Mr. FreLpine.—How would the section read then?

Mr. MacpoNaLp.— Provided the Treasury Board has signified its approval of
such securities; or of any municipal or school corporation.’

Hon. Mr. Fiewpine.—That is anywhere in the world?

Mr. MacpoxaLp.—Yes, anywhere in the world.

Hon. Mr. FieLping.—That is rather broad, to limit it to any school corporation
anywhere in the wide world; that is a pretty wide limit.

Hon. Mr. FosTER.—It is not even limited to the approval of the Treasury Board.

Hon. Mr. FrerpiNe.—Now it is confined to any municipal or school board in
Canada. T think you are asking too much there.

Mr. MacponaLp.—Has not that point been settled in regard to bonds and such
like securities, and this is taken with it. T think what led to it was it was thought
these were a better class of security, than those which seem to be given worldwide
significance.

Hon. Mr. FosTER.—The municipal systems of some countries are not very good.

Hon. Mr. FieupiNe.—These are not confined to municipal bonds, but to school
sections anywhere in the wide world; that will never do.

Mr. NesBrrr.—I guess they wont want that in.

Mr. MacpoNaLD.—Well, sir, T must confess that T have not been able to read this
carefully in order to see just how this hinges together. But I might be allowed to
pass on in the meantime. We have placed before you what conclusion we have come
to, if it is unwise it had better not be granted, if it is wise, then give it to us. - Then
passing on to subsection 11 you will find in the 3rd line, and the third word from the
beginning of the line, the word ‘five’ The companies have come to you again, as
they did last year, and they ask that the word ¢ five’ be changed to the word ¢ three.’

Then in subsection 3, in the third line, rather beyond the middle of the line,
where the word ‘ five’ is used, we have come again to ask you that you change ¢ five’
to ‘three” Then in subsection 4, in the third line, and the third word from the
beginning of the line there is the word ‘seven.’ We ask that the word ‘seven’ be
deleted, and the word ¢five’ substituted for it. Then we come down to (¢) ¢ Real
Estate Mortagages.” T will read the clause:
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(e¢) Ground rents or mortgages on real estate in Canada, or. elsewhere where
the company is carrying on its business, provided that the amount paid for any such
mortgage shall in no case exceed 60 per cent of the value of the real estate covered
by such mortgage.’

We ask that there be inserted before the word ¢ value in the fourth line, the word

¢ appraised,’ so that it will read :—
: ¢Shall in no case exceed sixty per cent of the appraised value of the real estate
covered by such mortgage.’

‘The reason for that is that we are to judge of this at the initial stage of the
transaction, not perhaps at the final. You know for various reasons, especially if a
mortgage goes bad, goes behind at all, it is very rarely that the company realizes the
full value of it. I have known instances myseclf where depreciation seems to have
taken place to such an extent that thirty per cent of the value has passed away, yet
thirty days after the company has made sale of the property the value has gone back
to the original value. It is important for the companies to know at what date of the
transaction this appraisement is to apply.

Hon. Mr. Fierpina.—That will have to be a reasonable appraisement. There is no
definition there of what constitutes value.

Mr. MacpoNaLp.—Passing on to subsection (b) of subsection 2 of section 60, we
ask a small change there. We ask that after the words ‘sixty per cent of the’ in the
fourth line that the word ¢ appraised’ be inserted before the words ¢ value of the real
estate or interest therein” What we want to know is that the duly appointed officer
who makes that appraisement is the one whose appraisement fixes the value of the
property.

Hon. Mr. Foster.—It must be fixed at the time of the purchase.

Mr. MacpoNaLp.—A¢t the time of the purchase or the investment.

Then if you will pass on to subsection 4 of this section, it reads:—

‘No such life company shall loan any of its funds to any director, shareholder,
officer or clerk thereof.

We suggest there that the words ¢ shareholder’ and ‘or clerk’ be struck out, and
‘or’ be inserted before the word ¢ officer, so that it will read as follows:—

‘No such life company shall loan any of its funds to any director or officer
thereof.

Hon. Mr. Foster—If we made it clear that you could loan on the policy itself to
anybody would that serve your purpose?

Mr. MacpoNaLp.—No. For example, suppose a man happens to hold one share, or
a hundred shares of capital stock of the company, and he wants to borrow money; is
there any good reason why the company should lose the benefit of lending money to
that man simply because he happens to hold some shares of stock in the company. The
company lends its money under section 60 that we have just been considering, and if
he borrows on satisfactory security, although he is a shareholder he is the same as an
outsider to all intents and purposes.

Hon. Mr. FosTer.—You propose to let the word ¢ director’ stand as it is?

Mr. MacpoNALD.—Yes, we propose to leave it ¢ director or officer.’

Mr. AMES.—Supposing the shareholder should hold a majority of the shares?

Mr. MacpoNaLD.—Ie cannot do it in my company because he is limited.

Mr. Harris.—He would probably be a director if he did. _

Mr. MacpoNALD.—If he ig a director he cannot be a borrower. We leave that to
stand, ‘ No such life company shall loan any of its funds to any director or officer

- thereof,” excluding the directors or officers of the company.

Mr. HexpersoN.—Does that go as far as to preclude a local agent from borrowing
money on his policy ?

Mr. MacpoNALD.—No.

Mr. HexpersoN.—I think it would.

Mr. MacpoNaLp.—No, it would not preclude him. There is a section here that
provides for it; it is restricted to the borrowing upon the policy in the usual way.
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Mr. HeNDERSON.—If one section seems to contradict the other, how are you going
to define which shall govern?

Mr, MacpoNaLD.—Mr. Chairman, we next come to section 62 of the Act, which
is as follows:—

¢62. Except for the bona fide purpose of protecting investments previously made
by it, no such life insurance company shall, nor shall its directors or officers or any
of them on its behalf, under colour of an investment of the company’s funds, in
bonds, debentures or other securities, directly or indirectly be employed, concerned
or interested in the promotion of any other company, or in the construction or opera-
tion of its works.

We may be lacking, sir, in intelligence, but I have to confess that the entire
representation of the company’s officers feel themselevs at sea as to what the mean-
ing of this clause is, and what it is intended to limit, and I would ask if we might
have some light thrown on it, so that we would know just precisely what its mean-
ing is.

Hon. Mr. FieLpine.—It is intended to prevent the apphcatlon of the company’s
funds to the formation of another company. That is the mtentlon, but whether it
is as clear as it should be, that is another thing.

Mr, MacpoNALD.—Let me suggest a case of this kind, “and you will see the diffi-
culty that arises: Under this Act the companies would be permitted to invest in the
stock of the Canadian Pacific Railway. Now, that is a company which is constantly
going on with works that are contemplated here as a hindrance. T happen to have
on my board gentlemen who are directors in that railway. Now, would it mean that
we are prohibited from investing in the stock of the Canadian Pacific Railway, or
that if we did our directors would have to resign?

Hon. Mr. Fmrpine.—Promotion of a new company, that is the meaning of it.

Mr. MacpoNarp.—With regard to that limitation, we referred it to a solicitor
yesterday, and he proposes that a clause be added to the effect that it did not inter-
fere with the privileges given under section 60.

Mr. Hituiarp.—If T might be permitted to suiggest that the last portion of the
clause seems to be the trouble, ‘or operation of its works.

Hon. Mr. FeLoive.—That is covered by the previous portion of the clause. Tt
is intended to prevent the promotion of new companies; you know what it means, it
means the creation of subsidiary companies.

Mr. MacpoNaLp.—If that could be made clear—what we feel is this, we think we
can understand what is intended, but a new klng might arise that knew not Joseph,
and we might have a ruling with regard to this in the future that may be exceedingly
awkward, and we think there should be some ruling or definition in connection with
the passage of the Act itself that would make it perfectly clear that if ever a new
king might arise he would not be permitted to put an extreme construction unon it.

Hon. Mr, Frerpina.—I have told you what the meaning and the intention of this
clause is.

Mr. MacpoNALD.—The next section that we touch upon, sir, is 77. This, you will
observe by the marginal note, is in relation to ¢ voting by proxy: companies other than
life’ We think, sir, there should be a few words introduced there that would make it
independent, so to speak, of its marginal note, by making it perfectly clear as follows:

€77. The following provision shall extend and apply to every company’—

Then we would add the words:

‘ other than a life insurance company,’

Which would make the meaning perfectly clear instead of depending upon the
marginal note.

Hon. Mr. FostER.—Are we legislating here for any other than life insurance com-
panies?

Mr. MAcpoNaLp.—Yes, it covers ‘fire’ as well.
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Then we come to section 78, which is the next one that we deal with. The clause
as it stands is as follows:—

¢78. In his annual report prepared for the minister, under the provisions of para-
graph (e) of section 38 of this Act, the superintendent shall allow as assets only such
of the investments of the several companies as are authorized by this Act, or by their
Acts of incorporation or by the general acts applicable to such investments.’

We propose the following clause in substitution:—

¢78. If in the opinion of the superintendent any investment of any company in-
cluded in its returns after those for the year ending thirty-first day of December,
1910, are unauthorized by this Act, or by its Act of incorporation, or by the general
Acts applicable to such investments, he may refer the matter to the Treasury Board,
which after hearing the company may in its discretion allow as assets only such of the
investments of the company as are thus authorized.

In other words, the suggestion takes it out of the sole hands of the Superinten-
dent of Insurance and allowing the matter to come before the Treasury Board.

Hon. Mr. FieLoine.—It would be a question of law, or very greatly so, whether or
not these are legal assets. The Treasury Board is no better qualified to judge of that
than anybody else. The Superintendent of Insurance happens to be a lawyer and all
the members of the Treasury Board are not.

Hon. Mr. FosTErR—You always have the Minister of Justice on the Treasury
Board.

Hon. Mr. Fierpina.—He is not always present, but of course we always have
access to him.

Mr. MAcpoNALD.—In reply to that, I would say that the Treasury Board would
always have a lawyer before it.

Hon. Mr. FELpiNG.—Not necessarily.

Mr. MacpoNALD.—Well, the Superintendent of Insurance would necessarily have
‘to go to a Court of Appeal to sustain his ruling.

Hon. Mr. Fierpine.—Not necessarily.

Mr. FirzGeraLp. (Superintendent of Imsurance).—The proper course of appeal
would be to some court capable of dealing with it, and the Bill provides in the next
clause for an appeal to the Exchequer Court. I would suggest that the suggested
appeal be to the Exchequer Court.

Hon. Mr. FieLpine.—However, you propose that as an amendment to the first sub-
section of clause 78, do you?

Mr. MacpoNALD.—Yes. Then we come to subsection 3 of the same section. There
we propose, of course following up the change which we have already proposed in con-
nection with clause 1, that the word ¢ superintendent’ in the second line shall be de-
leted, and the words, ¢ Treasury Board’ be substituted for it. Of course that section
provides for an appeal to the Exchequer Court as the final court of appeal.

Hon. Mr. FieLpiNG.—After an appeal to the Treasury Board, do you mean?

Mr. MacpoNALD.—After the Treasury Board, yes. )

Mr. MACDONELL—You want two appeals?

Hon. Mr. Foster.—One illegal appeal and one legal appeal.

Hon. Mr. FieLoixg.—The Treasury Board would send this to the Minister of Jus-
tice, and whatever course he advised, they would adopt.

The hour of adjournment having arrived the committee adjourned until 10.30
a.m., Wednesday.
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MINUTES OF PROCEEDINGS.

House or Commons, Room 62,
‘WEDNESDAY, March 24, 1909.

The Committee met at 10.30 o’clock a.m., Mr. Miller, Chairman, presiding:

The CuARMAN.—Mr. J. K. Macdonald was addressmg the committee When we
adjourned yesterday and he will resume this morning.

Mr. MacpoNaLD.—I think the last clause that we referred to at yesterday’s meeting:
was 78. The next clause to which I would invite attention is 85. Before proceeding
however, to the consideration of 85 we desire to ask your attention to some points
~ that were referred to yesterday in regard to which some few changes have to be made.
The first of these is to be found in section 89. This was not commented upon yester-
day at all but it has been considered wise at a meeting held in the afternoon to pro-
pose a slight change there. The section reads:

The president, vice president or managing director, and the secretary, actu-
ary or manager of every Canadian company hcensed under this Act, shall prepare
annually——

and so on. It appears, sir, that a difficulty has arisen in one company owing to the
absence of the particular officers who are designated in this section as competent to
make that return, and, therefore, it has led to the suggestion that you make the fol-
lowing change. Strike out the word ¢ or, insert a comma after vice president’ and
then following ‘managing director,” insert the following words: ‘or other director
appointed by the board for the purpose” That provision is intended to'cover the case
of a deadlock such as that to which I have already referred.

The next we would refer to is section 53, sub-section 7, to be found on page 22.
This section and the various sub-sections have caused a great deal of consideration
on the part of the officers of the life companies. The object of the present reference
this morning is to ask that the word ¢ Canadian’ in the third line, which we asked
yesterday should be struck out and the word ‘entire’ inserted in lieu of the same, be
allowed to stand as it is in the Bill because we have realized the difficulty that there
is in dealing with the expenses of the entire business of foreign companies. Then
in connection with that the difficulty has been felt as to how best to deal with the
companies that we designate as foreign, that is whose head office is outside of Canada,
and yet not put them in a position that would be unfair to the Canadian companies.
The matter was referred to a Special Committee yesterday and that committee has
spent a very considerable amount of time in trying to bridge over the difficulty.
Their deliberations have resulted in the following recommendation which has been
adopted by the Life Officers this morning at a formal meeting and which is now sub-
mitted in connection with sub-section 7. It includes in part the section as it appears
in the Bill (reads):

The limitation as to expenses provided for in sub-section 3 of this section
shall from and after the first day of January, one thousand nine hundred and
ten, apply to the Canadian business of all life insurance companies which are not
Canadian companies licensed under this Act; but an addition shall be made to the
Canadian expenses of an amount equal to five per cent of the Canadian pre-
miums received by such companies as the proportion of their head office expenses;
except in the case of companies which issue policies on the non-participating plan
only, in which case no such additions shall be made.
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This may or may not bridge over the difficulty, but it is the result of the best
efforts of the Life Officers’ Association to meet the case. :
Then it is proposed to add another subsection, to be called subsection 8 (reads):

The provisioixs of this section shall not apply to the industrial business of
any life company.

Mr. Chairman, I was a member of that committee, having plenty to do outside
of that. I therefore desire that this matter shall be spoken to by a member of this
committee, who will give you and the other members of the Banking and Commerec2
Committee the reasons which have led up to the proposal as it is now submitted. The
members of the Life Officers’ Association have asked that Col. Macdonald, who is a
member of that committee, be asked to present these reasons, and with your gr-
mission, sir, I would ask that gentleman to do so.

Col. MacpoNaLD.—Mr. Chairman and gentlemen, I will endeavour to be brief in
expressing the views of the Life Officers’ Association in respect of the recommenda-
tion which they make in regard to subsection 7 of section 53. As was explainad to
you yesterday, we had comparatively little time to give consideration to the provi-
sions of this Bill, and in some of the decisions that we arrived at we felt we were
more or less, perhaps, immature. This section, which perhaps gave us more difficulty
than any other in this Bill, was one of the sections in particular in regard to
which we felt that more consideration should have been given. As the subsection
at present stands it limits the expenses of foreign companies—all foreign companies,
or as expressed in the Bill the expenses of companies ‘other than Canadian com-
panies, which means British, American, or companies of any other country that
might be doing business in Canada. The first provision to which we feel that some
exception should be taken is that which provides that this limitation shall not apply
to those companies until the 1st day of January, 1911, or one year after the provisions
ol this Bill in this and other respects is made applicable to Canadian companies. We
do not see any good reason why the limitation should not be made to apply to foreign
companies doing business in Canada at and from the same date that it does apply to
our own Canadian companies. There may be some reason, but it is not apparent ta
us. The provisions of the Bill are limited in regard to the expenses of foreign com-
panies to their Canadian business only. These expenses are what might be termed
merely agency expenses, and do not include any provision for head office expenses,
which would be included in the expenses, and subject to the limitations for expenses
imposed upon Canadian companies under subsection 3.

Mr. Wizsox (Laval)).—If you will pardon me I would like to ask a question of
the Chairman of the committee before we proceed any further. I want to ask if this
Bill has been printed in French. 1 do not want to raise any undue question as fav
as the dual language is concerned, but I understand that some members of the com-
mittee are not sufficiently familiar with English to follow the discussion in that
tongue. I would, therefore, suggest that if French copies of the Bill cannot be
obtained further consideration of the measure should be postponed until the French-
speaking members have had a chance to study its provisions in the language that they
are more familiar with.

Hon. Mr. FmLping.—If the point had been taken in the House. certainly the
Bill could not have been proceeded with, but I hope my honourable friend will not
press it now. The translation is being made, and the French copies will be ready
before we make much progress with the Bill. There are many gentlemen present
who have come from a distance to take part in these proceedings, and it would be a
great misfortune if consideration of the Bill were to be stopped at the present june-
ture. I can assure my honourable friend that the printing of the French copies of
the Bill will be pressed forward until they are placed in the hands of every member
who wishes to have them. T think it would be a pity if the consideration of the Bill
were stopped now.
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Mr. WiLsox (Laval).—I am willing to carry out the suggestion of the honourable
minister. I understand that any Bill coming before the House must be printed in
both languages. I will not press the objection but I hope that in the future these
Bills will be promptly printed in French especially such Bills as that at preseat
before this committee.

Cor. MacpoNaLp.—As I was stating, in the application of this section, in so far
as the foreign companies are concerned, it limits their expenses to their Canadiaan
business. In the returns which are made to the government of their Canadian
expenses, no provision or proportion is included of expenses for head office manage-
ment such as would be included in similar figures and returns of the Canadian com-
panies to which this section is applied on precisely the same basis as it is herein
proposed to apply it to the foreign company. The expense to which I refer which
might not be included in the returns are such as the head office salaries, salaries of
the officers and head office staff, fees of the boards of directors, head office rents, a
large proportion, if not perhaps all in many instances, particularly in the case of
the American companies and I have no doubt as well in the British and other com-
panies, of printing, stationery, all the incidentals which are supplied from the head
office. We therefore——

Hon. Mr. Foster—Would the printing of circulars and things of that kind

used in Canada be printed there?

: Col. MacpoNALD.—] cannot say whether they print all their literature for use
in Canada at the home office of the company. It is quite possible that the practice
of companies may differ in that respect. I am of the opinion, subject to correction
in saying so, that it will be found that all or nearly all the literature of at least the
American companies is furnished direct from their home office and I think the same
is pretty true in regard to the British offices. As to that, however, I am not quite
so clear but I am clear with regard to the American offices. But under any circum-
stances the salaries of head office officials, head office employees, office rents and a
very large proportion of all these other expenses are charged through the head office
accounts and would not appear in the statement of the expenses pertaining to the
Canadian business.

I admit that in connection with some of our large branches at outstanding points
they also have, in come instances, the privilege of printing to a very limited extent,
and the purchase of stationery supplied to these branches is charged through the
Agency, so that, even in the case of our own offices our position in that respect would
be no different from the position of other companies. In dealing with the provisions
of this section there are several classes of companies which would commend themselves
to different modes of treatment. We wish to recommend a provision which will be
equally and fairly applicable to all, and I would, in passing, just say that in any
recommendation that we make or offer, we do so with the hope and the desire that we
shall be fair and just to all our competitors. We do not wish to make any recommend-
ation which will place any undue restrictions or limitations upon our foreign com-
petitors, But as the Act now stands we are to be restricted in our expenses, under
the provisions of sub-section three, while our foreign competitors would be practically
free from any such restriction, because the provisions of this section as it now stands
would not in any effective way touch them; it would leave them free to expend just
as much money in the prosecution of their business, as they have been doing in the
past from year to year, and as it is quite clear they could do in the future. In dealing
with that seetion, as I stated, there are several classes of companies which are affected
by it. There is the first ordinary company. similar to the majority of companies in
Canada, which do a level premium business on participating and non-participating
plans. We have companies which are doing exclusively a non-participating business,
under which, in conjunction with the business, they are doing other classes of business
such as industrial business and accident business. We feel, therefore, that we can-
not make any recommendation which will apply to all the several classes of companies
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equitably and justly. For example, in the case of the company that is doing entirely
a participating business, or largely a participating business, it has in its loadings a
very much larger or wider margin for expenses than a company that is confining its
business to the non-participating business only. The average loadings under the level
premium business would probably approximate in the ordinary company 22} per cent;
I think it will not be less than 20 per cent, and I doubt if it would be more than 25
per cent of the gross premium income; whereas the loadings in a company which was
doing a non-participating business only would perhaps be approximately only about
10 per cent of the total premium income of that company. There is, therefore, a very
considerable difference between the amount of the margins which would be available
for expenses in a company doing a wholly or largely a participating business, as com-
pared with one doing a non-participating business. We feel, therefore, that some
discrimination should be made. In connection with the Armstrong law in New
York State the difference between these two classes of companies was fully recognized,
and the companies doing a wholly non-participating business were relieved from the
limitations and restrictions imposed by that law insofar as their total business was
concerned, the restriction being imposed in regard to their expenses for the first year’s
business only. The recommendation, therefore, which we have to make is that this
section as it is now framed shall be applicable to the Canadian business of foreign
companies which are doing an exclusively non-participating business. In view of the
difference in the margin which they would have for expenses, that no addition, in
short, should be made to their Canadian expenses to cover the proportion of their
head office expenses, but in the case of companies which are doing a participating
business, that an addition should be made to their Canadian expenses equal to five
rer cent of the premiums on their Canadian business. We recognize fully that this
is an arbitrary provision; we have given it our most careful consideration, and we
think that the provision is a very fair one, and we think that on investigation it will
be found that the five per cent would not on the average be more than sufficient, in
fact we think it would not be sufficient to cover a proportionate amount of the head
-office expenses of some of those companies. In discussing this matter in committee
the suggestion was made that this might be covered in another way, by leaving the
matter in the discretion of the Superintendent of Insurance, who, upon investigation
of the affairs of the company might make such addition to the Canadian expenses to
cover the head office expenses as in his judgment might be fair and reasonable, We
felt, however, that this might be placing too great a responsibility upon the Superin-
tendent of Insurance, and one which he would not care to assume, and after mature
«consideration we came to the decision to recommend an addition of five per cent to
the premium income in Canada to cover the proportion of head office expenses.
There is one other feature in connection with this section to which I would refer
-and that is this: insofar as it is applicable to the business and affects the business of
companies doing an industrial business. Under the provisions of this section, 53, a
Canadian life company doing an industrial business is made subject to the provisions
of this Act. But it is not permitted to take advantage of the provision in section 42,
subsection 3, in regard to the valuation of its policies. Subsections 3 and 5 of section
42 do not apply to the business of industrial insurance, consequently the industrial
companies in Canada, while they are brought under the provisions of section 53, are
not allowed to take advantage in their valuations for expenses as in the case of other
companies. The business of industrial insurance is a very complex one, and it is ex-
eeedingly difficult to determine upon any basis, which would be fair and reasonable,
for the limitation of expenses. That was fully recognized in connection with the
Armstrong law, where the business of the industrial companies was exempted from all
‘limitations in regard to expenses. I believe that similar exceptions have been made
in this connection with the laws in some of the other states where restrictions have
-been placed upon the expenses of companies doing a life insurance business. It was
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also recognized last year in connection with the Act which was then introduced, as
the business of industrial companies was specially exempted from any limitation of
expenses under the provisions of the Act then introduced. I might say, furthermore,
that in view of the great expenses incident to the management of the industrial busi-
ness the provision that is proposed for the ordinary company would not be adequate
in the case of a company doing an industrial business. It would be impossble for
them to comply with the provisions of subsection 8. Our recommendation, therefore,
is with regard to this class of company that it should be exempted from the provisions
of this section with regard to expenses.

There is just one point I might allude to in connection with the business of cer-
tain companies who are doing a non-participating business in Canada, though I
alluded to those companies who are doing in conjunction with the non-participating
ordinary business an industrial or accident business, and they are enabled to—I am
not saying that they do it in any way unfairly—but in view of their very large indus-
trial or accident business they are able to distribute a very considerable portion of
their expenses which would otherwise have to be borne by the ordinary branch. of the
business, to the industrial or, it may be, the accident branches of these companies. It
places them in a very advantageous position in the competition for ordinary non-par-
ticipating business in Canada.

Mr. J. K. MacpoNaLD.—Mr, Chairman, passing on, and yet referring to matters
dealt with yesterday, we would like to ask your attention to section 60 of the Bill,
subsection 4. You will remember that we proposed yesterday that that subsection +
should be amended by striking out the word ‘shareholder’ in the second line, and
inserting the word ‘or’ in its place, and then striking out the words ‘or clerk
thereof.” Another point came up in connection with this, namely, the limitation to
directors. There is provision made, I came across it somewhere in the Bill, although
we were unable to find it, and the minister referred to it also, I think, yesterday that
there is a provision somewhere in the Bill permitting the borrowing on palicies.

Hon. Mr. Frenpiva.—It is not specifically so stated in the Bill, but I mentioned
that it might be inserted, that it should be added there, ;

_ Mr. MacponaLp.—We ask, in further reference to this, in addition to the changes
asked for yesterday, that the following be added to the clause:—

‘except on the security of the companies own policies.

That would leave it open for a director, for example, to borrow on his policy.

Hon. Mr. FeLping.—Or for anybody else?

Mr. MacpoNaLD.—Or anybody else—of course, there are other provisions for this,
but this is a section under which, ‘no such life company shall loan any of its funds
to any director or officer thereof,” except upon the security of the company’s own
policy, as we now propose. That is prevented by the Act as it now stands.

Hon. Mr. FieLpina.—It is not the intention—in some form or other that will be
permitted.

Mr. HexpERSON.—You asked to have it amended so that any director may borrow
on his policy. Why should it not read ‘or officer’?

Mr. MacpoNaLp.—The clause, as we have asked to have it amended, will apply
to the officer as well.

Hon. Mr. FieLpin¢.—We might put it in this way, ¢ Provided that this prohibition
shall not apply to the loaning of money in the ordinary way upon a policy.

Mr. MacpoNaLD.—That would be quite acceptable; we merely make the sugges-
tion. Then we ask your attention to section 62. You will remember .that we asked
the meaning of this, and we have further considered it with a view of trying to make
out just what, it does mean, and what it covers, but we think that it is better it should
be left with the reference already made to. it, with one suggestion, that in the second
last line the word ¢ promotion’ be struck out, and the word ‘ formation’ be substituted
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theréfor. It would read then, ¢ concerned or interested in the formation of any other
company.” Then we also suggest the words, ‘or in the construction or operation of
its works,” be struck out. We think that this would make the purpoese and objeet of
the section, so far as we understand it, clearer.

We now, sir, come to where we left off yesterday. Referring to section 85, we
suggest, or propose, that the words in the second line, ‘issued or’ be eliminated. It
will not destroy the intention in any way, but we think that these words are scarcely
necessary. I will read down to it:

85. From and after the first day of January, one thousand nine hundred
and ten, every policy issued or delivered in Canada {

We propose that the words ‘issued or’ be struck out, and it will then read:—

- —fevery policy delivered in Canada—"’

wherever it may be issued.

Then the next we would call your attention to is clause 86——

Hon. Mr. Foster.—What is your reason for that change?

Mr. MacpoNALD.—We think it is broader. It is not a question merely of the
issue in Canada, it may be issued in New York, Great Britain or anywhere, it covers
everywhere. It is the delivery of the policy, rather than the issue which guides.

The CHAIRMAN.—By making that change you shut out policies that may be issued
in Canada for delivery somewhere else.

*Mr. NesBrrT.—They do not notice that.

Mr. MacpoNAaLD.—We have to deal with some matters in that respect a little
later on. We come to clause 86 and we propose there to substitute a clause in its
place. Perhaps I should read the original clause:

86 No officer, agent, employee or servant of such life insurance company,
nor any person soliciting insurance, whether an agent of the company or not,
shall be deemed to be for any purpose whatever the agent of any person insured
in respect of any question arising out of the contract of insurance between such
person insured and the company.

We propose the following as a substitution for that clause:

86. No person soliciting insurance for such life insurance company nor any
person engaged in the business of soliciting insurance for such life insurance
company and whose compensation is payable by such company, shall be deemed
to be the agent of the person insured unless it can be proved to the court that
there was fraudulent collusion between such agent and the person insured.

We ask that substitution for the original clause.

Hon. Mr. FieLping.—Can you not define the difference for us, Mr. Macdonald—
what will clause 86 as it now stands do that you object to.

Mr. MacpoNaLD.—It is that it, so to speak, places the agent too far outside of
acting on behalf of the person who seeks the insurance. The clause as it stands
originally puts, as it were, the company out of court; we have had cases, the most
of the companies of any long experience, have had cases where there was collusion
between the agent and the person insured, and no company can do more than correct
cases of that kind, while it may punish as far as it is able to punish the agent who
has been discovered. I might say, gentlemen, in connection with this Act that there
is a tendency to make things more dificult for the companies than is absolutely
necessary and we think than is absolutely fair and we think there is couched in this
particular clause just an element of this kind.

Mr. HexpersoN.—Then your desire is to make an agent the agent of the com-
pany except in the case of collusion?

Mr. Macponarp—Precisely, that is just what we propose.

Mr. HenbersoN.—I think that is right.

Mr. MacpoNaLp.—~The next section to which we call attention is 87 in regard to
the marginal note there, we think, Mr. Chairman, that the words ¢ and misrepresenta-
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tion’ should be taken out. It implies a great deal, in fact it seems to imply a bad
character on the part of the company, and we think that should be removed.
marginal note as it stands is, ‘ Estimates and misrepresentation forbidden.

Hon. Mr. Fmroine.—You should leave out ‘and misrepresentation,” leaving it
to stand, ¢ Estimates forbidden.”

Mr. MacpoNaLD.—Yes., Then we propose that there should be added, after the
word ¢ circulated,’ that is the second word in the fourth line, the words, ¢in Canada.’

Hon. Mr. FrEpine—You want to be free to circulate them elsewhere, because, I
suppose the laws of other countries may perm1t it, is that your reason?

Mr. MacponaLD.—] was just going to give the reason. This Bill provides for
doing away with what is known as deferred dividends. Later on it will come up for
discussion that the companies are not quite in line with the views expressed in the
Bill itself. Furthermore, having regard to outside countries in which some of the com-
panies are operating, it is felt on the part of those companies that a considerable dis-
advantage will enure if they are prohibited from doing what other companies are
doing, and therefore the limitation in connection with this proposed addition of the
words ‘in Canada’ after the word ¢circulated’ in the fourth line.

May I be permitted, Mr. Chairman, to go back. There is one thing I over-
looked in connection with section 53. It has no reference to any change there, but it
is this; I intended to have stated with regard to the recommendation which has
been presented as the outcome of that special committee that sat last night, that the
British companies would like at a suitable time, to have an opportunity to say some-
thing in regard to that particular limit. They have communicated with their head
offices, and they are expecting cable communications with directions at any time,
and while it was proposed that they might present their views just now while this is
before the committee, at their own request they preferred I should make the state-
ment I am now making, and that they should have an opportunity to present their
views when fuller instructions from the head office have been received.

Coming now to section 88 I have no hesitation in saying on the part of the com-
panies that they hail with very great satisfaction the introduction of a clause such as
this. The rebate nuisance, as we may call it, has been a real nuisance and a great
menace to the best interests of life insurance in Canada, both for the companies and
the policyholders themselves.

Mr. Epwarps (Frontenac).—In what way will rebating affect the companies ?

Mr. MacpoNaLp.—The rebate is this. The insurance companies try to fix the
premiums at the cost with a margin of profit just as the merchant would ascertain
the price of dry goods or anything else. It simply means that if you are going to
rebate to the individual insuring his life, you are selling him goods at less than cost,
so that in that way he is not paying for what he is buying. In other words the com-
pany that is practicing rebating is buying the business of insurance instead of selling
it. You can easily see that if a part of the premium is given away to the individual
then somebody has got to suffer. The policyholder generally may suffer, because one
man may get a rebate and another man does not get a rebate. An agent does not
give a rebate unless he is compelled to do it by circumstances. But the agent who
has fallen into the habit of rebating is placed in this position that half a loaf is
better than no bread and he reasons ‘I had better give away a half of what T am
allowed for securing this risk than lose the whole” You are robbing the agent of his
proper remuneration, and you are giving one man goods at one price and another
man goods at a higher price, and the result must be disturbing to the real interests of
the company as a whole and to the policy holders as a whole.

Mr. Epwarps.—If I may be permitted, the situation as I understand it is that a
company makes a certain arrangement with its agents whereby the agent receives
40 or 50 per cent, we will say of the first premium for getting in the business. I can-
not see where it affects the company, the net result so far as the premium is con-
cerned seems to me to be the same to the company. Here is a premium, we will say,
of $100, which the person getting insured will have to pay; of that amount $50 goes
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to the company and $50 on a percentage basis goes to the agent. Now where does it
affect the company? The net result to the company is just the same. This provi-
sion hampers the agent and forces him to make a criminal of himself, for if he vio-
lates the Act he becomes a criminal under the Act, and also it denies to the person
getting insured the right to make a bargain. If it is left to the agent, and in order
to write the policy he hands $20 back to the person getting insured, surely the person
who is insured gets the benefit of that rebate and the company gets the same benefit
as if that $100 were paid in full, so where does it affect the company?

Mr. NesBrirr.—Unless the gentlemen have some amendment to offer I would
suggest that we pass on to the consideration of the other suggestions from the other
association. We can argue that out in the committee later.

Mr. MacpoNaLp.—We ask in regard to section 88 an amendment in the first line,
it is the same amendment that we proposed last year:

88. No such life insurance company shall make or permit any distinction

or discrimination in favour of individuals 2

We ask that there be inserted after the word ‘shall’ in the first line the words
‘as an inducement to insure.

Mr. Roy (Montmagny).—Why do you ask that?

Mr. MacpoNaLD.—Because the rebate is given with the view of securing insur-
ance, and it is a question whether there are certain things which a company might do
in the interests of humanity and which they might not be able to do unless this
were so safeguarded in connection with the initial proceedings that would act injuri-
ously to some cases. This is very wide. Suppose, for example, that there were
certain reasons, why, perhaps, through conditions of suffering on the part of some
persons holding a policy a company might be willing in the interests of the individual
and owing to the particular features of the case, to give, we will say, a larger surren-
der value than is set out in the policy itself, or that could be claimed by the applicant
this clause as it now stands, without amendment of that kind would we think undoubt-
edly prevent the company from meeting an extraordinary case of the kind I refer to.
That is the sole reason, with no other, for proposing this amendment. '

Hon. Mr. FieLpine.—But if insurance has, as you say, its exact value, how can
you make this distinction by giving out of your generosity a larger share than
somebody else receives—that is if insurance is a science and has an absolute value.

Mr. MacpoNaLp.—It is at the time of the surrender that this would take place
and would not enter into consideration as an inducement to insure, the policy may
have been in force for ten years, and there may be circumstances of extreme poverty,
accident, or various reasons of that kind why the directors, who are human beings
and who have hearts that may be touched by circumstances, and who in such case
may stretch the rule, by giving a larger consideration in the surrender for the policy
than what they would allow if they followed the rules.

Hon. Mr. FieLpine.—The presumption is that you give under your scale exactly
what you can afford, and if you give one person more than he is entitled to you are
giving it at somebody else’s cost. In other words, is it your business to be charitable
and generous?

Mr. MacpoNarLp.—We do not want to be hard hearted. Corporations are said to
be heartless, but I do not think life insurance companies are. They are an excep-
tion to the rule.

_ Mr. NEesBirr.—I think that gentleman’s argument is very bad, but at tht same
time it is only a suggestion and we will have to consider it.

Mr. MacpoNaLp.—Well, the responsibility will have to rest upon parliament.

Section 90 is as follows:—

90. Except as herein provided, every siuch life insurance company, in its special

Act or elsewhere to the contrary notwithstanding shall provide in every participat-
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ing poliey, issued or delivered in Canada, on or after the first day of January,
one thousand nine hundred and ten, that the proportion of the surplus aceruing
upon such policy shall be ascertained and distributed at intervals not greater
than quinquennially.

- It is proposed that this be amended—of course this brings up the particular ques-
tion of the continuance or discontinuance of deferred dividend policies. I suppose if,
would be in order to say something about that question. I might say that there is
some slight difference of opinion in regard to the deferred dividend policy, but that
the weight of the views of the Life Officers Association is in favour of the continuance
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admitted, but it meets a class of insurers who would be to some extent shut out from
the benefits of insurance if discontinued. And it is a kind of insurance, that, whether
the result of education or otherwise I am not prepared to say—but it is the kind of
insurance that is particularly popular with parties seeking insurance upon their lives.
Then it would seem at least reasonable that where the company is operating in this
class of business outside of Canada, where business of this kind is carried on, they
ghould not be prohibited from entering that same field of competition on equal grounds
with the other companies against which they are competing. It may be quite right
that these profits shall be ascertained quinquennially and in the substitute clause which
we will propose to clause 92 it will provide for the ascertaining of this surplus quin-
quennially—TI suppose I may assume that all the members of the committee understand
what is meant by deferred dividend policies—but I may perhaps, in order that there
may be no misunderstanding, refer to it briefly. A deferred dividend policy is one
where the surplus arising and accruing to the various policies shall only be applicable
on the particular date fixed at the time the insurance is entered upon, and on condition
that at that particular time the policy is duly in force. A very common deferred
dividend policy is what is known as the twenty year dividend policy, and those who
enter into that class of business agree that they shall share the entire surplus of their
class on arriving at the particular age, and the particular day, and those who are living
on that particular day shall reap the entire profits or surplus. So that in the interval
you may ascertain at the end of each five years what surplus you have applicable to
that class, but if you attempt to apply that to any particular policy then in existence
you will see that it is only applicable to that policy contingently for the simple reason
that you do not know whether or not that policy is going to be in existence and duly
in force fifteen years later. Now one of the points is the ascertaining of the surplus
quinquennially and allotting in the first place contingently to the various policies, but
for the reason mentioned it can only be contingently and the final allotment when the
fixed period has been actually reached, and only then can you make it a fixed liability.
Now at present carrying forward merely as an unapplied surplus, so that if that were
done it would do away with what is supposed to have been in the state of New York
a source of evil, and which led to practices that brought about the changes in the law.
In other words that there was a large accumulation of so-called ¢ surplus’ out of which
extravagant prices could be paid for business and that led to those changes in the law
as a result of the investigations that took place in the state of New York some years
ago. We therefore ask that section 90 be eliminated and that the company be free
to carry on deferred dividend policies.

Mr. Nessrrr.—You do, of course, allow the assured to take the quinquennial
distribution if he wants to.

Mr. MacponaLp.—Oh, yes, of course that is a matter of choice. These deferred
dividend policies, whether the result of education or otherwise, are exceedingly
popular, and the very large majority of insurers choose that plan.

With elause 91 we have no objection. You will observe that if clause 90 were
retained that clause 91 might be so read as to mean an annual distribution of profits
or surplus. That I believe is not the intention, it simply, I take it, refers to each
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company, or makes it obligatory on each company, to ascertain each year’s results
as at the end of its year. I take it that is really what 91 means. But if taken with
the other it might imply annual dividends.
" Section 92 reads:
92. Except in the case of a term or an industrial policy, the share of surplus

so ascertained in the case of a policy issued on or after the first day of January
one thousand nine hundred and ten, shall

Now, we suggest that in the second line the words ¢so ascertained in the case of ’
be struck out, and the following words be inserted in lieu thereof, ¢ allotted to any.’
The section would then read:

Except in the case of a term or an industrial policy, the share of surplus
allotted to any policy issued on or after——

At the close of that section, we also propose in the second last line the insertion
of the following words, after the word ‘shall’—perhaps to get the sense of it it is
only fair that that section should be read. I will read it then as we propose to amend
it

Except in the case of a term or an industrial policy, the share of surplus
allotted to any policy issued on or after the first day of January one thousand
nine hundred and ten shall, at the option of the holder of the policy, be payable
in cash, or be applicable to the payment of any premium or premiums upon said
policy or to the purchase of a paid-up addition thereto; and in the case of a term
policy shall, at the holder’s option, be payable in cash, or be applicable to the

payment of premiums: Provided, however, that the option of the holder of a

policy once exercised shall remain in force during the whole existence of the

policy.

In order to provide for a possible change if the individual policyholder desires it,
and the company has no objection to it, we propose that there shall be inserted after
the word ‘shall” in the second last line, the words ‘except with the consent of the
company.” It would then read:

Provided, however, that the option of a holder of a policy once exercised

shall, except with the consent of the company, remain in force during the whole
existence of the policy.

Mr. HexpersoN.—You give the company the right to say, but you refuse it to
the policyholder ?

Mr. MacpoNarp.—No, sir, just the opposite. The policyholder has the right, but
this clause ties him down to the selection he makes when he first exercises his choice.
So that that can never be changed. Now what we provide for is that if he wants to
change, for example, suppose a policyholder says, ‘T want it by way of addition to my
policy,” and subsequently he wants to change that and says, ‘I want to take the cash.
At present he cannot change it but this makes provision that if he wants to make
the change he may, with the consent of the company, do so.

The CuarMAN.—~You might be willing to say that it might be done by mutual
agreement ?

Mr. FierpiNe.—As a piece of drafting the wording is not well chosen, but we may
pass on.

Mr. MacpoNaLp.—The next clause is 93, to which we propose a substitute clause.
Perhaps I should read the original clause first:—

93. Such company shall in all cases require the holder of the policy to elc?ct
in which manner the said dividends shall be applied by mailing a written notice
to him at his last known residence, of the amount of the said dividends and the
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options available as aforesaid; and in case the holder shall fail ‘tanterests of \‘eoi’n-,
pany in writing of his election within three months after the dwoss edeétmail-
ing of the said notice, the surplus shall be applied by the company, in the case
of a term or industrial policy, in payment of any premium or premiums upon
the policy, and in the case of other policies to the purchase of a paid-up addition
to the sum insured.

We propose the following substitute clause:—

Such company shall in all cases where the insured has not elected in his
application in which manner the dividends shall be applied, mail to him at his
last known address a written notice of the amount of the said dividends and the
options available as aforesaid; and in case the holder shall fail to notify the com-
pany in writing of his election within three months after the date of the mailing
of said notice, the surplus shall be applied by the company in the case of a term
or industrial policy in payment of any premium or premiums upon the policy,
and in the case of other policies to the purchase of a paid-up addition to the sum
assured.

In my own case, and in all cases I may say, the election at the very outset of
the transaction is desired, and it is the practice of some companies in the application
itself to ask for this decision, and in the majority of companies the man has decided
when he has entered upon the transaction of the business. Then you will observe
that the substitute clause provides for such cases and that communications shall
be sent to those who have not so decided. In other words, there is no difference prac-
tically between the original and this.

on. Mr. FieLpinc.—You want the election and the agreement made at the time
of application.

Mr. MacpoNaLD.—Yes, practically that is all, and to save ourselves the trouble
of sending to him every option again. I take it that in one company in all proba-
bility 75 per cent have made election on the application—Is mnot that correct. Mr.

-Hilliard ?

Mr. Hizriarp.—In our company every one without a single exception has decided
on application. ;

Mr. MacpoNaLp.—There is an illustration; in the case of the Dominion Life it is
decided in the application and hence we provide for it in the substitute clause. If
the insured wants to change this afterwards he and the company can agree as pro-
vided for in that change in section 92.

Mr. “Henperson.—Heretofore I think it has been entirely at the election of the
policyholder without reference to the company?

Mr. MacpoNaLD.—No, sir.

Mr. HexpersoN.—In practice I think that has been the case.

Mr. MaoponaLp.—That is to say at the first he has one decision in that respect
as a guide for the future. I think that has been the practice of every company, of
every Canadian company at any rate; I do not think that the British companies
follow out that practice, but I do not think there is a single Canadian company that
varies from the practice and rule,

Then we propose to add a sub-section to section 93. This proposed addition to
section 93 is in relation to both section 92 and 93 and hence we propose that it
shall come after 93. Bearing in mind what I have already said as to the desire of
the company to be at liberty to continue the deferred dividend class of business this
sub-section is proposed and it is proposed to be sub-section 2 of section 93:—

Section 92 and 93 shall not apply to deferred dividend policies.

That is the proposed sub-section. Then we come to section 94 and we propose for
that a substitute clause. I suppose I will have to read the original clause first: —

94, From and after the first day of January, one thousand nine hundred and

ten, every such company shall, in respect of all participating policies, issued and

in force in Canada on the said first day of January one thousand nine hundred
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oF the ?nd ?i‘iﬁh' provides for the distribution of surplus or profits at less frequent
. < ofhgr it mighn quinquennially, and known as deferred dividend policies, on the
thirty-first day of December in each year, or so soon thereafter as may be practi-
cable, ascertain and apportion quinquennially, reckoning from the date of the
policies, to each class thereof, the share in such surplus or profit to which such
class is equitably entitled, and the total sum of the shares so ascertained and
apportioned shall, like the reserve or re-insurance fund, be and constitute a lia-
bility of the company, and shall be charged and carried in its accounts accord-
ingly until the same shall have been actually distributed and paid to the policy-
Lolders entitled thereto. ' '

The following is the substitute clause:—

94. From and after the first day of January one thousand nine hundred and
ten every such company shall in respect of all participating policies issued there-
after in Canada, which provide for the distribution of surplus or profits at less
frequent intervals than quinquennially, ascertain and contingently apportion at
least once in each five years to each of such policies the share in such surplus or
profits to which the same is contingently entitled, under the regulations of the
company, but such contingent apportionment shall not constitute a liability of
the company. : ;
That is the substitute clause, and you will observe that it deals with the points

that I referred to when we were discussing section 90. It asks here that this be not
made a liability, only contingently sent apart to the different policies in the various
classes constituting the whole class of deferred dividend policies. I mighty Mr.
Chairman, refer to a discussion of this matter that took place last year when it was
up, and when it was shown that these profits could not be absolutely set apart to any
particular policy. It was then argued, ‘ Could it not be possible to have it in such
shape that the policyholder might ascertain and know what was contingently set
apart.” This provision for the setting apart would enable the companies to meet that
view so that a man or woman might know contingently just what in the meantime
had been set apart in their class.

Hon. Mr. FierpiNng.—Mr. Macdonald, you either owe the money or you do not;
which is it?

Mr. MacpoNALD.—The money is owed.

Hon. Mr. Fierpine.—Then if it is owed it is a liability.

Mr. HenpersoN.—When does a debt become a liability?

Mr. MacponALD.—To the individual it becomes a liability when it is due to him,
it can only become a liability to the individual when he is entitled to receive it and
he is only entitled to receive it when he has reached a particular age, in a particular
month in a particular year. Here is an agreement between him and the policy that
he is not entitled to anything beyond the fact that a percentage of the profits will
come to him if he is living at that particular time.

Mr. Nessrrr.—That applies to a deferred dividend policy?

Mr. MacpoNaLD.—Yes. Section 95 is one that deals with suits by policyholders
against the company, it reads as follows:

95. Any suit, action or proceedings deemed necessary in the interest of the
policyholders of any company licensed under this Act, or of any class of such
policyholders, may with the consent of the superintendent be instituted in any
court of competent jurisdiction on behalf of such policyholders, by the Attorney-
General of Canada, against the company or the directors, trustees or other officers
thereof, and any judgment recovered in any such suit, action or proceeding,
whether for an accounting or for any sum of money, shall enure and be applied
for the benefit of such policyholders or class thereof.

We propose the following substitute clause:

=
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95. Any suit, action or proceeding deemed necessary in the interests of the
policyholders of any company licensed under this Act, or of any class of such
policyholders, and which may by law belong to such policyholders against the com-
pany or against the directors, or against the trustees, or other officers thereof,
may with the consent of the superintendent be instituted in any court of com-
petent jurisdiction on behalf of such policyholders by the Attorney General of
(Canada, against the company or the directors, trustees or other officers thereof
as the case may be, and any judgment recovered in any such suit, action o1
proceeding, whether for an accounting or for any sum of money, shall enure
and be applied for the benefit of such policyholders or class thereof: Provided,
however, that the court shall not give a hearing until security for costs for such
amount as the judge shall think reasonable shall be given, and until a prima
facie case shall also be established to the satisfaction of the judge.

We do not hestitate to say that we think that the provisions of this clause 95 as
it stands are dangerous and ought not to be placed on the statute book of the country.
We know that some people are too fond of law and are ready to run into it. We
therefore seek to amend this clause in such a way that there shall be a prima facie
case before the superintendent shall have the right which is given him in this clause
to encourage the going on with the suit. Therefore the changes that we make, as
you will observe, come in after the word policyholder” What we propose in the
first instance in the amendment, ‘ and which may by law belong to such policyholders
against the company or against the directors or against the trustees, or other officers
thereof.

Hon. Mr. Fieping.—I do not quite gather the meaning of the word ¢ which’ there.
I do not see what it means.

Mr. MacpoNaLD.— Any suit, action or proceeding’ and then it goes on ‘of such
policyholders > and there we bring in our amendment.

Hon. Mr. FreLping.—But what does ¢ which’ mean? Does it mean the action or
suit or what? You say ¢ which may by law belong.’

Mr. MacponaLp.—That is to say the right to bring this action.

Hon. Mr. Fierping.—That is a question which the courts may determine—that
a man has the right to bring the action.

Mr. MacpoNaLD.—What we provide there for is that a prima facie case may be
made out.

Mr. HexpErsoN.—Which is not in the Aect of course?

Mr. MacpoNALD.—You know it is a very dangerous thing indeed, take in the case
of one company represented here with its 80,000 policyholders distributed over this
country and over other countries of the world, and every other company has its thou-
sands and tens of thousands of policyholders distributed in the same way; you know
that some people do not hesitate to rush into law and it is the easiest thing in the
world to bring charges and make insinuations. This clause as it stands we look upon
as an encouragement to bring action that may be frivolous and vexatious. We think
that while they should have the right to do so, that right should be so safeguarded
that companies will be protected against mere frivolous and vexatious proceedings.

Hon. Mr. FieLpiNna.—You have three safeguards, first the consent of the superin-
tendent must be obtained for any such action—he is a very reasonable man, and then
after that you may have the Attorney General of Canada—these are two safeguards.

Mr. MacpoNALD.—In that connection, while we value and appreciate the present
Superintendant of Insurance——

Hon. Mr. FieLpine.—Y ou cannot discuss it from that point of view; it is the office,
not the man.

Mr. MacpoNaLD.—No, it is the office that we speak of.

Hon. Mr. Fierping.—Certainly, it is the office, not the man.
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Mr. MacpoNaLp.—We think it is putting too much power in the hands of the
superintendent.

Hon. Mr. FieLpinc.—Even then he is subject to the Attorney General of Canada.

Mr. MacpoNaLp.—We think that the Attorney General will act upon the advice of
the superintendent.

Hon. Mr. FieLping.—That does not follow.

Mr. MacpoNaLp.—It is simply that the policyholder may be able, if he has the per-
mission of the Superintendent of Insurance to do it, bring his action.

Hon. Mr. Fierpine.—What additional check will you put on it?

Mr. MacpoNaLp.—The additional check is that somebody shall say that in law
he has the right to bring the action.

Hon. Mr. FieLping.—Who can say it?

Mr. MacponaLp.—The Attorney General can say it, if you put the obligation
upon him to do it. Then, furthermore, we want this that after the Attorney General—
this question was discussed at very considerable length last year—when an action is
brought who is to pay the costs of that action? The Attorney General will, T suppose
hardly take charge of the suit. He may grant a fiat and put it in the hands of some
other solicitor, and you may find an action or actions brought against companies, and
when you have come to trial the man who brings the action, and who ought to be made
responsible for the costs is not worth the cost of the company and the company after
all will have to meet that obligation although it does not belong to them to do so.
I think it is only reasonable that the party bringing the action should be required to
give such security for costs as the judge shall think proper and that he should be re-
quired to establish a prima facie case.

Hon. Mr. FieLping.—Do you ask that security shall be given for costs, or that
it shall be in the discretion of the court to order it, which?

Mr. MacponaLp.—We ask that it be made obligatory.

Hon. Mr. FieLping.—But you do not leave it to the judgment of ‘the court here

Mr. MacpoNALD.—I think that might be left to the discretion of the court pro-
vided that a prima facie case shall be established to the satisfaction of the judge.
If a prima facie case is established then the man has a grievance, and it would only
seem reasonable that his poverty should not shut him’out from his right of action in
a case of that kind.

We pass on, then, to section 96, which is as follows:

96. On and after the first day of January, one thousand nine hundred and
ten, no life insurance shall be issued or delivered by any company licensed under
this Act until a copy of the form thereof has been filed at least thirty days with
the superintendent; nor if the superintendent notifies the company within said
thirty days that in his opinion the form of such policy does not agree with the
requirements of this Aect, or that it is on other grounds objectionable, specify-
ing his reasons for his opinion; nor shall any policy of life insurance, except
policies of industrial insurance under which the premiums are payable monthly or
oftener, be so issued or delivered by any company unless it contain in substance
the following provisions:—

Now, we propose a substitute clause. We think, sir, that the general trend of
this bill is altogether too paternal; that the companies are not so lacking in experi-
ence or in that knowledge or information that is necessary for the conduct of their
business as would seem to be implied by the provisions of this Act, and this is one
of them. We propose as follows: '

96. On and after the first day of January, one thousand nine hundred and
ten, no policy of life insurance shall be issued or delivered in Canada by any
company licensed under this Act unless it contain in substance the following
provisions: 2
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What we propose is that instead of submitting these things to the Insurance

_ Department for its consideration and endorsation, a procedure which will interfere
- with the business of the companies, that as it is possible to safeguard every interest

by the more general provisions which we propose in this substitute section, namely:
That no policy of life insurance shall be issued or delivered in Canada by any com-
pany licensed under this Act unless it contains in substance the following provisions.

Hon. Mr. FLpine.—Have you the same* provisions, or do you leave it to his

: judgment

Mr. MacpoNaLD.—No, what we propose is as put .in this substitute section.

Hon. Mr. Fiepine.—The policies must contain the substance of those provisions.

Mr. MacpoNaLp.—Yes, the substance; that they shall be in keeping in general
with the substance.

Hon. Mr. FieLpina.—You take out the requirements to submit them to the super-
intendent, that is the essential difference? i

Mr. MacpoNALD.—Yes, that is the essential difference. You will observe that the
Act provides that they shall be submitted to the Superintendent of Insurance, and he

" has thirty days in which to pass upon them before which the company may hear any

thing from him. Supposing that a case arises that may be peculiar, and the company
may want to deal with it immediately; till the end of thirty days the company is tied
up by the provisions of this section of the Bill, while under a provision, such as we

. propose, that these general conditions shall be contained in the policy, every good

purpose is served and the company’s hands are not tied. Then at the end of sub-
section (b) of the same section we suggest that the word ¢ responsible > shall be deleted,
and the words ‘duly authorized’ inserted in lieu thereof, so that it would read:
‘ engaging in military or naval service in time of war without the consent in writing
of a duly authorized officer of the company.” It reads now ¢ non-payment of premiums
and for engaging in military or naval service in time of war without the consent in
writing of a responsible officer of the company;’ we think, Mr. Chairman, that the
word ‘ responsible’ is altogether too indefinite, and therefore we ask that it be deleted
and that there be substituted in lieu thereof the words ¢ duly authorized.’

Mr. Periey.—In this connection I would like to ask a question. This section
speaks of engaging in military or naval service in time of war; now what about the
Canadian militia? If we had a war with any country, a militiaman would have no
time to get permission from anybody who would be able to give permission to him
to engage in the war. If called out he would have to go at once.

Mr. MacpoNALD.—My own company has always provided for it, and I think gener-
ally there is a provision in the policy covering a certain time, so that supposing he is
called out suddenly he is protected.

Mr. PerLEY.—But it is not in this Act.

Mr. MacpoNALD.—L do not know whether under this Aect it is provided for or not,
but I know that under the provisions of the policy he is protected for a reasonable
time, and within that time he has to come to us, that is the company, because there
is not the shadow of doubt that there has to be an increase in the premium paid for
war service. That was done in the case of the South African war.

Mr. PerLey.—Do you not think there ought to be something in this Act provid-
ing that in the case of a war a policyholder can go out and serve in the militia without
any permission from the company? That is that there should be some provision that
he should have the right to go, but that he should of course pay the increased pre-
mium. It seems to me that in the case of actual war the present provision would not
answer at all.

Mr. MacpoxaLp.—In reply to Mr. Perley I would say that war as a rule does not
come on in a day; it is usually after negotiations have taken place and after certain

~ things have taken place. It may be a matter most likely of months, it is not a matter

14131—2
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of a few days, and is it not unreasonable to put the company in the position with
regard to the individual policyholders which this clause puts it ?

Hon. Mr. FieLpixg.—The soldier may be called out suddenly. There may be
negotiations in which he has no part, but there may come a moment when things
begin for him, and he will have no time to go to the company and negotiate.

Mr. Macpoxarp.—If he is called out, if for example we will suppose such a
thing as we hope will never occur, that difficulties will arise between the United States
and Canada and our militia will have to be called out. It must be anticipated that if a
war of that kind should take place that not only the militiaman, but every man ecap-
able of bearing arms in the country would have to hold himself in readiness for such
a struggle. But you must remember that while we honour the man who shoulders
his musket or his rifle, or buckles on his sword, as they did in the case of the South
African war, that these form a very small percentage of the policyholders of the
company, and while we honour them as the defenders of our country’s honour, we
must remember our obligations to the 95 per cent of our poliecyholders who do not go
forth to war.

Mr. Nespirr.—But in the case you have cited of trouble with the United States
there would be 95 per cent who would go. You change the boot on to the other foot
in that case.

Mr. MacpoNALD.—You mean here in Canada?

Mr. NeseriT.—Yes, in the case we were attacked.

Mr. Macpoxarp.—And where would our life insurance companies be in such case?

Mr. NesBirr.— Bust’ up most likely.

Mr. PerLEy.—It seems to me there would be no objection of course to paying a
larger premium but the objection is to the polieyholder being put in the position that
he should have to come to you to get your permissin to serve.

Mr. Macooxatp.—That is not asked for. They are allowed under our policies to
serve for a certain time during which he may give notice and the company fix the
extra premium to be paid.

Mr. Perrev.—I am talking about the provisions of the Aect, not your policies.
There might be several weeks or months elapse during which there is talk about war,
and all the militiamen in the country if they want to be prepared to answer the call
would have to write to you beforehand and get your permission before they could serve
at all.

Hon. Mr. Fmerpine.—You say your company provides for that so that the man
should not have to come to the company to get consent to military service—he might
fairly be asked to pay an additional premium.

Mr. MacpoNarp.—How is the company to know that a particular policyholder
is going to war?

Hon. Mr. Fiepixa.—He would not have to make application for your consent,
but he would have to pay the money.

Mr. MacpoxaLp.—It is not a question of consent at all, he has the right to go;
however, T am not quite sure how far we go, but with some policies it is provided that
he shall not pay extra while in Canada.

Hon. Mr. Fieroive.—And Mr. Perley points out the difficulty is that it depends
altogether upon your consent being. obtained.

Mr. MacpoxaLp.—No, I do not think it should. I do not know about the policies
of other companies, but T think the policies of most of the companies recognize that
he is not a free agent actually, but our policy does provide that he is protected for
a certain time and it is then the time comes to fix the extra premium applicable to
that particular case. Let me mention this fact, take the Crimean war, with which the
British companies had to deal; of course they had no statistics upon which to go and

" they had to grope in the matter in order to fix the extra rate commensurate with their
risk which they had to run on the lives of those going out. This went from one scale
to another until it eventually landed at 11 per cent upon the amount insured. So
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~ that you see that was a very heavy charge. So far as a provision of that kind, such
- as referred to by Mr. Perley for inserting some suitable words to meet the case here is
~ concerned I would not have the slightest objection to it.

i Mr. PerrEy.—Is there any recognized extra premium that is supposed to be charge-
- able in case of war risk? Ts there any such known recognized scale?

‘ Mr. MacpoNaLp.—No, there is no recognized charge generally. For example what
. was: done, if T remember rightly in the case of those going to South Africa on the
/ (Canadian contingent was, that the representatives of the various companies got
- together and talked the matter over and came to a conclusion as to the rate to be
~ charged.

i Mr. Perrey.—What was the rate?

Mr. Macpoxarp.—I do not remember—it varied from $25 to $50 per thousand.
Hon. Mr. Foster—The trouble is you would not know to what country our men
. might be sent. They might be sent to India or to our own border.

' Mr. MacpoxaLp.—Yes, of course there are various contingencies which the com-
panies would have to take into consideration and which would have to be provided
for in the rate fixed.

Hon. Mr. FeLping.—A provision might be inserted that the man would get the
benefit of his policy, but that he should be required to pay such extra amount as may
be decided by competent authorities to be fair.

Mr. Macpoxatp.—There again I think you are making a very dangerous excep-
tion. ¢ Competent authority’ is*a very doubtful individual. Who is a competent
authority? It is the company that is the competent authority in that case, they gather
together all the information they can obtain in relation to these matters, and they are
best able to judge.

Hon. Mr. Fierpiva.—If they like to do it by charging a very high rate they could
freeze out a lot of people. /

Mr. Macponarp.—They could do it, but has it ever been done?

Hon. Mr. Fieroixe.—That is hardly necessary.

Mr. MacpoNatp.—That suggestion is made, it is an unusual one and perhaps
not overly moral, because I think any action of that kind on the part of the company
would be absolutely immoral. When a suggestion of that kind is made all we can
say is, take the experience of 100 years on the part of life companies of Great Britain,
and has it ever been done.

Hon. Mr. Foster.—Could a company afford to do it?

Mr. MacpoxarLp.—No, no company could afford to do it, therefore I take it that
the companies would not object to do it, therefore I take it that the companies would
not object to any reasonable provision under the Aé¢t to cover that point. It is for
you to make them do it.

Mr. Periey.—TI am told that some companies allow men to go to war without
the payment of any extra premium at all.

Mr. Macponarp.—I have stated that, Mr. Perley—when'engaged in the defence
of Canada.

In regard then to Clause 96, and what has been proposed, that the words ¢duly
authorized’ be inserted in sub-section (b), the question has come up'and has been
discussed, ‘who is an officer of the company?’ A motion was brought forward in
regard to this with a view to defining the term ‘officer’. I think that will have to
go back in the interpretation clause so as to cover what is meant by the word. What
was agreed upon was that the word ‘officer’ means the ‘ manager, secretary, actuary
and treasurer, together with any other persons designated as officers by or in any by-
law of the company’. We felt that the term was scarcely defined, and after some
discussion what I have read was adopted at the meeting yesterday afternoon.

Hon. Mr. FieLpinae.—You want that inserted as a sub-section here?

Mr. MacpoNaLp.—No, we.would prefer to have it put in the interpretation clause if
it commends itself.
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With regard to section 96 (c), that section reads as follows:

(¢) That the 'policy and the endorsement thereon shall constitute the entire
contract between the parties and that all statements made by the insured shall,
in the absence of fraud, be deemed representations and not warranties and that
no such statement shall be used in defence to a claim under the policy unless it
is contained in a written application and a copy of such application shall be
endorsed upon or attached to the policy when issued;

“We would like to ask, is it the intention that this part of the clause, sub-section
(¢), shall be printed in the policy itself. We have already suggested in the first or
main section of this clause that such parts of it as are material shall be included.
Can you answer that question? TIs it the purpose that this shall be included in the
policy ? 3

Hon. Mr. FieLping.—The words of the clause are that it must be in' substance.
Tt does not absolutely require that these very words should go in. '

Mr. Macpon

Hon. Mr. FieLpine.—You will find that the same words are used in the bill, ¢ unless
it contains in substance the following prov1s10ns It will either have to have that
exact clause or the substance of it. :

Mr. Macponarp.—What we would suggest in regard to that is as follows: In
the third last line, after the word ¢ application,” the 43rd line of the bill as it stands,
we propose to have inserted there,

Or such parts thereof as are deemed material to the contract.

In other words, that anything in the application that would appear to be material
should be endorsed upon or attached to the policy when issued. Of course if it is
there, it would be subject to the judge’s ruling as to whether it was material or not
only put in what is material, or is considered material to the contract. For reasons
we think it is better to have the material parts put in rather than a copy of the entire
application and the medical examiner’s report. Family history and various other
things are entered in that report sometimes. That would read then, sir, if that were
approwed beginning after the word ‘warranties’ ‘and that no such statement shall
be used in defence to a claim under the policy unless it is contained in a written,
application, or such parts thereof as are deemed material to the contract, and a copy
of such application shall be endorsed upon or attached to the policy when issued.’

Then we come down to sub-section (e) of that same section, which is:

(e) That the policy shall participate in the surplus of the company at inter-
vals of not greater than five years, reckoning from the date of the policy.

Of course we ask that that be struck out in order that the Bill may be consistent .
with what we have already asked for with regard to the right to continue the issue
of deferred dividend policies. If that is conceded then this, of necessity, requires to
come out.

Then we also ask in regard to sub-section (f), which is:

(f) a complete copy of the by-laws of the company relating to surrenders
values or a synopsis of the same containing all material portions thereof

We ask that that be struck out. We can hardly think that it can be contemplated
that ‘by-laws’ should be inserted here.  Nearly every policy that is issued now
contains all the information regarding surrender values and other privileges that are
given, and surely it cannot be contended that it is necessary that the by-laws shall be
printed upon the policy, making the policy more cumbersome certainly than is
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necessary. One of the objects of the modern contract is clearness and simplicity,
 and we think that it is wholly unnecessary to depart from that simplicity and clear-
- ness that all the companies have been aiming'at attaining, and to which they have in
~ a very large measure attained by the exclusion or setting out upon the policies of
 what is proposed here. We ask that it be struck out.

8 Mr. NesBirT.—You say that a synopsis containing the material portions should
| be struck out?

Mr. MacpoNaLD.—Yes, that is covered by what is inserted in the policies now.
Then we come to (g):

(g) The option to surrender values, paid-up insurance or extended insurance
to which the policyholder is entitled in the event of default in a premium payment
after three full annual premiums shall have been paid——

We are of the opinion that this is perhaps rather wide and we propose the follow-

ing substitution :
Such option as to cash surrender value, or paid-up insurance or extended
insurance to which the policyholder may become entitled in the event of default
in a premium payment after three full annual premiums shall have been paid

As it is in the Act it would seem to mean that a policyholder was entitled to all
three. Now what we propose is-that it is the particular surrender consideration to
which he may become entitled under the provisions of the contract into which he has
entered. '

Hon. Mr. Fierpine.—The word ¢ or’ there makes it quite clear that it is not the
whole of the three, ¢ the options as to surrender values, paid-up insurance, or extended
insurance.” That cannot mean the whole three.

Mr. MacpoNaLp.—Yes, but it means this, Mr. Minister, that it would mean that
all of these would have to be put into the policy. It is not necessary that all this
should go into every policy, because there are some policies that are restricted to one
and others to two, and still another to three options. Our request meets a case of tnat
kind. :

Mr. NesBrrr.—Why should not all three go in?

Mr. MacpoNaLp.—Because the contract does not provide for it.

Mr. NesBirr.—But why should it not?

Mr. MacpoNaLp.—Because the contract entered into does not provide for it.
Take for example a sub-standard life, that is to say a life that is not first class.

Mr. NesBrrr.—I know what you mean.

Mr. MacpoxaLp.—Now, why should that life become entitled to the benefits of
extended insurance? We have, of necessity, to exclude that life from the benefits
cf extended insurance because that impaired life might come in at the end of the
third year, or the fourth year and claim the benefits of extended insurance to the
less of the other policyholders who are of a class higher than that of the sub-standard.

We now come to 96 (h): '

(h) That after three full annual prémiums or their equivalent half-yearly
or quarterly premiums have been paid on a policy the company shall loan on the
sole security thereof at a rate of interest not exceeding six per cent a sum not
ceeding ninety-five per cent of the surrender value of such policy less any indebt-
edness to the company in respect thereof; such policy being first assigned to the
company by a proper and sufficient assignment executed by all proper parties:
Provided, however, that such loan may at the option of the company be deferred
for a period not exceeding three months from the time the polieyholder applies
therefor;
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We propose to substitute a clause for that which is as follows:

If any loan values be stated in the policy then after payment of three full
annual premiums the holder of the policy shall, upon executing a legally valid
first charge or assignment thereof to the company on the company’s form, and
depositing the policy with the company, be entitled to borrow of the company on
the security of the policy, a sum, as stated in the policy as its loan value, less any
indebtedness to the company at a rate of interest not exceeding six per cent per
annum which may be made payable in advance, provided that such loan may be
deferred by the company for a period not exceeding six months after application
therefor.

You will observe that what we ask here is first that the policy shall be deposited
We find from experience that it is very necessary for us to see the policy. If you
make a loan upon a policy without the policy itself being produced it is possible that
a loan may have been made by some private party on that policy before the applica-
tion for a loan comes to the company. We therefore think it necessary that the
policy shall be deposited. Then we think it is absolutely necessary that the assign-
ment of the policy small be on the company’s own form. This will ensure the pro-
per safeguarding not only of the borrower himself but the interest of all his fellow
policyholders in the company and will avoid all kinds and classes of assignments that
might be offered to the company in connection with loans. It is only those who have
wide experience in matters of this kind who know or could know the possibilities of
such agreements, supposed to affect certain things, that are sometimes offered to
the companies as effective documents. Hence we ask that the assignment shall be
on the company’s own form, and then the company is responsible for obtaining a
proper assignment of the policy.

Then again there is a further departure from the clause in the provision that is
made for compound interest. You will observe that in the bill there is no provision
of that kind and there are some companies, for example, whose practice is to keep
the policy in force so long as there is a surrender value in the reserve, under the
policy. You will see not only in that case but also in cases where that practice is
not followed, that if a company makes a loan to a policyholder, that a failure to
pay the interest upon that loan should call for interest upon the interest itself. In
other words that the interest that becomes due and is not paid should become princi-
pal, and this is the effect of what we propose, that it become compounded annually.
Then there is another departure as compared with the original clause. The original
clause provides for three months, I am not quite sure but that was the suggestion of
last year by the companies in connection with this matter, I am under that impres-
sion. However, it has been agreed upon to ask that the three months be made six. I
need not refer, I think, for the reasons for this. In the early part of 1907 when sud-
denly the financial whirl struck the country the banks did not lend money as they
formerly did; then the life insurance companies practically became the bankers, and
we had almost a ‘run’, as we might term it, upon the funds of the life companies
which, coupled with their investments and accruing obligations under endowment
policies and claims taxed the companies to the utmost to meet them. So we think
that a certain latitude should be given to the companies in regard to loans that are
asked for. Ordinarily when a man brings his policy, if it is payable to the man
himself, when he goes out of the company’s office he goes out with a cheque in his
hand; or if the policy is payable to himself and his wife, if he brings his wife with
him and they execute an assignment of the policy, and they go out with the cheque. -
That is the ordinary everyday practice of the companies, but in case of necessity the
company should have the right to defer the matter.

Hon. Mr. Figrpine.—Do you not think that if any aid is required at all three
months is quite sufficient, that will be long enough to enable the companies to get
over a panie; but if a man has to wait for six months it will destroy the value of his
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policy for borrowing purposes. I am afraid if you make it six months you would
destroy the loan value of the policy.
- Mr. MacpoNaLp.—Mr. Bradshaw has mentioned to me that in one of the States
- of the Union, the State of Illinois, that limitation of six months is given.
Hon. Mr: Feupine.—Have they a six months’ limitation there?
Mr. MacponaLp.—Yes, and North Dakota State is the same, it appears.
= Hon. Mr. Fmupine.—That practically destroys the loan value of the policy, a
man if he is in need cannot wait six months for the loan.
Mr. MacpoxaLp.—If you will allow me to explain my own personal view of it I
should say three months would be reasonable, but that is only my own personal view.
96. (1) This is a proposition largely in the interest of the British companies,
we ask that this clause be eliminated, and substitute clauses be provided. The clause
as it stands is:

(i)A table showing the figures the surrender and loan values, and the options
available under the policy each year upon default in premium payments, until
the end of the twentieth year at least of the policy, beginning with the year in
which such values and options first become available; the surrender and loan
values may be shown on the basis of $1,000 of insurance;

Largely to meet the practice of the British companies, the following clause is
asked to be substituted:

(i) A table showing in figures the surrender and loan values, or the loan
value may be expressed as a percentage of the surrender value, and the options
granted by the company and available under the policy each year upon default in
premium payments, to the twentieth year of the policy. The values may be set
forth on the basis of an assurance of $1,000. Provided, however——

And this is the gist of it.

That this clause will not apply to the policies of any company which, in its
annual return to the Government, includes a table of minimum values, if any,
allowed for the surrender of policies for the whole term of life and for endowment
assurances, or a statement of the method pursued in calculating such surrender

values, with instances of its application to policies of different standing and
taken out at various interval ages.

As I have already stated the change after the words ¢ provided however’ is largely
to meet the practice of the British companies, and the Canadian companies have no
objection to what is asked by them. We therefore propose to substitute this clause
that T have just read for sub-section (i) of 96.

The next clause we come to is (j): (Table of Instalments). In case the proceeds
of a policy are payable in instalments or as an annuity, a table showing the amounts
of the instalment and annuity payments.

We hardly understand what this means in view of the fact that a policy payable
by instalments provides in itself what this instalment shall be and the period for which
these instalments shall be paid, and therefore we propose that this shall be eliminated
However, there may be sufficient reason for it. .

I will now come to (k), sir, which is:

(k.) A provision that the holder of a policy shall be entitled to have the
policy reinstated at any time within three years from date of default, unles the cash
value has been duly paid, or the extension period expired, upon the production of evi-
dence of insurability satisfactory to the company and the amount of all overdue pre-
miums and any other indebtedness to the company upon said policy with interest at
the rate of not exceeding six per cent per annum.
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We propose a substitute clause for that as follows:—

(k.) A provision that the holder of a policy shall be entitled to have the policy
reinstated at any time within one year from the date of lapse, unless the cash value
has been duly paid, or the policy continued under extended term insurance, upon
the production of evidence of insurability satisfactory to the company and the
payment of all overdue premiums and any other indebtedness to the company upon
said policy with interest at the rate of not exceeding six per cent per annum from
the date of lapse.

Hon. Mr. Fmrpine.—If it is only for one year, then you do not need to compound
it annually.

Mr. MacpoNaLD.—Yes, if it is compounded annually, and if it is only extended
one year, there is no necessity for compounding it. That was not lost sight of, Mr.
Chairman when we decided last night to include these words ¢ compounded annually’.
I might say to you that unless by the conditions of the policy a lapsed policy has been
changed automatically into some other form of insurance the companies are only
too glad as a rule, subject to the statutory conditions to revive the policy. It is quite
possible that after the year’s lapse, we will say that it is a year and six months, or it
may be two years, that the applicant comes back and says, ‘I wish to reinstate my
policy.” Then the reason why we wish to have these words ¢ compound interest ’is that
the interest on the premiums which have not been paid shall be compounded and in-
cluded in the amount which he would be called upon to pay.

Mr. Nespirr.—He is at your mercy anyhow, he will have to accept your terms.

Mr. Macponarp.—But you will observe that this is a statutory provision. We
make a difference between one year and three because we think it is opening the door
for too wide to make it obligatory upon the company at any time within three years.

Hon. Mr. FieLpivg. Mr. Macdonald, to ﬁmsh Friday?

Mr. MacponaLp.—No, T am afraid it is impossible.

Hon. Mr. Frerpiva.—Well, if you cannot finish to-day mformatwn has been con-
veyed to me that several medical gentlemen have been here for a couple of days and
desire to address the committee. They would like to get away to-day, and if you can-
not get through with your remarks before the committee rises if you have no objee-
tion we might hear these medical gentlemen now because they say it will only take
them a few minutes.

Mr. MacpoNaLD.—I am sure that after the very great courtesy that has been ex-
tended to us we will be only too glad to concur in any suggestion which may be made to
us.

Dr. T. F. McManoN, Toronto.—Mr. Chairman and gentlemen, I represent here
the medical directors of the life insurance companies of Canada who met in Toronto
the other day. My status is that of medical director of one company and assistant
medical referee of another. Our objection is to the section which provides that a
large and important body of officers connected with the ecompanies shall not be eligi-
ble for seats upon the Board of Directors.

_Mr. Nessrrr.—What clause is that?

Dr. McManoN.—Section 99, subsection 6. I believe that the reason for excluding
a large body of the officers is briefly that they are paid officers, and being under con-
tract as servants of the company they would likely be at all times under the control
of those in authority and would not be likely to be independent persons, therefore,
that they might be used to exploit the monies of the company in the interest of the
directors or someone else. Now, I do not intend to say anything with regard to the
other officers of the company, but I shall confine my remarks exclusively to the
medical referees and to the medical men generally in these companies. To those
who have been at the meetings of many Boards of Directors it is quite evident that
this clause will not correct any of the evils that may exist. We all know very well
how things are done at meetings where Boards of Directors are elected. A certain
coterie of men, perhaps two or three or four get together, and put up their slate for




BILL 97—AN ACT RESPECTING INSURANCE 47

- the Board of Directors and it goes through—it is all done while waiting. If these men
- wish to get an improper control of the affairs of the company they can do so just as
well whether they elect the directors outside the body of officers of the company, or
- whether the men they elect are the paid officers of the company, it does not make any
- matter, this provision will not at all correct that evil. It appears to me, therefore,
- that the excuse for this clause, from that standpoint, is altogether absurd. Now with
regard to the rights of the medical directors—I would say that with regard to many
- of them they have invested their money, the law permitted them to do so, they invested
- their hard-earned earnings in the company and I do not think we have the right now
~ to take away from them that which has cost them so much. The medical referee is
~ a most necessary member of the Board of Directors; there is so much expert know-
- ledge he possesses, that will be so useful in the consultations of that board that it
- is most impertant in the interests of the company and of the policyholders that he
- should occupy a seat on the board. It may be said that he can be called in and con-
- sulted when needed, but we can see no reason why he should not have the status of
~ a director. Why should he be like a mere hired man, simply called in and asked a
~ few questions and then go out again? We hardly think this is in keeping with the
- dignity of his position in the company. We feel that there has been no public
~ demand for the exclusion of doctors from the Board of Directors; on the contrary the
~ doctors possess the confidence of the community. We believe that the policyholders in
general are quite satisfied to have the medical referee on the Board of Directors and
~ we believe, therefor, that a change of this kind would not be popular with the
. people at large or be in the interests of the companies. We must remember that there
§ are a large number of medical men other than the medical referees who are interested
~ in this. There are the local examiners, nearly every doctor of any status in Canada
examines for one or more life insurance companies. It is a very important part of
the work of life insurance that these men should receive fair play at the hands of
~ the company. We do know that occasionally medical men have betrayed the trusts
~ which have been reposed in them by the companies, that they have recommended
insurance, that they have made very awkward mistakes which were hard to
explain away. On the other hand it is quite conceivable that a medical man might
examine an applicant for a $20,000 risk and may recommend that risk; three
weeks afterwards that man may die and when the question comes up before the
Board of Directors they might feel that that medical man had given a very
bad report and feel very much like striking him off the board of examiners and
putting him on the black list where it would be very difficult for him to obtain
a position on any other board of examiners. Whereas, if there was a medical
man on the board he might be able to point out to them, that the examiner in
question was not at all in fault, it might be apparent to the medical man that the
examiner’s request was correct, and he might prevent a grave injustice being done
to a fellow practioner.

Hon. Mr. Freupine.—The section to which you take exception does not prevent
men being elected to the Board of Directors, but it provides that if a medical man
becomes a servant of the company he shall not be a director.

Dr. McManox.—As a matter of fact the doctors are very poor men, there are
very few of them will ever get on the board in any other capacity than as medical
directors, because they have not as a rule the wealth that would enable them to do so
in the usual way. I believe that the doctors of Canada will consider this exclusion to
be entirely unnecessary, and inconsistent with the dignity of the profession. I think
it will be a most unpopular measure in the country so far as the medical profession
is concerned. We do not think any case has been made out why a man occupying
the position of medical referee shall be excluded from the Board of Directors, nor do
T think there has been any public demand whatever for the measure.

Hon. Mr. FieLpine.—Dr. McMahon, the principle of the clause is that a distine-
tion shall be drawn between—if I may use the word not in any offensive sense—the

14131—3



48 BANKING AND COMMERCE COMMITTEE

master and servant, that is the general principle; whether there is any reason in it is
a question for the committee to consider. There is nothing to prevent the election
of doctors to the Board of Directors, but the intention is that the paid officers of the
company should not be upon the Board of Directors.

Dr. McMano~x.—That is that the medical director being in receipt of a salary
might be a creature of the management?

Hon. Mr. FreLpine.—1 do not exactly say that.

Dr. McManox.—That is exactly what is meant.

Hon. Mr. FieLpine.—We are all public servants, any man who is a servant is to
that extent a creature, but there is no reason why a doctor should feel wounded at
being called a servant.

Dr. MoManox.—There is no more rezson for considering him a creature than any
other member of the Board of Directors.

Hon. Mr. FiLoing.—Suppose the company has a solicitor and wants to put him
on the board—why should the doctor feel offended any more than the solicitor at being
excluded ?

Mr. Harris.—Why do you make an exception of the manager. Is not the manager
a servant of the company?

Hon. Mr. Fiepixe.—It was thought better that the manager should be on the
board. There is no legislation here against the doctors, as Dr. McMahon seems to
think. You can put all the doctors on the board you like, but they cannot be the
officers of the company. I am not pressing the clause, but I thought T would like
the committee to understand the theory on which it was placed in the bill.

Mr. E. B. Osrer—The statement has been made that medical directors are
exceedingly valuable men to have on the board. On a number of boards that I have
been connected with that matter has been discussed for a long time, and very strong
arguments have been brought to bear in favour of the appointment of the medical
officers on the board. It has been the custom in many companies, they have been’
found valuable and I do not see why you should interfere with them. : 4

The CuamMan.—Mr. Osler has handed in a communication from Dr. Jas. W.
Ross, chairman of a meeting of Medical Directors of Life Insurance Companies in
Canada, which T will hand to the secretary to place upon the record.

(Letter fyled as follows).

€481 SHERBOURNE ST., ToronNTO, March 18, 1909.

Mr. E. B. OSLER,
21 Jordan St.,
Toronto.

Dear Sir,—A meeting was held yesterday in the Academy of Medicine, of the
Medical Directors of Life Insurance Companies in Canada, to discuss the proposed
clause in the Insurance Bill in which they are particularly concerned. The clause
states that no agent or paid officer of the company can be a member of the board.

The life insurance companies in Canada, together with the medical directors,
are enumerated below :—

Name of Company, Medical Director and Address.
Continental, H. W. Aikins, Toronto.

Crown, H. T. Machell, Toronto.

Federal, A. Wolverton, Hamilton.

Manufacturers, J. F. W. Ross, Toronto.

Monarch, E. S. Popham, Winnipeg.

National, A. A. Macdonald, Toronto.

Northern, J. D. Balfour, London.

North America, J. D. Thorburn, Toronto.
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Royal Victoria, T. G. Roddick, Montreal.
Equity, T. F. McMahon, Toronto.
Confederation, A. F. Johnson, Toronto.
Excelsior, Dr. Gerguson.

Canada, Dr. Grasett.

(Canada, Dr. Scadding.

Dominion, Dr. Necker.

Great West, Dr. Chown, Winnipeg.
Home, Dr. J. S. King.

TImperial, Dr. J. L. Davison, Toronto.
Mutual of Canada, Dr Webb, Waterloo.
Sovereign, John Ferguson.

Sun, Geo. Wilkins, Montreal.

It was stated that such a restriction as that proposed would be very unjust for
several reasons.

1st. That melical men were promised the positions as medical directors of life in-
surance companies if willing to subseribe a certain amount of stock.

9nd. That for many years during the early history of the company, they worked
with a very insufficient remuneration, and did much to build up those institutions and
- to safeguard the welfare of both policyholders and stockholders alike.

3rd. That it has been found necessary and desirable for many of them to attend
regularly at board meetings to discuss many questions relating to the policies of the
company from a medical directors standpoint and guide the board in the selections of

~ risks and the passage of death claims.

4th. That no valid reason can be given why a medical man so intimately related
with the business and welfare of a life insurance company should not be eligible to
act as a director, especially as many of them have put nearly all their earthly posses-
sions into the companies with which they are connected.

5. That it is more in the interests of the insuring public to have a manager, an
assistant manager, an actuary, a medical director and a solicitor upon the board, than
to fill up such boards with financial gourmands who are only anxious to hold such
positions in order that they may control the large funds of money that must necessar-
ily be invested from year to year.

Deputations have been chosen to wait upon the Life Officers Association, the Under-
writers Association and the Honourable Mr. Fielding to present these claims. The
medical men throughout the country will resent the passage of such a clause, as they
feel that their interests as medical examiners can best be served by the medical direc-
tors of companies who are closely in touch with the life insurance boards. If the
clause in the Bill must be passed, it should not be allowed in all fairness to affect those
who are at present in office.

We look to the members of the House of Commons for assistance in this matter,
and trust that if our view meets with your approval, you will do what you can to help
us.

Thanking you in anticipation, I remain,

- Yours very truly,

(Sgd.) JAMES W. ROSS,

Chairman.”

Mr. Hinuiarp.—Is it understood that the list of medical men whose names have
just been read are medical directors at the present time?

Dr McManoN,—Yes.

Mr. Hiuiarp.—Then the reference to my company is wrong, because the doctor
named is medical referee and is not a director.

Dr. McManox.—It is not confined to the medical directors, it is the medical direc-
tors and medical referees of the companies named.

Committee adjourned.
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MINUTES OF PROCEEDINGS

House or CoMMONS.
Room No. 32.
TrauUrsDAY, March 25, 1909.

The Committee met at 10.30 o’clock a.m., the Chairman, Mr. Miller, presiding.

The CuamrMaN.—The Committee will remember that it was stated yesterday by
M.r Macdonald that the gentlemen representing the British Life Associations would
hke to be heard after having received a communication from their home offices. We
- are told this morning that they have not received any cable but desire to be heard
~ without further waiting. If it is the pleasure and will of the Committee we will hear
4.. Mr. Howell, representing the Royal Life, Mr. B. Hal. Brown, representing the
London and Lancashire and Mr. Clarke-Kennedy, representing the Standard. It has
‘ been arranged that these gentlemen will address us briefly and that then Mr. Mac-
“’ donald will resume his statement.

Mr. NesBirr.—We all like to hear these insurance gentlemen talk, but I suggest

~ that they should make their points as clearly and concisely as possible and not wander
~ all over the field.

Mr. A. R. HowerL, of the Royal Insurance Company.

Mr. Chairman—I appear on behalf of the Royal Insurance Company, which has

~ its home office in Liverpool, Eng.

As soon as the present Bill was issued a copy was despatched 1o our home office

- and an expression of opinion by cable is daily expected. Therefore, I am not in a

position at the present moment to offer objections which may originate at the home
office.

} Speaking, however, for my own part and for what I conceive will be the views

of the home officials, I have no exceptions to take o the Bill as it now stands which

have not already been covered by Mr. Macdonald. But I wish to place on record our

protest against that amendment offered by Mr. Macdonald which seeks to add 5 per

cent of the Canadian premiums to the Canadian expenses as a surcharge for home

office administration.

Against this suggestion exception is taken on the following grounds: The sur-
charge in question is in the first place incurred outside of Canada, and in the second
place it is an expense which is completely out of the control of our Canadian branch.
Tven if the principle of charging such home office expenses be admitted, we regard
the percentage of 5 per cent which has been suggested as entirely arbitrary, unfounded
upon any definite experience, so far as British offices go. I cannot suggest any other
figure as a suitable percentage, for the reason that the actual expenses are undoubtedly
different for different companies and undoubtedly differ from year to year in the
same company. Moreover, should our home office surcharge be actually less than 5
per cent, then Mr. Macdonald’s amendment makes no provision by which we can take
credit for the reduced amount.

Under the proposed amendment British and American are treated alike. Yet
the expenses at the home offices of British companies are undoubtedly on behalf of
Canadian business less than those of American companies; because the former have
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executive offices in Canada and the latter have agencies. Hence the same percentage
applicable to American companies cannot be fairly applied to British companies. If
the percentage happened by chance to be suitable to one class, it is practically certain
that it will not apply to the others.

The CHAIRMAN.—We will now hear Mr. B. Hal Brown of the London and Lan-
cashire.

Mr. B. Hal BrowN.—Mr. Chairman and gentlemen,—I shall follow the sugges-
tion which has been made by the chairman and by Mr. Nesbitt respecting a very brief
statement. I want to say to you, gentlemen, that the point which Mr. Howell has
touched upon, viz.: that five per’ cent of the premium for home office supervision
additional expenditure shall be added to the British and foreign offices transacting
business in Canada, excepting some of them, is the main issue in which I am inter-
ested and the one to which I would like to direct your attention. Some of the for-
eign companies, the American particularly, are exempt entirely from the operation of
this proposed burden of extra expenditure. Now, there ought to be a preference given
the British as between them and foreign institutions; but all we want is ordinary
British-Canadian fair play. In the transaction of our business this statement which I
am about to make applies entirely to the Standard Life and Lancashire Life, which
companies are the pioneer British companies transacting business in Canada. We
have, as some of you know, some of you may not know, in these two companies Cana-
dian boards of directors. We give attention to the transaction of all our Canadian
business: The issuing of policies; our rate manuals; the investment of the funds;
the payment of the claims and so forth. To all intents and purposes we are a head
office, bear all the expenses of a head office, with the further expense of reporting all
our business, and duplicating our records to the home office. It may be said by the
Canadian companies that as home offices there is an expense which they must bear
that the British offices in Canada do not bear, still, they will conclude, if they will
take into consideration the exhaustive reports furnished and the explanations through
correspondence respecting the business transactions over a wide area that our work is
very heavy, which proportionally increase the expense, making an equally heavy
expense with that of those who deal finally with life business as home offices. Now the
American companies, some of them, will be excluded entirely from the operation of
this additional limitation of expenditure; and there are none of them, as far as I
know, that transact their business on the same basis as do the British offices in Can-
ada. They have general agencies in Canada only and not branch offices; the larger
executive items of expenditure are borne by the home offices. The policies are printed
and issued, the investments are made, the literature is provided, and everything of
that kind is done there. Consequently if five per cent is regarded as a fair additional
amount to be added to the expenditure in Canada of British offices, then I think there
should be a higher percentage than that placed upon the American companies; and
that none of them should be excluded. But taking the British offices, these compan-
ies have worked definitely with the object in view of reducing the expense ratio; and
they have succeeded in getting this expense ratio down to a fair limit; one that com-
pares favourably with that of the other companies transacting business here. In my
own company, in addition to what is shown as the operating expenditure, a charge of
one per cent for imperial supervision is imposed. Now if you take our income of
$400,000 to-day and charge five per cent upon that it will increase the Canadian cost
ratio which must be shown to the public $20,000 and in the case of the Standard
Life $40,000. Now it seems to me it is not proportionately fair to add such an amount
to head office supervision; and I hope that the proposal to do so, against which we
earnestly protest, will receive the serious consideration of the Committee and not be
permitted to become law. If we added this amount of percent to the present cost
it would then, you see, place us in an invidious position compared with the other offices,
and would be acting in a directly reverse ratio to the lines along which we have been
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- proceeding. There is one other point I want to mention about British offices, and that
is that they have have always endeavoured to comply fully with the requirements of
the legislators and will so long as possible continue to do so. Under the present pro-
- visions, in addition to that I have told you about, the position of British offices in
- Canada, they are compelled to maintain the full liabilities under all the policies which
- are issued in Canada must be held in approved securities, and deposited with the
~ Receiver General or held by trustees under the Act. Surely when all this is com-
~ plied with it ought to be sufficient and it should be the aim of the legislators in my
~ estimation to assist rather than to place us at a greater disadvantage than we are in
at presnt in transacting business in this country. Gentlemen, I thank you.

By the umamMaN.—It was stated yesterday by someone that with some of the
out of Canada companies it is the practice to have their forms and literature printed
- out of Canada and that that affects the matter of expense at least to some extent.

Mr. B. HarL BrowN.—It is true, sir, as respects many of the companies, but it does
not apply to the London and Lancashire Life, and in a very great degree does not
- apply to the other British companies.

The CHAIRMAN.—But it does to many, you say?

) Mr. B. Ha. BRowN—It does to nearly all the American companies but not to
- the British companies, because the forms are so different they are printed in this
~ country.

: The CHAIRMAN.—Including the literature?

Mr. B. Har BrowN.—Including the literature. We bear every cent of expenditure
~ and in addition one per cent which our company think is a fair amount to charge for
~ imperial supervision.

Mr. Nespirr.—I would like to ask if you keep your Life Board separate from

~ your Fire Board?

Mr. B. HaL BrowN.—We have no fire office. The London and Lancashire Fire
although for a time under the same management is now entirely separate and the
Life Board stands on its own basis. There is no connection whatever between the
London and Lancashire Life and the London and Lancashire Fire.

Mr. CraRke KenNEpy.—Mr. Chairman and gentlemen,—As stated by Mr. Howell,
of the Royal, we had hoped to have had to-day an expression of opinion from our
head offices on the Bill as a whole. We have not, however, received this. We have
gone very carefully into the Bill ourselves and as far as we can see there is nothing
that we want to call attention to other than those facts which have been mentioned
by Mr. Macdonald in his address. I would like, however, to most heartily endorse
the expressions uttered by Mr. Howell of the Royal and also Mr. Hal Brown of the
London and Lancashire on the suggestion made in connection with clause 53 sub-
section 7 to add 5 per cent to our expense on account of head office administration.
The points which they have brought up are absolutely in accordance with our own
views on the subject. I would like to add that as far as the Standard is concerned
we entered this country for insurance business in 1846. We have endeavoured to
conduct our business since then in the most honourable and straightforward way. I
think we have met with hearty approval of the public in general and we have always
endeavoured to keep our expenses down to a reasonable amount. It has been admitted
—1I think yesterday some gentlemen stated that they quite realized and it was an
accepted fact— that the expenses of the British companies were kept down to a very
reasonable limit. I feel that while we have struggled here for a great many years
to keep our expenses down we should not have an extra imposition put on us on
account of our head office administration. Speaking for the Standard Life our
expenses now are about 17 per cent of our premium income and I' don’t see why we
should have to go out into the field with an extra five per cent added on for our head
office expenses. I cannot see how that figure 5 per cent could have been arrived at.
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It is simply a conclusion, say 5 per cent, and on behalf of the Standard I would ask
very earnestly that this be left out.

The CramrMAN.—Mr. Macdonald will now continue his address.

Mr. MacpoNALD.—At yesterday’s session we reached down to subsection 2 of
section 29° reading as follows :(— :

2. Every company shall also file in the office of the superintendent copies of
the forms of special provisions which it may desire to make use of from time to
time and any such special provisions may after the expiration ot thirty days from
the filing thereof be embodied in any policy issued by the company as necessity
therefor arises, unless the superintendent within said thirty days notifies the
company that in his opinion such special provisions are at variance with the
requirements of this Act, or are on other grounds objectionable, specifying his
reasons for his opinion.

We recommend, sir, that this subsection should be eliminated. We need scarcely
add to the reasons already given at a previous sitting of the committee as the ground
for making this request. I may simply state that the compliance with this would
hamper, to some extent at least, the operations of the company and we deem it
unnecessary. We ask that the clause be eliminated.

The next section to which exception is taken by the Life Officers’ Association is
section 97:—

97. All such life insurance companies, notwithstanding anything to the
contrary in any special Act or elsewhere, shall, after the first day of January, one
thousand nine hundred and ten, keep separate and distinet accounts of partici-
pating and non-participating business.

I have to state, sir, that with the limited time at the disposal of the Life Officers’
Association, this clause has not been fully or very much considered. We have, there-
fore, to ask that the views of the association be held in suspense and that we may be
permitted to send in our proposition in connection with this section 97 when we are
printing this document, which has to a limited extent only been placed in the
hands of some members of the committee, as it is intended it shall be printed for
use and information of all the members of the Banking and Commerce Committee.
We regret that we have not now copies of this document that we can place in your
hands, but a sufficient number will be printed in due course that one may be given
to every member of the committee. We would, therefore, ask, that our views in regard
to this particular section be allowed to be presented in the way I have indicated rather
than at the present moment.

Hon. Mr. FostEr.—I would suggest, Mr. Macdonald, that while you are printing
this document it would not cost very much more to print sufficient to furnish one to
each member of parliament.

Mr. MacponaLp.—We will be very happy to do so.

Hon. Mr. Foster.—There are a great many members who do not hear this dis-
cussion,

Mr. MacpoNaLp.—We will be very glad indeed to print a sufficient number of
copies for that purpose. We ask to give the fullest information and your suggestion
will be in line with our own wishes. The next clause to which we wish draw the
attention of the committee.

Mr. Chairman, I might say to you that in their views there is not a clause in your
Bill more obnoxious to the life insurance companies than this section. We look
upon it as being radical, socialistic and an attempt to be too paternal. I think
before discussing it I should read it so that all the members of the committee may
be fully seized with what is proposed in this section:

99. The following provisions shall extend and apply to every life insurance
_company heretofore licensed having a capital stock, whether called by the name
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of capital guarantee fund or any other name, within the legislative authority
of the Parliament of Canada

2. The said provmlons shall so extend and apply, nomthstandmg anythmg
to the contrary in any special Act relating to such life insurance companies or
in any by-law or by-laws thereof.

. 8. At the annual meeting held in one thousand nine hundred and eleven
there shall be elected by the shareholders eight directors to be known as share-
holders’ directors, two of whom shall retire annually in rotation and at the same
meeting it shall be determined by lot which of the directors so elected shall
‘hold office for one, two, three, or four years respectively, and the determination
shall be recorded as part of the minutes of said meeting.

4. At said annual meeting there shall be elected by the participating policy-
holders eight directors who are not shareholders to be known as policyholders’ direc-
tors, two of whom shall retire annually in rotation and at the same meeting
it shall be determined by lot which of the policyholders’ directors so elected
shall hold office for one, two, three, or four years respectively, and the determina-
tion shall be recorded as part of the minutes of said meeting.

5. At each annual meeting held after one thousand nine hundred and eleven
the shareholders shall elect two shareholders’ directors and the policyholders
shall elect two policyholders’ directors who are not shareholders, who shall hold
office for four years to fill places respectively of the retiring shareholders’ and
policyholders’ directors.

6. The manager of the company may be a director of the company, but no
agent or paid officer other than the manager shall be eligible to be elected as
a director.

1. No person shall be a shareholders’ director unless he holds in his own
name and for his own use at least twenty-five shares of the capital stock of the
company and has paid all calls due thereon and all liabilities incurred by him to
the company.

8. At all general meetings of the company each shareholder present in
person or represented by proxy who has paid all calls due upon his shares in the
capital stock and all liabilities incurred by him to the company shall have one
vote for each share held by him. Every proxy representing a shareholder must be
himself a shareholder and entitled to vote.

9. Every person whose life is insured under a participating policy or parti-
cipating policies of the company for $1,000 or upwards, upon which no premiums
are due, whether such person is a shareholder of the company or not, hereinafter
called a participating policyholder, shall be a member of the company and be
entitled to attend in person or by proxy at all general meetings of the company,
but participating policyholders as such shall not be entitled to vote for the
election of shareholders’ directors. Every proxy representing a participating
policyholder shall be a participating policyholder and entitled to vote. Every
holder of a participating policy of the company for $4,000 or upwards, exclusive
of bonus additions upon which no premiums are due, who is not a shareholder,
shall be eligible for election as a policyholders’ director.

10. The policyholders’ directors shall meet with the shareholders’ directors
and shall have a vote on all business matters.

11. The directors shall elect from among themselves a president and one
vice-president or more.

12. At all meetings of directors for the transaction of business a majority
shall be a quorum. ;

13. Notice of the annnual meeting shall be given by printed notice to each
of the shareholders and policyholders, mailed at least thirty days before the day
for which the meeting is called, to the addresses of the shoreholders and policy-
holders respectively, given in the books of the company, and in the case of the
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annual meeting the notice shall state that in accordance with the provisions of
the Insurance Act, shareholders and policyholders respectively may vote for and
elect the number of directors to be by them respectively elected at such annual
meeting.

14. No requirement of any by-law of a company that notice must be given
of the intention to move any resolution at any general meeting shall be of any
force or validity.

15. At the annual meeting no shareholder shall vote for more than the
number of shareholders’ directors to be elected, and no policyholder shall vote
for more than the number of policyholders’ directors to be elected.

16. A proxy shall not be valid unless executed within three months prior
to the meeting at which it is to be used, and shall be used only at such meeting
or any adjournment thereof and may be revoked at any time prior to such meet-
ing.

17. In the case of any company which does not issue participating policies
the foregoing provisions of this section shall be read and construed as if the word
¢ participating > were eliminated therefrom.’

Mr. Chairman, I think the reading of this clause and these subsections wholly
bear out the opinion I have expressed as to the revolutionary and socialistic character
of this proposal. I do not know who is responsible for it, and it is not necessary for
me to know, or for the members of the Life Insurance Association to know

Hon. Mr, FieLoing.—I am afraid you will have to hold me responsible; I am the
guilty man. T am responsible for the whole Bill.

Mr. MacpoNaLD.—We know that the minister takes the responsibility for the
whole Bill, but the detail in which this is set forth in these subsections—well, T will
have my own opinion.

I may, sir, that this particular section is aimed, for some reason or other,
at the shareholders in the different life companies. It is one-sided and it seems to
be the object of the section that the shareholders of the company, who have borne the
brunt and the burden and heat of the day in bringing the company into existence
and setting it upon a good footing as in the majority of cases that their interests
are of secondary importance. I may say of the companies that have come into exist-
ence within the last twenty years, with perhaps one or two exceptions, they have not
only had to use the moneys that were paid as premiums on the capital stock in the
establishment. of the company, but have had to endure impairement of capital. All
that is forgotten and the shareholders are treated as if they were robbers and as if
they had no interest in the policyholders. In other words, that the shareholders, or
the management of the company, as at present constituted are not to be trusted in
the future. Now the opposition to this particular section on the part of the com-
panies is not with regard to a reasonable representation of the policyholders on the
boards of these companies. That, in some cases, is already fully provided for, but
the effect of this is simply to put, as you will see, the shareholders of the company
entirely at the mercy of the policyholders of the company. One of the main objects
of this Bill—one of the things that really led to its being brought into existence—
was the question of the expenses of the life companies, and, with the intention to
restrict those expenses and bring them within reasonable limits. But this Bill, in
more than one of its clauses, and in this particular clause imposes an expense upon
the company that is going to add very materially to the expenses of the company.
Look for example at the effect of subsection 13, which provides that notice of the
annual meeting shall be printed and sent to each policyholder. Omne company that
is affected by this Bill has 80,000 policyholders, and over 90 per cent of those policy-
holders are participating policyholders; and are distributed over the wide world, and
yet this subsection provides that that company is bound to send notice to every one
of those policyholders whether they are living in Canada, in Japan, in China, in
Australia or elsewhere. Look at the postage alone in sending out these notices, look
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" at the printing in connection with it, look at the other work involved, and I will
‘ venture to say that you have added to that particular company I have in mind an
~ expense of from $10,000 to $12,000 or $15,000 every year, and to the expenses of the
- other companies in proportion. Then another aspect of it—supposing a company
has, we will say, 10,000 shares of stock and every one of them represented at a parti-
& ~ cular meeting. That company we will say has 20,000 partlclpatmg policyholders.
~ Each shareholder has a vote for each share and each pohcyholder is to have a vote
~ irrespective of the amount, provided that he has a minimum amount of $1,000. You
;have 20,000 policyholders there to outvote or do what they please, whether it affects
- the interest of the shareholders or not. This Bill is framed from the beginning to
:'the end for the protection of the policyholders, ignoring to a very large extent the
interests of the shareholders. Everyone will admit that in the matter of the policy-
" holders, interests in the companies they become large and should be safeguarded.
- But I do not think that anything has ever been shown either on the other side of
h ~ the Atlantic or in Canada, or on the part of any company in their treatment of the
pohcyholders by the boards of the companies, whether they be composed solely of
¥ ahareholders or whether they are mixed boards, that will justify the drastic proposals
- of this Bill in regard to the policyholders and the shareholders.
|l Hon. Mr. Fierpine.—You say that you would have no objection to a reasonable
- representation of the policyholders on the board. Have you any suggestions to offer
~ along this line? Have you prepared something?
Mr. MacpoNALD.—We have not prepared anything.
Hon. Mr. Fieroing.—What would be your idea of reasonable representation ?
Mr. MacpoNaLp.—Will T give you my own company as an i'lastrationt
Hon. Mr. FreLpine.—If you like.
Mr. MacpoNALD.—T looked it up to see where we were. I have twelve directors
{ &-m my company and five of these are policyholders only. They have not an interest
1& .‘?direetly or indirectly in the shares. Three of them are policyholders and share-
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~ holders. I am one of these three, and my interest in my insurance is greater than
' my interest in my shares. We have four directors on the board who are purely
~ shareholders,
| Mr. NesBirT.—Might I ask, Mr. Macdonald, if these four policyholder directors
~ are appointed by the pohcyholders or the shareholders?
- Mr. MacpoNALD.—In my company the policyholder is a member the same as a
i ’*'- shareholder we know no distinetion, at the annual meeting, as between shareholders
and pohcyholdem they are invited to come and share in the business.
Mr. NesBirr.—They are not appointed specially by the policyholders?
Hon. Mr. Fierpine.—You have, as a matter of fact, five out of twelve directors
from the policyholders?
Mr. MacpoNarp.—Five out of twelve.
Hon. Mr. Fieroing.—Would you regard that as a reasonable proportion?
Mr. MacpoNALD.—I think that is perhaps rather more than was suggested at the
discussion which took place. I have no fear of the policyholders on the board, but of
- course there has been objection, Mr. Chairman, to this arbitrary proposal that there
should be sixteen directors.
Mr. FreLpiNng.—Because the number is too large.
Mr. MacponaLp.—Too large. You cannot have directors without expense. You
* cannot expect a gentleman whose name will be of use to the company and whose
judgment will be of value in carrying on the operations of the company, to sit on
: the board without some adequate fee for attendance. Some of the companies have
~ only eight or ntne directors. Now you propose to add further to the expense by
additional directors, as proposed in this Bill. I think we all take kindly to the
- Proposal to have a proportion of the directors retire annually, that is to say having
‘80 many of the directors retire annually and not the whole board. Now, in many
cases, in my own, and T think in the majority of the companies, there is an annual
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election of the entire board. We think that the proposal in that direction is .
reasonable one and possibly it would be well to adopt it. But we feel also this, sir,
that the introduction of this proposal is the introduction of an element of discord
I have been asking the managers of other companies as to their experience during
the years their companies have been in operation, as to whether any difficulty ha
arisen at any meeting in connection with the policyholders’ interests as compared
with the shareholders’ interests, and I am answered, ‘ We have never experienced
any dificulty whatever” In our company we have yet to have the first difficulty
of that kind arise. We have held some thirty-eight annual meetings, which ought
to count for something, and we have had perfect harmony as between the policy-
holders and the shareholders, and the very proposal that is contained here begets in
itself the suggestion that there is something antagonistic as between these two
classes of interested persons in a life insurance company, and we regret that very
greatly. -
Hon. Mr. FieLpine.—That very system that you say is going to beget suspicion
and trouble is in some of the charters to-day.

Mr. MacpoNALD.—I do not know what the other charters have in them, but the
provision in our own is that there must be never less than one-third and may be one-
half of twelve. '

Hon. Mr. FieLpiNng.—Yes, but there is a different provision in some charters.

Mr. MAacpoNALD.—That is in the Canada Life, you mean?

Hon. Mr. FeLpiNG.—Yes, it is in that charter.

Mr. MacpoNaLD.—Yes, but I may say that is a comparatively late amendment
to that company’s Act and it is not general. I think it stands alone as the only com-
pany that has that particular arrangement, which provides for the election, that the
shareholders shall elect so many directors, and the policyholders shall elect so many
directors; but it provides that the policyholders’ directors may also be shareholders.

Hon. Mr. FieLpiN¢.—Quite a number of new companies, that possibly are not
yet fully organized, are adopting that same system. It is not a new system, it is a
provision that is being adopted in the new charters.

Mr. MacpoNaLD.—The objection that we take to it is as to this proportion and
the way in which it is done. You can easily see—take my own company for example,
if this provision were to pass into law and 20,000 policyholders were represented at
the annual meeting with 10,000 votes of shareholders, where would the shareholders
be, even if every share is represented at that meeting? Then you do away with any
safeguard. The intention here is to leave the matter so open that anything can be
sprung at the annual meeting. There is no protection in that way at all.

Mr. SprouLE.—Does not the law provide that you must put in your notice calling
the annual meeting what specific business shall be transacted at it? ‘

Mr. MacpoNALD.—Not unless it should be considered necessary for something
special. For example there would be this notice given, first that the annual meeting
of the company will be held at the date named for the election of directors, for
receiving the annual report, it may be, and for general business; and it may be for =
the confirmation of by-laws, perhaps, if there are by-laws to be confirmed. Then we
always put in our own notices that policyholders in the company are members and
entitled to take part in the business of the meeting. I am practically giving you
the notice that is issued by my company.

Mr. SprouLE.—You seem to be afraid that too many policyholders might attend
and take part in and control the meeting. Do you think that the policyholders
would come in large numbers without any remuneration, while the directors will be
paid, which will be likely to bring a large number of them together? -

Mr. MacpoNALD.—I do not know what the department at Ottawa may have found
in regard to the policyholders, but we have yet to find the first complaint on the part
of our policyholders that will lead up to a provision of this kind. We generally
have at our own company’s meeting in Toronto policyholders present, we have had
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- sometimes a very good number of them, and at other times fewer; the attendance

fluctuates. The fact of the matter is that the policyholder, like the shareholder,

 where everything is going along in a smooth and satisfactory way, is not disposed

to attend meetings.
Mr. NesBirT.—It is only to elect the directors, it does not matter whether a

- million or only one attends.

Mr. MacpoNaLD.—And for general business.

Mr. NesBirr.—I do not see that.

Mr. MacponaLp.—* No requirement of any by-law of a company that notice must
be given of the intention to move any resolution at any general meeting shall be of
any force or validity.” Supposing that some designing agent, we will say, wants to
do something with the company. There may have been sent out, as provided for
here, notices of the meeting, and there are proxies—that apparently have to be
executed each year, a very unusual thing, because proxies even for a bank are allowed

to be held good for two years—but it is also provided that these proxies shall only

be used at that meeting or an adjournment thereof, and may also be recalled. An
agent may appear on the morning of the day of the annual meeting with proxies
that will swamp the entire vote of the meeting, it may be revoking some of the other
proxies, and there is no chance of looking at them. There is no provision that they
must be filed so many days before the meeting or anything of that kind, there is no
opportunity to compare the signatures of the proxies with the signatures on the
original application in order to be sure that they are genuine; you are entailing a

very large amount of work with no provision for security with regard to the genuine-

ness of the proxies. That simply would mean that it would keep a large staff at
work for a considerable time.

Then there is one section that we would like to refer to, and that is subsection
6. This is the section that Dr. McMahon spoke upon yesterday. I may say that
while the Life Officers Association was in session in Toronto it was waited upon by
a deputation from the doctors, who had also been in session, and it was, as they put
it, to ask the co-operation of the Life Officers Association to have this subsection 6
struck out. The view of our own association was that we could assure them of our
entire accordance and sympathy in the view they expressed in regard to it. We see
no reason why the limitation should be made in this way. The manager is all right,
but why should you, for example, deprive the president—what are you going to do
with the president supposing an allowance is made to him, it may be paid annually,
quarterly or some other way; you may say it is an honorarium, but still that honor-
arium becomes a salary practically, and might be so construed? The manager may,
under this clause, sit there, but the president, if he is in receipt of some small
amount by way of honorarium or salary cannot sit there. You have lost your head.
What we would like to see and what I am instructed to ask is that this entire clause
99 be eliminated.

Hon. Mr. FieLping.—The general principle of the clause—we need not discuss
it with reference to the medical men particularly—but the general principle which
the clause has in view is that the officers of the company should not be its directors
and controllers. Suppose you give us your thought on that principle. It may be
that the language of the clause goes too far. Is it your view that there should be
no restriction and that every agent could be made a director?

Mr. MacpoNaLp.~—No, I would allow no agent of a company to be a director.

Hon. Mr. FieLpiva.—But all the officers, would you allow every clerk in its office
to become a director?

Mr. MacponaLD.—No, I have no objection whatever to the manager, I think
the manager has a right to be on the board. I quite approve of the minister’s principle,
and that there should be a limitation there and that the employees of the company
should not be directors of the company.

Hon. Mr. FreLpine.—But you propose to strike it out?
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Mr. MacpoNALD.—Substitute another clause.

Hon. Mr. FreLpiNe.—Have you offered a substitute?

Mr. MacpoNALD.—No, we are quite prepa:ed for some limitation, but we see
no reason why the language should not be so clear that it would not prevent the
president from being on the board.

Hon. Mr, FrerpiNa.—I do not think it could be taken as meaning that the presi-
dent was excluded because he receives a salary. It speaks of eligibility as a director,
and if a man be chosen as director I take it for granted that director’s fees may be
paid, whatever may be thought proper, there is no objection to that.

Mr. MacpoNALD.—In many companies the president has a salary. The manager
may be a director, there is a provision for that, but no agent—we have no objection
to that, ‘or paid officer other than the manager’ Now in my own company the
president is ‘practically a paid officer.

Hon. Mr. Fierping.—Yes, but do you thing it would shut out the president?
You are speaking now of eligibility for election to the board of directors. The
president is not then in question. As a man he may be eligible for election to the
board of directors, but having been chosen as a director I take it that the president
can be paid a salary I do not think it means what you suggest. I do not think it could
mean that. Tt really means the working staff, say the clerks and officials. The
question is shall the servants of the company become its controllers. That is the
principle which the subsection is designed to carry out.

Mr., MacpoNALD.—I might say in reply to the minister, he asked my own view
on the question; some years ago during the lifetime of the late Sir William How-
land—I am only expressing my own view now—he proposed to me that I should take
the position of president of the company and still retain the position of manager.
I absolutely refused to do so because it did not accord with my view of the principle
which should govern in matters of that kind. I think while there should be some
reasonable limitation in regard to the principle itself, and that no agent should be
a director, it ought not be so construed that medical officers should be shut out from
the board of directors.

Hon. Mr. FreLping.—If it provided that the president, the manager and medical
officer were exempted from this clause would it be satisfactory to you?

Mr. MacpoNALD.—Yes—well, there is another distinction here, and that is with
reference to the solicitor. There are one or two cases, I do not know how many,
it does not apply to my own company, where the solicitor is a member of the board,
and he is often of very great assistance as I can well imagine in connection with
matters that may come up before the board for consideration. So that if it could
be limited in that way that the president, if he is a salaried officer, or the manager,
or the medical director or solicitor were exempted from the operation of this sub-
section, or if something of that kind could be done to limit it to those officers T
do not see any objection. We felt that while we asked baldly to have the whole sec-
tion struck out that it avas probably asking too much. But it should lead to some
modification in regard to this that would not impose upon the companies sixteen
directors when they want to have a lesser number, or in the other possibilities of
dealing with policyholders that will entail upon the companies an immense amount
of work and cause a very considerable addition to the expenses, and which would,
we believe, be fraught with very great danger to the internal happiness and comfort
of the company.

Hon. Mr. FeLpiNg.—Could you give us some suggestion as to how you would
deal with this reasonable representation that you say ought to be given? I do not
ask you to do that now but I ask you to think it over and see what suggestion you
would offer,

Mr. MacponaLp.—We will be very glad when we print our representations to put
it in form and have it printed. .

The CHAIRMAN.—Mr. Macdonald desires a few minutes rest, and as Mr. Spence




BILL 97—AN ACT RESPECTING INSURANCE 61

desires to say something to the committee with reference to section 109, perhaps the
committee will hear him now.

_ Mr. J. K. Spenck, President of the Canadian Guardian Life, Toronto,—Mr.
~ Chairman and gentlemen, the company I represent was incorporated by letters
~ patent under the Insurance Act, issued by the government for the province of
Ontario in February, 1901, and continued in business from April, 1901, to May, 1905,
~ under a provincial license, at which time we received a Dominion license.
- The company by a petition to the Honourable the Minister of Finance of Canada
in January of 1908, requested that our deposit be transferred from the jurisdiction
of the insurance department under the Dominion government at Ottawa to the juris-
diction of the Insurance Department under the Ontario government at Toronto.

Our prayer was not granted for the reason that there was no provision in the
Insurance Act to allow of the transfer of a deposit.

Under the provisions of section 109 of the new Insurance Act, we may secure
~ this transfer of such deposit, after having our policyholders resident outside of such
: provmce re-insured in some company or companies licensed under this Act, or by
. securing the surrender of such policies.

This means that these policyholders who insured with the company while worklng
under a provincial license must be lost.

In order that we may still hold such of these old policyholders as may be willing
to remain with the company, I respectfully ask that subsection 2 of section 109 be
amended as follows:—

‘2. The company may, with the notice mentioned in the first subsection of
this section, file in the office of the superintendent a resolution of the shareholders
of the company authorizing such discontinuance of business and the withdrawal
of said deposit, such resolution also to be approved by the votes of four-fifths of
the policyholders resident outside such province present in person or by proxy at
a meeting -of such policyholders duly called for the purpose of considering the
same or upon the written consent signed by each of such policyholders agreeing
to remain with such company under a provincial license, and upon proper and
sufficient proof being filed in the office of the superintendent of the passing of
such resolution or the written consent of such policyholders in manner aforesaid.
The minster may release and transfer said deposit to the treasurer of such
provinee.”

I would like to add that if in your good judgment you could see your way clear
to allow the company to retain all such policyholders as were insured prior to the
issue of a Dominion license without in any way disturbing them, I assure you, would
be very helpful to our company.

Mr. PerLEY.—So long as you get their consent in any way.

Mr. SPENSE.—Yes. I may just state that if this subsection were amended it would
leave us in the position that we could go personally to each policyholder who became
a policyholder in the company under the provincial license and many of whom have
now moved to Manitoba and the western provinces and some to the United States,
when we go to these parties, if we can secure enough of them we can call a meeting
and put the matter before them and get their consent, and we could also go to the
other individual policyholders and get their written consent, which would be filed in
the office of the superintendent, or in the absence of that we would offer them re-
insurance in some other licensed company in the Dominion, or we could have the
right to buy them out for the cash surrender value.

Hon. Mr. FieLoive.—1I do not think there is any difficulty about this. This clause
in a general way was designed to meet the requirements of your company, and I think
it is only reasonable if it does not exactly meet the difficulty that an amendment may
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be made in the form that you suggest or something of that kind. T might say to the
committee that the representations made by this gentleman have impressed the Depart-
ment as reasonable, and we will probably be able to reach some conclusion with regard
to it at a later stage. t

Mr. MacpoNaLp.—1' am able to say that Mr. Spence brought this matter before
me, and before some other members of the committee last night, and after spending
some time with us, I am permitted to say on behalf of the Life Officers Association
that we are very glad to hear the Minister say on behalf of the committee that he will
find some way to meet the request.

Mr. MacpoNALD.—The next section, Mr. Chairman, to which we wish to call atten-
tion is No. 111: ‘ Declaration of profits in case of existing companies.’

111. In the case of companies heretofore incorporated which have a capital
stock and which are within the legislative power of the Parliament of Canada,
the directors may, from time to time, set apart such portion of the net profits as
they shall deem safe and proper for distribution as dividends or bonuses to share-
holders and holders of participating policies, ascertaining the part thereof which
has been derived from participating policies and distinguishing such part from
the profits derived from other sources; and the holders of participating policies
shall be entitled to share in that portion of the profits so set apart which has been
distinguished as having beén derived from participating policies to the extent of
not less than ninety per cent thereof and shall also be entitled to a just portion
of the profits arising from other sources, but no dividend or bonus shall at any
time be declared on estimated profits, and the portion of such profits which
remain undivided on the declaration of a dividend shall never be less than one-
fifth of the dividend declared; and before fixing or arriving at the amount of
divisible profits, interest on the amount of unimpaired paid-up capital stock, but
not including any premiums or bonuses paid thereon or in respect thereof, and
on any other sum or sums from time to time standing at the credit of the share-
holders may be allowed or credited to such shareholders at the average net rate
of interest earned in the preceding year, or other period under consideration,
upon the total funds of the company invested and uninvested; such shareholders
to be, however, charged with a fair proportion of all losses incurred upon invest-
ments or other losses of a similar character.

2. The provisions of subsection 1 of this section shall not interfere with the
right of the participating policyholders of any such company to share in the
profits realized from the non-participating branch of its business in any case in
which such policyholders are so entitled under the Acts relating to such company
in force at the time of the passing of this Act.

We propose in connection with this a somewhat considerable change. If you
will look down to line 41, after the words, ‘less than 90 per cent thereof,” we propose
that the words following be eliminated, ¢ and shall also be entitled to a just proportion
of the profits arising from other sources, but no dividend or bonus shall at any time
bz declared on estimated profits, and the portion of such profits which remain undivided
¢n the declaration of a dividend shall never be less than one-fifth of the dividend
acclared.” we propose to eliminate those words. Then passing on to line 48, after
the word fstock’ at the beginning of the line we also ask that the words ‘but not
including any premiums or bonuses paid thereon or in respect thereof’ be eliminated.
And then, following the last word on page 42 we ask that the words ‘the total
tfunds of the company invested and uninvested’ be deleted, and that he following
words be substituted therefor, ¢ the mean invested funds of the company.’

, In regard to what we ask in connection with this section we ask, first that the
following be struck out hete:
‘And shall also be entitled to a just proportion of the profits arising from other
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 sources, but no dividend or bonus shall at any time be declared on estimated
profits, and the portion of such profits which remain undivided on the declaration
of a dividend shall never be less than one-fifth of the dividend declared.

» It is with no desire to limit the share of profits to the policyholder, the one, or
Xj'ally the main point is this, in the latter clause, ‘ and the portion of such profits which
';remam undivided on the declaration of a dividend shall never be less than one-fifth
"'of the dividend declared.’” Mr. Chairman, that is the provision that entered into the
"eharter of any company obtained in 1871. This is word for word, I think, a clause
~in the charter of the Confederation Life. There was good reason for it, it was our
'Eown proposition, when we sought a charter at that time, but the reason does not.
| appertain to the present day. You will remember that the rate of interest at which
- reserves were calculated in those days was 43 per cent. At the present time the com-
- panies on new business since the first of January, 1900, are compelled to reserve on a
- basis of 33 per cent interest, and in order to provide for other provisions in the Act
- the companies have even gone on with the new business to a 8 per cent basis. Inas-
- much as you will remember that the business up to that time (1900) was allowed for
“a period of ten years to assume its old rates of interest, 43 per cent, and then at the
‘\‘5 end of ten years to come to a 4 per cent, and after fifteen years to a 3% per cent rate,
~ as set forth in the Bill for all new business issued subsequent to the 1st of January,
E 1900. With a very much lower rate of interest it does not appear to be necessary that
;‘t'here shall be held in reserve one-fifth of the surplus so ascertained, and inasmuch as
~ the putting up of the reserves to the safer standard more or less interferes with those
benehts which every company desires to give to its policyholders, it seems only
~ reasonable that the company shall be allowed to distribute to the policyholders a
larger portion of four-fifths. We think that with the safeguards under which we
~are working now that the limitation which must affect the interest of the policy-
holders should be relaxed. That is our reason for it. There is also the clause:

; Shall also be entitled to a just proportlon of the profits arisng from other

sources.’

)

Mr. BrapsHAW.—It is not.

Mr. MAcpoNALD.—This then is new. Just what these ‘other sources’ are is not
clear. But it is properly ascerta’med what the profits a e, as be'onging to the parti-
| cipating policyholders, there is no other source from which profits can be taken.
| Therefore we think this should be taken out as its retention might very easily lead
to misunderstanding.

i Mr. SprouLE—What about your investments or earnings on capital?

Mr. MacpoNaLD.—That has all to be ascertained, that of course is provided for,
that has all to be considered before you arrive at ‘ profits” There is one thing, it is
provided here, I think very properly, as to the shareholders being credited with the
average rate of interest; but there might also be inserted there that any sum of money

~ that may be standing undistributed to the credit of the policyholders is equally entitled
to consideration for the average rate of interest to be added to it, as if the same were
- standing to the credit of the shareholders. I merely refer to that because it is not
mentioned here, but that is the proper thing to do. For example, a company when it
~ has ascertained its gross surplus, and has also ascertained its average rate of interest,
or the actuarial rate of interest for the past year, and that rate of interest is credited
- to the shareholders’ capital. There may be a fund belonging to the shareholders that
~ is not being distributed, that fund also should be credited with the average rate of
interest and both of these taken out of or debited to the gross surplus for the year:
G Then the funds at the credit of the pohcyholders should also be credited with the
‘tz average rate of interest in a similar manner, so that they would have justice done to
i them, and then when all that has been done you have arrived at your net surplus
~ whieh you can distribute.
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- Hon. Mr. Fiepine.—I understand that you propose to strike out the provision
that the policyholder shall be entitled to a just proportion of the profits arising from
‘ other sources’? ;

Mr. MacpoNALD.—Yes, for example, we cannot imagine that applies to anything
else than the non-participating branch in which they have no interest whatever. I
do not know what other sources there can be. If, for example, property should come
into the hands of the company and it is sold at a profit, that profit will go to the
aggregate profits for the year.

The CHAIRRMAN.—And they will all get a share of it? A

Mr. MACDONALD. —They will all get their share of it. I think that the system
employed by the companies is absolutely correct and in the interests both of the
shareholders and of the policyholders. ‘

Mr. SprouLE.—Does your scheme contemplate in the case of the non-participating
policyholders there is only a division once in five years, but your profit is accumulating
from the commencement of the term to the close—does that contemplate that the
shareholders get that? i

Mr. MacpoNALD.—The balance of the undistributed profits with the ‘net rate of
interest earned by the company added to it, goes to the shareholders. ]

Mr. SprouLE—Every time?

Mr. MacpoNaLp.—Every time.

Hon. Mr. FieLping.—Supposing a profit is made on the purchase and sale of bonds,
would that go into the general fund so that the policyholders would participate?

Mr. MacpoNALD.—Y es.

Hon. Mr. FreLoine.—I% would almost seem from the omission of these words that
you did not quite approve of that.

Mr. MacpoNaLD.—You have the whole transactions of the year before you, all
these transactions have gone into the general account, and when you have put them all
in then you find out how much belongs to one and how much belongs to the other.
~ Hon. Mr. FieLpine.—Why do you strike out the words ¢ and shall also be entitled
to a just proportion of the profits arising from other sources’?

Mr. MacpoNALD.—For the simple reason that as it stands there it may mean, and
may be contended to mean, that they are entitled to a share of the profits in the nen-
participating business.

Hon. Mr. Fierpina.—Would you say the profits on the bonds is ¢ non-participating
business’? How do you draw the line. Supposing the funds of the company are
employed in the purchase of bonds, and you sell them at a profit, do you mean to say
the policyholder shall share in that profit?

Mr. MacpoNALD.—Certainly, and they do.

Hon. Mr. FreLpixna.—Could they do so under your provision?

Mr. MAcDONALD.—Yes. '

Mr. Frrzceranp.—Not necessarily so.

Mr. MacpoxaLb.—All T can say is I have described how it would work out in our
company.

Hon. Mr. Frerpine.—You mean to say that your amendment would not preclude
them from sharing in those profits?

Mr. MacpoNaLD.—Certainly.

Hon. Mr. FieLpine.—We propose that the capital shall receive interest at the
average net rate of interest earned upon the total funds of the company invested
and uninvested and you strike out the word ¢ invested.’

Mr. MacpoNALD.—Yes.

Hon. Mr. FieLpine.—Supposing one portion of the funds is earning a profit and
the other is not, should not they share in the loss on the idle capital?

Mr. MacpoNaLp.—Both branches share in the losses there may be from idle
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capital, but as a matter of fact our proposal only excludes such things as outstanding
premiums and items of that kind.

The CaairMAN.—The profits arising from the non-participating business should
exclusively belong to the shareholders?

Mr. MacpoNALD.—Y es.

Hon. Mr. FreLpine.—Of course you are aware that the question has been raised
in connection with some companies; in fact T would not be surprised if in the adjoin-
ing room at this moment the same question is under consideration. In the case of
the Canada Life Company’s Bill now before parliament it is a matter of controversy.

Mr. MacpoNaLD.—If T may be allowed to express an opinion, I think what is asked
for in the Canada Life Company’s Bill is reasonable and ought to be granted. j

Hon. Mr. FieLpina.—I do not mean to cross-examine you in regard to the Canada
Life Company’s Bill, but I am asking you in reference to the principle.

Mr. MacpoNALD.—In my judgment it is a correct principle; it is the principle
under which in my company we have worked for thirty-eight years, and every other
company, I think, with the exception of the Canada Life, which because of a mere
oversight have been going on without realizing the fact that the amendment they got
did not give them quite the power to do what they are asking for now.

Then I will just call attention to the closing words of this subsection 1 of sec-
tion 111:

¢Such shareholders to be, however, charged with a fair proportion of all
losses of a similar character.

It does seem, in reference to the remarks that I made earlier this morning, that
the Bill appears to keep very closely in view the interests of the policyholders, losing
sight, to some extent, of the interests of the shareholders who may be fortunate or
unfortunate. It is quite right that such shareholders shall be, however, charged with
a fair proportion of all losses incurred upon investments or other losses of a similar
character, but I think it ought to go on and say that they should also be credited
with the profits that may be made; you restrict here to the charging ot losses against
them, but you do not provide that they shall share proportionately 1 gain or profit
that may have been made.

Hon. Mr. FieLoine.—Would not the policyholder get his gain in the higher rate
of interest?

Mi1. MacpoNaLp.—I think it is unnecessary to put it here, but as bearing upon the
view that I think the policyholders’ interests are cared for more largely—however, you
take the responsibility for it—than the shareholder.

Hon. Mr. FieLoing.—The greatest good to the greatest number, y u know.

Mr. MacpoNaLD.—There is another point, Mr. Chairman, to which I should make
reference, namely where it excludes consideration of bonuses that may have been
paid in in connection with subscription of capital stock. It seems hardly fair that a
company should be prohibited when it has reached the condition of growth and posi-
tion which will enable it to deal with the bonus capital, and could properly recognize
that it is something calling for consideration, and hence we ask that that shall be
climinated. The words are:

‘But not including any premiums or bonuses paid thereon or in respect
thereof.”

We think we would like that reconsidered and that payments of this kind may in
due course receive consideration

In regard to subsection 2 of this same section, we propose that the words in the
last line, after the word ‘force,” namely, ‘at the time of the passing this act, be
deleted and that there be substituted therefor: ¢when this Act comes into effect.”

Then in regard to section 112, in view of our having suggested, and if that
clause should be approved, that the first clause of the Act be amended as we then pro-
posed, it would follow that section 112 should be eliminated.

14172—2 3



66 BANKING AND COMMERCE COMMITTEE

Before going on to refer to the schedule, sir, there are one or two special matters
that T would refer to. If you will turn to section 15, and to section 20, subsection 2
of section 15 reads as follows: ’

¢9. The value of such securities shall be estimated at their market value, not

exceeding par at the time when they are deposited.’ .

" On behalf of the British companies, and of the American companies as well, it
is asked that these words, ¢ not exceeding par’ should be deleted, and the reason for
it is this: They may purchase securities on which they pay a premium of 13 per cent
or any other percentage, and that percentage necessarily enters into the value of their
securities. To cut them down to par would be to do a great injustice to these com-
panies, and on their behalf we make the request that these words, ‘ not exceeding par’
be eliminated.

Hon. Mr. Fierping.—That is the present law, there is no change here, the law as
it stands is the law as it has been for many years.

Mr. MacpoNaLp.—I know it is, but we want to bring the matter before you.

Then the next section, 20, subsection 3, in the last line of that section we ask
that the words, ‘and in no case greater than the par value of,” be elminated.

Hon. Mr. FreLping.—This is merely a deposit, you know, they are not lessening
the value of these assets by taking them at par. ¢ -

Mr. MacpoNALD.—I am speaking on behalf of the other companies, we object to
that restriction.

Hon. Mr. Fieupine.—There is a further provision that these securities that are
taken at a premium are only redeemable at par, and every year, as they go on, they
are in scme sense reduced in value. If you buy them at a high rate and keep them
until they are redeemed you only get par value for them.

Mr. MacponaLD.—Yes, but they should be written down each year, and of course
the superintendent has it in his power, or he ought to have it in his power to write
them down or see that it is done.

Then, Mr. Chairman, there is one matter in regard to which I have no mandate
or even request to refer to, at the same time I know that a difficulty exists, and with
the consent of my fellow managers I am authorized by them to refer to it. You are
aware, sir, that a British company which has been operating in this country for some
time—the Pelican and British Empire Life—amalgamated some time ago with the
Pheenix which has been in this country as a fire insurance company for a long time,
and for a time I think it did a small life business. What I want to say is entirely
gratuitous in this particular, and it is that we hope the minister and the department
will see some way by which the disability that has grown out of that will be overcome,
and that the Phenix may be enabled to take the place and continue the work that
was formerly done by the Pelican and British Empire Life.

Hon. Mr. FerpiNe.—You would allow them to do both a fire and life business?

Mr. MacpoNaLp.—Yes, but keep separate accounts.

Hon. Mr. Frerpine.—But you would not allow a new Canadian company to do
the same thing?

Mr. MacpoNaLD.—No, I would not, because there are features connected with
this case that would seem to justify special consideration that do not apply to a new
company.

Hon. Mr. Fieroing.—That was our difficulty; we did not feel that we ought to
do for that company what we would refuse to do for a Canadian company.

Mr. MacooNatp.—I w.at to make it perfectly clear that in making this state-
ment I am not doing it at the request of anybody, but it was spoken of by Mr.
Bradshaw and myself, and then afterwards we had a consultation with our brethren.

There is another matter T would like to refer to and that is section 53 where
they deal with expenses. T received a letter this morning from Mr. Somerville, who
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went home the night before last. You will remember that I asked that Mr. Somerville
~ be permitted to address the Committee on the question of allowance for expenses on
~ the investment branch of the business other than debentures, bonds, &e. In other
~ words, investments connected with real estate. I have this morning received a letter
from him and he gives me these particulars with reference to the expenses of some
~ companies in that connection. The expenses of the Canada Permanent Loan & Sav-
ings Company came to 1+16 per cent of the total assets, that is the expenses of in-
vestments; the London Canadian Loan & Agency Company, 1-11 per cent; the Hamil-
ton Provident & Loan Company, 193 per cent; the Canada Landed and National
~ Investment Company, ‘98 per cent; the Huron & Erie Loan & Savings Company, :62
- per cent. You will remember that Mr. Somerville explained that the Huron & Erie
~ expenses were low because they restricted their business to Ontario.

Hon. Mr. Fostir.—Is that investment expenses? !

Mr. MacpoNaLD.—These are the expenses of the loan companies in connection
with their investments. We have asked that the subsection of section 53 which pro-
vides for an allowance for investment expenses, without distinguishing the bran-
ches, of not exceeding one-fourth of one per cent, be amended, and that the allowance
shall apply to debentures, bonds and other stocks and investments of that nature as
being sufficient for the purpose, and that the companies be allowed to count in their
expenses one per cent on the other investments, mortgage investments and such like.
To justify our asking for that Mr. Somerville addressed the committee, giving his
experience as an old manager of a loan company, and he now follows that up by actual
figures in regard to the companies I have named.

Mr. Chairman, the next point that I have to refer to, and I shall endeavour to
be as saving of time as possible, is the question of the schedules. These schedules
begin on page 61, and I think if the members of the committee will take time to go
through them they will find that they are both searching and full; they are certainly
much more onerous and call for very much more work than is called for in
previous legislation of this kind. I would like if time had permitted to have gone
over them to some extent, but I do not know whether that is wise or not. I might say
that if you will look carefully through them you will find that they have brought out
every element of information that can very well be brought out, and I doubt
very much if you were to put a search warrant in the hands of the sherriff that he
could discover anything that is not already provided for in these schedules. Now we
think that in some respects these are too minute, and as I am most anxious that we
should finish, if possible, our case to-day, as we are anxious both for the committee’s
sake and for our own sake to bring it to an end, I would refrain from going into
these various remarks in regard to them. But if the members of the committee will
just take the trouble to go over these schedules for themselves they will see that infor-
mation on every point of interest to the shareholder or to the policyholder or to the
public has been called for by them, and in view of the fact I think we will come to
the conclusion that the Life Officers Association are not going too far when they ask,
as we did ask, that section 36 calling for the addition to this of a gain or loss account,
shall be struck out. That account will call for a great deal of additional work with
very doubtful results, that is so far as the public are concerned. That it is a matter
of interest to the company is not to be gainsaid. The company might do that work,
some companies do, many other companies have not done it; but at the same time
to make this an obligation on the part of the company as a part of the future report
to the department, in view of the extensive information already supplied through
these various schedules seems to be unnecessary and a work of supererogation.

Mr. PerrLEY.—Is your objection to it simply the trouble and expense or is there
any other objection than that?

Mr. Macponarp.—There is no other objection to it at all. Every intelligent
person can take hold of these schedules with the result that he might, I' think, learn
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and know everything that he will want to know, and there is no use in laying addi-
tional burdens upon the companies already burdened, I think, fully under the sche-
dules as they appear.

There are one or two items to which I would like to call special attention. On
page 65, for example, you will find there under the heading expenses’ in No. 10 it
asks for ‘cash paid for investment expenses (with details).” Now I do not know

what is contemplated by this. Does that mean that we are to give a schedule setting

forth all the applications that have passed into the companies’ hands, with the expenses
that are connected with each? It seems to me that the words ‘ with details’ there
are intended to mean something of that kind. If the expression does not mean any-
thing then I think that those words ¢ with details’ have no right to be there. Invest-
ment expenses could be set forth in bulk, but to furnish details—we are dealing with
perhaps 500 or more individual applications for loans each year and to require the
details would seem to be putting an unnecessary amount of work upon the company.

Then there is another item here that I do not quite understand but it may be,
of course, that it is suggested by what may be the practice of some companies. There
is also there “ head office salaries.” You will observe that everything is set forth there
that anybody might want to know, whether for faultfinding or for information.
Then there is a second item here, ‘head office travelling expenses” I do not know
what that means. In the case of my own company, ‘head office travelling expenses,’
what is that to include? Would that include my expenses coming to Ottawa, for
example?

Hon. Mr. FieLoine.—Why not ?

Mr. Macpoxatp.—Is that to be set forth here?

Hon. Mr. Fierpine.—Not the amount individually paid to you but the amount
expended and charged under that heading.

Mr. MacpoNaLp.—That is as a total?

Hon. Mr. FreLping.—There is no reason why that should not be shown.

Mr. MacpoNaLp.—In respect to the head office travelling expenses that would
mean, of course I take it, but I do not know whether that would include the superin-
tendent of our branches, I' do not know whether that would be included or not—it is
only as to what it really does mean here. I think in some places it means allowance
for travelling expenses. Then in regard to the note down on page 65, exception is
taken to the entry in detail of the salaries of the chief officers of the company unless
this is asked from all companies whether home or foreign. In other words, if that is
not done it places your Canadian companies at a disadvantage as compared, for
example, with the British companies who are operating in this country. If it is to
be asked from our Canadian companies we think it ought to be asked also on behalf
of the foreign companies as well. We ask for the same treatment as the others.

I do not think it is necessary for me to detain yourself and the committee longer
with these matters. T do not know whether any other members of the association
desire to say anything, but I would like to take the opportunity, Mr. Chairman, to
thank you, and the minister and the members of the committee, for the patient and
careful attention, and for the opportunities they have afforded us for the presentation
of our case.

Mr. PerLey.—With the law as it is at present your business is on a 3% per cent
hasis?

Mr. MacpoNALD.—Yes.

Mr. PerLey.—Now the money is really earning more than 3} per cent, and what
I am trying to get at is, to whom does the surplus, so-called, belong? In other words,
supposing your company were to be wound up to-day, supposing the shareholders in
your company were to decide to wind up the company, and it would take you a good
many years, to whom does the surplus belong? Would that go to the shareholders
when the company was wound up, or would it go to the policyholder?
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Mr. MacpoNALD.—It must go according to the relative interests For example,
I ‘might explain, Mr. Perley, in regard to sources of profit: in a life company there
are three principal sources, there may be incidental sources outside of that, but the
~ sources of profit are, the difference in the rate of interest at which the reserves are
 accumulated and that obtained from the investments of the company; that is a source
- of profit. Then another source of profit may arise from the mortality provided for
- being greater than the mortality experienced, that is the second. The third source
‘of profit may be in the loadings of the total premiums, in excess of the actual expen-
ses. These three, if there is a surplus, form the avenues of profit, and these are sim-
~ ply distributed in the proportion, after you reach the net, of 90 per cent to the policy-
~ holder, not less than 90, although in my own company for over twenty years it was
95, but there must not be more than 10 per cent to the shareholders.

Mr. PerLEy.—You give 95 per cent, do you?

Mr. MacpoNaLD.—We do.

Mr. Perrey.—That seems plain, but there may be a surplus over and above all
liabilities to shareholders and everybody else under the statute. To whom would that
- belong in case the company were wound up? ’

Mr. MacponaLp.—I could not tell you now how that would be divided, but T take
it would have to be looked into as to what that surplus arose from and we would
‘,,.; endeavour to distribute the surplus to the sources from which it acerued, which would
~ possibly be to the pohcyholders partly and partly to tke shareholders. But it would
~ have to be distributed in the same proper and rightful manner as if the profits werc
r» distributed in a going concern.
F; Mr. PerLeEy.—Do you think that is quite so; would it mot be a matter of law as
to whom it would belong, the policyholders or the shareholders—is it not a doubtful
~ question ?
.1 Mr. MacoNaLD.—I am not able to answer that. As a matter of right I would
% - say that any balance of surplus that properly belonged to the policyholder could not
~ be taken over by the sharcholder without the shareholder being held responsable for it.
5 Mr. NesBirT.—Mr. Perley is pre-supposing an impossible case; is it likely that
a company will be winding up if there is a surplus.
Mr. MacpoNALD.—There may be that. Of course Mr. Perley’s question is a per-
tinent one.

The CHARMAN.—Mr. Sutherland has been waiting for some time for an oppor-

tunity to address the committee. Are there any other Canada managers who desir:

~ to be heard this morning? We will hear Mr. Sutherland in the meantime and if
there are any others who desire to be heard they can come after Mr. Sutherland.

Mr. H. SuruertANp (Equity Life).—Mr. Chairman and gentlemen,—I am con-
cerned in the meantime with regard to this Bill only for the reason that I may one
of these days wish to do business under a Dominion license, mainly for the reason
that the fact that my company is a provincial company is used by other agents to its
detriment.

The CHAIRMAN.—What is the name of your company ?

Mr. SuraernanD.—The Equity Life, working under a provinecial license, char-
tered under letters patent. It is frequently used against my company that it could
~ not qualify to take a Dominion license, that it is not fulfilling the requirements of
~ the Dominion law. Our answer is that we put up in the regular way the full reserve
| required on a 33 per cent basis, that we observe every legal requiremnt that Dominion
~ companies are required to recognize; that the only difference between our status as a
| provincial company and the status we would require to have as a Dominion company
| is that we do not have quite as large a deposit with the government as would be
~ required if we were operating under a Dominion license. We do not mind this
! because it was pointed out by us that the amount deposited by the largest companies
~ is a small matter compared with the amount of their liabilities to the public, that
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corresponding to the business that we are transacting our deposits are very much
larger than the deposits of most companies, but if we were to undertake to say if this
Bill becomes law that we are meeting all the requirements of the Dominion Govern-
ment or the Dominion Insurance Department, we could not do so. We are doing
mainly, in fact exclusively now for some years, a non-participating business. We
are doing business amongst total abstainers, almost exclusively, nine-tenths of our
business is done amongst total abstainers, and it is a well known fact to all those
who have taken any interest in the matter that total abstainers are very high class
risks. I have been personally connected with the selection of lives of total abstainers
since 1890, with the exception of a couple of years, continuously. The business that
has been selected by the medical referee of the company with which I have been
associated and by myself, has shown a lower rate of mortality than is shown for a

- long period of time, so far as I can learn, by any other company anywhere. That being
the case and from the fact that we continue to select with the utmost care, and during
five years that we have been in business we have been able to pay all our death claims
at our very low rates, lower rates than other companies, I think that we are likely
to have an experience similar to what other companies have had in total abstainers’
business.

Mr. SprouLE—You do not think five years sufficient to make a thorough t%t
do you!?

Mr. SurHERLAND.—Only that it corresponds with the experience of other companies
over many years.

Mr. NesBirr.—Wherein does this Bill apply to your company?

Mr. SurHERLAND.—I might say that we are doing a high class business, charging
a premium that does not afford loading for expenses sufficient if we are——

Mr. Harris.—Might I' ask you a question, Mr. Sutherland? You are working
under a provineial charter ?

Mr. SUTHERLAND.—Y es.

Myr. Harris.—Do you make any returns to the Dominion government?

Mr. SuTHERLAND.—Not at the present time.

Mr. NesBirT.—Where do you come in under this Bill, then?

Mr. SurHERLAND.—Only that I do not want it so that a provincial company shall
be excluded from getting a Dominion license when it seeks it. I do not want to see
any company that may be organized as a non-participating company, barred from
getting a charter or being permitted to engage in business.

Mr. Harris.—Inasmuch as Mr. Sutherland’s company is not under the jurisdic-
tion of the Dominion government, but under the jurisdiction entirely of the pro-
vincial government, because he makes no returns to the Dominion government, I
do not think he should take up the time of this committee.

The CHAIRMAN.—ITf there is any particular section of this Act which Mr, Suther-
land thinks will interfere with what he purposes doing shortly he should point it out.

‘Mr. SurHERLAND.—The section with regard to the limitation of expenses, the
loading of the premiums, section 53 provides that no company can use more than the
loading on its premiums, whatever that may be for expeness. Now the loading of
premiums differs very widely. It differs from practically nothing, or nothing in the
case of my own company and many British companies that are doing a non-partici-
pating business, to 10 per cent which is the general rate amongst Canadian com-
panies for loading in an non-participating business. The loadings of participating
business, as you were told here, varies away up to 80 or more per cent, and it will
have the effect, if this is made law, of preventing any company carrying on aggres-
sively business on the non-participating plan. It must simply force the companies
into doing a participating business. 1 think that gentlemen who are managers of
other companies will agree with me that it would be impossible to carry on aggressive
work in a non-participating business under this Act as it stands with the limita-
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tion of expenses. I would make the suggestion that in the non-participating business
as pointed out by Mr. Macdonald the profits do not belong to the policyholders—I
can show you this opinion of Mr. Kane, as it was secured by Mr. Macaulay in 1906,
that there is no reason why the limitation of expenses of non-participating business
should be confined to the loadings in the premiums. He points out there that the
loadings are very small in all companies for non-participating business, and that

~ there is no loading in many companies. The fact is that all the surplus arising from
 the saving in mortality and the surplus interest earnings belong to the policyholder

at the present time, according to the interpretation of the association, according to
Mr. Macdonald’s explanation and according to the understanding of all men who are
connected with the business. If the surplus belongs to the shareholders of the com-
pany it should be legitimately and legally used for expenses by the company for any
purpose in connection with the carrying on of its business. I think every person is
agreed that under the law any company holding in Canada the reserve required by

law and keeping up its capital, is in an absolutely safe position to meet the require-

ments of all its contracts. If that be the case then the company that can most re-
duce its expenses by its methods of business and can most reduce its premiums in

- the company, that can do the greatest good to the greatest number, as suggested by

the minister was his purpose in framing the Bill. The greatest good can be done to
the greatest number by giving the largest value for their money, and the company
that gives the people the largest value for their money is the company that reduces
the premiums to the smallest possible point and that spends the least possible amount
of money in expenses. Now the stockholders of the company carrying on this busi-

. ness at a very low rate of premium will be anxious not to involve themselves by using
. any money in such manner that it will put them into bankruptcy.

Mr. NesBirr.—If this gentleman has any amendment to suggest to the Bill T
think the committee will be glad to hear it, but I do not think this is the place to
advertise any man’s company. If we allow them to do that we will be here until
next year. - I would like the gentleman to get down to his point—get down to business.

Mr. SurHERLAND.—The main point I wish to make, if T may be permitted to

. repeat it, is that if the companies doing a participating and non-participating business
~ have both to confine themselves for expenses to the loadings of their premiums, that

the money left after the expense fund is consumed is precisely the same in the company
that pays profits as in the company that does not pay profits. If that is understood
and if I have relief in that matter that is all I ask.

Mr. PerLEy.—What is your suggestion for an amendment?

Mr. SurHERLAND.—My suggestion is that the profits accruing on non-participating
business are legitimately the property of the shareholders of non-participating com-

~ panies, they are not promised to the policyholders under any circumstances.

.
i~

e

Mr. PerrLEy.—You want to be allowed to use them?

Mr. SurHERLAND.—I want to be allowed to use whatever money the company may
have on hand over and above the legal reserve for the purpose of pushing business as
other companies doing a participating business use their profits.

Mr. PerLEy.—You want to exempt the companies doing simply a non-participat-
ing business from that clause?

Mr. SurHERLAND.—Yes, if that is granted I shall be satisfied. I can comply with
every other requirement.

Mr. PerLEYy.—I understand there is an American company doing a business of
that kind. What do they say about it?

Mr. SutHERLAND.—That company is doing a different kind of business altogether
from what we are doing.

Mr. PerrLEy.—But doing an entirely non-participating business?

Mr. SUTHERLAND.—Y €s.

Mr. Perrey.—How do they stand, can they comply with the Act?
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Mr. S'UTHERLAND .—They charge a considerably higher rate of premium than we
charge.’
© Mr. PeriEy.—Are they able to comply with this Act?

‘Mr. SuTHERLAND.—I' have not looked into their side of the question, and they
have other sources of income, from accident business, and other business that we have
not got. We do a purely life insurance business and we are doing it on a basis that
the other company is not doing it on.

"~ Mr. Periev.—I think the point that you want to make is that the companies
doing a non-participatng business cannot comply with this Act in regard to the limit-
ation of their expenses to the loading. Is that the fact with respect to all the com-
panies or only your own ? '

Mr. SurHERLAND.—I am sure of this that it will prevent the possibility of a
Canadian company being organized for a purely non-participating business. I state
that as my deliberate opinion after careful consideration of the matter. I do not
think it is possible for a Canadian company to be organized to do business on that line.

Mr. Hagrris.—You are speaking now of clause 53, have you an amendment to
suggest ?

Mr. SuTHERLAND.—AIl T ask is that the limitation to the non-participating business
in reference to expenses be struck out.

Mr. Harris.—Why not put your amendment in writing?

Mr. SurHERLAND.—I can put it in writing.

Mr. Harris.—It would be much easier for the members of the committee to deal
with it if you put your suggestion in writing so that it can be incorporated in the
minutes ?

Mr. SurHERLAND.—I Wwill be very glad to do that.

Mr. T. B. MacauLAY.—Mr. Chairman and gentlemen, many sections of this Bill
are so very important that I hope we will be pardoned if naturally we wish to make
our points very clear. Possibly I may be allowed to refer briefly to the point Mr.
Sutherland has made. All our companies admit that a company doing an exclusively
non-participating business can hardly expect to live within the expense limitations of
this Bill, as proposed. We admit that. In regard to the outside ccinpanies referred
to by Mr. Perley we have already recommended that a certain amount of relief be
given to them, that relief taking the form of no amount being charged for head office
expenses. This allowance we consider in the case of the American companies to be
in the neighborhood of five per cent. So that we actually have proposed in the case
of companies from the United States doing an exclusively non-participating business
that a substantial relief be given. There is another point to remember in connection
with these outside companies—not one of them is doing an exclusively non-participat-
ing business on the ordinary plan. One of them in addition to its life business is
doing a large accident business and the others have very large industrial departments.
Now, by uniting non-participating branches with these other branches they are able
to put so much of their expenses on to those other branches that I think the allowance
we propose is quite sufficient for them. But we admit that in the case of a new
Canadian company some further allowance ought to be made.

Hon. Mr. Foster.—Doing a non-participating business?

Mr. MacAULEY.—Yes, a new Canadian company doing an exclusively non-parti-
cipating business. The feeling of the sub-committee of the companies that threshed
this out was that while we entirely sympathized with Mr. Sutherland’s view, the Bill
also provides that no Canadian company is to come under this provision of the Aect
until it is 15 years old. In other words Mr. Sutherland’s company, which is five
yvears old, would not come under the restrictions of the Act for ten years, and we
thought that before the ten years had passed there would be an opportunity to ask
for the change.
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Mr. PrrLey.—I suppose you expect to see the Act revised again within ten years ?
Mr. MacavLey.—We thought it is exceedingly likely that some further revision

: of tl}e Act will be found necessary within ten years, and that there could be time then
. to discuss Mr. Sutherland’s case. It is not that we do not sympathize with his view,

but we do not think any action an actual necessity at the present time.

4 Mr. Nespirr—Is there any provision for a company doing business as Mr. Suth-
- erland’s company is doing it now?

Mr. Macavrey.—When fifteen years come around it will be entirely reasonable

. for that company to ask that some special provision be made.

Mr. NesBirr—DBut supposing it registered this this year what effect would it
have? .
Mr. MacavrLey.—It will have ten years of entire freedom still. If you choose to

- put a clause in to the effect that any Canadian life insurance company doing an
- exclusively non-participating business, and not doing any accident or industrial busi-

ness or having any other branch of insurance be exempt from the limitations of the

~ Act with regard to expenses, that would be satisfactory.

Hon. M. Fmrpine.—Not exempt from the Act in general, but from this parti-

cular section?
Mr. MacauLey.—Yes; that is to say if it be a Canadian company doing an exclu-
sively non-participating business, and not having any other branch, accident or indus-

3 trial, for example. If you choose to put that we will all be thoroughly satisfied.

With your permission, Mr. Chairman, I would like to make a few remarks on

 this section that Mr. Macdonald has just been speaking about, the representation of

policyholders. This is a very, very important point, and while Mr. Macdonald dealt
with it in a very able manner, T hope you will pardon us on account of its extreme
importance, if we elaborate a little. There is of course the general objection to any
radial legislation of this kind, which would entirely upset the foundations of the
companies’ business and change the command and control of the companies into
something entirely at variance with their charters, that it is an interference with
vested rights. I do not wish to press that point too far, but legislation of such a
character as here proposed, would I understand, be entirely unconstitutional in the
United States, and I certainly think that we should realize that it is wise to go a
little slowly in doing things in Canada which would be unconstitutional in the
United States.

There is, sir, however, a great deal to be said in favour of giving policyholders
some representation in the control of life insurance companies. The real questioa
is just how far that representation can reasonably and safely be given. It must be
remembered that the shareholders forined the company. As Mr. Macdonald said,
the shareholders put their money behind the policyholders, they guaranteed and still
guarantee all the contracts of the policyholders, and in a great many cases the share-
holders have even lost much of their money and, to that extent, have saved the policy-
holders from loss. A considerable number of these companies would not even be in
existence to-day but for the fact that the shareholders put their money behind the
policy contracts, Every dollar of the shareholders’ money must be lost before the
policyholders can lose one cent. The money put in by the stockholders is therefore
on an entirely different basis from that put in by the policyholders. Therefore T
think there is a limit beyond which the rights of the shareholders should not be
unduly interfered with. What does the Bill propose? How far does it go? Sub-
section 9 of section 99 says:

‘Tvery person whose life is insured under a participating policy or partici-
pating policies of the company for $1,000 or upwards shall be a member
of the company and be entitled to attend in person or by proxy at all general
meetings of the company.

- Now, I take it, that means that he is not merely a member and entitled to attend
at such meetings, but entitled to vote just as if he were a stockholder, with one soli-
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tary restriction, that he shall not have the right to vote for shareholder directors. That
is absolutely the only restriction proposed in the Bill. He can vote on every other
question brought before any meeting. Let us see how that would work in the case
of our own company. Our company has 7,000 shares of stock, and every share has a
vote; that is that the shareholders, if every one of them should be present or repre-
sented by proxy, would have 7,000 votes. We have 80,000 policyholders, and about
70,000 of those would be entitled to vote. Thers would thus be 70,000 policyholder
votes against 7,000 shareholder votes—ten policyholder votes for every shareholder
vote. If this Bill passes as it stands, then if all our participating polieyholders and
all our stockholders were represented at a meeting called under the Aect, the policy-
holders could outvote the shareholders ten to one, and pass any resolution or motion
that they might choose. Moreover, gentlemen, our 7,000 share votes are not increas-
ing, while the policyholders’ votes are increasing every year, and if it is 10 to 1 now
it will not be very long before it will be 20 to 1. T think, sir, you can see the greaf
danger there is of almost absolute confiscation of the sharecholders’ vested rights
granted to them under the charters of the companies.

Supposing for instance that a motion should be introduced ecutting down the
proportion of profits to be paid to the shareholders from 10 per cent as allowed under
the Aect, to 24 or even 1 per cent; suppose that such a motion should be introduced
by one of the pelieyholders, and that all the policyholders should be represented in
person or by proxy; they could put it through by 10 to 1, and the shareholders would
have no recourse. It is true that the Bill provides that policyholders cannot vote
for shareholder directors, but I think in the absence of any express provision to the
contrary, the directors, whether elected by the policyholders or by the shareholders,
would have to obey the instructions of the general meeting, and if the general meet-
ing were to cut down the profits of the shareholders, or were to pass any other defi-
nite resolution, the directors would have no option but to do as they were ordered.

This is a most dangerous situation. I think the least you should do would be to
insert a clause either in section 99 or in section 111, absolutely taking away from the
policyholders the right to vote on any question which would further affect the vested
privileges of the shareholders. Our own company has voluntarily increased the pro-
portion of the policyholders’ profits to ninety-five per cent, but I don’t think the
policyholders should have the right to compel any increase beyond the proportion
guaranteed to them by section 111 of the Bill. I would suggest the addition of the
following sentence at the end of section 99, subsection 9:— Policyholders shall have
no vote on any motion to increase the proportion of profits aceruing to participating
polieyholders under section 111 of the Aect, or to otherwise interfere with the vested
interests of the shareholders.’

Now as to the directors themselves. The Bill provides that there shall be eight
polieyholders’ directors and eight shareholders’ directors, sixteen in all. Our objection
to that is twofold. In the first place we object to sixteen as forming too large a board.
Our own board at the present time is nine. If you made the board 16, and required,
as provided by the Bill, that a majority be necessary for a quorum, that would mean
that you would have to have nine of those directors present at each meeting. That
would make the holding of meetings difficult. The board would be too cumbersome.
1' will tell you exactly how it would work out in practice. A board of nine, like ours,
meets every week, every Tuesday. The entire board of directors sits each week, and
we have a very full attendance, frequently without a single absence. If you make
the board of directors as large as 16, however, you would have by the very force of
circumstances, to fall into the American system of having meetings of directors once
in three months, and having these directors then appoint special committees, so that
practically the whole work of the company would be done, not by the full board, but
by the finance committee, the executive committee, and other committees of that kind.
By increasing the number of directors, instead of making for efficiency you simply
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make it impossible to carry on the business of the companies by frequent meetings of
‘the whole board, and you also make it possible for little cliques to control the affairs
of the companies.

In the next place we object to the proportion. Personally, I do not want to be
understood as saying that policyholders should not have some rights and some repre-
~sentation, but when you say that the policyholders and shareholders should have
exactly the same number of directors, you are going too far. The shareholders who
have established the company, and whose money i§ actually behind the policyholders,
should not be put, we say, only on a par with the others who are the company’s
creditors. I would say for myself, as Mr. Macdonald spoke for himself, that my own
personal opinion is that if the Bill said 8 or 4 I would have no objection. T do object
~ to having it 8 and 8. I have already pointed out how, under the Bill as it stands now,
- the policyholders could control the annual and general meetings and pass any motions
- that they might choose. If in addition they elected one-half of the directors, and if
one or two of the shareholders’ directors were to die, the eight policyholders’ directors
- might actually control the whole board, for the Bill provides expressly that they shall
have a vote on all matters coming before the board. They could pass a resolution
- practically confiscating the stock or at least greatly diminishing its value, or do any-
. thing else that they might choose and the shareholders would be without recourse.

The CuamrMAN.—The hour of adjournment has arrived. I have a number of
- telegrams here similar to those I submitted yesterday and if the committee thinks
~ well I will hand them to the secrétary in order that they may be incorporated in the
~ minutes. There were some gentlemen present who expressed a desire to address the
. committee on behalf of the fraternal insurance bodies.
g Hon. Mr. Fierpixa.—I think there was some misunderstanding in reference to
| something in the Bill. They have communicated with the department and I do not
think they want to be heard now, as they are satisfied that the intention of the Bill

is not as they supposed it was.
Mr. SerouLe.—They understood that this Bill affected the assessment companies,

but when they found out that it did not they were satisfied and they went home.

Committee adjourned.
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The Committee met at 10.30 o’clock, a.m., Mr. Miller, Chairman, presiding.

~ The CHAIRMAN.—When we adjourned yesterday Mr. Macaulay had the floor. It
3 iproposed that Mr. Kavanagh of the Metropolitan Life, New York, should take the

oor first this morning and speak to us shortly in reference to something affecting
“his own company.

13 Mr. J. E. KavanacH (New York).—Mr. Chairman and Gentlemen: Some objec-

e

ons to the Bill have already been presented to the Canadian Life Officers’ Associa-
on. I would like to refer to others. Section 15, sub-section 2. It is suggested the
ords in the second line of this sub-section reading ‘not exceeding par’ be eliminated
nd the words in section 20, sub-section 3, and occurring in the last line, reading
and in no case greater than the par value thereof’ be also eliminated.

A security may be worth in the open market considerably more than its par value
nd it ought to be accepted at a fair valuation. This is particularly true as the gov-
rnment enters into a kind of partnership with the companies, and as it preseribes
e character of securities that shall be deposited, it ought to accept them at such a
aluation as the government itself would have to pay for them if it was prescribed
hat it should be the purchasing agent.

Section 20, sub-section 2. It is suggested that the following be added, ‘ or in one
erson resident in Canada, jointly with the trust company such ag above described.

Sub-section 4 of this same section 20, we would like amended by replacing it by
he following words:—

¢ Hereafter trustees must be either a trust company such ag above described, or
\ trust company jointly with a person resident in Canada, both such as above des-

We would also like to have sub-section 3 of section 31 made to read half yearly
nstead of quarterly.

Section 42, sub-section 4.—We sug%t that the following be added after the word
Oﬁ’ in the third lme, viz.: the word ‘immediate’ We also suggest that there be

added to this section ‘that the valuation of deferred annuities there shall be used in

| the tables of mortality upon which the premium rates have been computed’

|

Section 52, sub-section 3.—In the case of a proposed sale or transfer of a com-
“pany’s business, notice must be given to every policy holder (other than industrial
~policy holders) at least 30 days before the dates appointed for the hearing of the appli-
eation. In all such cases it is essential that the business be transacted expeditiously
~ before the agents of companies generally become aware that such agreement has been
~entered into. The consent of the Treasury Board ought to be sufficient to put into

effect such an agreement. The Treasury Board would be a better judge of the rela-

~tive benefit to policyholders by any proposed ama]gamatlon of re-insurance than the
Policyholders themselves. They have authority to enquire into all the details of such

A transaction and to adequately protect the interests of policyholders and, having that

'm and that information, the consent of the board ought to be all sufficient.

g Section 53.—The limitation of expenses. The section as it now stands would

drive out of Canada all the companies doing a strictly non-participating business

& ™
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and would prevent the formation of any Canadian non-participating companies.
I'he suggested amendment to this section made by the Canadian Life Officers’ Asso-
ciation if incorporated in the Bill might possibly give a sufficiently large margin for
non-participating companies. We would like, however, to have the privilege of sub-
mitting our objections to this section, either in writing or directly before the com-
mittee should it meet again, if we find that this suggested amendment would not be
liberal enough.

Section 89 governing the rebating. We would like the following words inserted
after the word ‘policy’, in the place where the word ‘policy’ occurs for the first time.
‘except that any life insurance company doing business in Canada may issue policies
of Life or Endowment Insurance with or without annuities with special rates of pre-
miums less than the usual rates of premiums for such policies to members of labour
organizations, lodges, beneficial societies or similar organizations, or employees of one
employer, who through their secretary, or employer, may take out insurance in an ag-
gregate of not less than one hundred members, and pay their premiums through such
secretary or employer.” I might say that there are several States on the other side
where the Insurance Act is being managed, or efforts are being made to have their
Acts amended, along this line so that insurance can be virtually sold by wholesale to
labour or the fraternal organizations or to employers having a large number of em-
ployees. Those are the objections I wished to lay before you

Mr. T. B. MacAuLAY.—Mr. Chairman and Gentlemen; Yesterday I began to
speak on the question of the representation of policyholders in the management of the
companies. I pointed out that this was a very serious interference with the vested
rights of the shareholders. On the other hand I admitted frankly that it was perhaps
not undesirable that the policyholders should have some voice in the control of the
company, but that very great care indeed would have to be exercised in enacting such
legislation or grave injustice would be done. I objected to the size of the Board, 16,
which is proposed by section 99 of the bill, as being too large. I would like to empha-
size what I then said by calling attention to the fact that the bill provides that a
majority of the Board shall be a quorum. In other words, nine would have to be pre-
sent or you could not have a meeting of the Board at all. Such an arrangement would
simply have the effect of driving all the companies into working by committees. I
heard just lately of one company that had such trouble in getting a quorum of its
directors that it only succeeded after a great deal of drumming up in getting enough
directors from different parts of the country to come to their Head Office. The only
effect however of getting that quorum was that the Board of Directors then assembled
simply approved formally of the actions of the various committees extending over the
greater part of a year. To have a large Board, and particularly to have a large
quorum, would simply make for inefficiency and lack of supervision on the part of the
Board as a whole. I suggested that in my personal judgment a Board of eight share-
holders’ and four policyholders’ directors would be much more reasonable, but I would
like to say that even if you had a Board of only twelve, the provision (section 99, sub-
section 12) which requires that a majority be present to form a quorum would ecall for
the presence of seven directors and even that is too large a number. Many directors
reside outside the city in which the Head Office is located, the practice of electing out-
side directors will become more common as time goes on if policyholders control the
elections for policyholders will naturally prefer persons with whom they are acquainted
locally; and on account of the long distances a quorum of seven, even if you limit the
Board to twelve, will be too large. Five is abundantly large enough,

I have already pointed out the dangers that would arise from giving the policy-
holders with the shareholders an equal voice at annual and special meetings. In our
own company the policyholders already outnumber the shareholders ten to one, and they
could pass any kind of mandatory resolution and the directors would probably have
no option but to comply. An honourable gentleman said to me yesterday that he did
not think the shareholders’ proportion of the profits would in reality ever be reduced by
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action of the policyholders. If you will, however, turn, gentlemen, to section 111 you
will find that the wording there is very carefully drawn to define and make clear that
the minimum proportion of profits which may be paid to the policyholders shall be 90
per cent, but there is not one solitary word that says that the shareholders are to get
the 10 per cent that remains, or that protects the vested interests of the shareholders
in any way whatever. The policyholders are absolutely entrenched under section 111;
nothing can be done to interfere with their rights; but the shareholders are left with-
out any protection whatever under that clause. The policyholders must not get less than
90 per cent, but the proportion coming to the shareholders is left indefinite and may
be anything from 10 per cent to nothing. Then this clause which I have just been re-
ferring to, No. 99, specially provides that the policyholders shall be given such control
of the companies by their overwhelmingly large vote that they can, if they choose,
take away the rights of the shareholders, already defenceless. And if you will pardon
my saying so, section 95 then provides the machinery by which the directors and com-
panies can be brought to time, if they do not carry out the behests of the policyholders
as contained in the resolutions which may be carried at the general meetings.

Another kind of resolution which you can easily imagine being passed by such a
general meeting, is one by which the policyholders could say that a larger propor-
tion of the entire profits should be distributed and that the directors should not re-
tain as large an amount of undivided surplus as a rest or contingency fund, as the direc-
tors might, for purposes of safety, consider absolutely necessary. In fact, it is hard
to imagine any kind of resolution that could not be passed at such a general meeting
of combined policyholders and stockholders. The policyholders as the majority might
pass a resolution ordering the directors to do anything at all, and they in fact control
the whole policy of the company. I know that was never intended and I do not think
that the far-reaching effect of the clause has been realized, but that is exactly now
it would work out.

I can, however, imagine some gentleman saying, ¢ That may be all right in theory,
but in practice it will never happen. The policyholders would not take things into
their own hands and deal so harshly with the shareholders as you have been picturing.
Under the terms of the bill it is certainly possible that they could do so, but I grant
that the statement is correct that it is not very likely that they would actually do so.
But why is that so? Simply because the management exercises a certain control,
a certain influence, over the agents, and the agents in their turn are able to exercise
influence with the polieyholders, and would thus usually be able to prevent them
from going to extremes. But here is the point: Is it right, or just, or wise that prac-
tically the sole safeguard of the interests of the stockholders in a company like this
should be the power of the management to usually control the agents, and through
the agents’ influence the polieyholders, and thus prevent them from going to extremes,
and doing what under the law they would be fully authorized and entitled to do? It
is not right that the stockholders’ interests should depend for their safety merely
upon the good will of the management, and that all legal safeguards should be practi-
cally swept away. Suppose that a manager should become dissatisfied and should
want to have some radical changes made which would have the effect of taking away
the rights of the stockholders. He could do this in the easiest possible manner. If
he were but to throw his influence over to the side of the agents and the stockholders
he could get a general meeting to vote anything that he might desire, no matter how
confiscatory. Gentlemen, is this right?

Is it right that the stockholders should have no safeguard, no defence, against
the practical confiscation of their interests but the good will of the manager?
The relations between a large stockholder and the manager may not always be parti-
cularly cordial. The interests of the stockholders and the interests of the managers
are frequently, in fact usually, far from identical.

But, gentlemen, we now come to what I consider a still more important feature
of this section. I think we will all agree, that whether the policyholders should be
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given any control in the management of the companies or not, that control should
exercised in an open and above board manner and should be calm and deliberate.
think you will all agree with me that snap judgments, surprises, springing resolutions
on meetings that are not expected and that are possibly backed merely by a s
minority of policyholders under the control of some one agent or ex-agent or other
individual, are things that are for the good of nobody. Yet, gentlemen, section 99
would appear to have been framed with the express purpose of making it possible to
spring all kinds of surprises. Take this as an illustration of what might actus
happen: Suppose that in Japan, where we do a very large business, our agent or an
ex-agent should be dissatisfied for some reason or other or be very ambitious. What
is there to prevent him setting to work to get a thousand proxies or a few thousands o:
proxies. If he was in alliance with some other agents in other sections of the world,
that little group could collect an enormous number of proxies. The head office officials
would not even know probably that this agent or these agents, were collecting proxies.
We would not know what was being done among our policyholders who speak the
Japanese language, or Filipino, or Chinese or Hindoo, to say nothing of Spanish,
and we do business in all these languages. A man could get together a great bunch
of proxies running up into many thousands, come over here to Montreal and at our
annudl meeting just say ‘Here are 5,000 or 10,000 proxies.’ He could control that
meeting absolutely and we would simply have to submit. We might delay the final
vote long enough to check up the proxies and to compare the signatures with those on
the applications and so on, but the vote would be there and he would control abso-
lutely that meeting, and could put himself and an associate on the board and pass any
resolutions he might introduce and commit the company to any particular policy that
he might favour. But you say that under the provisions of the bill this man could
only control the polieyholders’ directors who would be elected at that particular meet-
ing. That is true, but he could control those two and if two very objectionable men
were to be put on the Board they would be there for four years before you could get
rid of them. That might be very undesirable. If it were the deliberate wish of the
majority of the policyholders to put those men on the Board, it would not be so ob-
jectionable but what I am arguing against is the possibility of surprises, the possibility
of some such action by some ambitious or dissatisfied agents—because we must realize
the fact that the policyholders will always be to a large extent controlled by agents.
What do people thousands of miles away know about us in Montreal? They do know
practically nothing at all. But the local agent is known and if he were to say ‘I would
like to get proxies’ he could usually get all he wanted; they would give him proxies
for anything and everything, and anything he might ask for he could as a rule get.

There is furthermore no provision in the Bill requiring that directors who are pro-
posed shall even be nominated. The directors and officers would not even know until
the meeting was in actual progress whose names would be brought forward. Sub-
section 14 says:—

‘No requirement of any bylaw of the company that notice must be given of the
(ilntention to move any resolution at any general meeting shall be of any force or vali-

ity.’

That extends, I take it, also to the nomination of directors. The Bill is specially
framed to encourage the springing of surprises and to permit control of the meetings
by individuals or cliques who could keep their actions and intentions quiet until the
very day the meeting would be held. I think the very least that should be done is
not merely to expunge the regulation that no notice need be given, (sub-section
14), but that a clause to the exact opposite effect should be put in its stead. From
thirty to sixty days notice should positively be required of the names of persqns whom
it is intended to nominate, and an equally long notice also of any resolutions which
it may be proposed to introduce. For a company doing exclusively Canadian business
thirty days would be long enough, but for a company doing a foreign business, sixey
days would be necessary in order to give time to communicate with distant agencies
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and get replies. I look on this particular clause as most dangerous and one of those
- that is most in need of being guarded against. I, myself think that if there wcre a
- clause requiring that 30 or 60 days’ notice® (as the company may by law decide) before
- the date of any annual or special meeting, any persons whose names are proposed to
- be submitted for election as directors should have to be nominated, to the head office
and thereafter advertised, that would do away with a great deal of the objection. I
think that in the same way 30 or 60 days’ notice ought to be required of any motion
which it is proposed to introduce, in order to prevent surprises from being sprung.

Hon. Mr. FieLoine.—What do you mean when you say ‘and advertised’?

Mr. Macavray.—I think, Mr. Fielding, that an arrangement very similar to what
is in the Canada Life’s Act is very desirable. I have not got the details of the Can-
ada Life’'s Act with me but if I understand aright they have 6 directors elected by
the policyholders and 9 by the stockholders, but the thirty days’ notice of all has to be
given. The nominations are sent into the company and are then advertised
in the Canada Gazette, and possibly in a few other papers. Every person then knows
what is proposed to be done, and there is not so much chance for schemers, or for
surprises being sprung. The same requirement exactly should be applied to resolu-
tions. I may say right here, Mr. Chairman, that like Mr. Macdonald, T have no fear
of the policyholders provided they are not given too great a control and provided
proper conditions are inserted in the Bill so as to prevent agents, ex-agents I should
perhaps say as being more likely, or ambitious or dissatisfied people springing sur-
prises. My suggestion would be to require sufficient notice of nominations and re-
solutions.

Hon. Mr. FieLpiNne.—That would apply to the shareholders as well?

Mr. Macauray.—Yes, sir; I would make it apply all around. Then another point.
Proxies are specially limited to three months. They are not good for more than three
months. This takes away another safeguard of the management. My own idea is
that proxies should be good for 2 years in exact accordance with the Banking Act.
If that were so, there would again be few chances of surprises. If the canvassing for
proxies has to be confined to those three months, then it is all the more possible for
canvassing to be carried on without the knowledge of the head office, especially at
distant agencies. I see no reason why life insurance proxies should be treated differ-
ently from those of banks. If two years is a sufficient safeguard in the case of banks
it is surely also a sufficient safeguard in the case of life companies.

If you will allow me now to go back for a moment to this other point of the
nominations. The safeguard which that would provide is thus: If some undesir-
able person or undesirable motion were to be given notice of, then the other parties—
the management, directors and so on, would have 30 days or 60 days in which to go
out and get proxies, and a chance would be given for the real wishes of the policy-
holders to be shown by proxies being secured by one person, or set of persons, or.
from one section of the country, but from the general body of policyholders of the
cempany.  On the other hand if no objectionable person or motion were proposed, the
directors and management would inaugurate a special and very active campaign for
proxies they would otherwise have to do each year merely as a precaution against
surprises. | e

Then, Gentlemen, we come to another clause which I consider very objectionable
indeed. I refer to sub-section 6 of section 99:

‘The manager of the company may be a director of the company, but no agent or
paid officer other than the manager shall be eligible to be elected as a director.
Gentlemen, there has, so far as I know, been no evil influence, that I can recollect at
any rate, arising from the management being represented on the Boards of any com-

*Since returning to Montreal, this point has been discussed with our directors, who
feel strongly that in view of our widely scattered business thirty days is entirely too
short for notice of nominations and resolu tions, and that sixty days’ notice should be
1equired. The whole of thirty days would be consumed in even reaching many of our policy-
holders by mail.
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panies. In the United States, in the investigations there, an evil of exactly the opposit
character was very manifest. The evil which was there manifest was that of the un
duly large representation on boards of outside financiers, people who had no ps

ticular interest in the business of the companies as such, but who wished to e
ploit them for outside purposes, That was a great evil revealed in the United States,
the evil of letting the management get out of the hands of those identified with the
companies and with the success of the institutions into the hands of outsiders with
outside interests. ‘

Personally I consider that it is in every way very much better that the persons
who are identified with the company and in Canada these persons are usually those who
actually founded the companies, who brought them into existence and who have
brought them to their present positions of size and in most cases of prosperity, those
who actually think and breathe so to speak the company with which they are connected,
those who consider their company and its interests part of themselves, should be re-
presented on the Boards rather than outside financiers who have no direct interest
whatever in the company. I think myself, and it is admitted in the bill that the man-
ager should have a seat on the Board and I also think that the assistant manager of a
large company should be considered equally eligible. Every one who knows anything
about the business will admit that the actuary is an officer whose presence on the board
of any company has almost invariably made for good wherever he has been appointed.
Then we have here the case of the medical referee. There are twelve or thirteen com-
panies in Canada whose medical referees are members of the boards, and other com-
panies are considering the desirability of following their example and having the chief
medical officer on the board. But this question cannot be settled by naming a mere
list of officers. Different companies lay different duties on different officers, In some
companies the president is the chief executive officer; in others he is merely the chair-
man of the board. In some companies the vice-president is an executive officer, while
the president is not. In some companies the real manager is not called by that title
at all, but is known as the secretary, or, as the actuary. In Great Britain the manager
is rarely called by that title, being usually called the actuary, or, less frequently, the
secretary. Who are the chief officers of any company, and what titles they possess,
depends on the custom of each company, and also largely on the character and capacity
of the men themselves. You cannot define by title what men are most suited for
election to the board, for there are many special circumstances to consider in each
special case, and no general rule can be laid down that will apply to all.

Another aspect of the matter is if there be sixteen directors, then to limit the
management to one representative out of sixteen is unreasonable. I think that is an
altogether too small a proportion. It leaves the control altogether too much in the
hands of persons who are not specially identified with the companies’ interests.

Now, if you will pardon me, I will give one or two actual cases which I think teach
a lesson. I will refer to the case of the late Israel C. Pierson of New York, a man
whom I considered it a privilege to be able to say was one of my friends. He was the
actuary of the Washington Life. There were some things done in the Washington
Life that were not satisfactory. Mr. Pierson, again and again, to my personal knowl-
edge, made representations to the directors and managers that such and such things
were undesirable and would bring trouble, but he was told almost in so many words,
‘You are the actuary of the company; you are the servant of the company; mind
your own affairs and keep to your own department.” That company got into trouble
afterwards from having disregarded the very points that this gentleman drew attention
to. Will any person tell me that it was desirable to let outside financiers control that
company and that the interests of the company and of its policyholders were served
by keeping off the board, a man whose very reputation was at stake and whose living
was involved simply because he was an officer? If they had had Mr. Pierson and a
(f;‘z; others like him on the board the history of that company might have been very

1fferent.
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Hon. Mr. FELpiNG.—Your argument goes for the abolition of boards altogether.

Mr. Macauray.—No, I do not say that.

Hon. Mr. FieLpiNc.—You simply want the management to control.

Mr. Macavray.—No, I do not go as far as that by any means. I do not believe
in the control of the companies by the management alone, but I believe in a fair repre-
sentation of the management upon every board. But there has never been a case
in Canada of the management filling the seats on a board or even a very large propor-
tion of such seats. If there are a number of outside men, and there should be, these
outside members are really a committee to consult with the management; men who
have the power of veto and who have to be consulted. The ideal arrangement is one
that is neither controlled too much by the management, nor yet the outsiders. If you
will pardon me, Mr. Fielding, I will follow Mr. Pierson’s case a little further. The
Washington Life illustrates another class of evil. Its stock was controlled by one
man or one group of men. That man, or that group, sold the control of the stock
of that company to another man down in New York, and as soon as the control of the
stock passed what happened? The old officers were all turned out, including Mr.
Pierson, a man who stood at the top of his profession, who had been president of the
Actuarial Society of America, and who had been specially honoured by being elected
president of the great International Congress of Actuaries which met in New York.
A man whose character was recognized as of the very highest—this man after faithful
service for something like thirty years was turned out in his old age simply because
the stock control had passed. Later on, the stock control changed again and even
the new management were then turned out.

Hon. Mr. FreLoing.—That was done by the shareholders, T understand?

Mr. Macauray.—Yes, by the new shareholders.

Hon. Mr. Fmrrpine.—That was not done by the policyholders, but by the share-
holders?

Mr. MacauLay.—Yes, that is quite right, Mr. Fielding, but the same thing could
happen with companies controlled by policyholders, who in their turn are controlled
by agents. Mr. Pierson is dead now; he died in comparative poverty of a broken
heart. We have heard of the desirability of the principle of master and servant being
made to apply to insurance companies. Do you mean to tell me it was desirable to
have that principle carried so far that a man like Mr. Pierson should be prohibited
from having a seat on the board of his company? Or that it was to the advantage
of the policyholders that he should be deprived of a voice in the management of his
company and prevented from protecting their interests? Or that he himself should be
prevented from having the little extra stability of office that would come from being a
director? The real master in a case like this is the owner of the stock, just as young
Hyde controlled the stock of the Equitable. Is it right or wise to permit the owner
or owners of the stock to control all the shareholders’ directors and have the executive
officers limited to one seat out of sixteen, so that could be turned out as servants at
any time by this master?

Hon. Mr. FieLpina.—Can that not be done to-day by the Sun Life with any of
its officers if you want to do it?

Mr. MacauraY.—The shareholders could turn out any officers who are not directors.

Hon. Mr. FieLpixe.—Where then does it touch the merits of this Bill?

Mr. Macavray.—It touches it right here—at present the two officers of the Sun
Life are to a certain extent protceted by that fact, and why should the Act make any
change in these existing conditions? ’

I will refer to another company, the Provident Savings Life of New York. That
is another company that has changed hands. I know the actuary of that, who is one
of the finest fellows in the profession. I know too he has had to get out of that com-
pany in order to have peace and security. Notlong ago, gentlemen, another actuary
told me personally, ‘ Mr. Macaulay, there is one danger in connection with my com-
pany that is never absent from my mind, day or night. I am agraid that the control
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of the stock of my company may pass into other hands, those others being people con-
nected with some other company, and then I will lose my position right at once’

For the good of that company and for the good of its policyholders, the Act should assist

such aman to make his position a little more permanent and not leave him entirely at
the mercy of the controller of the stock, who in that case is not even a director of the
company. Gentlemen, I think you will agree with me that to carry this principle so far
that the person who happens to control the stock—I am speaking of stock just
for the moment—shall have the absolute right, acting as master, so to speak, of

dominating everything and that the management shall not have the little sense of

stability and security that would come from having more than one single seat on the
board is wrong. It is very undesirable. If Mr. Pierson had been a director for a
four years’ term it would have been for the benefit of the policyholders for he would
have been kept on the board, and it would also incidentally have given him that little
sense of stability which he had a proper right to expect. I grant at once, Mr. Fielding,
that a limited representation of policyholders on the board has the good feature that
it tends to lessen the danger of absolute control of the stock by one man or one little
group of men. Do not counteract that good result by making the hold of the manage-
ment on the company too weak.

Please do not run away with the idea that policyholders as a body take such
a deep interest in a company that they are not themselves subject to control by the
agents. Take the case of the Penn Mutual Life of Philadelphia. That company
at that time had voting without proxies. Years ago one of their agents in alliance,
I rather think, with one other person, persuaded a whole lot of policyholders to run
down to the annual meeting in special trains, and he thus got control and simply turned
the old management out. The fact is, gentlemen, when you talk about master and
servant with insurance companies you are talking about what really hardly applies.

Hon. Mr. Fierpine.—That special train of people could not capture the meeting
under this Bill, you know?

Mr. MACAULAY —No, sir, because proxies are allowed——

Hon. Mr. FIELDING. —They could only turn out a small number of directors at a
time. In the case you spoke of you say they turned out the whole management; they
could not do that here.

Mr. Macavray.—I agree with you; but they could elect the two policyholders’
directors retiring that year, and they might put in two very objectionable people, per-
haps two ex-agents and these people would be put on the board for four years. That
is a pretty long time to have thorns in your side. The four year term acts both ways.

Hon. Mr. FieLpiNe.—There are some people here that are thorns in our sides but
we have to submit to them.

Mr. Macavray.—That is quite right, Mr. F1e1d1ng, but the elections which send
those thorns here are not held in holes and corners and without giving you notice.

Hon. Mr. FreLbine.—Some people say they are.

Mr. SproULE—You want to have at least the president, the manager, the actuary
and the medical referee on that Board. Now supposing you elect two outside of those
then: you would have six directors. Then take the number that would be given to the
policyholders whether large or small. Would that not just do what you are asking
should be done?

Mr. MacauLAY.—Dr. Sproule, I am not asking that these men should be elected,
I am just asking that they be not disqualified. There is no company that I know of,
in this country, that has done anything approaching what you have said. All T am
saying is that they should not be disqualified.

Mr. SprouLE.—I understood you were arguing on the great importance of having
them on the board.

Mr. Macavrav.—T think that a certain number of them, I don’t say, all, should
be on every board. There is another aspect of the matter. We talk about them as
being master and servant. As a matter of fact, any officer who is a stockholder in his
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company is a master to that extent, he is a proprietor to that extent, and whether we
like it or not, he does occupy the dual position of being a stockholder and an employee
at the same time, and we are doing no more than saying that the mere fact shall not
disqualify him. I have been arguing along the line that it is not wise to disfranchise
these people or disqualify them so that they cannot be elected. The stockholders
should be permitted to elect whom they choose. They know who are mest suitable,
and it is not fair to put restrictions on their choice.

Hon. Mr. FrELpiNe.—Would you amend that section or strike it out altogether?

Mr. Macdonald rather suggested a modification, but I take it, you think it should go
out altogether?
- Mr. MacaurAy.—In regard to the ordinary head office officials of the company I
have no doubt whatever in my mind that the proper thing is to eliminate it altogether.
When it comes to dealing with agents I would rather say nothing at all but leave that
to the discretion of the committee. I am convinced in my own mind that nothing
but harm ean come from disqualifying the management and making it weak and at
the mercy on the one hand of outside financiers who may control the stock, and on the
other hand of agents who are able to control the proxies of the policyholders. A fairly
strong management is really very necessary; a weak management is a temptation
to people to try and get control and to drive the management out. Now, gentlemen,
if you will pardon my making a reference to our own company, I think I will bring
it right home. You asked, Mr. Fielding, how this would apply to our own company.
Here is how it would apply: At the present time we have 9 directors. Two of these
directors are officers of the company, my honoured father the nresident of the company,
and myself. There are no others: What would be the effect of this Bill? Either
my father or myself would have to resign from the board.

Hon. Mr. Fieupine.—Not necessarily. Mr. Robertson Macaulay is the president.

Mr. Macavray.—He is the president but he is a paid official of the company.

Hon. Mr.: FieLpiNa.—I think we all agree that the president would hardly be in
the same position as a subordinate officer. At all events I would have no objection
to the president being a salaried officer.

Mr. MacaurAy.—Thank wvou, that is another important concession. But as it
stands now I do not think the Bill would permit that. I do not wish to say anything
that is too personal about our own company but the circumstances make it almost
necessary. My father took hold of the company in 1874 when it had total assets of
about $100,000—now it has thirty millions; when it had about a million and a half
of insurance in force—now it has 120 millions. The company has been created and
made by my father, latterly with my assistance. When we talk about master and
servant in a case like that the parallel does not apply at all. Such a thing as my
father looking upon the Sun Life Assurance Company as the master never has entered
his mind, I am safe in saying.

Hon. Mr. FieLpiné.—But he is the master.

Mr. Macavray.—He has looked upon the Sun Life Assurance Company ss a sort
of ward that it was his duty and his pleasure to make grow and develop and protect
and look after the interests of in every possible way.

Hon. Mr. Ferpine.—All good masters have the same thought.

Mr. Macavray.—He has now been with the company for 35 years. He cannot
think apart from the Sun Life; it is part of himself; and that illustrates what I say
that instead of trying to lessen the already very moderate control that the manage-
ments of most of the Canadian companies have, and putting them at the merey of
the controllers of the stock, who are frequently outside financiers, or of agents who
control proxies, the true policy should be within limits to strengthen those manage-
ments, because the managements are really the bulwarks, the safeguards, of the
Interests of the policyholders. My father, I can speak of him, has always put the
interests of the policyholders first, even ahead of his own interests, and anything
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which would have the effect of disqualifying him and causing him to resign will be
a great injury to him and a great injury to the company and to the policyholders.
Then, too, take my own case, It is only within the last few months that I have been
given the title of manager. Prior to that I held the title of secretary only, and yet
for many years I have been a director of the company. Was that wrong? Was it
objectionable? Why should all future secretaries be prohibited from acting as direc-
tors? This illustrates what I have already said that you cannot legislate in a matter
of this kind without doing injustice somewhere. There has been no evil hitherto,
but this Bill would create evils. Every company must decide these problems for
itself, being guided largely by the characteristics of the men who hold the various
offices. I earnestly hope, Mr. Chairman, that you will eliminate that clause entirely,
at least in regard to the executive officers of the companies.

Hon. Mr. FieLpine.—You have no objection to our hitting the agents if we want
to?

Mr. MacavrLay.—The agent is an outsider. He occupies the same kind of posi-
tion in the way of controlling proxies that the dominating stockholder does. T would
like to emphasize right here the particular case of our own company; neither my
father nor myself control the stock of our company. The Sun Life is not a one-man
company. My father’s interest is only about 10 or 12 per cent of the stock, T don't
remember exactly, and mine added to it would only make it about 20 per cent. So
that there is about 80 per cent of the stock in the hands of other people.  The
‘masters’ of the officials of the Sun Life Company, therefore, are the owners of that
80 per cent of stock, and certainly not either my father or myself.

Mr. SprouLE—Have you an executive committee or is your company managed °
through the board?

Mr. Macauray.—Qur company is managed by the whole board of nine directors,
meeting every week. If, however, the board were made to consist of even twelve
members I am sure we would have to resort to the committee system.

Now another point, subsection 13 says:—

‘Notice of the annual meeting shall be given by printed notice to each of
the shareholders and policyholders, mailed at least thirty days before the day for
which the meeting is called, to the addresses of the shareholders and policyholders
respectively.’

Gentlemen, in our company we have 80,000 policyholders scattered all over the
world; policyholders who speak not merely the English language, but French, Spanish
and half a dozen other languages. You have no conception of the expense, time and
trouble, that would be involved in carrying out that clause. Many thousands of our
policyholders are in the tropics, for example, where we have $32,000,000 of insurance
in force. These policyholders live in the West Indies, Mexico, Central America, Peru,
Chili, the Hawaiian Islands, the Philippine Islands, Japan, China, Straits Settle-
ments, Siam, India, Burmah, Egypt and other such places, to say nothing of the
United States, Great Britain, France, Belgium and Holland. A large proportion of
these people do not understand English, and would not understand the notices we sent
out to them. ‘ Some of them would hardly be considered and practically none of them
have any desire to vote, while the expense of sending out notices to them all would be
tremendous. The expense of elections of one company in New York under the Arm-’
strong Law, was, if I remember aright, from $150,000 to $200,000.

Hon, Mr. Fierpine.—We are not proposing that here.

Mr. Macauray.—No, but sending these notices out in the different languages, to
all parts of the world would alone involve the employment of a large staff. To send
out 80,000 circulars, every one of them addressed separately, is a big item and the
expense will run up into thousands of dollars every year, and this would be an expendi-
ture for which there is absolutely no reason.

There is another point. We do not even know the addresses of a large proportion
of our policyholders. The addresses given in the applications are frequently rather
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_“ general, and for the foreign agencies in particular we make no attempt to keep track of
the addresses, using our agents as the channel of communication entirely. My sug-
gestion is that we should adopt the principle laid down in the Canada Life Act, which
I think is a very good one, and that instead of sending out circular notices we should
advertise in certain papers. Otherwise you would subject the company to many
thousand dollars of additional expense for no purpose whatever, only to trouble and
possibly even alarm our distant policyholders. I think that is a very unwise clause.
1 Returning to the question of proxies, Mr. Chairman, I think I made it clear that
proxies should be valid for two years the same as under the Bank Act. If a limit
of two years is a sufficient protection to the stockholders in our banks I think it is
~ also sufficient protection to the policyholders and stockholders of life insurance com-
~ panies. p
’ Hon. Mr. FieLpine.—Where is the harm in the provision as it stands in the Bill?
That if a man gives a proxy and forgets all about it that the proxy should lapse after
~ a reasonable time?

Mr. MacavLay.—Yes, after a reasonable time; but I think three months is alto-
gether too short. We are quite willing to agree to two years as in the Banking Act.
We agree to the principle but it is in regard to what is a reasonable time that we differ.
It would be inconvenient to have a campaign every year among the shareholders and
policyholders for proxies.

Mr. SprouLE—Is not that done now in regard to companies generally?

Mr. Macavray.—No, it is not done every year except in a very perfunctory man-
ner. We have had no canvass for proxies in our own company for twenty years. This
| Bill would necessitate a very active campaign every year, simply as a measure of pre-
caution aginst surprises.

Mr. NesBirT.—Why should proxies extend over the annual meeting?

‘ Mr. Macauray.—For the sole reason that it is difficult to get them within three
~ months, especially from distant agencies.

Mr. NesBiTT.—Oh, that is easily done, if you deserve them you can get them.

Mr. Macauray.—If this clause goes into effect we will have to make a campaign
every year.

Mr. Boyce.—What will be the object of extending the proxies to two years?

Mr. MacavrLAy.—It would make it more difficult for agents who might be actually
making their plans quietly in advance, at some distant agency perhaps, getting proxies
together and springing a surprise. The longer the time before the annual meeting
that the collecting of proxies begins, the more likely we are to learn of the intentions
of any agent, or group of agents, or other persons, and the less likely to be taken by
surprise.

Mr. Bovce.—If the proxy is for the annual meeting why should it be extended
over that?

Mr. Macavray.—Well, it is not usually given for the annual meeting, but on a
general form in favour of some person in whom the stockholder or policyholder has
confidence. The great point is that everything possible should be done to prevent an
agent from secretly collecting proxies during the few weeks before the annual meeting
and then coming in at the last moment with a whole lot of proxies and thus controlling
the meeting. electing such directors as he likes and passing resolutions settling the
policy of the company.

You referred, Mr. Fielding, to the fact that particular companies have allowed
their policyholders to have the power of voting or even to have representation on the
boards. That is perfectly right, but you will find that they have safeguards. The Can-
ada elects nine shareholders’ directors and six policyholders’ directors, but notice of
nominations and of resolutions is required. On the other hand the Confederation and
some other companies permit policyholders to vote but only if they attend in person.
As soon as you introduce the proxy element you introduce an element of danger.
That is why some companies are willing to give a vote to individual policyholders
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just the same as if he were a stockholder, but do not allow such a person to give a
TOXY.
4 xyHon. Mr. FieLpine.—There is no fear of the vote of the policyholder with the
condition that he must go to Toronto and cast it personally; you need have no fear
at all in that event because there will be a very small percentage who will go there
to vote by proxy.
Mr. Macavray.—There is some truth in that. I am not myself advocating this
particular plan.
There is a clause which does not affect most of the companies, but which I may
be permitted to make reference to, in passing, and that is subsection 17 of section 99.
“In the case of any company which does not issue participating policies the
foregoing provisions of this section shall be read and construed as if the word
“ participating ” were eliminated therefrom.’
Personally I fail to see the reason for giving votes to persons who have no interests
in the profits and who are mere creditors. It does not concern us, however.
Now, Mr. Chairman, with your consent I will leave that subject altogether and
turn to investments, section 59. The first point to notice is that there is in this sec-

tion

Mr. Nesrrr.—I would like to suggest that as the Life Officers Association have
placed their case before us that this gentleman in speaking take up new matter and
not go over ground that has been already covered.

Mr. Macavray.—I do not propose to go over the same ground in any way, but
there are some matters to which I desire to refer that have not been touched upon at
all.

Mr. TTarris.—You will not introduce anything but new matter?

Mr. Macavray.—T will try not to do so, unless it be something that has not been
made quite clear, as I certainly do not desire to take up more of the time of the
committee than is absolutely necessary. If you will refer to section 59, the first point
to notice is that there is no date named when the section shall take effect. In the
absence of any such date, I take it that that particular section would go into force
the moment the Bill becomes law. What would be the effect of that? It would mean
that the companies would be stopped right there in making certain investments to
which they might be already committed, investments which are legal under the Act
as it now stands, but which will be illegal under the new Act. For example, if you
will turn to section 60b, you will find that the debentures or other evidences of
indebtedness of any company are limited to those of companies which have been in
operation for five years. Under the present Act there is no such limitation. The
present Act is wide open on that point. I am speaking now of bonds not secured by
mortgage, commonly known as debentures.  Therefore, any company which may
have committed itself to taking debentures which are legal under the Act as it at
present stands, but which would be illegal under this new clause, would be affected.

Hon. Mr. Frerpine.—That is, they would not be allowed to keep on doing it

Mr. Macavray.—They would have to stop even if committed to it.

Hon. Mr. FieLpina.—If they have these in their possession there is a clause which
provides that they shall have five years to get rid of them, but they must not go out
and get any more.

Mr, MacauLay.—That is exactly so, but the introduction of the new rules would
be entirely too sudden and too sharp. The companies should be given a reasonable
time to adjust themselves to the new law and to carry out such engagements as they
are committed to. If you make the new clause apply immediately you may work
very great hardship. This is a very important point. The next subsection, sub-
section b iii, deals with preferred stocks, and the following one with common stocks.
There are restrictions in the Bill on both of these classes of investments which do
not apply to them under the existing law. Then, too, under the present law com-
panies operating outside of Canada, but having Canadian charters, like the Sao
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~ Paulo and Mexican companies, count as Canadian securities, while under the new
~ law this will not be the case. Take the case of our own company: we have agreed
~ to take securities of considerable amount, which are to be paid for in instalments
~ during the whole of the balance of this year, and which are legal under the terms of
_ the Act as it at present stands, but which these new restrictions would make illegal.
Hon, Mr. FieLpine.—You have purchased them?

Mr. Macavray.—We have agreed to purchase them.

Hon. Mr. FreLoine.—If you actually have purchased them providing they shall
e paid for in instalments, I take it that you own them subject to these payments.

| Mr. MacaurAay.—Perhaps in one sense we may be considered to own them but I
 am by no means clear on that point. Not having paid for them yet we have not got
~ them in our possession yet.

Hon. Mr. Freroina.—If you have purchased these securities then the provision
is that you can hold them and dispose of them in five years. If you are only con-
 templating the purchase then this Aet would stop you.

Mr. Macavray.—We have definitely agreed to make the purchases and in some cases

ties and not yet taken up others.

Hon. Mr. Fietpina.—I would say in that case that you have purchased them.
Wherever you have made a payment that is a purchase.

. Mr. Macauray.—I am afraid, however, that is a point where we would get into
trouble. The question is what will the superintendent say; and what will the courts
say? What does the Act say? If a company shall purchase anything which is illegal
under the terms of this new Act those securities shall be dropped out of the assets
| of the company altogether and it shall not be given credit for them at all. That is
“a terrible penalty. Furthermore if a difference of opinion shall arise as to whether
~ they are legal or not, as for example on this identical point which you have mentioned,
whether securities agreed to be purchased but not yet paid for when the Act comes
into force, are to be considered as coming under the present Act or under the new
Act, the ruling of the superintendent of insurance is practically final and goes into
~ effect until it is reversed by the Exchequer Court. The suggestion of the United
- companies is that these new investment clauses shall not take effect and become binding
on the companies until January 1 next year. That would give us time to readjust all
our arrangements and would remove the great danger of complications and disputes
with the superintendent and possibly with the Exchequer Court. I think it is only
fair. Any other course will assuredly give rise to most serious complications. If you
will provide that these investment clauses shall not take effect until January 1 next
~ year, then so far as that goes we will be satisfied. But, Mr. Chairman, the Managers’
~ Asgociation suggested that the matter could be simplified by making the whole Act
~ come into effect on January 1 next. That was Mr. Macdonald’s suggestion. There
are a whole lot of clauses which this would simplify. Instead of having all these
‘separate clauses go into effect at that time, why not just make the whole Act apply
" on January 1 and thus simplify the whole question? If, however, you do not see your
‘way to do that then at least provide that this particular section (59) shall only take
effect on January 1 next. Take the question of rebating and many other clauses. Tt
is desirable that a little time be allowed to educate agents to the seriousness of rebat-
ing under the new Act. There are, moreover, a number of other clauses that it is
‘desirable should not take effect at once. The simplest plan is make the whole Act
only apply after January 1 next.

B3 Just a word, Mr. Chairman, in the way of emphasizing the great importance of
‘i' not restricting any further than is necessary subsections bii, biii and biv of section
| 60. At the present time there are no restrictions on Canadian securities of these
 three classes in the present Act. No great evils have arisen so far as I know in
regard to the kind of investments companies have made although the classes of invest-
ments authorized under the Act have been rather wide. Even if you make eligible
debentures of companies which been in existence three years as asked by the companies
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instead of five years as proposed in the Bill; the preferred stocks of companies which
have been paying dividends for three years instead of five years, as we suggest—in
each of these cases you will be imposing a restriction of three years more than the
present Act, which provides no such restriction at all and even if you provide
that common stock shall have paid dividends for five years as we suggest
instead of seven years proposed in the Bill that five years will be five years
more than under the present Act. Even with these modifications you will be
imposing new and great safeguards. Remember the pitiably small market for
Canadian securities that we have in Canada. Take the preferred stocks on the
Montreal Stock Exchange. With the exception of a few that are hardly dealt in, the
Ogilvie flour mills is practically the only preferred stock listed on the Montreal
Exchange that is eligible under this Act. The Bell Telephone preferred is also eligible
but is not listed. Then the Canadian common stocks are practically limited, under
the terms of the Act, to the Montreal Street Railway, the Toronto Street Railway, the
Montreal Light, Heat & Power Company, the Bell Telephone Company and the Cana-
dian Pacific Railway. Now suppose that what was talked about some time ago should
actually come to pass, that an amalgamation should take effect between the Montreal
Street Railway and Montreal Light, Heat and Power Company; that would at once
eliminate two out of the 5, and as the thing stands now we would not for the following
seven years have a single common stock of Montreal worth talking about that would
be eligible to us except those of the Canadian Pacific Railway and of the Bell Tele-
phone Company.

Hon. Mr. Fierpivna.—Each one of these two you mentioned would then be excluded
because they would form a new company? :

Mr. Macavray.—Yes, sir. We are not asking, Mr. Fielding, for anything that
is extreme, but just pointing out, in view of the pitiably smal] and narrow Canadian
market for stocks and bonds, that these restrictions should not be made too severe.

Mr. Harris.—You seem to have left the impression that the Act as proposed is
more restrictive than the present Act?

Mr, MACAULAY.--On that point it is.

Mr. Harris.—Your power to invest in stocks, as a matter of fact, under the new
Act is much wider than it has been.

Mr. Macauray.—It is wider in some points and more narrow in other points, Mr.
Harris. On this particular point, the Bill is much more stringent.

Mr. Hagris.—You mean as to these common stocks?

Mr. Macavray.—Yes. The Aect as it now stands is that the common stocks of
a long list of many kinds of Canadian corporationg mentioned in the Aect, including
practically all that any life company wishes to invest in, are eligible without any
restriction whatever.

Mr. Harris.—For instance, at the present time the companies are not allowed
to invest in Canadian Pacific Railway stock.

Mr. MacavrLay.—I beg your pardon, that is true. There is a special restriction
against steam railroads. I was forgetting that, and I will correct my statement in
that regard. The Act as it at present stands makes special discrimination against
steam railroads, but of every class of corporations mentioned in the Act that is the
only one that is restricted.

In regard to preferred stocks again, with the exception of the steam railroads there
is no restriction at all in the present Act on investments in either Canada or the
United States. Under the Bill it is proposed that that it shall not be legal to invest
in these securities unless they have paid dividends for five years—we say that the
limit should be three years. The Bill is wider, however, in regard to steam railroads,
as you point out, and also in reference to investments outside the Dominion, but in
regard to practically all other classes of security it is much more stringent. We think
the changes we have suggested in subsections b ii, b iii and b iv of section 60 are
very reasonable and we hope they will be granted.

Now, Mr. Chairman, we come to a clause, No. 62, which I look upon as one of the
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most important and far-reaching in this Bill. The managers had much difficulty in
~ knowing just exactly what was meant by this section and what was aimed at.
Mr. PerLEY.—Was not this clause fully discussed already?
; Mr. Macavray.—It was discussed but not fully. In view of the fact that it is
of such vital importance, I hope the members will pardon me if I refer to it. The
first point to remember is this. The bonds that are issued, and the stocks that are
issued, by corporations of every description are, in at least three cases out of four,
issued for new construction of some kind. Bonds that are issued for mere renewals
of old bonds can almost be left out of consideration, because in the first place they
are not numerous, and in the second place they are usually taken up, to a very large
extent, by persons who hold the old bonds that are being renewed. Therefore, when
talking about bonds and stocks you must recognize that the vast majority of them’
are for extension works of some kind, either of old corporations or of new corporations.
Now, when a corporation decides to issue new bonds it naturally wishes to sell those
bonds on as good terms as possible, and it can only do so by being able to sell bonds
which carry first mortgage. Most of the existing first mortgage bonds, however,
contain a clause that those bonds shall be a mortgage, not only upon the property
of the company existing at the time those bonds were issued, but also upon all pro-
perty which the company might hereafter acquire. Therefore, if the company were
to purchase new property, or to extend its line, or add to its plant or works in any
way, the existing issue of old bonds outstanding at the time would be a first mortgage
upon the whole of such extensions, and the company therefore could not give a first
mortgage upon the new work. The common way of getting around that is to in-
corporate a new company, and to have the additional property bought or the additional
work done in the name of the new company. That new company issues its own first
mortgage bonds, which are a first mortgage upon the new property, but which also
have the security of the old company given to them by the guarantee of the old com-
pany endorsed on the bonds. The old company generally owns all the stock of the
new company. In this way it is possible to issue bonds which are a first mortgage
upon the extension but which also have the security and guarantee of the old com-
pany behind them. In fact, notwithstanding that the work is done in the name of
a new company, and the bonds issued nominally by a new company, the property is
really owned by the old company, the work is really done by the old company, and
the bonds are really the bonds of the old company, and not of a new company at all.
This section as it stands says:—
¢62. Except for the bona fide purpose of protecting investments previously
made by it no such life insurance company shall, nor shall its directors or officers
or any of them on its behalf, under colour of an investment of the company’s
funds, in bonds, debentures or other securities, directly or indirectly be employed,
concerned or interested in the promotion of any other company, or in the con-
struction or operation of its works.

What we fear is that if any corporation should undertake to construct an ex-
tension of its works, and should issue bonds or other securities for that purpose, in
the name of some new company, in the manner I have already explained, or even for
that matter, if it should issue further bonds or preferred stock of its own and in its
own name, for some new construction or extension, then it will be claimed that if a
life company purchases any of such securities it violates this section of the Aect. If
the proceeds of the bonds or securities purchased goes to the construction of new
work, and as T have already said, the proceeds of practically all the bonds purchased
by life companies does go in this way to new construction, then it will be claimed
that that fact alone is sufficient proof that we are violating this section, and this will
be particularly the case if the new work be done nominally in the name of a new
company. It will be claimed that we are ¢ directly or indirectly, employed, concerned
or interested in the promotion of that other company, or in the construction or opera-
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tion of its works” The word ‘promotion’ is very far-reaching. I turned up the

Standard dictionary and the definition given was ¢ contributing to the development,
establishment, increase or influence of, as the promotion of a business enterprise.”
You will notice that the word can be interpreted to include not merely new enter-
prises but enterprises in any stage of their existence, and also to include anything
that contributes to the development of such a company, young or old, and of course,
all money lent or advanced to any company is supposed to contribute to its develop-
ment. The word ¢ promotion’ is entirely too broad, too vague, too far-reaching. I
will give you an illustration of an actual case in point. The Montreal Light, Heat
and Power Company wished to develop their power at the Soulanges Canal and to
bring that power to Montreal. They could not give first mortgage bonds upon that
extension for the reason I have mentioned, because their outstanding first mortgage
bonds would have been a first charge upon it if done in their own name, and they
could only do the work through a new company. Therefore, they incorporated the
Provincial Light, Heat and Power Company and did the work in the name of that
company. Every dollar, however, that was needed for the promotion of that company
and for the construction of its works, was found by the sale of bonds of that new
company, though those bonds were guaranteed both as to interest and principal by
the parent company, and it was only for the purpose of getting around the law and
being able to give a first mortgage upon that extension, that the new company was in-
corporated or promoted at all. We do not want to have any trouble as to the inter-
pretation of this new law, and we therefore ask that this section be made clear so
that it can mot be construed as prohibiting investments like that. We have had
trouble in the past with the Insurance Department and with the Justice Department
about the interpretation of the law and do not want any more. We ask that there
shall be no ambiguity of any kind in this section. I am sure that it is not your in-
tention to prohibit an investment such as I have mentioned, but you will certainly
have to make it clear. No other legislature in the world, so far as I am aware, has
inserted such a clause in its insurance act. Mr. Fielding said the intention is to stop
the formation of subsidiary companies—all right, we are quite in harmony with that
idea, but if that is the idea make it clear and say that it is. I think, myself, that
the prohibition to purchase more than twenty per cent of the common stock of any
company contained in subsection b iv of section 60, is pretty effectual in preventing
the formation of subsidiary companies.

Mr. NEsBITT.—I guess the idea is to keep you fellows from using the funds.

Mr. MacauLAY.—That is all right. The Bill already provides that the officers of
the company shall be precluded from borrowing. We are quite agreeable to a provi-
sion that no insurance company shall loan any of its moneys to the officers. We are
quite satisfied with that. No director of our company has ever got a dollar of the
company’s funds.

Mr. SprouLE.—What about the operations of the Canada Life in that regard;
that has been pretty extensively worked.

Mr. MacAuLAY.—What we suggested is that 62 shall read:

¢ Except for the bona fide purpose of protecting investments previously made
by it no such life insurance company shall, nor shall its directors, or officers or
any of them on its behalf.’

We would then leave out—

‘Under colour of an investment of the company’s funds, in bonds, deben-
tures or other securities.’

And then we propose that the remainder of the clause shall read:—

‘ Directly or indirectly be employed, concerned or interested in the formation
of any other company.’

Hon. Mr. FieLping.— Formation ’?

i
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Mr MAOAULAY.—Yes, sir; we think ‘formation’ is a much better word. ‘Pro-

: If any life insurance company makes an advance or purchases bonds, the proceeds
" of which it is intended shall be applied to new construction, surely we should be at

~ As Mr. Foster pointed out in this committee last year, this clause would absolutely
- preclude us from taking any steps to see that the money is properly applied to the

" apply in such a way as to prohibit companies from taking bonds and securities even
_ if the proceeds are intended to be applied for the construction of extension work, either
of existing companies or of new companies which are practically parts or divisions of
~old compames, because their securities are guaranteed by the old company. This
- clause is one which, if it passes, will be terribly far-reaching in its effects, if not
 very carefully safeguarded. The very least that should be done is to make clear that
- this clause shall not be construed to prohibit investments, otherwise legal under the
 Act, in the securities of companies which are not new, which have been in existence
~ say for a year or more, or which even if they be the securities of new companies are
guaranteed by old companies. By far the simplest and most satisfactory plan, how-
- ever, would be to adopt the phraselogy recommended by the united managers. Now,
. gentlemen, I would like to turn to section 78, which deals with disputes concerning
the interpretation of the law with regard to investments. The first clause of 78 pro-
~vides: that ‘the superintendent shdll allow as assets only such of the investments of
. the several companies as are authorized by this Act, or by their Acts of incorporation
~ or by the general Acts applicable to such investments.
Mr. Harris.—Mr. Macdonald offered a substitute amendment to that.

Mr. MacauLAY.—Yes, I am just going to enlarge a little upon it; I will not take
' more than a minute or two. That is a terrible penalty, gentleman. Suppose that we
~ chould invest in a security which our lawyers may have told us was perfectly legal
under the Act but which the Superintendent of Insurance may consider illegal—just
~ exactly the same kind of question as arose in regard to the Sao Paulo Company a
% few years ago, or as could arise in regard to investments made during the balance of
~ this year as we discussed a little while ago, or just for example as could arise in re-
4( gard to the interpretation of the clause about the preferred stock of the Dominion Coal

Company—ls that preferred stock legal now or is it not? That company has been
_ paymg dividends upon its prefered stock but it recalled that old stock and issued a
larger amount of new stock instead. Now is that one continuous stock or must the
new stock date from the time it was issued? There are a hundred and one different
~ kinds of disputes that may arise and the penalty is a terrible one. If a company, for

example, should have $500,000 invested in a security which the Superintendent of In-
- surance may decide to be illegal, what is the result. It is simply dropped right out of
- the assets and the company is made to appear $500,000 poorer; it is not to be given
- any credit. Now our point is this: that before applying such a terrible penalty, the
~ companies ought to have some little chance of «ppealing not merely to the law, but to
the minister or the Treasury Board as men. Even supposing that the Minister of
Finance or the Treasury Board should consider, after looking into the matter, that
the Superintendent of Insurance was right in his legal interpretation, they might say,
‘still it is a case in regard to which there is room for differences of opinion; we will
" not apply the strict letter of the law but will allow a certain length of time to dispose
~ of those securities,” or something of that kind, and not deal with the case absolutely
. in so final and drastic a manner. Our opinion is that first of all there should be an
~ appeal to the minister or to the Treasury Board just on a business basis, as man to
- man, and not merely for the interpretation of the law. That would usually settle the
* matter because if the Treasury Board or the minister were to say ‘ We agree with the
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superintendent and think you ought to do this or that, tnen of course the compames
would almost invariably comply cheerfully. '

Hon. Mr. FeLpiNe.—You mean that instead of the class of investment being
defined by the law you should leave the whole matter to the judgment of the Treasury
Board? L

Mr. MacAuLAY.—Only when there is a dispute, and only as a first appeal.

Hon. Mr. Fierpine.—That is your argument?

Mr. MacavraY—Only when there is a dispute about things of that kind. It is
very important that we have some right of appeal from the decision of the superin-
tendent and it ought to be a sort of double appeal, first of all to the minister or the
Treasury Board to see whether they back up the superintendent in his decision, and
then if they do back him up, the companies would either have to at once fall into line -
with the decision as they of course usually would, or if they choose to carry it to the
extreme they could then refer the matter to the Exchequer Court but not until the
question had first been threshed out in a friendly spirit between the Finance Minister
or the Treasury Board and the company. '

Hon. Mr., FieLpiNe.—You said a moment ago that you wanted an appeal to the
Treasury Board not on the question of law but on the question of the merits of this
stock.

Mr. MacauLAY.—No, sir, you misunderstood me. What I meant was as to whether
it was a case where that terribly drastic penalty should be put into force or not. The
Treasury Board or the minister might say ¢ We don’t think this is a thing that should
be pressed” That would end it. Or they might say, ¢ This is a point where we think
the superintendent’s decision is well taken but we do not want to force it to an issue
right off. We will make such and such a ruling about getting rid of that stock.’

Hon. Mr. Ferping.—That is leaving it to the judgment of the Treasury Board
instead of defining it by the Act.

Mr. Macauray.—Rather than having the security at once thrown out of the com-
pany’s assets.

Hon. Mr. FieLomwe.—It could not be thrown out until after the whole matter had
been threshed out.

Mr. MacavraY.—I beg your pardon, sir; excuse me.

Hon. Mr. FieLoing.—I don’t think so.

Mr. Macauvray.—Subsection 4 provides:

For the purposes of such appeal the superintendent shall at the request of the
company interested give a certificate in writing setting forth the ruling appealing
from and the reasons therefor, which ruling shall, however, be binding upon the
company unless and until reversed or modified by the said court.

Hon. Mr, Frerpive.—That is you could not keep on getting others.

Mr. MacaurLay.—No, sir, I beg your pardon for making the contradiction——

Hon. Mr. FieLping.—That is all right.

Mr. Macavray.—My interpretation of that is——

Hon. Mr. FeLping.—I think if we grant you an appeal to the court we should
await the court’s decision.

Mr. Macavray.—That is all right. If you do that we will be satisfied.

Hon. Mr. FieLoma.—If we allow you an appeal we should reserve judgment until
that appeal is settled.

Mr. Macavray.—All right; T accept that, Mr. F1eldmg

Hon. Mr. FreLoing.—That will be all right.

Mr. MacauvraAYy.—Thank you.

Hon. Mr. FieLpiné.—We will have to be sure that you hasten the appeal; it would
have to be pushed right on.

Mr, Maocavray.—As quick as you like, we don’t mind.

Hon. Mr. FieLoine.—I mean to say it could not be allowed to drag along. If the
appeal was going to be held off a long time that would not do. However, we will think
over that without committing ourselves to details.
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; Mr. MacAuLAY.—Thank you. Now, Mr. Chairman, turning to section 53. Mr.
 Macdonald dwelt at considerable length on this and I will not take up the points that

he spoke about. However, I would be glad to have you turn to the clause in brackets
~ ‘Not exceeding one-fourth of one per cent, out of the mean invested assets in subsec-
tion 8. The point I would like to emphasise there is not the question of the suffi-
. ciency or otherwise of that allowance for investment expenses because that has been
~ dealt with at length already. I would however strongly emphasize the necessity of
~ that allowance being made a fixed amount; that the words ¢ Not exceeding’ should be
. scored out and the word ‘ namely,” or some equivalent word put in so as to make it a
- fixed and definite amount. If you do not do that there will be friction and differences
- of opinion to a certainty. For example if you turn to page 65 you will find that the
- very returns are so framed as to imply that investment expenses are a minor matter,
~and do not include any of the head office salariés or other general expenses of the
company. For instance, on page 65 item 10 ¢ cash paid for investments expenses’ is
an item by itself, entirely independent of item 11 which is headed ¢ general expenses’
- and includes head office salaries, travelling expenses and all other expenses of the com-
- pany, except taxes and licenses, showing that the intention in that clause is to exclude
- from investment expenses, all salaries and other head office charges. Moreover, details
- are asked in regard to investment expenses. Such details cannot really be given. Itis
impossible to separate salaries, travelling expenses, rents and so on, with absolute de-
- finiteness between the insurance departments and the investments departments for the
- same officer frequently has duties in both departments. A life insurance company
consists of two parts; it is an insurance company proper and it is at the same time a
large investment company; and you can no more manage the investment part of the
business without the proportion of the head office salaries than you could manage a
loan and investment company without head office salaries. No loan company
could be expected to conduct its operations for only one quarter of one
per cent of its invested assets. That would be out of the question. No
life company should be expected to manage its investment department
under ‘restrictions which no loan or investment company could live under.
That aspect of the matter has, however, already been made clear and the point I want
to make now is merely that the allowance to be granted should be made very definite.
It is possible to even interpret the clause as it at present stands as being nothing more
than the commissions paid on mortgages for securing them and such like small items.
I beg Mr. Fitzgerald’s pardon if I make a reference here. In a letter from the super-
~ intendent just a little while ago, a very nice letter with which I am finding no fault
whatever, he himself defined investment expenses as being commissions paid on loans
and other such small items which are usually charged against interest account. I
wrote back and asked whether any proportion of head office salaries and expenditures
of that kind could be considered investment expenses, and while he replied very nicely
and cordially to the other parts of the letter he ignored that part. I mention this
merely to show that if you do not make it clear, you will leave the door open for
extreme differences of opinion, and, gentlemen, we want to get on cordially with our
Tnsurance Department, and to have no more differences. And the way to have cordial
relations is to make everything quite clear; do not leave toom for difference of opinion
and on this point the present Bill does do this. My argument is that you make the
clause definite, and that you fix the investment expense allowance at the exact one-
quarter per cent for bonds and stocks, and at one per cent for other securities, in the
way proposed by Mr. Macdonald.

Mr. Macdonald, in dealing with section 53, subsection 4, read another clause as a
recommendation of the united managers to the effect that the loadings applicable for
expenses should not Le considered to be diminished because of any company having
in its policies promised larger surrender values than the reserves provided for
by this Act. He did not speak to this point; that was part of what he called
upon me to speak on. I did not at the time so understand, and therefore said
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nothing on it. The position on that point is this. The Act provides, as you know,
a definite reserve value or liability on policies, according to a definite basis. Some
companies have, however, thought it a wise measure of precaution to assume a lower
rate of interest than 3% per cent, as provided in the Act. They have reasoned tha
they ought to have a difference of a half of one per cent between the rate assumed
by themselves and the rate laid down in the Act as the bare requirement of solvency.
Instead of a 3% per cent reserve, they have therefore assumed a 3 per cent reserve, and
have given their policyholders the benefit of that larger reserve by guaranteeing
larger surrender values in their policies than those based on the ordinary reserve.
Other companies have dealt specially with the question of reserves on deferred profit
policies. If we take a group of policies with profits deferred for twenty years we
know that the mortality among such of these policies as will continue after the end
of the twenty years will be greater than normal. If, for example, you take a thous-
and. persons who insure under whole life or twenty payment life policies with profits
deferred to the end of twenty years, then at the end of those twenty years they will
all have the option of surrendering their policies for the full cash values, including
all accrued profits, and we know from experience that somewhere about 50 per cent
of them will take those cash values, and that only the remaining 50 per cent will
continue.  Every one who, during the twenty years has developed heart disease,
kidney disease, paralysis or any other chronic trouble, every one who is an inferior
risk—every one of those is going to continue his policy. None of these will drop out.
The 500 out of the thousand who will drop out will be the best lives the company has.
The mortality among the whole thousand while they are insured in the company is °
fully provided for by the table named in the Act. The mortality of the 500, how-
ever, who will remain in after the 500 good ones will have gone out, will not be suffi-
ciently provided for by that normal table. We know that the mortality among the
continuing 500, after the expiration of the twenty years, will be heavy, and the man-
agements of some of the companies have taken what they conceive to be the prudent,
conservative course of setting aside the extra reserves on these policies which we
know the extra mortality after the end of the twenty years will assuredly require.
In my judgment, this is the only safe and proper course, and it has been followed
by several companies, our own among others. After doing this, however, we have
gone one step further. We said to ourselves that if we were going to set aside those
larger reserves which we considered necessary to providing for that extra mortality,
then we should also let our policyholders benefit by that decision in the meantime by
guaranteeing to them in their policies larger surrender values, which would be based
upon those larger reserves. Now, here is the difficulty wuen it comes to caleulating
the loadings contained in the premiums, the technical loadings are reduced by the
fact that we have set aside those heavier reserves. In calculating our expense allow-
ance under section 53, the amount of our loadings contained in all these premiums
would be greatly reduced, solely because of our having promised those larger surrender
values, even though the policies were written on exactly the same plans of assurance
and called for exactly the same premiums to the very cent as companies which have
not been granting those larger surrender values. As a matter of fact, for years back
most of the Canadian companies have charged to a cent the same premiums for the
same kinds of insurance, and the larger surrender values have not, in the case of our
company, for example, been in any way offset by any increase in the premiums. I
will explain how the loadings are affected. Supposing the reserve at the end of twenty
years is $400; on some special policy, if the mortality be assumed to be quite normal
and not excessive, as is assumed by the mortality table named in the Act. Assume,
however, that in order to provide for the extra mortality expected to prevail among
those policies that continue after the twenty years, $450 is the amount that has
actually been set aside. The extra $50 has to come from somewhere, and has to be
made up by instalments spread over the twenty years. These annual instalments of
in such a case perhaps $2 per year are taken out of the loadings, and the loadings
are technically supposed to be correspondingly reduced. In following this course of
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strengthening the company by setting aside these larger but necessary reserves, we
have been acting prudently and conservatively. On the other hand, in giving the
larger surrender values, we have been acting generously to our policyholders. We
never dreamed of the possibility of our actions being made a reason for the limitata-
tion of our expenses in years to come. We never had such an idea for a moment.
Now, we say it is not fair that those companies which have been more conservative
than their fellows in this respect, and which at the same time have been more liberal
to their policyholders than the others, should be punished by not being allowed to
spend as much in all these future years, as long as any of these existing policies con-
tinue on our books, than those companies which were less liberal and less conservative.

The clause that we ask is this: That no company shall have the amount of its
loadings diminished by reason of having given these extra surrender values, but that
the loadings will be calculated as if the surrender values had been based on the normal
reserves. The exact phraseology you will find set forth in the recommendation by
the united managers. It would not be fair or right to these companies that have
treated their policyholders generously, and to reward those that did the reverse. The
amount involved in this is very large; it is a very important clause. In the case of
our company it means that we would be penalized to the extent of, approximately,
$83,000 per year.

If you should decide to limit the relief which we ask to policies already existing,
that of course would remove most of the objection, but I think it is in the public
interest that you should grant the full relief we ask, for all time, just as we have
asked it. If you only make the relief apply to existing policies, then if a company
continues to give these larger surrender values in the future they do so with the
knowledge that they will be punished therefor, that their loadings will be reduced
and their expenses limited in consequence. But it is not fair to make a new regula-
tion like this retroactive and to penalize a company because of what it has done in
the past. Do not apply it to policies existing at the present time in any case, but
if you choose make it apply to the future, and if the companies knowing that do not
reduce the amount of the surrender values, then it is all right.

There is one other little point I would like to refer to and I hope the minister
will allow me to ask a question in a goodnatured and rather bantering way. Does
the government propose to keep the expenses of the Annuity Department within the
limits laid down here?

Hon. Mr. FieLoine.—You will have to give notice of that question in writing.

‘Mr. Macauray.—Because I would like to explain a point there. In that case there
are absolutely no loadngs on these annuity premiums, not one copper of allowance for
expenses.

Hon. Mr. FieLoina.—The government is a benevolent institution. We do not
expect insurance companies to be the same.

Mr. MacauLAY.—I do not think myself, Mr. Chairman, that this clause 53 should
apply to annuities at all. As a matter of fact there is no loading on annuity premiums
of any kind. I may mention in passing that the change in the basis for the valuation
of annuities laid down in section 42, subsection 4, increases the reserves or liabilities
on the annuity contracts of our own company or by just about $150,000. We make no
objection, however, to this change. The rates charged by the company, however, are
about one and a quarter per cent less than the net rates on the new basis provided for
in this Bill. We cannot increase those premiums sufficiently to provide any loading at all.
If we were to increase the premiums sufficiently to provide any loadings on annuity
premiums we would simply lose the business. One reason why we cannot raise our
rates is because the Canadian government rates are about 24 per cent lower than the
rates we are charging even now. We cannot increase our premiums to provide any
loading whatever, and I think this section should not apply to annuity premiums at
all, There ought to be a clause exempting annuity premiums entirely from its oper-
ation. Very few of our annuities come from Canada in any case. Our company gets
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about half a million yearly from annuities but nearly 98 per cent of this comes from
outside Canada.

Mr. PerLEYy.—What clause is that?

Mr. Macauray.—Clause 53. Annuities are included in this. My point, Mr. Per-
ley, is that we receive about half a million dollars of annuity premiums yearly almost
exclusively from Europe. Those annuity premiums do not provide one solitary copper
of loading for expenses. They cost us an average of perhaps 3} per cent in commis-
sions and expenses and there is about 13 per cent of further deficiency on this new
basis, so that we are about 43 per cent out of pocket on this allowance for
every annuity we issue. The business is good. The business is profitable with the
high rates of interest we can get and yet unless the annuity business be excluded) by
the addition of a clause to section 53 as for example that ‘/The restrictions of this
section shall not apply to annuity premiums or to expenses directly connected there-
with ’>—if a clause like that were inserted then the annuity business would not be ham-
pered but otherwise all the expense on the annuity business we would have to take out
of the allowance for insurance expenses.

Now, Mr. Chairman, we will go to the last part of section 54. I would like to
explain the operation this half of that section:—

¢ All bonuses, prizes and rewards, and all increased or additional commissions
or compensation of any sort based upon the volume of any new or renewal busi-
ness, or upon the aggregate of policies written.or paid for, are prohibited.”

Suppose a new agent comes to our company and after consideration we agree to
give him a trial. Well, a common form of contract is one like this, we say:— We will
engage you at certain rates of commission.” ¢ Well,” he replies, ‘I am a married man;
I need a certain minimum amount to live on.” ¢ Well, then we will guarantee you a
minimum amount, $1,000 a year perhaps, with the proviso that if you make good you
will get the entire excess of commissions beyond that $1,000. We will guarantee you
$1,000 and give you as much more as you can earn.’” Gentlemen, that is a reasonable
and proper contract; it is fair to both sides, but it would be prohibited by this clause.

Mr, NesBrrr.—Where it is determined in advance?

Mr. Macsvray.—Yes, sir; whether determined in advance or not. Under that
part of clause 54, “ All bonuses, prizes and rewards, and all increased or additional
commissions or compensations of any sort based upon the volume of any new or
renewal business” &ec., it would be prohibited.  There is additional compensation
beyond the salary of $1,000 based upon the volume of the business that man gets.

Mr. NesBrirr.—That agreement would be determined in advance.

Mr. Macavray.—But, Mr. Nesbitt, this clause has nothing to do with that. You
are referring to the first half of clause 54, but the last half of the clause would abso-
lutely prohibit such a contract.

Mr. J. W. Brock.—And clause 55 does also.

Mr. Macavnay.—Yes, clause 55 would also prohibit it because it is a loan or
advance. It would be prohibited under both those sections, and yet it is a desirable
form of contract,

Mr. NesBiTT.—You agree to give the man so much commission to start with and
you guarantee him so much. That is all, and that is determined in advance. There
is no question about that in my mind.

Mr. Macavray.—Yes, it is in advance.

Mr. NesBITT.—It is not additional commission, it is what you agreed to give him
in the first place.

Mr, Macavray.—But, Mr. Nesbitt, under clause 55 we are prohibited from giving
any advance, and then under the last half of clause 54 we are also prohibited from
giving any additional remuneration based on the increased volume of business. We
would guarantee that man $1,000 as a minimum, and if he could earn $1,500, we would
give him the extra $500. That extra $500 would be an extra amount paid to him be-
cause of the increased volume of business and would, therefore, be absolutely illegal
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. under the terms of clause 54. I think that to prohibit contracts like that is utterly
unreasonable. Our recommendation, therefore, is that the last half of clause 54 should
e eliminated.

Hon. Mr. EMMERsON.—There is no incentive to action in that case,

~ Mr. Macauray.—That point is well taken. We hold that out as an inducement,
because if a man only gets $1,000, whether he secures much or little business, he is not
oing to work as hard as if he has the inducement of being able 1o get an extra
amount. It is a proper, fair and reasonable agreement, and should not be prohibited.
Then, in the next place, all bonuses are not bad. Some bonuses are admirable.
or example, here is a bonus that our company itself offers and some other companies
offer. We hold out to a district manager this proposition: if you can reduce the
' lapse ratio of your policies in your district so that a larger proportion of them will
be renewed than last year, we will give you so much extra. Is not that desirable?
is highly desirable, but it would be prohibited under this section. Then we hold out
this kind of inducement also. We say: ‘ Take your agency as a whole, if you can
reduce the expense ratio by paring off here and economizing in the next place and
aking sure you get the best out of the agents under your management,—if you can
reduce the expense ratio of your agency so much, we will give you another bonus.
~ The fellows work very hard to get those bonuses, and they are desirable. I claim

aged.
Then, there is another reason why this part of section 54 should be eliminated.
They have a similar clause in the state of New York and what has been the result?
A broad clause like that has been interpreted in the various states in a very broad
- and, very arbitrary way, and I wish you could see all those rulings. There is a book
published giving the rulings of the American Commissioners of Insurance, interpret-
‘ing a lot of those clauses. All the arbitrary and unreasonable interpretations made
- of that identical clause in the United States would surprise you. We don’t want a
‘clause like that in our law, which would be a temptation to our Superintendent of
~ Insurance to put some arbitrary and entirely unforeseen interpretation on it—and
- such a course would be all the more likely to appeal to him when he would have
before him these unique interpretations from the United States.
We therefore strongly urge that the last half of section 54 be entirely eliminated,
- and also that No. 55 be entirely eliminated, as unreasonable from the fact that it
~ prevents any security being taken against renewals for advances. It is in the in-

- also should be eliminated.
With respect to No. 56 we ask a change, but it is only in the way of making it
' clear, and simplifying it. Now we come to another one, No. 58, that has worked up
~ the agents throughout the country very much, and one, I understand, they want to
- speak specially about when their turn comes.
Mr. Harris.—Do you not think you had better let them speak for themselves?
, Mr. MacAuLAy.—I will just tell you what our objection is and then they can
- speak for themselves. We are interested in it also, as managers.
Mr. NesBirr.—You speak from your own standpoint?
Mr. MacavrLay.—I will speek on it from our standpoint:—

¢58. No such life insurance company shall make any contract with any
director, trustee, officer, employee or servant of the company, save such agents
as are employed to solicit insurance, to pay any compensation or reward whatever
by way of commissions in respect of the business of the company or any portion

thereof.

The point is this: There are two classes of agents emplosed by the companies;
7' one is strictly a canvassing agent and the other is a supervising agent who has charge
~ of a whole district. That district manager has dual functions. He is supposed to do
~ a certain amount of canvassing himself, but he is also supnosed to manage the agents
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in the district under his charge. Now you can easily understand that in a small
district the amount of personal canvassing done by such an agent is great. If he
has only two, three, or half a dozen agents to look after he has a lot of time on his
hands and can do a great deal of personal canvassing. On the other hand, the man
who has a very large district with a number of men under him is kept busy looking
after the agents under his charge, and has very little time for personal canvassing,
and the possibilities of some of them doing much personal canvassing, are very slight.
With regard to the man who does practically no canvassing personally, or very little,
this clause might be interpreted that such a man was not employed as an agent, to
solicit insurance properly speaking, but rather as an agency supervisor.

Mr. Nessirr.—It might be, but is it likely to be interpreted that way?

Mr. MacavrAy.—The agents throughout the country think it would be.

Mr. Perrey.—All he would have to do would be to solicit one risk.

Mr. NEesBirr.—He could talk to himself.

Mr. MacaurLAY.—No, but wait. The point is this: Supposing that an agent is
employed by a company to solicit applications and to supervise and manage agents,
the question comes up is that agent really employed to solicit insurance? The ques-
tion is, what are that man’s real duties? If nineteen-twentieths of his time is given
to superintending agents and not to canvassing, is there not great likelihood that the
Superintendent of Insurance or a lawyer would say: ‘ That man is a superintendent
and not an agent employed to solicit insurance,” and any agreement by which he will
be paid by an overriding commission would be rendered void. We want to have the
right to employ an agent on salary to supervise this business if we choose, or we
want to have the right to say, ‘ Instead of paying you a salary we will give you a
small overriding commission on all business done by agents in your district, and we
will pay you also a commission on what you originate yourself” We want to be sure
there is nothing in this clause that will prevent that. The agents think it will, and
if there is a grave doubt about it, as there seems to be, it ought to be made clear.

I understand, Mr. Chairman, that Mr. Brock, of the Great West Company, has
to leave to-night for Winnipeg, and would like to speak on some points, and with
your permission I will defer the remainder of my remarks on the Bill until he has
been heard.

The CHARMAN.—Are you through?

Mr. MacauraAy.—I am not through, but I am through for to-night if it is the
will of the committee to hear Mr. Brock.

The CuamrMaN.—Is it the will of the committee to hear Mr. Brock? We will
hear Mr. Brock.

Mr. J. H. Brock, Chief Agent and Managing Director, the Great-West Life As-
surance Company:—Mr. Chairman and members of the Committee, I do not intend
to take up much of your time or go very much into the details, but there are one or
two points I would like to bring to your attention before returning to Winnipeg, as
I have come this distance in order to have an opportunity of knowing what this Com-
mittee is doing in connection with insurance companies. I would like to call your
attention to a particularly obnoxious section, 53, which deals with limitation of ex-
penses. I might call attention in the first instance to the fact that it has been clearly
shown to the Committee that this clause could not properly be applied to industrial
insurance or non-participating insurance, that it could not properly be applied to
annuity premiums, that it could be properly applied to companies giving excess
guarantees, that it could not be properly applied to the British companies, that it
could not be properly applied to companies doing a combined business of life in-
surance with accident insurance or industrial insurance. I would like to add one
other class of companies that it could not properly be applied to. Mr. Macaulay
in his argument has dealt with the matter in a little different way. He has shown
that companies giving excess guarantees have their loading for expenses reduced by
having higher premium and reserve. Now there are companies, Mr. Chairman, that
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the Minister has explained the Act is intended most particularly to develop, in the
interests of the majority, companies charging lower premiums. This Act especially
hits them, and hits them hard, and as soon as a similar act went into force in the
United States it was so strong that it induced that old company, the Mutual Life of
New York, to increase its premiums so that it might have additional loadings to enable
it to compete with its rivals in the insurance business. While it may seem an anomaly
we could have our expenses both for our business and renewals at exactly the same
rate, without any change at all, still by writing more new business, our expenses as
they are defined under this Act, would be so increased that we would not be able to
keep within the limit provided.

~ You probably are well aware that our renewal business gives us the same loading
as our new business; in other words that the loading is put on the premium uni-
formly every year and gives the same amount of loading as long as the premium is
paid. After the first year that loading is for the purpose of allowing for the invest-
ments of the general conduct of the business. But in the first year we have to pay
the agent’s commission, the medical examination fee, and many other expenses, con-
sequently it costs us very much more than the loading the first year and less than the
loading in future. So that a company conducting its business entirely within the
allowance or well within the allowance that this Act would give, if it would do a vigor-
ous business—which I do not think our Canadian Parliament wants to prevent Cana-
dian companies from doing—it then will find itself hampered by this Act. In other
words you ask life insurance companies to step out and at the same time you tie their
legs. It does not means any increased expense at all doing a larger business. One
company with 100 to 150 millions of old business in force and the loadings to assist
it may very properly do a business of 10, 15 or 20 millions, whereas another company
getting its business just as cheaply in every respect and having 20, 30 or 40 millions
of business in force is limited and not allowed to vigorously conduct its business so
that this class of companies cannot comply with the Act without suffering serious in-
justice.

Mr. Harris.—Had you not better mention the companies that that would leave the
Act apply to?

Myr. Brock.—That would leave just one class of companies, that is the class of
companies that have a sufficient loading. In other words that charge high enough pre-
mium. You see you have fixed a basis as net cost and anything that is charged over
that is loading for the purpose of expenses. Now if a company is able to do its busi-
ness at a low premium rate and charges a lower premium rate you cut down the item
with which they will be able to pay their canvassers and meet their other expenses.
You put an arbitrary cost on insurance fixed by the Act. The cost of insurance de-
pends upon the rate of interest earned by the company, not the rate of interest named
in the Act; that is purely an assumption. If our business costs us exactly what it is
named in the Act we would not practically be dealing with the question of participa-
ting policies at all because there would be no surplus to divide. It is because the cost
of insurance is less than fixed in the Act that there is a surplus and that we are deal-
ing with the question of participating policyholders. Some companies for instance
may be actually fixing their rates on a 4 per cent. rate of interest. The Act compels
us to consider a 3} per cent rate of interest. Yet when the Government adopt a
system of deferred annuities, a system they are advertising as in the interest of the
country and that we appreciate because we consider it is a good thing for them to do,
they find it absolutely impracticable to follow the law they are insisting upon for the
insurance companies, and the consequence is they have fixed their rates upon a 4 per
cent basis. Many of you do not know that, but it is a fact that they have fixed their
deferred annuities on the 4 per cent basis. At the same time they are passing an Act
which prevents insurance companies from doing so. We must fix our rates upon a
31 per cent basis and enter into competition with the government that charges nothing
whatsoever for the expense. That practically takes the business away from
us altogether. T just wanted to show you how this thing affects the life
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companies. I do not want to dwell upon the question any more. It seems
to me absolutely clear that the attempt to limit the expenses of a company
is interfering with the conduct of business in a way that no business can stand. If
in the whole boot and shoe business you come in and limit their expenses in an im-
practicable manner what are you going to do? Destroy the business probably. The
same in every other line of business.

T just want to say a few words as to why the companies should not be interfered
with in these details and I think it only fair that representation of the case should
be made to this Committee. The reason is this: in the first place we are putting up a
reserve that absolutely guarantees the face of the policy. The Insurance authorities
will tell you that the reserve we put up is absolutely sufficient to do this in case of the
companies earning the lowest rate of interest and therefore much in excess of what is
required from the companies earning a much higher rate of interest. In other words
putting up to reserve liability an amount on the average far more than sufficient to
guarantee the face of the policy. In the next place the capital stock of the company
stands between the policyholder and any loss, not simply the paid up capital but also
what has not yet been called in. If for any reason there has been any catastrophe the
whole capital stazk of the company must be paid in and applied on account of the
policyholders. In the next place the policyholders and sharecholders of a company
cannot make any profits unless the expenses are kept down so that a profit may be
made. Now this Act comes in and says the participating policyholders shall receive
at least 90 per cent of these profits. No company objects to that. That is a model
and satisfactory thing. We are entirely in accord with it because it makes it to the
interest of the shareholders to see that there is a profit earned and that is an ideal
thing. When the natural consequence of the law is to make it in the interest of the
parties to evade it, then it is a very bad law. T am entirely in accord with the pro-
position that shareholders must have a reasonable interest in the profits; and I con-
sider that the serious trouble that occurred with the Equitable of New York was that
the Legislature tied them down to an insufficient interest on the capital invested.
That had largely in my opinion to do with it. Now then the shareholders do not ask
that there shall be no greater proportion of the profit given to the shareholders but
that they be restricted in that respect; but they do ask that they be not tied up with
policyholders’ directors who have no knowledge of the business. It is not because a
man is a policyholder that he has any more interest in the other policyholders but he
may in fact be a shareholder in a competing company. So the point I wish to make is
that having provided for all the restrictions that are necessary to make it absolutely
necessary for the company to make a profit and having fixed the amount that the then
shareholders may take of this, the shareholders of the company should be held re-
sponsible through the directors that they appoint for the management of the affairs
of the company. We contend that any interference with their management of the
company can be productive of nothing but harm and increased cost. Every little in-
terference here adds to our expense in one shape or another. You cannot manage two
companies exactly in the same way, the conditions are different, and yet you want to

tie us up and then tell us to make good progress. We cannot do it with so many
shackles,

I will say a few words in regard to the deferred dividends. If you interfere with
our right to issue policies with deferred dividends you will cut off 25 per cent of the
life insurance business, and you will prevent 25 per cent of the class of people who
are now insured from making any such provision. It will give them an excuse for
not making any provision for the future, In that way the insurance business will be
seriously affected and the cost of all our other business will be increased. The effect
of restrictions in the United States has already had that effect and the business of the
large companies has dropped one-half. They have been doing a cheap business, a
term business very largely, such as is not in the interest of the people of Canada nor
in our interest to follow, because term insurance means an increasing cost as our
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productive capacity decreases. That is a very poor style of business to force the
people of Canada into.

I have said a few words about pohcyholdera’dlrectors and it seems to me that the
idea of increasing the number of our directors, increasing our expenses by putting
in an equal number of policyholders’ directors, is not going to be of very much ad-
vantage. They are not going to be more honest men because they happen to have a
policy in the company,they are not going to be more interested in all the other body
of policyholders than the shareholders’ directors are because they have no interest in
the company at all. Consequently the appointment of policyholders’ directors does not
in any way secure better management than through the election of shareholders’ direc-
tors alone. If the Act makes it necessary for that company to make a profit in order
that its shareholders should make some money out of their investment, and then se-
cures 90 per cent at least of that profit for the policyholders they are doing all that
can possibly be asked of them, and anything else is an injury to the policyholder.
Why we are following the American system of legislation is very hard to understand
when in the United Kingdom they have an insurance act that has been tried for many
years, it was introduced I think in 1870, the act has now been in force for nearly
forty years, and it has accomplished the several purposes that are sought to be accom-
plished by this complicated act that we are introducing here. The Act that Great
Britain has now in foree, and which has been in operation for so many years, meets
the requirements of the best insurance authorities, it meets the requirements of the
companies, and it meets the requirements of the policyholders. And I believe that
today even though we have followed a wrong course to a certain extent we should,
rather than go farther along the line of American legislation, return to the position
taken by British legislation and not restrict the companies in connection with matters
on which they are the best judges, and in order that the companies may make a profit
on their investment, they must manage the business satisfactorily and in the inter-
ests of the policyholders.

Mr. NesBirr.—In other words, it is left to competition.

Mr. Brock.—Leave it to competition, and then with that competition it must
leave a profit, and to leave a profit the business must be economically managed and the
great mistake is that it is assumed incorrectly when a company is doing a large new
business it is necessarily extravagant as compared with the company doing a small
business. The company doing a large new business may be getting both new business
and attending to old business at less cost than the company doing a small business,
and yet to make up an average statement of cost of the business the expense of the
company on such an improper basis would appear too high.

Hon, Mr. Fierpine.—The English Act, as you are aware, makes no restriction or
limftation whatever, that is the main feature, and you would adopt the policy here
that there is no need of legislation with regard to investments.

Mr. Brook.—They have legislation about investments, but the details of their
business are left to them, and they cannot get a license if their business is not pro-
perly conducted.

Hon. Mr. Fierpina.—The directors are free to invest as they like?

Mr. Brock.—No.

Hon. Mr. Ferpina.—Pretty largely; that is the main difference between the Eng-
lish Act and our Act, and they have a great deal of freedom.

Mr. Brock.—Freedom.

Hon. Mr. FreLpine.—Would you recommend the English Act in that respect, that
there be no restrictions upon investments?

Mr. Brook.—Very largely, if the companies are investing their own money. I may
say that you do not go into every detail with the loan companies in regard to the
manner in which they loan their money.

Hon. Mr. FieLpixe.—We do have restrictions about them.

Mr. Brook.—But if you provided all sorts of embarrassing conditions and inter-
fered with their freedom in investments you would make stocks of the loan com-
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panies worth a great deal less than they are today. The companies guarantee the
policyholders investments with their own capital, and they will get no return upon
their capital if they do not make a profit on their investments. Nobody will want to
hold life insurance company stocks if they are simply to be allowed the average in-
terest. No one will invest money in any business unless he gets some profit out of it.
Those who invest their money in a life insurance company will get no profit at all un-
less the business is managed economically. With the competition we have—with three
times as many companies in proportion to population in Canada as there are in the
United States or Great Britain, you will see we have great competition. Some of our
companies have lost large amounts of their own capital, because of the competition,
some of them have had to reinsure in other companies and have lost everything they
put up. If in the face of competition a company’s business is successful it must be
because of the economical management; and because the shareholders have put in a
Board who are competent to manage the business. The Government does not guaran-
tee these policyholders, they are guaranteed by the share capital of the company. Yet
the Government comes in and is seeking by this bill to interfere with the details of the
management which I think is most improper.

Mr. Perrey.—Please do not talk so much about the Government.

Mr. Brook.—Well, I suppose the Government must always represent the majority
in Parliament and the majority decides these questions.

My, PeriEy.—With regard to section 53, ‘Limitation of Expenses’ which you ob-
ject to, I notice you have just said that some of the new companies have had to impair
their capital. Is not that occasioned by their having abnormal expenses? I under-
stand it has been shown that some of the companies have had very abnormal expenses
in connection with their business. Have you any suggestion to make to prevent that?

Mr. BRock.—Yes, if you will. ‘Give them a little more brains,’ there is no other way.
After all it is the shareholders who are investing their own money, and if they lose they
are losing their own money, With regard to abnormal expenses that is not altogether
correct. The assumption that the first year’s premium is sufficient to pay agents’ com-
missions, medical examinations and the other expense is not correct. The time the
company buys its first lead pencil its capital is impaired, it has to charge that as an
expense of business, and its first year’s premium is not sufficient to pay expenses. So
that we have an impairment of capital by Government regulations, and then the
Government comes in with an act and says to the shareholder whose capital is guaran-
teeing the policyholder that if he makes an investment for the purpose of securing that
guarantee that he is not to be allowed any interest upon such capital because it is
impaired; that cannot be avoided under the government regulations. Again, in order
to get over the difficulty arising from the necessary impairment of capital, the share-
holders take stock at a premium so that the company may have money at hand out of
which to provide the first year’s reserve and to meet the demands during the early
years of the company’s operations. What is the result? By this bill you say to the
shareholder, ‘Although you have subscribed your stock at a premium, and have put
our money in it, you are not to be allowed an interest upon it.’ I have never heard
of such a ridiculous enactment in my life; I do not know who suggested it, but if
they suggested such a thing in connection with the Banking Act or with any other
business, I do not think they would be able to get it through—it might not get through
the Banking Committee and I hope this will not get through here either. Mr. Ma-
caulay has told you that Canada is the centre of a very large foreign insurance busi-
ness that affords opportunities to the young man who wants to be something and who
wants to do something. It is bringing in a lot of money into the country and we do
not want that business interfered with so that it will be no longer possible to go abroad,
as our companies have been doing, and bring money into the company. The company
T represent has been doing business in North Dakota, and we have been thinking
seriously of going into some other states to do business, but if this new law passes we
will be deprived of that new business, although we can get it at a satisfactory ex-
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~ pense and can make money out of it, because we cannot spend more than a certain
 amount of money during the year. Anything that is good, in the way of legislation,
~ we will hold up both hands for, that some requirement is necessary there is no doubt
~ at all, but at the same time, after careful examination of the methods and workings of
- the British companies and of the operations of the British Act, after spending some
ti me in Great Britain last year, and after consulting some of the most eminent actu-
 aries in the world, I have come to the conclusion that if Canada wants to be progres-
~ sive in insurance and some other things, they had better follow the English laws, and
' not follow the American., I think it is about time that we should do a little thinking
| for ourselves and follow out the experience of the Canadian and British people rather
than the kind of legislation that is jumped into by the American people without
reasonable consideration and that all intelligent people in the State of New York
cnow now to be a mistake,

Hon. Mr. FrLpinae.—How is it if all the intelligent people in the state of New
York know it to be a mistake that the Aet remains in force?

Mr. Brook.—All the companies’ actuaries and all the independent actuaries have
~ condemned it and it will surely be repealed.

Hon. Mr. FieLoine.—And all the other people of the State are not intelligent?
Mr. Brock.—They do not understand the business of insurance.

Mr. Bickerpike.—The fire insurance people have very few grievances but there
are one or two clauses in reference to which they would like to make some amendments,
and they are anxious to know on what day next week the Committee will get down to
the fire insurance business. I though it was useless to bring them all here every day
as the life insurance men seem to be pretty long-winded.

The CHAIRMAN.—At the next meeting of the Committee Mr. Macaulay will want
a short time to complete the presentation of his case. Then some life insurance
- agents desire to be heard and some of the fire insurance men including Mr. Van Nor-
man of the Equity who has handed in his card this morning. I do not know whether
we can complete our work on Tuesday morning or not, if not we. will adjourn until
~ the following day. Therefore, if the fire insurance men are here on Tuesday their
- case may be taken up then and if impossible to reach it they will be given a hearing
- the following morning.
j Mr. BiokerDIKE.—Why not fix Wednesday for fire insurance if that is satisfactory
to the Committee? It would be a pity to bring people from Winnipeg, Montreal and
. other places and then to keep them waiting for three or four days if we can accom-
- modate them by fixing a certain date?
The CuARMAN.—It might be possible to hear them on Tuesday.
Mr. NesBITT.—Why not adjourn until Monday?
_ Mr. Ames.—It will only be possible to give the fire insurance men the latter end
of the first morning’s sitting which will not enable them to complete their representa-
- tions. Why not devote Wednesday to the fire insurance representatives?
The CramMAN.—There are some life insurance agents who have been here wait-
ing for two or three days.
Mr. BiokeRDIKE—Why not hear them on Tuesday ?
The CHARMAN.—It may not be possible to get through on Tuesday but I think
the fire insurahee men would be safe in coming here on Wednesady.
Hon. Mr. EMMErsoN.—Would it not be possible to have a sitting on Monday?
Quite a number of Members of this Committee are Members of the Railway Com-
mittee and so cannot be here when that Committee is sitting. I cannot possibly
- attend both committees and there is some very important work before the Railway
Committee,
The CuAIRMAN.—I do not think anybody will object to meeting on Monday if all
the Members are here.
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Hon. Mr. EMMERSoN.—They will be all here on Monday. :

Hon. Mr. FeLping.—My experience is that it is very hard to get a meeting on
Monday.

Mr. NessrrT.—I move that the Committee adjourn until Monday? .

The QHAmMAN —Then we will adjourn until Monday at half past ten. In thi
case the fire insurance men will be safe in coming on Wednesday. :

Mr. BIoRERDIKE.—I move that Tuesday or Wednesday be fixed for the fire insur-
ance people?

Mr. Nesprrr.—Make it Tuesday?

Mr. BickerDpIkE.—I have no objection to Tuesday if satisfactory to the chairman.

Hon. Mr. Fierpine.—I have no objection excepting that when we fix particular
times it sometimes works injustice to others who have been waiting day after day.

Mr. BiokerRDIKE.— They can come here on Tuesday and if the life insurance men
are not through they can be heard on Wednesday. F

Hon. Mr. FieLping.—I think they will be safe in coming on Tuesday.

Mr. NesBITT.—I move that we adjourn until Monday and that the fire insurance
men be heard on Tuesday.

Motion agreed to.
Committee adjourned.
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MINUTES OF PROCEEDINGS

House or CoMMONS.
ComuMiTTeEE Room, No. 32.
Moxpay, March 29, 1909.

The committee met at 10.30 o’clock a.m., the chairman, Mr. H. H. Miller, presid-

ing.

. Mr. T. B. Macavray.—Mr. Chairman, there is not one point in this Bill that has
hardly been touched on yet and which is of really vital importance. I refer to the
regulations regarding deferred profit policies,fil sections 90 and 94 in particular. The
- deferred profit question divides itself naturally into two parts, the past and the future
- —the part that relates to existing policies on that plan, and the question of what
will be done in the future in regard to policies on that plan. Now, section 94 deals
‘with the first half of the question, the old policies, the existing policies, and it deals
with it by declaring that the companies shall on and after the 1st of January next
ascertain and apportion the surplus accrued on such policies and convert it into a
definite legal liability. I will read this section:—

‘94. From and after the first day of January one thousand nine hundred and ten,
every such company shall, in respect of all participating policies issued and in force
- in Canada on the said first day of January one thousand nine hundred and ten, which
. provide for the distribution of surplus or profits at less frequent intervals than quin-
| quennially and known as deferred dividend policies, on the 31st day of December in
~ each year, or so soon thereafter as may be practicable, ascertain and apportion quin-
~ quennially reckoning from the date of the policies, to each class thereof, the share in
such surplus or profits to which such class is equitably entitled, and the total sum of
the shares so ascertained and apportioned shall, like the reserve or reinsurance fund,
- be and constitute a liability of the company, and shall be charged and carried in its
accounts accordingly until the same shall have been actually distributed and paid to
- the policyholders entitled thereto.’

The substance of that is that the surplus earned by the existing policies shall ba
ascertained and allotted to the various groups of policyholders, and that the amounts
- 80 set aside shall thereafter constitute a liability of the company in exactly the same
way as the legal reserve on the policies Remember that the reserves are a legal liabi-
 ity, and if a company does not have its legal reserves on hand it becomes insolvent. It
~ is proposed to convert the existing surplus into that kind of a liability. Now tha
question was asked by Hon. Mr. Fielding: ‘Is that surplus really a liability? Do
the companies owe that money?’ Now that question can only be settled by a reference
to the contracts themselves, and I will read you the phraseology of our own deferred
profit policies:—

‘ ¢ This policy is issued on the Reserve Dividend plan—’ that is another name for
- the deferred profit plan, ¢ a condition of which is as follows:—

' ‘That the reserve dividend period for this policy shall expire on the first day of
? (twenty years hence this date will usually be) :—

‘ That no dividend shall be considered to have accrued, or shall be apportioned or
payable on this policy prior to the expiration of the above Reserve Dividend period,
and then only if the assured be at that time alive, and this policy be then in force.

107

985—13



103 BANKING AND COMMERCE COMMITTEE _

Mr. HenpERSON.—Suppose he dies at the end of the 19th year, where does that '.
money go? ‘

Mr. Macavray.—It remains in the company, and at the end of twenty years ?l

whatever profit there may be on hand will be divided among the policyholders.

Mr. HENDERSON.—I cannot see then that it is not a liability.

Mr. Macavnay.—It is not, because it is not a liability until it is ascertained and
distributed, and the policy distinetly states that it shall not be considered to have
acerued or be apportioned or become a liability until the end of the the term. It is in
exactly the same position as all the other surplus of the company which is not
divided. It is simply a part of the undivided surplus which belongs to the company
as a whole, if you choose. It is part of the company’s margin of safety, held unal-
lotted and undivided.

Hon. Mr. EmersoNn.—Is it not simply a profit belonging to everyone who is in

that class? 1t is true individuals may drop out, but the survivors of that class would

be entitled to a division of it.

Mr. MacCavray.—It is a fund which, like the whole of the company’s funds,
belongs in certain proportions to the shareholders and to the policyholders, but it is
not a liability.

Hon. Mr. EyMMERSON.—I am only asking for information.

Mr. Macavray.—That is right, and I want to make the matter clear. It is

exactly the same position as the rest, or surplus of the Bank of Montreal. That

belongs collectively to the shareholders, but it is not a liability; it is undivided sur-
plus over and above the amounts that they owe.
Hon. Mr., EmMMERsoN.—Well, is not that a playing on words? Is it not the

idea to separate the fund which may or may not be a libility, to deal with it as a trust

fund?

Mr. Macavray.—I am not denying that it is in a sense a trust fund, but if it is

to be considered a legal liability then every dollar the company owns is a liability,
every dollar of the company’s assets is a liability in exactly the same manner, for
every dollar of the company’s funds will belong, in its ultimate disposition, to the
polieyholders and the shareholders.

The CuAmMAN.—It is something maturing and which when due you will have to
pay ?

Mr. MACAULAY.
hand.

Mr. FrrzeeraLp.—That is provided they do not all die in the meantime?

Mr. Macavray.—If they all died in the meantime there would be no surplus, for
the death claims would not only wipe out the surplus but bankrupt the company. The
surplus is payable at the end of the 20 years, but only providing there is then a sur-
plus on hand, and not otherwise. According to the terms of the policies the whole
period of twenty years is to be considered as a unit and no surplus is to be appor-
tioned, much less made a legal liability, until the whole twenty years shall have ex-
pired. Any excessive losses of any kind occurring in even the nineteenth or twentieth
years, can properly be placed against the accumulations of the previous years. It

Provided at the end of twenty years we have some surplus on

would be absolutely contrary to the conditions of the contract to require that the =

profits at the end of five, ten, and fifteen years shall be taken out of the surplus ac-
count and made a legal liability, for the policies provide that the twenty years shall
be treated as an undivided term, so that the entire losses of the entire twenty years
shall be placed against the entire profits for the entire twenty years, and the allotment
made for the twenty year period as a whole. Tf any great earthquake should ocecur,
for example, and cause heavy claims on the company through loss of life or heavy
losses to the company through the collapse of buildings on which it might have mort-
gages, or even if there should be a heavy shrinkage in the value of securities as the
result of a panic, the company would be in a bad position if its surplus had been
allotted and converted into a legal liability
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: Hon. Mr. EMMERSON.—Is not this merely identifying the fund, and even if it
~ has never to be paid for the particular purpose for which it was intended because of
some calamity, it might go to another purpose. Would you not for that purpose
believe in having that fund kept intact?
Mr. Macavray.—No, sir.
: Mr. HeNpERSON.—Put it this way, supposing that in this great calamity you speak
of all the policyholders of that class were wiped out except one; would not the whole
fund belong to that one?
- Mr. Mascavray.—There would be no fund left in that case.
Mr. HexpersoN.—It could not be paid until they had reached the tontine period.
* Mr. Macavray.—There would be no fund left because there would be such losses
in the last year that there would be no surplus for any person, and the company itself
would not*exist. This particular fund is in exactly the same position as all other
- surplus funds of the company. In our company 95 per cent of the total surplus
- funds, in the end, belong to the shareholders, but that does not make these funds a
liability. If it did, then it would be impossible for a company to have any surplus at
all.

Now, under the terms of the policies, this surplus cannot be allotted and cannot
be made a liability except by a clear interference with and ignoring of the terms of
the contracts themselves. That would be another case of legislation, if you will par~
don me for saying so, of legislative interference with contract rights, which, in the
United States, would be unconstitutional and illegal. This is a very serious point.

Now the question arises how have they dealt with this identieal matter in the
United States? What they have done there is, to just require that all profits
accruing on such policies up to the time of the passing of the Armstrong law shall
not be interfered with at all, not made a liability, but the amount of such funds
must be reported each year. The deferred profit surplus has not been made a liability
in the United States in any way at all. That is exactly the plan that we propose.
We ask that we shall have the same sort of accounting, but we protest against any
conversion of surplus into a liability. If you make it a liability, then if any trouble
comes along and the companies do not have the amount of those liabilities on hand,
there wenld be the danger of their being put into bankruptey.

Mr. NesBITT.—You object to its being made a liability?

Mr. Macauray.—We object to its being made a liability—the point will be made
more clear as I proceed.

Mr. NesBirt.—I think it is clear enough already.

Mr. MacauLAY.—What would be the result of its being made a liability? Every
company must have a certain margin of safety for contingencies in conducting its
business. TIf a company were to conduct its business on the basis of having no rest,
no margin, no surplus, some calamity might come along, it might have losses on in-
vestments, or one hundred and one other things might arise, and if the company had
only $1,000 of assets on hand for every $1,000 of liability it would have no provision
for contingencies and it would go straight into insolvency.

Take the case of what did happen in the largest company in the world last year,
1909, the Mutual Life Insurance Company of New York. At the end of 1906 that
company had a surplus of about $65,000,000 acerued on its deferred profit policies.
Under the New York Law that surplus was not made a liability in any way and was
therefore available for contingencies. However, besides that $65,000,000 it had over
$16,000,000 of unallotted surplus from other sources available for contingencies.
1907 was the year of the depression. What happened? At the end of the year 1907
that $16,000,000 was wiped clean out and roughly speaking $9,500,000 of the $65,000,-
000 was wiped out also.

Hon. Mr. EMMERSON.—By depreciation ?

Mr. MacAauray.—By depreciation in the value of their securities. What would
have been the position of the Mutual Life of New York if a law exactly similar to
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that proposed in this Bill had been passed in that state? Suppose that sixty-five mil-
lions had been made a liability so that the available surplus of the company would
then have been reduced to but sixteen millions. That sixteen millions was wiped
clean out by depreciation of securities and nine and a half millions more required.
If the sirity-five millions had been made a liability it could not have been drawn upon;
the company would have been upon the rocks and application might have been
* made for a receiver. Gentlemen, this is a point of tremendous importance. I don’t
think you have any right to expect that Canadian companies can comply with a law
which would have the effect of imperilling the very existence of the largest company in
the world. It is a point of tremendous importance.

Mr. Nesirr.—You think it could not be a shrinking liability?

Mr. MacauLAY.—No, sir.

Mr. HENDERSON.—Suppose these assets should recover in a few years?

Mr. Macauray.—Then it is all right. In the case of the Mutual those assets have
largely recovered. It was in that one year the company needed the help that came
from having a large undivided surplus. The hope that in one, two or three years the
market value of the securities might recover would hardly have been sufficient to keep
the company out of insolvency in the meantime. Under the system of reporting in the
United States and Canada we have to take the market values as they actually exist
from year to year and if the values go down and there is nothing to make the defici- -
ency good, we are on the rocks.

Hon. Mr. EMMERsON.—Then your margin of safety disappears.

Mr. Macavray.—Exactly. Gentlemen, in the past the companies that have been
doing a deferred profit business have beeen able to keep themselves safe and strong
by the mere fact that they have had on hand this unallotted surplus, unallotted and
unascertained and available for any contingency that might arise unexpectedly. But
if that is to be wiped out then the companies will have no such surplus on hand as a
margin of safety, and they would have no alternative but to at once start afresh and
bend all their energies to establishing new margins of safety. Take the case of our
own company and you will see how it works. Our own company at the present time
has a surplus of about $2,600,000. Of that amount about two millions was contributed
by policies on the deferred profit plan. Now if these two millions were constituted a
legal liability under this new law, or if even any large proportion of it were made a
liability, as proposed in this Bill, what would happen to us. The balance remaining of
$600,000 would be utterly inadequate as a margin for a company with thirty millions
of assets We would feel that we had no option but to set to work at once to establish
new margins, and there is only one possible way in which new margins can be estab-
lished and that is by cutting down the profits which we would pay to our policyhold-
ers. There is no other possible way that I know of.

Mr. NesBrrr.—What about raising your premiums?

Mr. Macavray.—That would apply to the future. We would have to raise our
premiums too but that would not apply to the past. We could not raise the premiums
on old policies and it would take many years before we would get any material advan-
tage from raising the premiums on new policies. We would have to establish a new
margin for contingencies at once; we could not wait for years for it. We would have
to make a terrible cut in the profits of our policyholders, and we would deeply regret
the necessity for doing this, but, gentlemen, the safety of the companies would have
to be considered before anything else. It is true that we would make our policyholders
tremendously dissatisfied, but we could not help it. If we were placed in such a
position we would simply have to say ‘safety first” It is true that this provision in
the law would be artificial and unnatural, and as I have already said, in the United
States it would be unconstitutional, but, gentlemen, ships could be wrecked on arti-
ficial rocks, just as well as on natural rocks, if any government were unwise enough
to build artificial rocks out at sea; and the same is true of companies. We could
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not afford to run any risks. If such a law were enacted we would simply have to
egin at once to accumulate new margins and, as I say, thére is only one way we
could do it and that is by cutting' down the proﬁts of the policyholders.
- How have matters of policyholders worked in the State of New York? There the
old surplus on deferred profit policies was not interfered with at all, but companies
were prohibited from issuing new policies on that plan. It follows therefore that as
there are hardly any of these policies issued for longer periods than 20 years, at the
end of that time the whole of the old profit funds of the American companies would
be paid out, and the managers of the companies therefore could not but realize that
while they at present have those funds on hand as margins for contingencies those
funds will soon begin to diminish and before long will disappear, and that they there-
fore must set to work to establish fresh margins to take the place of those which will
in course of time be paid out. They are protected at the present time, but they must
look to the future also. In view of this future need, the actuary of one of the largest
American companies, speaking at the actuarial Society of America, urged all the com-
panies to reduce the profits payable to their policyholders by twenty five per cent and
to apply that twenty-five per cent to the establishment of new contingency funds.
" In other words, simply because the issuing of new policies on the deferred profit plan
is prohibited, the profits of all poliecyholders of the company have to be reduced by 25
| per cent, so that for every $4 really earned by them, only $3 will be paid to them, the
| extra one quarter being set aside by the company as a fund towards establishing new
margins for its safety, and that 25 per cent, gentlemen, will be lost to the policyholder
~ forever and absolutely, for it will be retained as a contingency fund for the benefit
- of the company as a whole for all time to come. But, gentlemen, if a New York
company like that finds it necessary, simply because in the course of 20 years their
existing margins on old deferred profit policies will be wiped out, to reduce their pro-
| fits by 25 per cent, what would be the position of our Canadian companies which
would not merely have the issue of new deferred profit policies prohibited as in New
York but in addition would have their existing surplus on their old deferred profit
policies transferred into liability—a handicap from which the New York companies
do not suffer? Why, gentlemen, if a 25 per cent cut in profits is necessary in the
United States, 50 per cent at least would be necessary in Canada. Gentlemen, this
- proposed legislation is so far reaching in its effects that you have no conception of
where it is going to land you and the policyholders of this country.

I would like to make a parallel here if T may. This clause in the Bill, T am
~ speaking now of section 94, bears a very close resemblance to the retroactive feature
of the Insurance Act of 1899. That Act made the basis for the valuation of new
policies 3% per cent. That was all right. Tt however also made that new basis apply
to all the policies already existing which was all wrong. The basis of valuation on
old policies was changed from 4} per cent as previously provided in the law, to 3% per
cent. That was retroactive and was unnecessary and dangerous. The results were
exactly what some of us at that time prophesied in this very room. Still that is now
a matter of the past. But here we are now facing precisely the same kind of problem
- in regard to deferred profit policies. Retroactive legislation is again proposed, and re-
troactive legislation which has even less justification than the legislation of 1899 had.
Deal as you like with the future, gentlemen, but pass no retroactive legisaltion.
Nothing but harm can come from disregarding this principle.

Section 94 deals with the past and would turn surplus into liability in exactly
the same way as was done in 1899. What happened as a result of that Act of 1899°?
We all know that the companies in order to comply with the law had to make a very
severe cut in their profits. We all know the howl of discontent and protest that went
up from the policyholders of this country as the results of that cut in profits which
the law had made necessary. And, gentlemen, T venture to say that if this Bill goes
through you will have another howl from the policyholders such as will astonish you.
No other country in the world followed our example in passing the retroactive legis-
lation of 1899, and no other country in the world has passed legislation such as is
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proposed in this section 94 in the way of making accrued deferred profit surplus
liability. I implore you to think seriously before you pass any more retroactive
legislation. We have had a lot of trouble in the past; we are having a lot of trouble
with policyholders today; and I think that we ought to learn a lesson from the exper-
ience we have had and not bring about any more trouble. If you pass this clause I
prophesy that you are sowing the seed of trouble such as you do not realize. You
will endanger the position of the companies; you will bring about such dissatisfacti
among policyholders as will astonish you.

We have had enough trouble with these things, gentlemen.

Mr. Monk.—Is there any restrictive legislation along that line in England?

Mr, MacaurAy.—No, sir.

Mr. Moxk.—Isn’t that where it is taken from?

Mr. Macavray.—This clause, so far as making accrued surplug a liability
concerned, is absolutely original, that is so far as I know. It was first proposed,
think, by our Royal Commission. There is no country, no legislature in the entire
world, as far as I am aware, that, has passed such legislation, and, as I say, if i
were in the United States such legislation would be unconstitutional.

Hon. Mr. FELDING.—You are arguing very forcibly that it should mot be de-
clared to be a liability, but you have mot touched the main question that if it is a
liability it should be so stated. Your argument is not that it is not a liability, but
that it is very unwise to say it is such.  Supposing you show it to be a liability?
If it is not a liability what is it?

Mr. Macavray.—My main point is that it most emphatically is not a liability,
that it simply is not a liability and that it eannot possibly be construed into being
a liability except by absolutely ignoring the terms of the contract. It is no more a
liability than the surplus of the Bank of Montreal, or of any other financial concern,
is a liability. I cannot emphasize that too strongly, that it is only by ignoring the
terms of the contracts and changing everything that you ean by any possibility con-
strue it as a liability.

Hon. Mr. EMMERSON.

Mr. Macavrnay.—No, sir, it is not a liability now, and the only liability that ever |
will exist in connection with it is this, that when the twenty years are up, such pro-
fits as may then exist shall be divided, but in the meantime there is no liability, and
we do not know until the end of the twenty years whether there will be any surplus.
To make it a liability now would be simply to court disaster. If you take the case
of our own company we are accumulating the funds until the end of twenty years, =
keeping each group by itself, so that at the end of twenty years all the surplus that =
may be on hand, at that time, after setting aside all the charges of every kind that
may arise during the twenty years, will then be ascertained and distributed. The
schedules appended to the Bill call for a statement showing the exact plan on which
every company distributes its profits, and that is very desirable.

Now, in regard to the future. I have been dealing with the past, but we now
have to deal with the future. Section 90 would prohibit this plan for the future also.
That is, of course, entirely separate from the question as to how you should deal
with the past.

I do not propose to take up your tlme by referring to the advantage of this plan,
because I dwelt upon this subject at considerable length a year ago. I will say, how-
ever, that I consider the deferred profit plan to be by far the finest plan from the
standpoint of the policyholder, as well as from the standpoint of the company, that is
in existence. It is the plan that I have mnearly all my own insurance upon, and it
is the plan that I recommend to all my friends as the best. It enables a man to re-
adjust his insurance at the end of twenty years to suit his circumstances as they
may then be. He does not know what his health will then be, or what his financial
position, or what his family needs may be At the end of twenty years he can read-
just his assurance to meet his needs as they may then exist. It is also a very popular
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form of insurance. Seventy per cent of the policies issued by our company are on
that plan, although it makes not one cent difference to the agent in commission. It is
the plan the public want. It has resulted in a vast increase in the volume of busi-
ness written throughout the country and to that extent has extended the blessings
of life insurance very greatly. It is the only plan which is suitable for companies
which are extending their business rapidly. If we were to be content with the slow
rate of progress which is satisfactory to British companies, for example, or to a com-
pany like the Connecticut Mutual in the United States, the quinquennial plan might
suit us all right, but Canada needs more progressive companies, Canada is growing;
it is expanding rapidly; and our life insurance companies ought to be allowed to
write insurance on some plan that will enable them to keep up with the growth of
our own country, with the growth of our Northwest, and there is no plan that will
permit this without injustice to old policyholders, except this deferred profits plan.
Then it brings in the best class of lives to the company, lives that have a very low
mortality and which to that extent increase the profits to the policyholders; it reduces
the lapses; it makes the companies safe and strong; it permits the companies to divide
their profits more closely and thus enables them to pay larger profits to all their
policyholders. I consider it the best plan in existence. At any rate there is no desire
to make the plan compulsory; all we ask is that the public be permitted to choose for
themselves whether they want it or not. In my judgment to prohibit the plan for the
future would be a very great mistake.

I don’t want you to think from this, however, gentlemen, that we are opposed to
legislation of any kind dealing with the deferred profit business, for the managers
themselves have made a recommendation calling for an accounting. We recommend
that this fund be not made a liability, but that the companies be required to fur-
nish details in their returns each year showing how it is progressing, and explaining
the basis of accounting and allotting followed by them, so as to give the public as
much information as possible about these matters, but that very emphatically it
should not be made a liability.

Now the recommendation of the companies was that the clause suggested by them
should apply to new business only, and that nothing at all be done with the old busi-
ness I am not authorized to speak for 4¢he united companies any further than that, but
I think I would be safe in saying that if it were decided to extend the clause as recom-
mended by the managers not merely to new business but to all business we would have
no objection. But if T may now be allowed to speak for myself alone, with the clear
understanding that I am committing no other company, I myself would be satisfied,
personally, with the following compromise. The vital difference between clause 94
in the Bill and the clause recommended by the insurance companies, is practically just
this—we say, ‘account for the fund and show what it is but do not make it a liability.’
The Bill says, ¢ account for the fund and make it a liability” Now, I have put as
strongly as I could possibly do in words the reasons why we should not interfere with
the past. My suggestion would be to just acecept the recommendation of the insurance
companies but make it apply to all past business. Be satisfied with an accounting in
regard to the past, but do not make it a liability. Any new rule you make should apply
to the future only and the companies can then make their plans accordingly and not
be taken by surprise. If you choose to make it a liability in regard to future policies -
I have no serious objection. In other words, apply the companies’ recommendation in
regard to the old policies, and allow clause 94 in the bill to stand but limit it to new
policies. If you do this, you will come pretty close to the mark.

There is one other very important point that I omitted to refer to in my compari-
son between the present Bill and the Act of 1899 I do not like to bring in the name
of any particular company, but perhaps I may be pardoned if 1 say that the Canada
Life was rightly or wrongly criticised very freely for having cut its profits sufficiently
to enable it set aside the extra reserves called for by that Act at once, although the
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law allowed them fifteen years in which to complete the change. I do not wish to be
understood as saying one word of criticism in this connection. I am merely drawing
attention to the fact because of its bearing on the present situation. The Act of 1899
was retroactive, like section 94 of this Bill, but it allowed fifteen years for the com-
panies to set aside that extra reserve. What time does this Bill allow? It says,
‘From and after the first day of January, 1910, this surplus must be turned into lia-
bility. In other words, we have the same retroactive legislation, the same compulsory
changing of surplus into liability, with the added condition that instead of fifteen
years being allowed to make the change, the change must be made next January—
nine months hence.

Mr. NesBrrT.—You propose to carry that forward for the old policyholders?

Mr. Macauray.—As a surplus, not as a liability, but stating exactly in the
returns of each year, how much there is for each group of policies. :

Mr. NesBirr.—Just call it surplus to policyholders.

Mr. Macavray.—Surplus to policyholders but sub-dividing it into these groups.
If, however, you take my suggestion and make clause 94 apply to future business
only, there are still one or two points in connection with it that I think ought to be
dealt with. The clause there says that you shall apportion to the classes such amounts
as they may be equitably entitled to. That is too vague. ¢Equitably entitled to’ is
capable to a hundred different interpretations. One gentleman would say it meant
one thing, another gentleman another, and if you leave in the Aect such vague expres-
sions as that there is no saying how it will be interpreted or what disputes or law-
suits it may give rise to.

Hon. Mr. EMmMERsSON.—Who is to interpret the law?

Mr. Macauray.—In the past it has always been left to the companies to decide how
and what profits are to be distributed. My recommendation is, therefore, that you
add after the words ‘equitably entitled to,” these further words, ‘according to the
regulations by the company.’ The schedules in the Bill provide that the company
shall have to declare what these regulations are. I think specimen figures should be
added showing exactly how these regulations work out in actual practice in regard to
policies of various ages and durations and on various plans. The public would then
know exactly what is being done and what the yegulations are. Gentlemen, you cannot
take the management of the companies out of the hands of their managers and directors
and leave it to such interpretations as may be put on such a vague phrase as ¢ equita-
bly entitled to.” Make it clear what you mean and the only way you can do that is by
saying ‘ according to the regulations of the company.’

If you accept such suggestions in regard to deferred profit policies, you will of
course have to eliminate section 90, and sub-section (e) of 96. You would also have to
limit item 3 on page 63 to new policies only, and you would have to limit the scope
of sections 92 and 93 to policies not on the deferred profit plan, as the arrangements
about bonus additions are inapplicable. Personally I think that there is no reason
whatever for such minute and cast iron regulations There are absolutely unnecessary
and simply put the companies into ruts and prevent any variation or further develop-
ments. They resemble too much the rules of a grandmother in a kindergarten. There
is absolutely no need of them and they should be eliminated. They are practically
copied from the notorious Armstrong law of New York and are out of place on British
soil.

Gentlemen, that is all T have to say as to the deferred profit plan. My last word
is, don’t make the terrible mistake of passing any more retroactive legislation.

Now, gentlemen, I wish to draw your attention for a moment to section 89.
This is one which has not been referred to at all. I do not think it is the intention
that the penalties in both sub-section 1 and sub-section 2 of section 89, should be
applicable to an officer of a company who should happen to break the terms of section
83. Yet that is so. Any agent who may give a rebate or break any other of the con-
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~ditions of section 88 will be liable to a penalty which the Bill defines as being double
‘the amount of the annual premium in respect of which the offence was committed.
But the second clause provides as a further penalty that if any director or officer of
a company shall violate section 88 he shall be liable to a penalty of $1,000. If you
- will examine the phraseology you will see that such an officer would clearly be liable
-under both clauses and therefore liable for both penalties.

v Speaking of rebating, as a manager 1 do not care how strong you make the
clause on this point. I am not going to do any rebating. But this clause 88 goes a
great deal further than dealing with mere rebating. It is very much more far reaching
than that. Let us thus consider as an illustration one of the many kinds of transac-
tions that would be affected by it. The penalties provided for any violation of the terms
~of this section (88) are so exceedingly severe, especially upon directors and officers,
that we should examine carefully the character of the offences for which the penalties
- are to be imposed. As you all I have no doubt know it has been a very common
~ practice in the past for life insurance companies to get life insurance in connection
with loans they make on mortgage. Many English companies make a specialty of
that, and some of them, including some of the most progressive, get a very large pro-
portion of their business in that way. In order to make the matter personal to our-
selves, we will suppose that Mr. Barker here, or any person else, applies to our com-
" pany for a mortgage of $10,000 upon property of ample security and in every way
- satisfactory. He asks ‘what is the rate of interest’? We say ‘6 per cent’, He
says ¢ Well, Mr. Macaulay, I am willing to take out a policy of $10,000 in connection
- with this loan and assign it to you as additional security. What rate of interest will
you charge me if I do that’? Perhaps forgetting all about the law, not thinking of
it for a moment, the manager replies ‘if you do that we will make it 5% per cent.
~ He knows that it is a good proposition to secure a policy of $10,000 with a premium
of say $500, by merely making the rate of interest 5% But by making that
. arrangement he has broken the law. Some person hears of it and knows that under
sub-section 3 of 89, he will get half of all the penalties. If the board of directors as
a whole agrees to this arrangement, and the minute book could be called for to prove
that they did so, then each of the directors also would be liable for the penalty of
$1,000 and in addition a fine equal to double the premium, half of all the amounts
recovered to go to this informer. The law would be invoked and that manager and
those directors would be liable.

Hon. Mr. Fierpixe.—It is only that you had charged a half per cent too much
. in the beginning, that is all.

Mr. Macavray.—Here is what the Bill says:

Nor shall any such company or officer, agent, solicitor or representative thereof
pay, allow or give, or offer to pay, allow or give, directly or indirectly, as inducement
to insure any valuable consideration or inducement whatever not specified in the
contract of insurance.

Such a case as I have described would I think certainly come under the terms of
such a law. Suppose that the premium was $500; the manager would be immediately
made liable for double that sum under the first sub-section of 89. Then under snb-
section 2 there would be another $1,000 because the person who had violated the law
was the manager, which would make $2,000 altogether, one-half of which would go to
the informer. The directors also, each of them, would be liable for a similar fine if
the case had been passed upon by them at one of their board meetings. I mention
this merely to show you the exceedingly slippery places in which the managers and
directors are being put under the terms of this Bill,—how easy it will be for them to
-thoughtlessly or ignorantly violate the terms of section 88, and how terribly severe
are the penalties imposed by section 89.

Mr. Nespirr.—Under the Bill could you not advertise or arrange in advance that
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berrowers who do not take insurance will pay six per cent, while those who take
surance will pay five and a-half per cent.

Mr. MacavrLay.—The mere statement of such an offer would make a manager
liable immediately for the whole amount. The Bill proh1b1ts officers from even offer-
ing any inducement to insure.

Mr. NesBirr.—I don’t believe that. ‘

Mr. Macavray.—That would be offering him a valnable consideration or induce-
ment not specified in the contract of insurance. A difference of a half per cent is
certainly a valuable consideration.

Mr. BarkErR.—Not if he made such a proposition bona fide.

Mr. Macavrnay.—Yes, I think so.

Hon. Mr. FieLpixe.—Not if the arrangement made to reduce the rate of interest
was an honest one, and not merely a colourable transaction. 1

Mr. MacauLAy.—Suppose we were to do what Mr. Nesbitt says and make the rate
of interest to persons taking insurance 5% per cent, and to persons not taking insur-
ance, 6 per cent. An arrangement of that kind under this clause would be liable to
a penalty of $1,000, and double the premium.

The CHaRMAN.—You are offering one rate of interest on one security and
another rate of interest on another security? :

Mr. NesBirT.—I should think that would be right.

Mr. MacavrAay.—I assure you that I do not think that any court in this country
would take that view of the case.

Hon. Mr. Fierpiné.—How would you remedy that, have you any suggestion to
make ?

Mr. MacavuLAy.—Yes, sir, I have. I could give you many other illustrations show- -
ing how exceedingly difficult it would be for the managers and the directors too, to
not run up against the terms of section 88 in some way or other. We would have to
keep our eyes very wide open all the time, and to be on our guard at every turn,
otherwise we would be inadvertently violating some provision of this clause. '

The CramrMAN.—I suppose that is what the clause is there for, to make you sit up.

Mr. MacavLay.—If you will pardon me, Mr. Chairman, I think it will make some
other people also sit up as well as the managers. Do you realize that if such a
bargain as I have described were made, Mr. Barker also for example would have
to pay a $1,000 fine? T hope Mr. Barker will pardon me for making use of his name
but T want to make a personal application. Section 88 does not merely prohibit any
violation of its terms by an agent or a company; there is another provision: ¢ Nor
shall any person knowingly receive as such inducement any such rebate of premium or
other such special favour, advantage, benefit, consideration or inducement.” Well a
reduction in the rate of interest is certainly some kind of a special favour, advantage,
benefit, consideration or inducement. Any violation of the terms of section 88, there-
fore, renders not merely the giver but the receiver liable to a penalty equal to double
the amount of the premium, and if the premium were $500 that would mean a
penalty of $1,000 imposed on the person receiving the advantage of the reduction in
the rate of interest, one-half of the fine to go to the informer. This brings the ques-
tion right home to yourselves, gentlemen.

I would like to draw attention to another point. While the provisions of the Bill
are exceedingly severe on the managers and directors of Canadian companies, the
managers and directors of companies located in the United States can make all such
bargains as I have described to their hearts’ content and be absolutely free because
our law of course cannot reach them. )

Now, my first suggestion is that the penalty of $1,000 in addition to the other
penalties is entirely too severe upon officers and directors. They should not be thus
diseriminated against. I assure you that the managers are not going to give rebates;
I am not afraid of that. Most of us when we looked at this, Bill at first, thought of
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the special $1,000 fine as a penalty on rebating and we were inclined to say that we
_did not care how heavy the penalty was made. But when we find that it applies to a
‘multitude of other contingencies of which the one I have spoken of is merely an illus-
tration, and when we realize how exceedingly careful we will have to be in regard to
every detail of the business or we find ourselves in difficulties, this terribly severe
penalty takes on a different aspect entirely My first suggestion, therefore, is that
the discrimination against the managers and directors be done away with, and that
subsections 1 and 2 of section 89 be combined, by inserting after the words ¢ preceding
section’ in the second line of the first clause of section 89, practically the whole of
the second sub-section as follows:—

- “And each and every director or manager or other officer of any life insurance

company within the legislative jurisdiction of the Parliament of Canada or licensed
under the Insurance Act to carry on the business of life insurance who knowingly
consents to or permits such violation by any agent, officer, employee or servant of the
- company.’

And then go on with the balance of the first sub-section, ‘shall for a first offence,
- &’ The effect of that would be to let the penalties which are applied to the agents
apply to the managers or to the directors if they do the same as the agent, or if they
knowingly consent to any such violation, and that I think is all that can with any
reasonableness whatever, be asked of the managers or directors.

Even, however, if you remove the special diserimination against directors and
managers, I think most of you will consider that it would be unjust to make directors
and officers liable for even the penalties imposed by sub-section one, for no greater
offence than making a reasonable reduction in the rate of interest because of life
insurance being given in connection with a loan. The best way that I can suggest
of dealing with the matter is to eliminate the clause ‘not specified in the contract of
insurance’ in the second line of page 33, and to substitute therefor the words ‘intended
to be in the nature of a rebate of premium.” My object is to so frame the clause
as to limit its operation to cases that are really rebates of premium, or mere attempts
to get around the law, and T think the phrase I have suggested would probably do
this. The object to be kept in mind in framing any words that would be inserted at
this point would have to be of limiting the operation of the clause rather than ex-
tending its scope, for there are ten difficulties that will arise from extending its scope
for every one that will arise from limiting it.

If we now turn to the first five lines of section 88, we will find that diserimina-
tion is prohibited in regard to four things—premiums, any return of premiums, di-
vidends, other benefits payable on the policy. The prohibition in regard to disecri-
mination as to premiums and to dividends is unquestionably sound and proper. The
extension of the prohibition to the other point is, however, apt to give rise to diffi-
culties. The phrase ‘Return of premiums,’ is intended to cover, T presume, surrender
values principally. Suppose that one of you gentlemen has a policy of $2,000 on his
life, and is not quite satisfied with the plan of insurance, and desires to increase the
amount to $10,000, and to change the plan. Tt is the usual practice of insurance
companies to not allow the full reserve on a policy as surrender value. We usually
deduct a percentage as a penalty for dropping out, and to make up for the loss his re-
tirement would cause the company. In such a case as T have mentioned, however, we
would consider it entirely proper to not deduct the charge in question but to allow
the full reserve on the old policy as a credit against the new policy, and not to do so
would in fact be an injustice to the policyholder. Nevertheless such a proceeding on
our part would T think be a clear violation of the prohibition that we shall not dis-
criminate in regard to any return of premiums, or, in other words, in regard to any
surrender value. It would, I think, be held that as we would only give, we will say,
75 per cent of the reserve, for the cancellation of an exactly similar policy, held by
that man’s neighbour, to give the latter the full reserve was discrimination. If we
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were to reply that this full reserve was being given because the man was taking out a
new policy, that would only get us into deeper trouble, for that might be construted
as a case of giving a special inducement to insure, Then, too, there is the question
of whether we would not be violating this provision by the mere fact that we are com-
pelled by law to calculate our surrender values on our Michigan policies in a slightly
different manner from that which we adopt in Canada and elsewhere. For example,
the surrender value payable to a man living in Detroit would legally have to be some~
what different from that given to a man with a similar policy living in Windsor.
Would not that be considered as diserimination in regard to surrender values, or, as
it is termed in the clause, in regard to any return of premiums? This reference to
surrender values is absolutely unnecessary in my judgment, hecause it is already the
custom of most companies, and under the terms of the bill will hereafter be universal,
to insert in every policy a table showing exactly what surrender value the company
gives on each particular insurance. Such a thing as a man being deceived, or not
getting his rights, is therefore impossible, and the clause is unnecessary. Much the
same remarks could be made in regard to the phrase ‘other benefits payable on the
policy” I will not, however, detain you. I would strongly urge that the words ‘or
in any return of premiums’ and the words ‘or other benefits payable on the policy’ in
the 4th and 5th lines of section 88, be expunged. The first five lines of section 88
cover offences which can be committed by companies and officers only, and are en-
tirely separate and distinct from the question of rebating. The phrases I have ob-
jected to are entirely unnecessary, and would only act as traps in which the directors
and managers might be caught inadvertently.

I may here point out that although they have a somewhat similar clause in the
Armstrong law of New York, the penalty there is merely that any officer violating
the law would be guilty of a misdemeanor. No court would I think conviet an officer
of committing a misdemeanor in such cases as I have mentioned, and the officers,
therefore run practically no risk. Under our Bill, however, matters would be very
different, for with us it is proposed to impose a money penalty, and let one-half of the
amount go to the informer. There would thus be a direct inducement under the
Canadian regulations for persons to give officers trouble.

I would also urge that the phraseology be qualified by adding after the words
‘the same class’ in the third line of section 88, the additional words ¢ year of issue’.
Companies usually fix their basis for the division of profits by calendar years, and
the profit on a policy whose anniversary is in January may not necessarily be the
same as on a corresponding policy taken one month earlier, in December. It can at
least do no harm to add the clause in question, and it is I think very desirable in
removing a possible ground of dispute.

My next point is in connection with section 96. You will notice that the first
paragraph says that no policy of life insurance shall be issued or delivered by any
company on and after the first of January, 1910, until a copy of the form thereof has
been filed at least thirty days with the superintendent; nor if the superintendent
notifies the company within the said thirty days that in his opinion the form of such
policy does not comply with the requirements of this Aect, or that it is on other
grounds objectionable, specifying his reasons for his opinion.

Our objections to that clause are twofold. In the first place you will notice that
it calls for a delay of at least thirty days for every new form of contract. Now it is
of course true that the vast majority of policy contracts can be written on the regular
forms, but there are a great many forms of policy continually coming up which are
entirely different, and more or less special. T have brought here a number of specimens
of special forms of policy. I will not delay you by referring to them all, but will
just show you some samples of what we are called upon to write. I could bring 100
easily, but here is an actual policy which we had to agree to, a re-insurance from one
of the leading British companies, an insurance issued in connection with an en-
tailed estate in the old country. The amount payable in every year of that contract




BILL 97—AN ACT RESPECTING INSURANCE 119

was different; the amount payable in case one life died after another was different;
' there was an annuity in connection with it, there was a privilege of further insurance,
later on, in case one died before the other, the annuity itself increased. It was an
‘exceedingly special case designed to meet the requirements of persons lending money
upon the security of an entailed estate where every kind of contingency arising out
~ of that specially entailed property had to be met. We issued that policy, and to
show you the extent of the business the premium we received in one cheque for this
- single insurance was about $105,000. Supposing we had had to say, ‘ We cannot do
anything with this until we have filed the form with the superintendent of insurance

and must wait at least thirty days after that before we can do anything.’ We would
~ not have got that insurance at all. A delay like that would be simply prohibitory.
And that is what the Bill calls for, a delay of at least thirty days after the form
 gets into the hands of the superintendent of insurance. In the large proportion of
such cases as I have mentioned, that would simply prohibit our getting the business
at all. Now, I have here a lot of different forms of policy, but I do not think I will

bother you with them, although some of them are very interesting in the way of show-
- ing how different people want their insurance applied and what very special pro-
. visions are necessary in connection with requirements arising out of wills and other-
wise. There is no limit to the number and variety of the requirements arising from
such causes. There are great numbers of cases that could not be brought properly
into any one kind of form, and if you require thirty days’ delay before we can issue
one of these policies, and as it is chiefly from England that we are getting this busi-
ness, there would be ten days or two weeks further delay in the mails—it will not be
possible for us to do the business. We do not want to have the business pass by us
into the hands of the companies which are subject to such restrictions. It is a very
profitable business and it is mostly in large amount.

Mr. BARKER.—Would it meet your difficulty if the superintendent was allowed
within thirty days to approve? I see he is allowed thirty days within which to reject,
but if he is allowed to approve it within the first week, or any other time, would that
~ meet your difficulty? ; :

Mr. Macauray.—We have no objection whatever to filling all the forms. For
instance in a case like this we would not have the slightest objection to filing the
form at once with the superintendent, but we do not want any more delay than can
possibly be helped, because sometimes these cases have to be settled even by cable-
gram. We do not want any delay at all. You will notice that in our proposed sub-
stitute amendment we will provide that ‘no policy shall be issued unless it contains
in substance the following clauses 2

Hon. Mr. FieLpine.—You want to be at liberty to issue the policy without refer-
ence to the superintendent? That is your point?

Mr. Macauray.—Precisely.

Hon. Mr. Freroine.—Do you think that the volume of business such as you have
described is large enough to justify any special provision to meet your objection?
Do you think the number of cases is large enough to require a change in the clause?

Mr. Macauray.—Yes, certainly. Take that case I have spoken of. In that one
instance there was the very large premium of $105,000 paid. We do not want to be
prohibited from taking a case like that.

We already file with the superintendent copies of the forms of policies used.by
us.

There is another point also in that clause of section 96, to which I would draw
your attention. You will notice that the power given to the superintendent is very
wide. Tt does not merely provide that policies may be objected to by the superintendent
because the forms of such policies do not comply with the requirements of the Act but
that he can object to such policies for reasons outside the Act altogether, merely stat-
ing that the form is ‘on other grounds objectionable,’ specifying his reasons for his
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opinion. In other words under that clause it is not merely necessary that we sholl
have our policies conform to these special requirements. The Superintendent of
Insurance would have the right to annul them, to prohibit them, even if they do con-
form to these clauses, if in his judgment they are objectionable on other grounds. In
the United States they have had a great deal of trouble over these clauses already. The:
interpretation of these and other clauses by the different insurance departments has
been in some cases arbitrary and unreasonable. Some interpreted the clauses in one
way and some in another. I' do not wish in any way whatever to imply that our
Insurance department would be an arbitrary or as unreasonable but we have the fact
before us that in the Unted States that has been the case and we do not like the idea
of leaving such important matters entirely to the judgment of the superintendent and
giving him the power not merely to prohibit a form because it is not in accordance
with the clauses in the Aect but also if for some other reason in his judgment it is
objectionable. We think it ought to be enough if our policies conform to the law.
I am sure there is not a company in the country that would not immediately give the
most serious and earnest consideration to any representation that the superintendent
might make to any form, without its being mnecessary to give him such wide and
arbitrary powers. I think that the phrase, ‘or that it is on other grounds objection-
able, specifiying his reasons for his opinion,” should be eliminated. In any case there
should be an appeal from the decision of the superintendent. In Michigan, the com-
missioner ruled in one way, and one of the American companies took the matter to the
courts, and the decision of the commissioner was overruled. The clause in our Bill
would give the superintendent much wider powers. Possibly section 78 could be
extended so as to include appeals from the decisions of the superintendent on other
points besides investments.

Hon. Mr. FieLping.—Would it meet the case if, in such instances as you have des-
cribed, you were to grant the policies and afterwards they were to be shown to the
Superlntendent of Insurance and if in his Judgment they were not satisfactory you
would not issue any more of them?

Mr. Macavray.—That would be entirely satisfactory, but I think there should be
a right of appeal.

Hon. Mr. Firping.—If the volume of that business is of an exceptional char-
acter, is large enough to require that liberty, that would be one way of dealing with
it

Mr. Macavray.—That solution would be entirely satisfactory, Mr. Fielding. You
will notice that sub-section 2 of 26 is also objected to on the same grounds.

But now we come to one special sub-section of 96 in which we are particularly
interested. I refer to sub-section ‘ K’. The question of how to deal with policies that
lapse, possibly in many cases entirely inadvertently, without the intention of the
policyholders, is one that the companies have been for some years dealing with very
earnestly. We realize that a man may be away from home or may be ill or may be
in financial difficulties, or some other things of that kind may have arisen when his
premium falls due and without intending it his policy may get into arrears. The
companies want to meet that dificulty There have been two ways of dealng with it.
In the United States they have adopted what they call the extended term assur-
ance plan, by which the policy is practically surrendered for a new assurance on the
temporary or term plan of the same amount as the original assurance and extending
for such a length of time as the proportion of the reserve mentioned in the policy will
purchase. For example if 80 per cent of the reserve be allowed what will be the
length of time that will carry the assurance for the whole amount on that life? Per-
haps it may be for one year, perhaps two years, perhaps three years and five months
or five years. That plan, however, in the judgment of some of our companies, includ-
ing our own, is not the most satisfactory way of dealing with it. We have argued
that instead of doing that it was far better to keep the policy in force and to automati-
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‘cally advance the premiums as they became due on the security of the policy as long
as the value of the policy is sufficient for that purpose. That has two advantages
over the American plan. In the first place the man may be in very bad health when
his policy lapses; in fact I have known of cases where the lapse was absolutely due
to the fact that the man was in bad health and was lying on a bed of mortal illness
and unable to attend to business when his premiums became due. Exactly such a case
arose at Farnham, Quebec, just two days ago. Now, under the American plan, which
is the plan assumed to exist by this sub-section, such a policy could not be revived
after the lapse, except by the production of a medical certificate of health, which a
man suffering from consumption, heart disease or liver disease of course could not
produce. Then unless he happened to die within the length of time for which his
assurance had been extended on the term plan his assurance would be lost altogether.

Mr. NesBirT.—You mean that under that plan his policy is taken up and he is
given a term policy? .

Mr. Macavray.—Not taken up; but automatically extended as a temporary insur-
ance in the manner I have described.

Mr. NesBirT.—They require a medical examination?

Mr. Macavray.—Yes, to revive it and put it on its old basis.

Mr. NessrrT.—At the end of the term?

Mr. Macavray.—No, before the end of the term—even one day after default in
the payment of premiums, a medical examination is required in order to revive the
policy. I will give an illustration. Supposing a man has a policy which lapses. It
has been long enough in force to entitle it to be continued for, we will say, one year and
four months. He, however, is in bad health, suffering from consumption. Now the 30
days, of course, have expired. He, or his wife, or his friends say, ‘ We would like
to revive that policy and pay the premium’. Well the company says, ‘ You cannot
pay that premium until you furnish us with evidence of good health’. They can-
not furnish such evidence and the company then say they cannot revive the policy.
If the man dies within one year and four months his heirs will get the $1,000, but if
he lives beyond that period they get nothing. Under our arrangement the policy does
not lapse, the man can come in and pay the premium at any time.

Mr. Nespirr.—Within the period?

Mr. MacAULAY.—At any time as long as the reserve has not been exhausted.

Mr. NEesBirT.—Yes, exactly.

Mr.Macavray.—And without any medical evidence as to health. More than that,
the policyholder in that way gets the benefits of the profits that will be earned on his
policy. Our plan is to keep the policy itself in force.

Mr. MacavLay.—We will continue to advance the premiums, the advances amount
to the whole of the reserve on the policy, if necessary.

Mr. NEesBirT.—In case he wants to receive the policy he has to repay you with
interest ?

Mr. Macavray.—That is it exactly, we are coming to the point. That is our
plan. Now you can see that there is one danger in connection with this plan. If we
were to say to our policyholders in our policies ¢ this policy will be held good and we
will pay the premiums if you allow them to get into default, and you can pay us the
premiums at your own convenience in one, two or three years, it does not matter how
long, without even furnishing us any medical evidence of health and we will only
charge you interest at 6 per cent’ the man will be very apt to say ¢ the money is worth
6 per cent; I think I will just let my policy run along’” The one and only danger
in the entire scheme is that there might arise among policyholders a feeling of indif-
ference and laxity about the payment of their premiums, causing them to think that
it did not matter whether their premiums were paid promptly or not. There is a
company located at Barbadoes in the West Indies which adopted many years ago a
plan similar to this and charged only 6 per cent interest. The result has been

235—2
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if T remember aright, that something like 5 per cent of the entire assets of that com-
pany now consist of these non-forfeiture debts. This illustrates the great danger of
fixing a rate of interest so low as to encourage laxity among policyholders.

This plan practically started in Australia, and it is sometimes called the Aus-
tralian Non-forfeiture Plan. The companies there however got competing and cut the
rate of interest down to 7 per cent., and one of the Australian managers wrote me
that in his opinion it has now become the curse of Australian life insurance. The
policyholders realize on that provision and too many of them allow their premiums to
run into arrear, since there is no heavier penalty than 7 per cent. Our company has
looked at the thing from this standpoint—we have said we wish to hold the policy-
holder and against any oversight or negligence. We do not, however, wish to en-
courage him to let his policy get into arrears, and we will do this; first of all we
give him thirty days’ grace for payment of his premiums; during which time every
policy is held good in any case and without any interest; then in the next place we
say, ‘If you will deposit your policy and sign a loan contract we will give you all
the money; required to keep the assurance in force at 6 per cent interest. If, how-
ever, you are going to be careless, or indifferent, and let things slip, we will charge
you extra, over and above the interest, as a penalty for carelessness.’” As a matter of
fact the way the policy reads is 6 per cent interest and 4 per cent for expenses, until
the man pays up. Now that charge for expense is partly to discourage persons from
taking things too easily, partly to compensate us for waiving the rights to exact a
medical examination, and partly for extra expenses, to which the company is put. Do
you know that we have in our company, just to keep track of these policies, a staff
of eight clerks doing nothing else but just looking after the loans? The average
amount of those non-forfeiture loans last year was but $495,000, and yet to look after
that amount we had to have those eight clerks who did nothing else. An investment
of half a million in an issue of bonds would take but three or four entries in our
books by one clerk each year.

A man can stop the interest at the high rate at any moment by coming in and
signing a loan contract, and thereafter will pay but 6 per cent interest.

Hon. Mr. Frerpine.—How long do you give him that privilege?

Mr. Macavray.—Until the whole of the reserve is exhausted, even if it is fifty
years; as long as the policy is running there is no restriction.

Hon. Mr. FieLpiNnc.—And as a rule to what time does that go under the ordinary
policy? Of course it will depend upon the length of time that the premiums have
been paid? But for how long does it usually go on before he pays up?

Mr. Macauray.—A large number pay up one month after it is overdue; others will
pay up at two months, and some others still will run up to three years.

Hon. Mr. FieLpiNG.—I am impressed with the reasonableness of that view. It
seems to me that this demand by some companies for a new medical examination
may deprive a man of his insurance, as it is impossible for him to get a medical cer-
tificate. * That he ought to pay some penalty for his neglect there is no doubt, because
he has in a manner inconvenienced that company by his neglect. It seems to me
that your argument is a very strong one.

Mr. Macauvray.—Supposing for instance that the premium is $30, and a man
lets it run for six months, or even for a whole year, 4 per cent on that is only $1.20,
which is only 10 cents per month. i

Hon. Mr. FieLpiNc.—Just enough to induce him not to neglect it.

Mr. Macauray.—And to pay for that extra expense, and for our waiving medical
examination,

Hon. Mr. FieLpixe.—In other words he cannot make any money by doing that,
but he loses money, and therefore there is no inducement to him to neglect it.

Mr. Macauray.—You have caught the point exactly. In order to show the ex-
ceedingly great importance of this provision, I will give you some figures. We
adopted that clause in 1894, September, and to the end of last year we had kept in
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force under that provision 24,446 policies; we had advanced to those persons in pre-
miums $2,382,000; 11,582 of those persons had paid back their whole indebtedness and
' righted their policies; 56 more had righted them by applying cash bonuses, and 312

- which would otherwise have been considered lapsed. Then 65 policies for $104,588
 have matured as endowments and been paid; all of these policies would have been
lost but for our non-forfeiture arrangement. Only 25 per cent, or 1 in 4, of the poli-
“cies which we have thus kept alive, has in the end been forfeited and then only after
- the whole reserve has been exhausted. To-day we are keeping 5,221 policies alive by
this plan, assuring $7,322,062. In my judgment that is a plan that ought to be

4 Hon. Mr Fieroe.—Mr. Macdonald suggested a slight change in the clause. T
~ think your proposal goes farther. Have you provided anything that you suggest as a
substitute for ‘k’?

Mr. MacauLaY.—Yes, sir. I may say that this clause is copied from an American
. statute and applies to American conditions. I do not think we should copy the Ameri-
. can non-forfeiture system when we have something that is better. I am quite willing
~ that any company should be allowed to adopt the American system if it so chooses,
~ but we should not adopt a clause like 96 ¢k, which would limit us to that system.

i Our suggestion is that there should be a provision that the policyholder should
| be entitled to have the policy reinstated at any time within one year—personally I

~ do not care whether it is one year or three years, or any number of years so far as
| that goes—from the date of lapse, changing the word ‘default’ to ‘lapse’ because
. in our company the policy can never lapse, so long as there is any reserve left, upon
- production of evidence of insurability satisfactory to the company and payment of the
overdue premiums and accrued since the date of lapse—not default—with interest at a
- rate not exceeding six per cent per annum.

In other words my proposal is this: as long as we keep the policy in force, and
.~ give the man the right to pay up all his overdue premiums without medical examina-
~ tion, there should be no limit put upon the amount which we may charge him as a
~ combined charge for interest, expense and for waiving medical examination. ‘

Hon. Mr. FieLpina.—When you say that there should be no limit that may be
an extreme way of putting it; there should be a reasonable limit of time within which
- he may remedy his neglect.

Mr. Macauray.—We say one or three years after lapse; I am indifferent on this
point. We are not on the risk after lapse, and can usually well afford to revive such a
policy, for with us the reserve would be exhausted and we would get evidence of
~ health and all overdue premifims and interest. If the reserve were not exhausted it
~ would be different. The recommendation of the united companies is that the time be
~ fixed at one year.

Hon. Mr. FeLping.—And you say the rate of interest is six and four per cent.

Mr. Macavray.—That is what we charge.

Hon. Mr. FreLpivg.—You would not want to change more than that?

Mr. MacaurLay.—A limit to six and four per cent during the time we hold the
policy good would be satisfactory; and a limit of six per cent after the time the policy
lapses, as we would not be on the risk and would get evidence of health.

Mr. Frrzeerarp.—He has already paid his premium, do you want it paid over
- again? You say after paying up overdue premiums.
¥ Mr. Macavray.—I will read our actual non-forfeiture clause as it is contained

- in our policies, if you will permit me. It is as follows:—
€At the time of the non-payment of any premium on this policy, after it has
- been two years in force, if the reserve on it as shown in the table of guaranteed
935—23
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values attached hereto, or the balance of said reserve after deducting any indebtedness
to the company and the interest and expense and revival charge acerued and a
thereon to the end of the period covered by the premium then being advanced, s
exceed the amount of such premium the policy shall not lapse. Should, however
said balance be insufficient to cover such premium and accessories, as above, the polic;
shall thereupon become void unless said premium be paid within the thirty day
grace.’

Now, all that I want is that, some way or other, clause 96k be so arranged
this non-forfeiture system which is working so well shall not be prohibited.

Hon. Mr. Fierpine.—Of course the reserve is paying his premiums during the time
vou have been carrying the policy.

Mr. Macavray.—I beg your pardon, Mr. Fielding The reserve is not paying the
premiums. The reserve is merely the limit named in the policy as the amount up to
which we are willing to continue to advance the premiums, that is not exactly the
same thing.

Hon. Mr. FieLpine.—But you are using his money to pay it.

Mr. Macavray.—No, we are merely lending money against the security of the
policy up to the amount of the reserve if necessary. The reserve is larger than the
ordinary surrender value and we grant the extra concession that we will advance the
premiums not merely up to the amount of the ordinary surrender value, but up to the
amount of the full reserve.

That is the limit that we can advance as a loan. Then we go on and explain that
these loans shall be made automatically. The next clause makes this quite clear:

The amount of such premium shall be advanced as a loan by said company, with-
out any action by the assured, and shall be a first lien upon the policy in favour of the
company, and shall bear interest at six per cent per annum from the date such premium
became due, and compounded yearly on the thirty-first day of December in each year,
if unpaid.

The company shall also be entitled to make a special charge for expenses and for the
privilege of having the policy kept automatically in force and of thus being permitted -
to fully reinstate the same without medical examination at any time during the term
from which the policy shall be held good, in accordance with the conditions of this
privilege. This expense and revival charge shall amount to four per cent per annum
cr the accumulated indebtedness outstanding under this agreement and shall be pay-
able annually on the thirty-first day of December. If not paid on that date it will be
added to the indebtedness under this section and shall thereafter bear interest as
aforesaid.

Mr. Nesprirr.—I thought you said a while ago that a man would have to hand
cver the policy to you if he wanted that to come into force? TUnder the clause you have
Just read it goes into force automatically.

Mr. Macavray.—1't is absolutely automatic. The man may be on his deathbed
and quite incapable of attending to business and yet we hold him good. He may be
in England or elsewhere and we hold him good without any action whatever on his i
part. On the other hand we notify him several times each year and keep him con- =
stantly informed of his position. If he will but take the trouble of signing a loan
contract and depositing his policy in the regular way, the rate of interest is immediate-
ly reduced to 6 per cent. If he pays anything more than 6 per cent, it is merely
because he lets things slide. The extra amount is a mere penalty for carelessness.

Mr. NesBirT.—That 4 per cent is the interest charged in case he does not deposit ;'
his policy?

Mr. Macavray.—That is it, and only for the short time that he allows his pre-
miums to drift—either pays the debt off or deposits the policy and loan paper for the
amount.

|
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Hon. Mr. Frerpiva.—Did you say you were going to draft the additions you wish
to make in this section?
Mr. Macauray.—Yes, sir. The phraseology I would suggest is as follow:—

- ‘A provision that the holder of a policy shall be entitled to have the policy rein-
stated at any time within three years from the date of lapse (not date of default—
there is a great difference between the meaning of the two words in this instance),
unless the cash value has been duly paid, or the policy surrendered for paid-up in-
surance, upon the production of evidence of insurability satisfactory to the company,
‘and the payment of all overdue premiums, and any other indebtedness to the company
‘upon said policy, with interest at the rate of not exceeding six per cent per annum,
compounded yearly.’ :

This is exactly the same as the clause in the bill, except for the change of the
word ‘default’ to lapse; the insertion of the words ‘or the policy surrendered for paid-
up insurance; the elimination of the words ‘or the extension period expired; the
change of the word ‘amount’ to payment, which is probably a printer’s error, and the
addition of the words ‘componunded yearly.’

If a paid-up policy he given in exchange for an old insurance, it is not reasonable
to allow that old insurance to be subsequently revived, either with or without medical
examination. On the other hand, the phrase ‘or the extension period expired,” is un-
necessary. It is merely taken from an American clause, and applies to American
conditions, where the granting of extended term insurance is common. Even if the
. extended term insurance should have been granted by any company, and that term
. should then have expired, there would be no great hardship to a company in being
| required to revive the policy with medical examination, and payment of the overdue
- premiums and interest. The company would not have been on the risk after the ex-
. piration of the extension term. On the other hand, there might be large accumulated
profits on the policy, which are not taken into account in deciding the length of the
 term extension period, and on account of them a policyholder might wish to revive
~ his insurance. I see no objection whatever to eliminating entirely the phrase ‘or the
extension period expired.’ 2

The foregoing changes would not, however, be sufficient to protect our non-for-
feiture system. I think it would be necessary to add an additional sentence or para-
graph, such as the following:

¢ Any policy which provides that overdue premiums will be automatically advanced
by the company on the security of the policy, subject to such limitations and on such
conditions as may be set forth in the policy, may also provide that an additional charge
shall be made beyond the rate of interest as aforesaid, covering such time as the
policy shall be thus automatically kept in force, provided that during such time said
. policy may be reinstated without evidence of insurability, on payment of the overdue
premiums and other indebtedness to the company upon said policy, with interest, and
such extra charge, as aforesaid.

This is a rather long clause but T at present do not see how it can be shortened
without opening the door to ambiguity.

There is one other point T wish to refer too. If you will turn for a moment to
gection 111, T would like to emphasize what Mr. Macdonald said about the necessity
of eliminating the phrase ¢ and shall also be entitled to a just proportion of the profits
arising from other sources” Such other sources could only be the non-participating
and the annuity branches of the company. There is no other source that T can think
of in the case of an ordinary life company, though if you take companies which have
industrial or accident branches, the term could be extended to include them. I know
of no other source unless you were to include the interest earned by the investment of
the shareholders’ capital, as is now being discussed in the case of the Canada Life. We
consider that if we give the participating policyholders their share—90 or 95 per cent
as the case may be—of the entire profits earned by the participating branch—that is
of the entire profits earned by their own policies—we are doing everything that can
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possibly be required of vs. Mr. Fielding asked whether, if a company earned a large
profit from investments for example would the policyholders receive their proper sh
of such profit? What happens in a case like that is this: If the company makes such
profits those profits are clearly earned by the investment of the company’s funds and
the only way in which they can properly be divided between various branches is in pro-
portion to the amount of funds at the credit of each branch in the company’s books
in exactly the same way that interest would be distributed. If the funds of the parti-
cipating polieyholders are, for example, 90 per cent as they may be, of the entire assets
of the company, then 90 per cent of all profits made by the investment of the com-
pany’s funds would necessarily go to them. Any profits of that kind in our company,
and I believe in any other company, have been divided just exactly as the interest
would be divided, in proportion to the funds. That clause if left in would moreover be
so terribly vague that law suits would be a certainty. The clause is not necessary;
It would not even be right or just. If the participating policyholders get all their
share of all the profits earned by their own policies what more can they ask? Would
it be right to give them a share of the profits earned by the shareholders? That clause
ought certainly to be eliminated because it would be unfair to give them any share in
the money earned by other people.
Then take the next clause of that section:—

‘But no dividend or bonus shall at any time be declared on estimated profits.”

I know of no reason whatever for this clause being put in. T can, however, see
where it would seriously affect our own company and other companies whether it was so
intended or not. It is the custom in our company, when November comes around, for
the actuary and other officers to have a consultation when we examine and make a very
close estimate of what the surplus of the company is likely to be on the 31st December
following. Then in the course of that month of November we settle what shall be the
basis for the distributation of profits for the following year, always trying to act in a
conservative manner and within safe limit. You may say, * Why should we do that
in advance’? Because policyholders whose premiums fall due in January and Febru-
ary, expect the company to allot to them the profits on their policies falling due to
them at that time. The man who has a premium of $100 due on the 1st January
may be entitled to profits of $50 or $60 and he wants to place that amount against his
$100 premium. If the company were to say, ‘Oh no; we want you to pay the $100
now, in January and then sometime in March we will be able to tell you what your pro-
fits are’, he would reply, ‘ But I have to pay my premium now and I want my profits
now. By the terms of my policy the profits are payable on each fifth anniversary of
the policy’ (as this Bill itself provides). ‘The quinquennium of my policy runs out
on the 1st January, not in March It is not cenvenient for me to pay you the $100
now, and then get $50 or $60 back from you in March. I only want to pay $40 or
$50 and not $100°. In order to meet just such contingencies we have been in the
habit, and other companies have been in the habit, of making a very close estimate in
November and then settling the basis for distribution for the following year. T see
no sound reason whatever why we should not continue that practice. I think this
clause would prohibit such a practice for it says.”*But no dividend or bonus shall
at any time be declared on estimated profits’. The Bill already requires (section 91)
that profits shall be ascertained yearly. What more is necessary? I am not at all sure
that the practice I have described was intended to be hit by this clause. I am very
uncertain as to that. However, it is the only application I have been able to make of
it.

Then I would say that in the 48th line the words, ‘ but not’ should certainly be
eliminated, but as that point has already been referred to by other speakers I will
not dwell upon it.

Then as to the first line on page 43 of the same clause the expression ¢ total funds



BILL 97—AN ACT RESPECTING INSURANCE 127

of the company, invested and uninvested’ is perhaps unfortunate. If it is intended
only to apply to the funds actually on hand, whether invested or in the bank, the
phrase should be so worded. But as it stands now it might and probably would be
considered as including such items as outstanding unpaid premiums, deferred pre-
miums, outstanding instalments of interest, agents’ balances, and a great many other
assets of that kind If you change the words ‘total funds’ to ‘total ledger assets’
and then score out the words ‘invested and uninvested,” it would simplify the matter.
Gentlemen, there are several other points that I would like to enlarge on but if
you will very kindly give me permission to add a few memoranda in regard to them,
I will not take up your time now I think you very sincerely for the great courtesy
with which you have listened to me. If this Bill should be referred to a sub-com-
mittee, as has been suggested, they will probably not require much further explanation
in regard to points that we have already dealt with here, but a danger that I foresee is
this: supposing that some clause opposed by us or suggested by us should not meet
with the views altogether of the sub-committee, they might set to work to frame a
compromise clause which they might think would be satisfactory. I beg your pardon
if I venture to suggest that it is with these compromise clauses that trouble is most
likely to arise You can easily say yes or no to any of our requests, but I would like
to be permitted to express the hope that if you come to framing compromise clauses
or new clauses different in principal perhaps from what has been proposed either in
the Bill or by us, you will kindly give us a chance to say a word or two on such new
clauses, before the sub-committee.

Hon. Mr. Figrping. The Bill would have to come back to this committee and you
would have the same opportunity of speech subject to time and limitation.

Mr. Crarke-KexNeEpy.—Mr, Chairman and gentlemen, last week when we spoke
we informed you that we had not received an expression of opinion from our home
offices. I am glad to say that the representatives of our companies got together in
London last Saturday, and we received a cable yesterday afternoon. We immediately
got together in Montreal and looked up the two points to which they referred, and in
order not to take up your time we decided it would be best for one of the representa-
tives of the British companies to touch on those two points. I will, therefore, ask you
to allow Mr. B. Hal Brown on behalf of the British companies, to speak for two or
three minutes with regard to the points raised by the British offices.

Mr. B. HaL BRowN.—Mzr. Chairman and gentlemen; an explanation is due to you,
and to the honourable members of this committee for my reappearance before you
which I will endeavour to make in a very few words . As Mr. Clarke-Kennedy has
stated a meeting was held in Montreal, at which were formulated certain replies to
present to you respecting the eable which we received, and I have extended my remarks
in manuseript so that I will not wander from the subject, and will direct your attention
as quickly as possible to the points in the Act which we desire you to consider.
Primarily I wish to say that I have been asked to represent the British offices, but if
those gentlemen also representing British offices who are here find that in my remarks
I have not fully covered their views 1' presume it will be in order for them to speak
to you, and I should like very much that they be given that privilege.

There are British companies not actively competing for new business, with large
interests in Canada from an investment point of view; some with considerable life
insurance in force, and whose policy, looking favourably upon the Canadian field, has
been so framed that more active operations at the proper time may be undertaken.
Others but not all of the British companies are members of the Life Officers Associa-
tion. Those who are not members, have had no representation before this committee,
while those which are members, although appreciating what has heen so well presented
by that body through their president and concurring in much of it, have arrived at
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certain conclusions which it is desirable to bring before you for themselves as concisely
and forcefully as possible.

When in England where I spent some time, returning here about a fortnight ago,
many references to the proposed legislation of last year, and the pending legislation
of this year, were made to me by the chief officials of leading British Insurance Com-
panies. In many quarters, the feeling was expressed, and which I took every oppor-
tunity of fostering, that the Parliament of Canada would frame a just Act; that the
honourable Minister of Finance was anxious to introduce—was in fact determined—
that only a fair and workable measure would be enacted. :

That measure has since been framed and is before us. It has been submitted to
the home offices of the British companies. It is not altogether what was expected.
It is not as practical as it should be and requires change in several important par-
ticulars or the business of life assurance will suffer exceedingly. i

It will be remembered that the Canadian Life Insurance Officers’ Association
have, through their president, Mr. J. K. Macdonald, Tepresented to the Banking and
Commerce Committee, the desire of the British companies to be heard upon the
views which are held by their home offices, on parts of the Bill which particularly
affect the British life insurance companies in Canada. It will be understood that
some time had to elapse before copies of the Bill could reach the home offices of those
companies and be given the consideration involved in the important Act which the
Parliament of Canada is now considering. On Saturday last, we received from the
officials of the British companies a cablegram from a special meeting held in London.
The companies represented at that meeting have investments in Canada amounting
to the large sum of $25,000,000, and it is on behalf of these large interests that we
appear before this committee.

Some doubt has arisen as to the exact meaning of a phrase Wthh appears fre-
quently in the Bill ‘within the legislative power of the Parliament of Canada.’ I
would direct attention to section 8, page 5; where the phrase is first used.’

‘ Provided that any life insurance company within the legislative authority of
the Parliament of Canada, and any other life insurance company licensed under this
Act.?

It occurs again in section 51, page 19; section 52, sub-section page 19; section
60, page 24; section 65 and 68, page 26; section 77, page 29; section 99, page 37.
There are other places where the phrase is used in the Bill, but these references will
sufficiently mark the phrase for the purpose in mind.

We presume that the only Canadian companies are meant to be included as
within the legislative powers of the Parliament of Canada, wherever the phrase occurs
throughout the Bill; but our head offices ask that the meaning of the phrase be clearly
established and defined under section 2 of the Bill. If you turn to section 2 of the
Bill on the first page you will find a number of definitions given there, and we would
ask that this phrase be clearly defined among the definitions. At present some of the
active British officers in Canada have boards of directors, numbering five or six in
some cases directly responsible to the home office and we think that it was the in-
tention to exclude British cfhces from the operations of the Act in this respect, and
if so that can casily be made clear, because it does seem unnecessary under the cir-
cumstances—vide section 99—to have non-participating policyholders elected on the
boards of directors.

Hon. Mr. FieLpine.—Take particular clauses, if you please, Mr. Brown, and
indicate wherein the difficulty arises. We all know what the words mean generally,
we can only legislate for companies within the legislative authority of Canada. If we
were to attempt to do so with regard to any that are not within the legislative author-
ity of Canada we could not do it. .

Mr. B. Har Brown.—Well, section 99 reads:— !

‘The following provisions shall extend and apply to every life insurance com-




_  , guarantee fund or any other name, within the legislative authority of the Par-
i1 4 ame nt Of Canada.’ 3

 Then it says, in sub-section 5 of section 99 :—
- At each annual meeting held after one thousand nine hundred and ten the
hareholders shall elect two shareholders’ directors——

Hon. Mr. FreLpiNg.—I think it is clear there, we can only mean Canadian com-
anies in that case, and no other company.
Mr. B. Har BrowN.—No other companies than Canadian?
Hon. Mr. FieLoing—Yes, I do not think there can be any doubt about that. We
annot determine how English companies shall elect their directors, they are governed
y their own charters. :
Mr. BARRER.—Sub-section (d) of section 2 on the first page defines ¢ Canadian
ompanies ’.
- Hon. Mr. FieLping.—For certain purposes British companies might be within the
legislative authority of the Parliament of Canada. I do not go so far as to say that
e cannot legislate concerning them at all, but certainly we cannot in respect to the
olding of annual meetings and everything of that sort.
Mr. B. Har Brow~N.—That is what we think.
Mr. B. Hat BrowN.—That is why we thought the phrase——

. Mr. Nessirr.—But for the purpose of their Canadian business they may be within
- the legislative authority of the Parliament of Canada.
Mr. B. Har Brow~.—That would be quite satisfactory.
Mr. FrrzeeraLp.—The terms under which you do business in Canada.
Mr. B. Har BrowN~.—The terms under which we do business in Canada, yes.
Then in regard to detail 1, Form ¢ A’, page 63, statement of actuarial liabilities
the home offices of British companies could only supply the information which is
required by this statement insofar as it relates to their Canadian business. It would
be impossible to supply the infermation for the companies’ entire business which is
spread, in some cases, over the whole world and which is only investigated, grouped,
and detailed at quinquennial intervals.
Then section 86, page 14, Gain and Loss Exhibits. There is apprehension lest
is exhibit should also apply to the entire business of the British companies. If that

‘we are instructed to say that compliance with this requirement of a Gain and Loss
xhibit of the entire business is so impossible without breaching the principles of the
actuarial practices followed, that it would involve a serious consideration as to whether
any British Company could continue to do business in Canada. The words used in
he cablegram are as follows: ¢ Unanimous feeling that enforcement of section 86 as
proposed involved consideration of withdrawal of all British companies from Canada.
Surely it is not the intention of the Parliament, or the government of Canada, to
compel British offices to retire from this country which would undoubtedly result if
hese requirements become law. British offices are the pioneers in life insurance;
 their methods are universally respected and have been most favourably commented
upon by the Canadian Insurance Commission. They have, furthermore, vested inter-
ests in the country acquired during the long years that they have been transacting
business here and during which time they have fully complied with all statutory
- Tequirements,

| Section 53, Limitation of Expenses. Foreign companies are required to conform
‘to the Limitation of Expenses as defined in section 53, sub-section 3. Apart from
actual investment expenses, the allowance for general expenses of Canadian companies
consists of two parts: Firstly, the actual loading on net premiums, and secondly,
the allowance which is deseribed in section 42, sub-section 3. But this latter part
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will, on referring to that portion of the Bill, be found to be allowable to Canadian
companies only. The language is ¢ it shall be lawful for any Canadian company,’ &e
Hence it would seem that British and foreign companies are restricted far more :
Canadian companies in the matter of expenses; while it may be the intention that
both classes of companies should be treated alike in this respect, our solicitors inform
us there is very great doubt on the point, in view of the word Canadian appearing in
the first line of section 42, sub-section 3.

The Life Insurance Officers’ Association have recommended in regard to 42-3 that
in line 38 the words ‘issued on or after January, 1910’ should be removed, in which
suggestion we fully concur; because there are certain British companies which are
licensed but which have not been pressing for business in Canada. A British com-
pany, for instance, recommencing business in Canada, would be at a serious disad-
vantage in the matter of expenses by having to comply with the limitations of expenses
without having that period of exemption which is allowable to a Canadian company.

Section 91, page 33. Annual Ascertainment of Surplus. It is presumed that the
surplus to be ascertained is that of the Canadian business only and as far as British
companies are concerned to be covered in the form of report to government shown on
page 62 and following pages of Returns of the Bill. If otherwise, then the same
objection which have been recited in respect to the total business of the company would
hold here. If our presumption is correct, the information furnished will be similar to
that which has been called for in the past and should there be any difference in the
surplus shown in our returns to the government and that ascertained by the super-
intendent as provided for in section 42 of the Bill the same can be adjusted.

Section 94—Quinquennial Apportionment of Profits to Deferred Dividend Policies.
In British companies the surplus of all policies, whether in the quinquennial or
deferred classes is ascertained at the same time and, therefore, British companies could
not conform to the literal requirements of this section without violating their estab- -
lished principle of valuation. Therefore, it is suggested that in line 25 of section 94,
after the word ‘ apportion’ there should be inserted the words ‘not greater than,’ and
that the words ‘reckoning from date of policy’ be struck out. In this way there
would be a simultaneous apportionment of profits under both classes.

Section 99, page 37. I have already referred to this section and we have heard
from the Hon. the Finance Minister, that it does not apply to British companies but
the wording is not clear and we desire to direct special attention thereto in order that
language may be used about which there can be doubt.

I stated at the opening of my remarks that confidence had been expressed in the
Honourable, the Minister of Finance, and in the Government of Canada, that a fair
and workable measure would result. The time given to hearing, and the close atten-
tion paid to, the various representations submitted leaves us and those whom I have
the honour to represent to believe that our confidnce has not been misplaced.

The Insurance Act of Great Britain has been cited as a model one for Canada.
Conditions, however, are different from those in Great Britain, vastly so. They doubt-
less are appreciated by the Government and certain restrictions and limitations owing
to the different conditions are necessary to regulate the conduct of business here that
are not necessary there. That we are willing to admit. Personally I would like to
emphasize the difference that exists in the method of dealing with Deferred Dividend
Policies. What is voluntarily done there the Canadian Government thinks, and wisely
so in my estimation, should be made compulsory here, viz., that the amount of the
dividends applicable to this class of business should be ascertained at regular inter-
vals and liabilities assumed therefor. If this were done I am satified that the axe
would be laid at the root of the greatest existing evils in the business of life insur-
ance to-day. The Deferred Dividend plan can be properly conducted and should not
be prohibited. That is, I mean the deferred periods for dividends should not be
limited to five years. You admit the principle in the Bill that the dividends may be
deferred, they must be deferred for one, two, three, four or five years, but you make the
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limit five, I think that should not be done. The plan as operated by the leading com-
- panies is for reasons that have been adduced by others who have addressed you, one

of the best in vogue both for the policyholders and the companies. I would request
that you do not legislate arbitrarily against its continuance, but restrict the companies
in operating it so that the abuses and the attendant train of evils will cease. The
British companies are not opposed to all necessary reforms; they will loyally comply
with all reasonable statutory requirements. If the requirements are unreasonable and
impossible, they will then reluctantly be compelled to withdraw, but they will do so as
honourably as they entered the field, and as honourably as they have endeavoured to
conduct their business during all the time that they have operated under their licenses
in this country. Before closing I wish to say that the insurance investigation dis-
closed certain evil methods that were said to be practised; it also vindicated certain
companies as well, and among them the British Offices; not one word of censure was
visited upon them, but on the contrary, their methods were commended.

Mr. Macavray.—They were not examined.

Mr. B. Har BrowN.—Our records and business methods were examined—for a
period covering fifteen years—and Mr. Shepley, I believe with other gentleman went
to the Head Offices of the companies in Great Britain and certainly he must have had
something on which to base his remarks in the report of the Royal Commission on
Life Insurance.

There is no question that these companies will continue as in the past, increasing
their interests in this country; they have large funds invested here and the prospects
are that under proper conditions the investments will largely increase, and we believe
that it is your intention to encourage them. They have not been offenders in the
past; none of the evils that have disturbed communities are traceable to them, and
consequently they do not think that greater limitation or restriction than has been
referred to is necessary in their case. They will aid, in every way in their power, in
carrying into effect measures calculated to improve the business which can reasonably
be complied with. I do not know that I have any further remarks to make, or
suggestions to submit to the Committee at present.

Hon. Mr. Fierpine.—On one important point you and Mr. Macaulay have dif-
fered. You have heard his statement on the question of showing deferred dividends
as a liability. I understand you to say that the English companies do that volun-
tarily.

Mr. B. Har. BRowx.—They do, voluntarily.

Hon. Mr. FieLpive.—Mr Macaulay represents it as a very, very serious objection.

Mr. B. HarL. BRowN.—From my point of view an insurance company should as-
certain its condition after a given period of three or five years, you say five years,
that is a reasonable pericd. Now if there be only two classes of policyholder, and if
during the period over which the examination extends, $100,000, we will say, has been
ascertained as a surplus to divide, and assuming for purposes of simplicity, an equal
number of policyholders of the two classes Ordinary and Deferred Dividend, $50,000
of that devisable surplus goes out immediately, liability is assumed for it by handing
it over in the form of bonus certifiacte to the policyholders. The other $50,000 is
just as much the property of the class of deferred dividend poliecyholders as the $50,-
000 they have paid out to the individuals of the ordinary class; the only difference is
that the time at which the dividend vests or has been deferred. I understood Mr. Mac-
aulay to say—he will put me right if T am mistaken—that it will be possible for a com-
pany, contingently, to assume their liability and issue certificates therefor to the
policyholder for his interest, contingently, in that fund. That is to say, if alive at
the end of five years, will he the policyholder be alive at the end of the next fifteen
or twenty years? The actuarial tables will show how many who are living at the
time the devisable surplus is ascertained for that period will be alive when the divi-
dend is actually payable. That amount of money which has been ascertained as the
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possible surplus at the end of any given perivd, whether it is immediately passed
over to the policyholders, or whether it is held for those who are living at the end of
the period, is equally, in my opinion, a liability.

Mr. NesBirT.—Of course it is a liability, but will it be wise to make it appear as
a liability the same as the reserve? :

Mr. B. Han. BrowN.—If not, then it leaves it open to abuse.

Mr. NesBirT.—Everything is open to abuse.

Mr. B. HaL. BrowN.—The money is held in trust just exactly the same as the
premiums that are received by the company are held in trust. There is no differ- ]
ence, only they are regarded as a sort of endowment. That amount of money must
be set apart and invested as prescribed in the Act. If the company holding it is not
to exonerate from any loss that may occur in connection with that fund, the com-
panies will take good care that it is kept intact and properly invested, that is my view.

Hon. Mr. FeLpive.—It is due to somebody.

Mr. B. Han. BrowN.—It is due to somebody, it is not the company’s

The CuamyaN.—Can it be considered an asset of the company inasmuch as in
certain contingencies it may possibly be available fo pay death claims.

Mr. B. HaL. BrowN.—It should not be available to pay death claims, nor for
any other purpose except for the use of the policyholder who survives the period of
his insurance,

The CuARMAN.—In the case of an epidemic or an unprecedented death rate would
it be improper to use these funds for paying death claims?

Mr. B. Hau BrowN.—Undoubtedly, because in my opinion the company could
not recover any part of the money after it had been declared as profits and paid away
to certain other of the policyholders or the shareholders portion of the surplus actually
divided. Those who have received their profits could not be expected for the future
successful conduct of the company to refund any portion that the company has paid
them Why, then, should the deferred dividend policyholder be called upon to do so or
to be subject to any diminution of the funds which it has been ascertained properly
belong to that class?

Mr. T. B. Macauray.—May I be allowed to make a remark on this one point?

The CHARMAN.—Make it very short.

Mr. Macavray.—I will make it very short. Mr. Chairman, the conditions in
Great Britain and in Canada are utterly different. In Great Britain they have no
legal standards for the valuation of either a company’s assets or of its liabilities; there
is no law at all requiring the companies to give even the names of the securities owned
by them, to say nothing of their market values. They are not required to write those
values up or down with the fluctations of the stock markets, as we have to. They do
not even have a legal standard of solvency. Their conditions are absolutely different
from ours. A company there could change its basis for the valuation of its liabilities
every year, or every five years as it might choose. It is also left entirely to itself in
the valuation of its securities, and the companies certainly do not always value them
according to their current market values. Most of them would never even think of
doing so for one moment. One of the most important points I have been making about
the deferred profit plan is that if that accrued surplus be made a liability in Canada
it becomes a legal liability, and we would have to have that amount on hand at all
times or be declared insolvent. We would be situated very differently from the Eng-
lish companies. We would not be at liberty like them to value our securities according
to our own ideas, and to choose our own basis of the valuation of our liabilities. We
have to assume only the market value of our securities as on December 31 of each year,
even if it be a time of panic, while the British companies would not need to do so and
vould not do so. Mr. Brown is asking that the Canadian companies be put under
restrictions which do not exist in Great Britain and which no British manager would
iv.erate for one moment if applied to his company. We would not object to coming
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under such laws as they have in Great Britain, but those British laws are utterly and
- radically different from what Mr. Brown is recommending you to impose on the
(Canadian companies.

Mr. NesBirT.—Do they not have a standard reserve?

Mr. Macavray.—No, sir, the companies value their liabilities on their own basis.
The companies choose their own basis for the valuation of their liabilities and they
choose their own basis for the valuation of their securities. There is not one word in
the British law covering such a point as Mr. Brown has referred to. Every company
is left as free as the wind and makes its own law. The British companies are exceed-
ingly generous, if you will pardon my saying so, in giving advice as to how Canadian
business should be done, but if any provision in our Bill touches even the fringe of
their coat tails, I think you will have noticed that, they protest and ask exemption on
the ground that it would interfere with some of their established practices.

ApprtioNAL NoTeS: MR. MACAULAY.

Section 59, Subsection 1.

In addition to the reasons already given why the investment clauses of the Act
at least should not take effect until J anuary 1 next, and not immediately upon the
passage of the Act, as at present provided, there is another reason of great practical
importance. Section 61 provides that every company shall at all times retain in
Canada assets equal to the amount of its total liabilities in Canada, and that of such
assets an amount at least equal to two-thirds of such liabilities shall consist of invest-
ments in Canadian securities. This is the clause which regulates the amount of
investments which any company may make in securities outside of the Dominion,
and that amount is made to depend upon the amount of the company’s liabilities in
Canada, which of course consist chiefly of the reserves on the company’s policies in
Canada. The amount of such reserves is only calculated at the close of each year.
No attempt is ever made by any company to value its policies at any intermediate
date, and the amount of the reserves on the Canadian policies of any company at any
intermediate date during the course of any year, is never exactly known. If, for
example, the Bill were to take effect, for the sake of argument, on June 13, 1909,
then, on June 13 the company would have to make a special balance sheet, classifying
its investments into Canadian securities and outside securities. It would also have
to make a special valuation of all its Canadian policies as at June 13, and to make a
special calculation of all its other liabilities in Canada at that date. The reason for
this is that under section 78, subsection 1, any overinvestments in non-Canadian
securities, or in any outside securities, like the Mexican companies, even if they have
Canadian charters, - would be not merely illegal, but would be dropped out of the
company’s assets entirely, and the company would be given no credit for them what-
ever. This new rule in clause 78 would of course take effect on the date of the ap-
proval of the Act, say June 13, and would apply to all securities purchased after that
date. On the other hand, the terms of section 78 would not apply to securities pur-
chased by the company prior to June 13, and by the terms of subsection 2, section 59,
the companies are authorized to hold such other securities for five years. The making
of a definite balance sheet, and of a special valuation of the policies and other liabili-
ties, as at June 13, would therefore be an absolute necessity in the case of any
company affected by subsection 2 of section 59. It would be only in this way that the
company or the superintendent could decide what amount of outside securities it was
really entitled to hold. This difficulty would not merely apply to the one year, but
would apply for all the remaining five years. As I have already pointed out, it would
be an act of great harshness, and would do very great injustice to some companies
if the new investment clauses, and in particular the frightful penalty imposed by
section 78, were to go into immediate operation, without reasonable notice, and on
that account I urged that January 1 next be fixed as the date on which the new clauses
should take effect. The other point which I have just made shows that even if there
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were no injustice in making the Bill take effect immediately, it could not in practice
be applied at any date during the course of a year without the immense amount of
trouble and expense involved in valuing for that special date all the Canadian policies
of the company. This latter consideration appears to me to be a conclusive and un-
answerable argument in favour of making the new investment clauses take effect at
the end of a year only, and not in the course of any year. .
Decidedly the most satisfactory way of dealing with this difficulty is to make the
whole Act take effect on January 1 next, as proposed by the managers.

Section 52.—The various provisions of this section are, on the whole, admirably
adapted to cases of amalgamations or reassurances of companies where the business
to be transferred is on Canadian lives. These provision are not, however, all of them,
suitable to the case of a transfer of the business of a company which does no business
whatever in Canada. For example, there has been a little talk of the possibility of
our own company taking over the business of a small foreign company located in the
tropics which has a first-class body of policyholders who are almost exclusively natives.
I do not know whether anything will come of the negotiations or not—in fact the
probabilities are against it. I do not even feel free to mention the name of the
company or to go into any details. It seems to me, however, that it is clear that the
provisions of section 52 should not apply to the case of the reassurance of such a
foreign company by a Canadian company like ours. It is not reasonable to expect
such a foreign company, which has nothing in the world to do with Canada, to adver-
tise in our official Gazette and to submit all the details of the arrangement to the
consideration of our treasury board. Our government naturally and properly desires
to see that the interests of the policyholders in any Canadian company that is being
absorbed by another company are properly looked after, but I think that it is quite
enough if our parliament legislates for the benefit of such policyholders when they
are Canadians, without legislating for the benefit of persons who live thousands of
miles away. Any attempt by our Canadian parliament to regulate the actions of
foreign companies, that have not even an agency in Canada, would be unwise. More-
over, in the case in question, the lives assured are almost exclusively natives, and such
statements as are mentioned in subsection 4 would be like so much Greek to them,
and would probably have little other effect than to alarm them and cause heavy lapsing.
If a Canadian company had to comply with all the formalities of this section before
being able to reassure the business of even a small outside company—formalities
which no American company would have to comply with before consummating such a
reassurance—then, naturally, our Canadian companies will have little chance of
securing such business in competition with their unfettered rivals.

I would therefore recommend that the following clause be added at the end of
section 52, as subsection 10 thereof :—

€10. Subsections 8, 4, 5, 6 and 9 of this section shal]l not apply to the reinsurance
by a Canadian company of the business of a company which is not and never has been
licenced to transact business in Canada.’

Section 56.—The reason for the change of phraseology suggested by the managers
is that it is impossible to know definitely what any agent employed on commission
will receive. The amount of his remuneration depends upon his success. With
exactly the same kind of contract one man may make $200 per annum and another
man $10,000. The companies moreover cannot tell, even at the end of the year, what
guch a man has made, for they do not know how much of his commissions he has had
to pay to subagents working under him. The managers, therefore, suggest that the
clause be changed so as to apply-to all salaries or remuneration of any kind, or of
any amount, which may be paid to any director or officer; and all salaries which may
be paid to any employee, whether the amount would be $5,000 or over. The object of
this change is to remove the necessity of submitting every agent’s contract to the
board of directors. As a matter of fact, large numbers of our agents are not appointed
by the board or by the head office at all, but by a superintendent or manager in some
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t.ant foreign field. We have perhaps 1,000 agents in our company, scattered over
he entire world, and it would be impracticable to submit all their contracts to the
oard. The delay of such a proceeding would be prohibitory in many cases, and yet
t would be necessary, for we do not know which of these agents will earn $5,000, and
ven at the end of the year we do not know which ones of them have made that
anount. - The only way that we could properly protect ourselves in regard to agents
or comm1ssion would be by submitting all such contracts to the board. Some of the
.,},u have no objection to submitting all contracts to the board, but these are
Q mpanies which do a comparatively small business. The larger a company gets, the
more difficult will it be to comply with this section as at present phrased. We think
' the clause, so far as agents are concerned, should be limited to those receiving salary
| or other fixed remuneration. Another objection is that the clause calls for submission
~of all such contracts to the board of directors. I doubt greatly if this section would
‘be considered to be complied with by a mere submission of the salaries to a committee
f the board, and not to the full board itself. The Act says that, ‘ No such payment
hall be made until first authorized by a vote of the board of directors.” Many of the
‘companies already work by means of committees of directors, the whole board meeting
ut four times a year, and sometimes perhaps only one, two or three times. If the
board of directors be increased to sixteen, as proposed by section 99, or even to twelve,
practically all the companies will haye to work by committees, and this difficulty will
‘then become even more pronounced.

Section 86.—The phraselogy of this section is emphatically less fair and less
§ tisfactory, than that of the corresponding section in the New York law, after which
' it has been largely modelled. The New York phraselogy is as follows:—
|
i

‘No corporation issuing policies . . . . shall, after this section shall take
effect, provide in any application, policy or certificate of insurance, that the person
i llcltmg such insurance, or any person who is engaged in the bu%lness of soliciting
insurance for the company issuing such policy or certxﬁcate, and whose compensation
: s either paid by said company, gr is contingent upon the issuing of such pohcy, is
g h agent of the person insured under said policy or certificate, or shall insert in said
& poliey or certificate any provision to make the acts or répresentations of such person
vinding upon the person so insured under said policy or certificate.’
- This is decidedly fairer than clause 86. Our Bill provides that no person
liciting the insurance, whether an agent of the company or not, shall be deemed
be for any purpose whatever the agent of the person insured in respect of any
"questlon arising out of the contract of insurance. I remember the time, now
_Inany years ago, when a number of very bad risks were put upon our own and other
mpanies in a certain Canadian city by a small group of conspirators. One
! ractice wag get hold of a man who was a mere tramp, and fearfully addicted to the
gse of liquor, to sober him up for a few weeks, until his appearance improved,
perhaps by keeping him in the country, then getting him insured, and subsequently
%tting an assignment of the policies, on one excuse or another, in favour of some
member of the original group. It has been stated that thereafter such a man was
ometimes given the right to get all the liquor he desired at certain saloons. I men-
ion this bit of ancient history because of its bearing on this section 86. Those con-
- Spirators were the persons who solicited the insurance, though they were not agents of
e company, and received no commission. Our Bill provides that no person solicit-

I
\

i § Ing insurance, whether an agent of the company or not, shall be deemed to be for any
! __" pose whatever, the agent (or representative) of the person insured in respect of
{ | any question arising out of the insurance. Is this fair or right? We have no objec-
f | tion whatever to a clause which would state that persons who are agents of the com-
of‘ panies or whose remuneration depends upon the securing of the risk, shall not be

e ﬂeemed to be agents of the insured, but to say that no such person shall be deemed to
) ‘ ~ be an agent of the insured, whether he be an agent of the company or not, is going too
% y
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~

far. My personal opinion is that it would be a vast improvement upon our section 8t
if practically the phraselogy of the New York section were substituted. '

If, however, the committee do not wish to adopt the American phraselogy, then
would strongly urge the adoption of the phraselogy recommended by the managers,
follows :— '

¢ No person soliciting insurance for such life insurance company, nor any perso:
engaged in the business of soliciting insurance for such life insurance company, ang
whose compensation is payable by such company, shall be deemed to be the agent o
the person insured, unless it can be proved to the satisfaction of the company tha
there was fraudulent collusion between such agent and the person insured.’

Either the New York phraselogy or this phraselogy would be satisfactory.

A somewhat similar question is involved in section 96, subsection (¢). In
case, however, there is no objection to the principles which the clause endeavours to
lay down. We are quite willing that the policy and the written application therefo
shall constitute the entire contract, and that the statements made by the insured shal
in the absence of fraud, be deemed representations and not warranties, and that no
such statement shall be used in defence to a claim under the policy, unless contained
m the written application, copy of which shall be endorsed upon or attached to the
policy. Personally, however, I object strongly to such a provision being incorporate
as a part of section 96. In its present setting that clause requires that such a pro-
vision must be printed in every policy form. We would have no objection to the inser-
tion of a clause of this description as a subdivision of section 85, for example. If
inserted in connection with 85, it would be made the law of the land, but the com:

piece of phraselogy which we are compelled to insert, tends to make them more leng
and cumbersome. The longer the policy contract is made, and the greater the amoun
of phraseology the companies are compelled to insert in it, the less likelihood will there
be that the ordinary average policyholder will understand what he is getting. Sim™
plicity and brevity are highly desirable. Our point, therefore is, that the object in-
tended to be attained by subsection (¢) of section 96, should be attained by eliminat-
ing that particular clause, and inserting in lieu thereof a new subdivision of section
85 to much the same effect, if that be considered necessary. It will be observed that
section 85 already stipulates that the policy shall be deemed to contain the whole con-
tract, and that the application (a copy of the application is of course meant) must
be endorsed upon or attached to the policy. It would be entirely satisfactory if a fur-
ther clause were added to 85, that all statements made by the insured shall in the &
absence of fraud be deemed representations, and mot warranties, and that no such
statement shall be used in defence to a claim under the policy, unless it is contained
in the written application thus endorsed upon or attached to the policy. As a sub-
division of 85, such a clause would be unobjectionable, but as a compulsory elause to
be printed in every policy, as provided by 96, it is objectionable, and almost goes so
far as to invite frauds by emphasizing the statements therein made, and by drawing
them to the attention of every person who sees one of our policies.

Section 96, Subsection (F).—I cannot refrain from adding a word as to the
entire absence of any necessity for this subsection. The other subsections call for
very full details as to the exact surrender values and other options given by a company,
and to require that the bylaws shall also be printed on the policy is simply to burden
the contract with a lot of useless phraseology, which will tend to make it look like a
railroad bill of lading. The policyholder is not in any way interested in the general
rules of the company, but only in knowing what he himself will get on his particular
policy, and the exact figures for his particular policy are set forth in the schedules.
There is no excuse whatever for allowing subsection F to remain in.
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Subsection (J) of the same section is another one that is absolutely useless. If

the proceeds on a policy are payable, for example, in twenty instalments of $50 or $60

~each, surely it is sufficient to make a statement in the policy that the amount shall be

payable in twenty instalments of, say, $60 each, without the necessity of adding a

table showing the amounts as here called for. There is nothing to be gained from

burdening either the Act or policies with useless phraseology, and this subsection
should certainly be eliminated.

Section 99.—The recommendations which I would make in this connection are as
- follows :—

Subsection s —That instead of eight policyholders’ directors, there should be four
policyholders’ directors, one retiring each year.
~ Subsection 5—That ‘two policyholders’ directors’ be changed to one policy-

holders’ director.
. Subsection 6.—That this be eliminated.

Subsection 10.—That this be eliminated.

Subsection 12—That five, or at the outside six, be made a quorum.

Subsection 13.—That this be eliminated, and replaced by a requirement to adver-
tise the meeting in the official Gazette, or in some other paper or papers in Canada.

Subsection 1j.—That this be eliminated, and replaced by a section requiring that
all nominations of directors, and notices of motions, must be sent to the head office
of the company at least either thirty or sixty days prior to the date of the general
- meeting, as the directors may by bylaw decide, the intention being to allow companies
which do an extended business to name sixty days, while companies doing a business
only in Canada and the neighbouring States may require thirty days.

Subsection 16.—That ‘three months’ be changed to ‘two years, and that the
requirement that a proxy shall be used only at one meeting, or any adjournment
thereof, be eliminated.

Subsection 17.—That this be eliminated.

That a new subsection be added, specifically stating that policyholders and policy-
holders’ directors shall have no vote on any question affecting the rights or interests
of the shareholders.

Section 111, subsection 2.—This section reads as follows:—

‘ The provisions of subsection 1, of this section, shall not interfere with the right
of the participating policyholders of any such company to share in the profits realized
from the non-participating branch of its business in any case in which such policy-
holders are so entitled under the Aects relating to such company in force at the time
of the passing of this Aect.’

This subsection guarantees to participating policyholders their right to share
merely in the profits (and not in the losses) earned by this non-participating busi-
ness. The clause assumes that there will be profits always, and not losses. Suppose,
however, that there are no profit. This is not an unreasonable supposition, for in
practice few, if any, companies make any profit out of non-participating policies until
those policies are from seven to ten years in force. Thereafter there will probably be
a yearly surplus, such surplus consisting chiefly of the excess of interest which the
company is able to earn beyond the 3} per cent assumed in calculating the reserves.
In the first ten years of the history of any company, therefore, the non-participating
business as a whole is almost certain to show a deficiency, and even in older com-
panies the question whether there will be a deficiency or not will depend largely 1men
the proportlon of new policies to old policies. If, therefore, there should be an actual
deficiency in the non-participating branch at the time profits are divided to partiei-
pating policyholders could this deficiency on the non-participating business be taken
into account at all when determining the profits to be paid to the participating policy-
holders? As the clause at present reads, I doubt exceedingly if this could be done. It
looks extremely like a “ Heads, I win; tails, you lose, arrangement.

235—3
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Section 97 provides that every company shall keep separate and distinet accounts
of its participating and mnon-participating business. In practice this will present
many difficulties. On what basis will a company like ours be expected to separate
existing business? We have been issuing participating and non-participating policies
since 1871—thirty-eight years. Will we be expected to go back to the foundation o
our company, and to separate all the participating and non-participating premiums
from each other; to ascertain what amount of commissions were paid on each of those
premiums, and to separate such commissions from the general account; to make such
division as we would be able to between the proportions of head office expenses fairly
chargeable to the one branch, and to the other branch; and to separate the accumula-
lations of the two branches year by year for thirty-eight years? I do not say that this
is impossible, but I do say that it would be a herculean task, and would require a staff
of accountants to be kept working at it for a long time. Even at best most items of
general expense would have to be divided between the two branches in an arbitrary
manner. If an agent, ten, fifteen or twenty years ago was employed on salary, how
are we to divide that salary between the two branches? Every person of whom I have
asked the question—will we be expected to go back to the foundation of our company,
and to try to make this separation from the commencement—has replied, ¢ Certainly
not, that would be unreasonable’ But if not, then on what basis are we to make the
separation4 If clause 97 is to take effect, I would certainly wish to avoid the huge
amount of labour involved in a separation of the branches from the beginning, and
yet on the other hand I am afraid to assume any arbitrary basis. I cannot forget that
one of the large companies of the United States, the Union Central Life, at this very
moment has a gigantic lawsuit pending, arsing out of this identical point.

Another point that should certainly be settled is, how non-participating policies |
granted in exchange for surrendered participating policies should be treated. In re-
gard to this there are radical differences of opinion. It is claimed by some that such
policies, even though non-participating, should be left in the participating branch. It
is claimed by others that as they are non-participating, they should be put into the
non-participating branch, and that the non-participating branch should be kept right
by having an amount transferred to it equal to the net reserve on such policies. When
the profits of the non-participating branch go to the shareholders, this becomes a very
important point—and it is not by any means a mere theoretical question. It is one
which has threatened to break out into lawsuits of tremendous importance in connec-
tion with one American company. If our Act is to require the companies to keep in-
dependent records of their two branches, then I think it should settle just what should =
be done in regard to this matter. My personal opinion is that non-participating
policies, issued in exchange for surrendered participating policies, should continue
in the participating branch, so that participating polieytold=rs shall receive any
profits which those policies may thereafter earn.

Schedules, Page 63.—The word ¢ deducted,” at the beginning of the eleventh line
of item 1, should be eliminated. To leave it in is to imply that such a deduction is
the nmormal thing for every company, whereas the intention is to make this only a
special deduction for such companies as chose to avail themselves of the privilege.
Section 42, subsection 3, clearly says that it is merely a matter of option. Those
companies that wish to take advantage of it can do so without the word ‘deducted,’
since the words ‘less allowance,” two lines further on, are ample.

Schedules, Page 65—The note attached to this schedule required that a statement
of the remuneration of every officer be given, where the amount is equal to or in excess
of $4,000.

It is the unanimous opinion of the managers that this clause should be elimi-
nated. My own views on this point were fully expressed last year, so that I need not
now refer to the question again at length. I may say, however, that we all feel that
it would be a great hardship and injustice to Canadian companies to require such de-
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ails from them, and not to requfre similar details from their British and American
rivals. To require such details from the Canadian branches of these outside companies
would go but a very short way in rectifying the injustice. The local managers of these
outside companies are the managers merely of the business in Canada, or, even in
some cases only of one province or part of a province, and to publish the salaries paid
to such branch office officials without giving also the corresponding figures paid to
their head office men, would simply be to cause misunderstandings andj to'lay the
(Janadian companies open to improper comparisons with their rivals. It would be in
the highest degree unfair to compare the salaries paid to the head office officials of
Canadian companies doing perhaps a world-wide business, with the salaries paid to
mere branch office officals of outside companies, without giving any statement of the
salaries paid to the head office officials of those other companies. We held last year,
and we hold still, that this is emphatically a case where full information should be
published in regard to all companies, or published in regard to nome. It is not a case
of our attempting to manage the affairs of any company outside of Canada. We
" merely ask that you require such information in regard to their head office salaries as
you ask in regard to the head office salaries of our own companies, in order to permit
fair comparisons. If publicity is a good thing for Canadian companies it is surely
equally good for the British and American companies. We hold very strongly that
this requrement should apply to all or to none, and, so far as we could judge, this
opinion certainly seemed to be shared by the members of the Banking and Commerce
- Committee last year.

Our Insurance Department does not ask British and American companies to
supply information in the Canadian blanks in regard to their total business; though
why this special concession should be made to outside companies, I am utterly unable
- to say. When a Canadian company goes to Great Britain it has to supply full details
on the British blanks in regard to its total business. When it goes to the United
States it has in like manner to supply full information in regard to its total business
on the blanks prepared for that purpose by each state. And this is but right and
proper. If it is desirable that Canadian policyholders should be informed as to the
exact financial standing of the companies in which they are insured, then it is just
as desirable to give them that information in regard to British and American com-
panies as in regard to Canadian companies. What do we know about the securities
owned by the British companies? Are they worth what they are valued at by the
companies? Who knows? Who has ever seen even a list of these securities? Our
Insuranace Department contents itself with publishing a mere summary of the
exceedingly meagre information contained in the returns made to the British Board
of Trade, and which give very few details indeed in regard to the assets of the com-
panies. In like manner, a mere summary of the American returns from the American
blue books is inserted. Canada is the only country or state in the world which is so
wonderfully considerate of outside companies. As the British and American com-
panies are not required to supply returns for their whole business on the Canadian
forms, the insertion of the requirement regarding salaries, on page 65, in these forms,
and not in the body of the Act, is as effectual a diserimination against Canadian
companies, and in favour of outside companies, as if a clause had been inserted in
the body of the Act with the words added, ¢ This information shall be required from
Canadian companies only” T do not believe that the committee desire to do this
injustice to our own companies. We have no objection to giving the information to
the superintendent of insurance, whether other companies give it or not, but we do
most emphatically object to such information being published, unless corresponding
information be also published for all companies.

There is no clause in the Bill dealing with this matter at all. The only reference
to it anywhere is in the note appended to the schedule on page 65, to which T have
referred. If there were any clause in the Bill dealing with it, T would recommend
some addition to that clause, but as matters stand, I presume that any modification
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would have to be in the schedule. I would therefore ask that an add1t10nal sentence
be added at the end of the note on page 65, as follows :—

¢ These details will not be published for Canadian companies, unless correspond-
ing details are published for the entire business of companies located outside of
Canada.’

‘Schedules, Page 70, Details 8.—This schedule should be rearranged, for what is
wanted is not the details in question in regard to the polcies which may be in force
at the end of any particular year, but in regard to the polices on which premiums
were received during the year.

In passing I may add that all these new schedules involve a tremendous amount
of additional labour, and will certainly necessitate the employment of many new
hands, and the payment of much extra expense.

Schedules, Page 71.—The second item, which calls for the present value of the
loading contained in the future office premiums collectable on policies in force, is of
absolutely no value to us in Canada. It is a clause taken from the British returns,
and is of value there in the way of giving the actuaries of other companies a chance
to decide just how large a margin any particular company is retaining for future
expenses, especially in the case of a company which does not value upon the net pre-
mium basis. All Canadian companies are required to value their policies on the net
premium basis, by the express terms of the Act, and the schedule in question is there-
fore entirely inapplicable. It would involve an immense amount of work, and when
the information was secured no person would care to even look at it, or pay the
slightest attention to it. This clause would impose a large amount of extra trouble
upon the management, of extra expense upon the policyholders, and all for what pur-
pose? Absolutely nothing. The clause should be eliminated.

The CramrMAN.—We will now hear Mr. Evans, representing the industrial Life
Insurance companies.

Mr. Evans.—Mr. Chairman, I have only one or two points that 1 wish to touch -
on, particularly in reference to the limitation of expenses as it affects industrial busi-
ness, sections No. 53 and 55. In section 55 this sentence occurs: * This section shall
not apply to expenses incurred in the business of industrial insurance.” It seems to
me that sentence should come after clause 53. Tt is not at all clear that coming in
section 55 the intention of the Bill has been carried out. It is a question whether
industrial insurance companies could keep their business within the loadings of the
policies if certain surplus gains were not taken into account. For instance, as an
illustration of that take the business at the close of any year. Now the commissions
payable on industrial insurance are all paid in advance, that is long before the pre-
miums come in. For instance, take the business of the last five weeks of the year whera
the commissions paid out in advance are considerably more than the premiums
received.  Supposing that for the last five weeks of the year there were $1,000
of weekly premiums put on the company’s books it would cost about $15,000" to
pay for that. All the company would receive during those last five weeks would
be about $3,000. We have paid out $15,000 and yet we are restricted by the Aect
to the loadings or 42 per cent of the $3,000 we would receive notwithstanding the fact
that we have paid out the amount stated. But worse than that. The next year we
cannot make the loss good because we are still restricted to 42 per cent of the premiums
that come in on that business the following year. The thing is practically unwork-
able because you pay out the premiums you have received without any possibility of
recouping yourself. We ask that the whole section with regard to the limitation of
expenses be cut out insofar as it relates to industrial insurance companies or to the
industrial insurance branch. 1' have been away for some time and have not had the
opportunity of going into the Bill as I would liked to have done but I am of opinion
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‘that it would bear very hard on the business of industrial insurance. I might point
out in elaboration of what I have said as to the extreme injustice which would be
involved. That a large number of the policies that come in at the end of the year
lapse in the first three or the first six months of the succeeding year. Now it costs
 directly as T have pointed out, about 15 or 18 times the premiums to put the business
on the books of the company. We receive on lapsed business only eight premiums so
that there is a loss there approximately of 10 weeks’ premiums. That should be paid
anybody will admit by the policyholders, who come in and allow their policies to lapse.
That is to say if a policyholder came in in December and allowed his poliey to lapse
at the end of February, the whole of the premiums during January and February that

~ are paid should be devoted to the expense of introducing the policy in the company.
But we would be prohibited from doing that under the Bill. We can only keep the
amount of the loadings on those premiums which would be 42 per cent and the result
would be that the funds of the other policyholders or shareholders would have to be
. drawn on to a prodigious extent to make up the deficit incurred by the introduction
of new policyholders,

Mr. Nessrrr.—Do not your industrial policies run for a term of years?

Mr. Evans.—Do you mean are they issued for a term of years? No, they are whole
life policies.

Mr. Nespirr.—That is a term is it not?

Mr. Evans.—I thought you meant a fixed term.

Mr. NesBirr.—Well this 42 per cent applies for the term?

Mr. Evaxs.—But supposing the policy lapses in the second or third month, the
company cannot retain or use the premiums that have been paid in by the lapsed
policyholders. For the cost of putting that policyholder on the books you can only use
the loading on that premium and the result will be a premium loss to the company of
nearly $2 on every policyholder introduced. I have one more suggestion and then I
am through.

Section 99. Now in respect to the business of my company this is a matter in
which it is practically the only company that is vitally interested. Sub-section 17
of this section looks as though it had been put in after the clause itself had been
drafted without perhaps considering the effect. For instance take my own eompany
we issue exclusively non-participating business. We do a small ordinary business in
connection with our industrial branch. Probably 15 per cent of our business is ordin-
ary insurance which is all non-participating; we have never issued a participating
policy. The result of this section if it became law would be to put the control of
the company—that is eight policyholders’ directors might irrevocably control the
company—in the hands of policyholders representing in the aggregate voting strength
only 15 per cent of the total because of course the industrial policies being a small
amount and more or less a transient form of insurance would not under the Bill
have any voting right.

Mr. NesBirr.—To what clause of the Bill are you referring?

Mr. Evaxs.—Section 17, clause 99. It is a strange thing that with companies
transacting both a participating and a non-participating business, the non-participa-
ting policyholders of participating companies should have no vote, or representation,
but when it comes to a company transacting non-participating insurance the situa-
tion is reversed, and non-participating policyholders according to this sub-section 17
are given the right to vote in the affairs of the company and as respects my company,
the polieyholders in the ordinary branch representing only 15 per cent of the business,
would have the right to elect eight directors. Consider the possible effects of that?
There is nothing to prevent the representatives of this 15 per cent of the business
through the policyholders’ directors, from controlling the company. What is to pre-
vent these directors from deciding to do away with the industrial branch altogether?
They can easily do so by voting either at the annual meeting or through the repre-
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sentation which this Bill, if passed, would give them. They could abolish the indus-
trial branch of the company and the shareholders who have paid in in cash $700,000,
and the remaining 85 per cent of the business have no vote at all. On one side 85 per
cent of our business representing 84.000 policyholders and $700,000 of shareholders’
money, and on the other side only 15 per cent of our business represented by elghti
directors. It is a gross anomaly. It is nothing short of grotesque, the effect a pro-
vision of that kind would have in its operation with respect to our company, and I
strongly ask that consideration be given to the total elimination of that clanse. We
are the only company that would be effected by it and it would undoubtedly operate-
in the most extraordinary manner against us.
Mr. NesBirT.—Is your industrial business participating?
Mr. Evans.—No, sir, non-participating. A strange feature of it, Mr. Chairman,
is this, why should a non-participating policyholder in a mixed company be g'iven the
right to vote? The non-participating policyholder has no more rights than are ngen g
to him under his contract—why should that policyholder be given the rlght to vote in
. affairs of the company to which he does not contribute any extra premium for that
right? !
Now there is another point in section 99 in relation to that T suggest that the words
in sub-section 9 in the second line of that subsection, for participating policies’ be
struck out for this reason: in the industrial business it may be that a person mwill
insure for $250, say and the next weeks he will insure for another $200 and so on
until he will gradually accumulate policies aggregating possibly $1,000. Under the
construction of that section our industrial policyholders who have been taking out one
policy after another and have gradually secured a line of insurance up to $1,000 or over
would have a vote in the company, which is clearly a feature that T would think was
not intended by the framers of the Bill, because it would be very difficult, and some-
times imposible to carry into effect—a man may bave $1,000 today, and may lapse
$250 of it next week, and then take $300 the week following—so that it would be
very hard to keep track of the industrial policies in that way. In the same connec-
tion I draw attention to section 13, which provides for notice of the annual meeting.
Acsuming from this subsection 9 that the industrial policyholder who had policies
aggregating $1,000—because we do not issue any industrial policy for $1,000—then
it would be incumbent upon the company to notify him by mail. Now in the first
place in an industrial company the address of the policyholder is not known at the
head office. It would be an absolute impossibility for the company to notify the
poliecyholders. because we do not know their addresses. It would be an impossible
section to comply with, and I take the liberty of suggesting that this subsection be
amended. If the industrial companies are not exempted from the operation of the
whole clause then they ask that these two subsections should be amended.

Hon. Mr. FieLpine.—Surely the company has the address somewhere of its policy-
holders ?

Mr. Evans.—The address is on the original application, but the industrial policy- i
holder sometimes changes his address four or five times a year. We have one ad-
dress, on the application; the other addresses are contained in the agents’ collection
books, and in the various branch offices all over the country; they are constantly
changing and we have no way of keeping track of them. I trust that consideration
will be given to these two pointa It is, T assure you, very vital to the interests of our

campany, and I think it is very unreasonable to exact the industrial companies to

be brought within the same restrictions as are incumbent upon the ordinary com-
panies. As far as the policyholders’ directors are concerned, T most strongly urge
that the consideration be given because in our compaay it might produce very extra-
ordinary conditions.

Hon. Mr. FieLping.—Are there many of your policyholders who take out small
policies which in the aggregate amount to more than $1,000%
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Mzr. Evaxs.—There are not many. :
Hon. Mr. Fierpine.—Then if there are not many a good deal of your argument
is gone, because it is only those who hold over $1,000 would vote.
; Mr. Evaxs.—Yes, but they are constantly increasing in numbers. A man may
have a $500 policy to-day, and next week he may increase it to $750 and three months
afterwards he may have $1,050. :
3 Ton. Mr. FieLpive.—But it is not the rule—is it not the exception and not the
rule that the aggregate will exceed $1,000.
‘ Mr. Evaxs—Yes, but we have a large number of that class among the 80,000
policyholders we have in this country, and if these sub-stations are adopted we will

~ have to conform to the provisions of the Bill whether the number is small or great.
Hon. Mr. Fieroing.—Yes, the trouble might be a very serious one if the whole of
~ them came within that class, but it would not be so serious if the number was small.
~ Can you give any idea how many of the policyholders in the 80,000 that you have hold
- policies for over $1,0007
Mr. Evans.—No, I cannot give you that.
Mr. A. H. Hoover (Sovereign Life).—Mr. Chairman and gentlemen of the com-
" mittee; T told Mr. Fitzgerald this morning I would not keep you five minutes and I
am going to keep my word, and I think you will be glad to hear the announcement
as it is now nearly one o’clock. The Sovereign Life Assurance Company is not here
to oppose the passage of this Bill, it is in sympathy with it. The principle involved,
we think, to be right, and we had already prepared and adopted plans early in the
year that are in harmony with the Bill, in keeping expenses for new business within
the loadings upon the first year’s premiums. There are but one or two things I wish
to speak of that are objectionable, but they are very few. The rate of interest
. was so ably spoken upon by Mr. Macaulay this morning that I am not going over that
- except to say that the rate of interest, with the competition among the companies, will
adjust itself. With reference to policyholders’ directors there is a decided objection
to a large board of directors because it is unwieldy. Sixteen men are too many. It
is impossible to get them together at all times. You must have a majority for a
quorum and a large board is unwieldy; it is unworkable. The number should be
reduced to eleven, perhaps nine would be enough for the purpose, and but one-third
of them should be policyholders’ directors, not one-half. The shareholder has his
money invested, he risked that money in the organization of the company, he has
waited a period of years for the company to develop, he is responsible for its suec-
cess, he can’t very well withdraw except at a loss. The policyholder has nothing at
stake except his policy, he is protected in his policy because of the security afforded by
the company’s deposit with the government which protects that policy, and his secur-
ity is supreme, he has nothing at stake except the demands of his premiums, and if he
becomes dissatisfied he can step up to the office after three years and cash in. The
shareholder cannot do that, hence it is not fair to the shareholders of the company if
the policy holders are liable.

Hon. Mr. Fierpiva.—Cannot the shareholder sell his stock as a rule?

Mr. Hoover.—Sell his stock?

Hon. Mr. Fierpina.—The shareholder can sell his shares.

Mr. Hoovir.—Have you ever purchased stock in a life assurance company?

Hon. Mr. Fieroing.—No, but T have known many people who were anxious to do it.

Mr. Hoover.—To purchase it voluntarily?

Hon. Mr. Fierping.—Yes.

. Mr. Hoover.—After the stock has become valuable, not before.

Hon. Mr. Frerpiva.—You are making the picture too dark for the shareholder, I
am afraid.

Mr. HooveEr.—I maintain that the shareholder is required to wait for a period of
years before his stock becomes dividend paying, and it is not fair, in my judgment, to
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have the board equally divided. However, we are in sympathy with the principle
involved in this Bill to keep the expenses in connection with new business within the
loadings of the premiums. d

Now I have an amendment to offer recognizing the scientific method of loading
life assurance premiums for expenses and I will ask our comsulting actuary, Mr.
Walter C. Wright, of Boston, whom you all know by reputation, to say a few words in
its favour. This is the amendment, or at least it comprises subsections 3 and 4 of
section 53 with the proposed amendment : '

3. No such company which shall commence business after the passage of this Act
shall after the first day of January next following the tenth anniversary of the date
upon which such company shall commence business, make or incur, in any calendar
year, any expense or permit any expense to be made or incurred on its behalf under
any agreement with it except actual investment expenses (not exceeding one-fourth of
one per cent of the mean invested assets), and also except taxes on real estate and other
outlay exclusively in connection with real estate in excess of the aggregate amount of
the actual loadings upon premiums received in such year; or in excess of such fixed
and equal percentages for participating and non-participating policies respectively, of
the individual and aggregate amounts for the year of death risks or net costs of insur-
ance under all outstanding policies issued upon the plan herein defined, according to
the company’s combined mortality interest and expense valuation assumptions, estab-
lished as to mortality and interest in accordance with section 3 of this Act, which
percentages are intended to provide equitably or proportionally for insurance expense
and to limit the same throughout the duration of every such policy, by the established
net valuation processes and formule for computing premiums and reserves, whether
any such reserve may be for future expense, or other future policy liabilities; and the
amount of the deduction from the valuation of the company’s policies which may be
made in pursuance of subsection 3 of section 42 of this Act. : ;

4. Except as to policies issued on the plan defined in the next to the last clause
of subsection 3 of this section, the loadings referred to therein shall be deemed to be
the excess of the office premiums over the net premiums, such net premiums being
calculated on the basis of the British Offices Life Tables, 1893 O.N. (5), with interest
at the rate of three and one-half per centum per annum; Provided, however, that the
excess of any such company’s office premiums for tropical, sub-tropical, sub-standard
or other classes of lives assumed to be subject to extra mortality, over such company’s
office premiums for normal Canadian lives, shall not be considered a part of such °
loading. ‘

I would now ask for a hearing for Mr. Wright, who is well versed in the techni-
cal part of life assurance.

The CuaAmRMAN.—Will the Committee hear Mr. Wright for a few moments?

Mr. W. C. WricaT, Boston.—Mr. Chairman and Gentlemen,—I am sorry to have
to address you at this late hour, when you are all doubtless fatigued, because this is a =
novel matter. This is a reform which has had to fight its way for 20 years and is
now meeting with success. Mr. Hoover has had his hopes rise and fall. He has been
frightened by the mistaken opposition of his agents, but after three or four years’
‘discussion he has become convinced that this is a right thing. What we ask, gentle-
men, is to have the change recognized in the Bill, so that companies may not only be
allowed to go on following the old method of loading for expense—the old and false
method—but may also, and especially the Sovereign Life, be free to go on following =
the new and right method, r-i-g-h-t. I noticed that there was a smile going around
among my brethern of the actuarial profession at the announcement of this amendment,
but let me assure these brethern that we don’t ask them to follow in our footsteps. If
they can get along and not follow us, with a man with the energies of Mr. Hoover to
introduce these plans, well and good, let them go on if they can on the wrong method. =
‘Now, gentlemen, 200 or so years ago in England, which is the birthplace of most of =
the science of life insurance, the question of loading premiums for expenses had not ~
arisen at all. The Equitable Life of London, if I do not mistake the name of the ~
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‘company, started business on net premiums and got along very well because their net
premiums were based on the Northampton Table which exaggerated the death rate,
and consequently they had all the revenue they needed for expenses especially with
their very economical methods. But after competition began, and after several com-
panies had been formed and were competing for business, without giving the full and
thorough attention to the subject which they should have given it, the actuaries
jumped to the conclusion that they should load their net premius with a percentage
‘of themselves, forgetting—for they did not stop to analyse as they should—that the
natural annual premium for insurance is an inecreasing premium, increasing with the
risk of death, owing to advancing age. They took no account of the fund of excess
money in the early years of the policy which would accumulate and form what is now
called a reserve, thereby making their level premiums sufficient by diminishing the
risks which they carried. Thus, suppose a claim occurs on an old policy when there
 is a reserve of half the face amount of the policy, that reserve pays half the amount of
the claim, the risk the company carried at the time when the death occurred being
only the balance.

Mr. Hoover sent an early copy of the Bill to me, which seems to have beenm
changed only in the numbers of the sections. This I carefully studied and examined
~ with reference to its fitness for what we are doing. We did not expect to find these
great errors in the administration of life insurance in the past, which had not been
brought to your attention, recognized in it. Of course, you were not technically
educated on these points; but we found that the spirit of the Bill was entirely in
accord with our purpose; and, therefore, as Mr. Hoover has said to you, we are here
in hearty support in general of the Bill, and have only a few critical comments to
make on it. The spirit of the Bill is to distinguish between insurance risk and in-
vestment, or money simply invested and accumulated out of the policyholder’s excess
payments, for his benefit in paying his death claim or in paying his surrender
value; which latter amounts must be stated in the policy under your Bill, a desirable
feature.

Now, in short, what was the mistake that was made by the old actuaries? They
loaded the level net premiums instead or the table of mortality. It is a rule of science
that true principles are determined by extreme cases. Let me place this (handing
document to chairman) before the eyes of the chairman, it is a ten year endowment
insurance policy. The mistake here made was to load the net premium to determine
the provision for expenses, instead of loading the table of mortality.

235—4
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of Insurance. Reserve.
$ cts. $ cts. 8 cts.
DR YN P AR B SR ey 902 01 BEg 137 19 796 39
o TR R Ay 30 el il P e 1,698 40 w88 126 76 1,631 08
S ENECE St St o -y ST 2,533 09 g== 115 35 2,506 40
. SR b M DR SR T 3,408 41 g3 103 08 3,424 62
D s e e e R e B R 4,326 63 2R 89 63 4,388 43
NG S SO S e R . 5,290 44 go = 75 07 5,400 53
v ML RSO St W R e e TS 6,302 54 %S o 59 00 6,464 13
B RO S AR L e 7,366 14 @ A 41 32 7,682 63
R R R S W A R oy o 8,484 64 23 g 11T 8,759 63
T R e e S 9,661 84 f e A N S e 10,000 00
MOLAAR o o Lo s o g B R e e e 769 17 50,954 04

Little comment seems necessary on figures so conspicuously different. With an
annual premium of only $902.01, while guaranteeing the accumulation of the reserve
fund at 3} per cent compound interest, the company making scientific charges pro-
vides for paying $10,000 in case the policyholder may survive the period of ten
years, and $10,000 in case of previous death, for the gross cost of carrying which risk
the company only provides a gross charge of $769.17; while the mutual charges an
annual premium of $1,077 for promising precisely the same benefits, which is allow-
ing no less than $2,292.97 for the insurance benefit, of which no less than $1,839.90,
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or moré than four-fifths of this entire charge, is for expenses. - So far as the differ-
~ ence in premiums charges is due to the fact-that the mutual pronuses to accumulate
‘the reserve fund at the rate of only 3 per cent compound interest, no criticism of
the greater charge by the company is called for, as it is fair to suppose that a pro-
: portlonately larger amount of surplus interest may be returned by the company. But
 when it is considered that the other company has provided fully 40 per cent of the
total charge on account of insurance for -operating expenses, which would certainly
seem an ample charge, no reason appears why the mutual should charge 80 per cent,
- or more than four times the death risk, instead of only one and two-thirds time that
amount. It may be freely admiitted that a ten-year endowment insurance policy,
as a life insurance contract, is a somewhat extreme case, or one in which the in-
yvestment feature bears a high proportion to the risk, or strietly insurance feature,
but it is a well-established scientific rule that the truth can be best studied and
- shown by means of exceptional cases.

Now, had these old actuaries simply taken the table of mortahty——I have a spcc1~
men portion of such a table—and beg to hand it in:—

OM TaBLE AND OM TABLE PLUS 663 PER CENT.

: Death Rate | y Decﬁ::;nenb

. Age. Living. Dying. Per 1000. Reémaining. Decrement. Dir 10%0
10 100,000 338 338 100,000 563 563
i 5 X 99,662 340 3:41 . 99,437 565 568
12 49,322 343 345 98,872 569 575
13 98,979 | 346 350 98,303 573 -5°83
14 98,633 349 354 97,730 577 =b00
15 98,284 |- 354 360 97,153 583 6°60
16 97,930 359 367 96,570 591 612
. 17 97,571 366 375 95,979 600 6:25
18 97,205 372 383 95,379 609 638
19 96,833 380 3:92 94,770 619 6:53
20 96, 153 390 404 94,151 634 673
21 96,063 400 4:16 93,617 648 6.93
22 95,663 412 4-31 92,869 667 7:18
23 95,251 425 4-46 92,202 685 7.45
24 94,826 439 463 91,617 . 606 772
25 94,387 454 481 90,811 728 8:02
26 93,933 470 500 90,083 751 833
27 93,463 489 523 89,332 779 872
28 92,974 506 544 88,553 803 907
29 92,468 526 569 87,750 832 9.48
30 91,942 547 595 86,918 862 9°92
31 91,395 567 620 86,056 889 1033
32 90,828 589 6°48 85,167 920 10°80
33 90,239 611 677 84,247 951 1128
34 89,628 633 7°06 83,296 980 1177

35 88,995 657 7°38 82,316 1,012 12:30°
36 88,338 681 g 81,304 1,045 12-85
T 87,657 705 8:04 80,259 1,075 1340
38 86.952 729 8-38 79,184 1,106 13:97
39 86,223 756 877 78,078 1,141 14°62
40 85,467 882 9.15 78,937 1,173 1525
41 84,685 810 9°56 75,764 1,207 1593
42 83,875 840 10°01 74,557 1,244 1668
43 83,035 870 10°48 73,313 1,281 1747
44 82,165 903 1099 72,032 1,319 18°32
45 81,2('2 937 1153 70,713 1,359 19-22

According to this table out of 100,000 living at age 10 so many will die the first
. year, so many the second year, so many at the next age, and so on. Had these gen-
- tlemen simply taken a table like this and loaded it with fixed percentage instead of
computing their loadlng on the net premiums, they would have discovered that they

had secured provision for insurance expense just in proportion to the value of risk
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carried, the provision for investment expense being a percentage of the iaterest
earned on investments themselves. Your Bill rightly provides for investment expense
in this way, although I think, as one gentleman said last week, the percentage is put
a little too low, it is one quarter of one per cent, outside of certain real estate ex-
penses. I would suggest that as the companies have no disposition to exaggerate

their expenses on investments—they generally understate instead of overstate them—
that about about one-half of one per cent would be a better limit than one quarter

of one per cent. I think that this limit would be agreeable to everyone, and it would
be satisfactory to the Sovereign Life.

You see here (referring to the figures placed before the chairman) the conse-
quence of the wrong method of providing for insurance expenses. These are the

figures for a ten year endowment insurance policy for $10,000, and the premium given

here is the premium of the Mutual Life Insurance Company of New York. It is $1,077
a year. The net premium or initia]l reserve the first year is $893, and therefore the
loading for expenses on this premium is $184. The original method or general cus-
tom of loading was simply by a percentage of the net premium, which was found so
extremely gross that it was abandoned years ago, and most of the companies now-
adays load by a percentage of the net premium, plus a fixed amount, making a lower
amount on these endowment policies particularly, a lower amount than they would
otherwise get

Mr. NesBrrr.—I do not want to interrupt the gentleman, but it is one o’clock and

he is going into an argument on life insurance principles apparently. I would sug-
gest that the gentleman put his arguments in writing and lay them before the com-
mittee and we will take them up that way.

The CraARMAN.—About how long would it take you to make your argument?

Mr. WricHT.—Really T am sorry to ask you to wait at this hour. I would much
prefer an adjournment and I will take great pleasure to put my remarks in writing,
but I would prefer if you could hear me for a few minutes more.

The CmamrMAN.—The committee has been sitting morning after morning and
might perhaps sit a little longer if you could get through in ten minutes. Otherwise
perhaps you will remain until Wednesday morning.

Mr. WricaT.—I would prefer to do that.

Committee adjourned until 10.30 to-morrow morning.
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MINUTES OF PROCEEDINGS

House or CoMMONS,
Room No. 32,
TuEespAY, March 30, 1909.

The Committee met at 10.30 o’clock a.m., the Chairman, Mr. Miller, presiding:

. The CHAIRMAN.—There are evidently a large number of persons who desire to be
" heard this morning, and as no order has been arranged for, perhaps the gentlemen de-
‘siring to be heard will give us their names and then we can reach some method of
- hearing them in the order in which they arrive.
! Mr. W. F. MacLeaN.—]I would like to make a suggestion. This Bill will involve
~ a lot of discussion, and probably the government have agreed upon some policy which,
- if announced beforehand, may save considerable talk. I do not know if such is the
. case but if it were it would certainly shorten the proceedings.
i The CHAIRMAN.—Mr. Fielding informed me last night that he would not be able
~ to be here all the time this morning. I should think that as the committee has met
~ to hear the representations of those interested in the Bill and as then it is proposed
~ to send the measure to a sub-committee, the government could hardly be expected
¢ to express any policy in regard to it beforehand.
Mr. BickerpIKE.—I don’t think the government have any policy except to carry
- out the will of the people.
Mr. W. F. MacLeaN.—That is good doctrine, very good doctrine.

Mr. NesBiTT.—As this is a new branch of the subject to be taken up this morn-
. ing I may say that the procedure so far adopted has been to ask the speakers to con-

| field. The members of the committee have decided that they would not speak at all,
- but would listen to the representations desired to be made, occasionally putting
~ questions to elucidate points that might seem doubtful. T think that if we continue
% that course we will greatly shorten the proceedings. 3

] The CuHAmRMAN.—Of course, the members of the committee will be free to ask
- questions. It was thought better that the outsiders, if I might use the term, should
- be heard first. Having heard the views of the insurance men, any members of the
~ committee who wish to speak and express their views will have ample opportunity
- of doing so before we get down to a consideration of the Bill. Now perhaps those
- gentlemen who wish to address the committee this morning will be kind enough to
. give me their names.

t Mr. BiokerpIKE.—I would suggest that Mr. Morrisey, who is the Chairman of
~ the Fire Insurance Association of the Province of Quebec, be heard first while the
. other gentlemen who desire to be heard are handing in their names.

The CuaARMAN.—Then if it is the view of the committee, Mr. Morrisey of Mon-
treal will first address the committee, and perhaps while he is speaking other gentle-
men who wish to make representations will hand in their names.

Mr. T. L. Morrisey.—Canadian Fire Underwriters’ Association.—Mr. Chairman
. and Gentlemen: Mr. Bickerdike said that T would address the meeting as chairman
- of the C.F.U.A. T would like to address you, sir, in another capacity which, T think,
- should appeal with even greater force to the members of this committee and to the
¢ representatives of the people in parliament—I am a Canadian, born and bred, and
I happen to be engaged in the business of fire insurance. Parliament in its wisdom,
149
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has seen fit to pass what is called the Insurance Act. The Insurance Act places cer-
tain obligations and restrictions upon companies desirous of doing the business of fire
insurance in Canada. We who are legitimately engaged in the business of fire in-
surance in Canada accept, as we must, what parliament has imposed upon us. We
say that your law, whatever it may be, is no doubt a law that is in the interests of the
publie, and that being so there is every reason why we should respect that law in its
entirety, and, I may say, if we showed the slightest inclination to disregard that law
the Superintendent of Insurance would very speedily bring us up with a round turn.
Now, when the matter was before the committee last year I had the honour to pre-
sent to the committee and 1' urged then, that certain amendments be made to the
Act. The object of those amendments was mainly to make the Act more effective;
that it should accomplish the object of those who framed and passed the law, and
with that object in view we recommended amongst other things that where you pro-
hibit the performance of certain acts through an agent that you extend that prohibi-
tion to the principal. We also wish to make the law go further than it did then, and
in fact further than it is now, and say that the person who inspects a risk, or who ad-
justs a loss for an unlicensed company is guilty of breaking the law. Now we con-
tend that is nothing new, that the law as it exists was intended to cover that, but so
as to remove any possibility of doubt we say, express it plainly so that there may be
no doubt but that a man who is performing that act for an unlicensed company may
know that he is doing it in violation of the laws of the country. We went further |
than that, as I say, and we said, ‘Make it an offence for the person who effects insur-

ance’—I see that the government in its new Bill which has been brought down has ]

adopted one part of our suggestion which goes a long way—so far that these gentlemen
who are opposed to what we advocate see in that a reason to come forward and call upon
their supporters throughout the country to oppose the introduction of this clause that
we have recommended be placed in the Bill.

Mr. OweEN.—What is the number of that clause

Mr, Morrisey.—Clause 7. Now, all T have to say in support of what we are ad-
vocating is that it will make the law effective, and no exception should be taken to
that. The whole purport of this clause and indeed of the Act is to prevent people
insuring with unlicensed companies. If it is not that I would like to know what it
does mean. It is clearly the object and intention of parliament that a company, be-
fore it can do business with the Canadian public must show that it has the right to do
business, and it shows that by conforming to the requirements of this Act. We say,
what is the use of the Act unless it is so, unless it clearly shows that people who as-
sume to do business are qualified under the Act to do business? That is our reason
for advocating the change that we have advocated in this amendment.

We also last year pointed out to the committee that the Act as it stood then was
unfair to the public. Now it may seem strange that we as underwriters should come
to you and tell you what is not fair to the public, if the general estimation of us as
¢xpressed in the press and otherwise is correct; but we in addition to being under-
writers are business men, we are good loyal citizens and patriotic Canadians and we
say that the business of Canada should not be hampered, as it would be hampered if
this clause of the Act were allowed to stand as it is, whereby a man who had property
and desiring the protection of insurance beyond what could be secured from com-
panies licensed to do business in the country could not get it. 'We say that the law
should not be allowed to stand that way, because if the man goes outside and secures
insurance he is doing it contrary to law and you are making a criminal, if not of the
man certainly of the agent who has procured or is securing that insurance. For that
reason we suggest an amendment whereby the person who could not secure sufficient
insurance in the country could, upon complying with your regulations, get that in-
surance where he may. With your permission I will read the amendment that we
suggest: That section 71 be amended by substituting therefor the following:—
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“71. Except as hereinafter provided, every person who (a) enters into any con-
~ tract of insurance in respect to property located in Canada.’
p Mr. NesBirT.—That is in the last line of the clause?

‘Mr. MorrisEY.—No, at the commencement. After the figures 71 the clause as it
stands reads:—‘Every person who——' I would place before those words the words,
‘Except as hereinafter provided,” and then I would insert this new clause (a) that I
have just read. Now, it may seem to some of you gentlemen that is very drastic, but
T ask you what is your law as it is to-day? The object of the law as it is to-day is to
prevent people from doing that very thing. It may be said that we are asking too
much of parliament to prevent a man from making a contract outside of Canada which
is beyond the powers of parliament. We say that being so we cannot do the impossible,
neither can parliament but if parliament will do what we ask it to do it will pre-
vent him making a contract in Canada contrary to the law, that is all we seek to do.
That will, of course, necessitate making the subsections of the clause take different
letters, but that will follow as a matter of course.

Then I would suggest that after the concluding words of section 71 the following
proviso be added:

¢ Provided, however, that where it is found impossible to secure insurance, or
sufficient insurance with licensed companies, such insurance or shortage of insurance,
may be effected with unlicensed companies, but in such cases the person effecting such
insurance shall forthwith, or within the period of ten days from the effecting of such
insurance, file with the superintendent an affidavit setting forth that having after
diligent effort failed to secure the necessary insurance in licensed companies, he has
effected such insurance with unlicensed companies, and specifying the date, the name
of the company, person, partnership or association with whom such insurance has been
effected, the amount of such insurance, the premium paid and the location of the
property insured; and upon the receipt of such affidavit it shall be the duty of the
superintendent, within ten days from the receipt of such affidavit, to publish the
particulars therein contained in the Canada Gazette. The provisions of this section
with regard to the penalty to be inflicted for any infringement of the preceding pro-
visions thereof to be applicable to any infringement of this proviso.’

Now, Mr. Chairman, that is the amendment that we ask you to make in section
71 of this Bill. T would like to draw the attention of the committee to the views
taken by some other interests. I have here a circular issued by the Canadian Manu-
facturers Association drawing the attention of the members of that Association to
the clauses that have been inserted in the new Bill that were not there last year, and
they point out that if the amendment becomes law it would shut out from Canada the
New England mutuals, and other unregistered companies, with whom many of the
manufacturers have found it advantageous and necessary to insure. No surplus lines
are permitted in the proposed Bill’

If you adopt our amendment provision will be made for surplus lines, so that
objection of the manufacturers is met. Let us consider the objection as expressed in
this ecircular. Suppose it does shut out from Canada the New England mutuals,
Canada can get along; but if it does not necessarily shut out from Canada the New
England mutuals. If the New England mutuals choose to comply with the
laws of Canada they can come into Canada in the regular way. That is as it
should be. It may be said that they find it very advantageous to use these New
England mutuals. Possibly, but T would just like to say that the underwriters of
Canada are prepared to give to the insuring public of Canada just as good service
as can be obtained from the New England mutuals or any other qualified company.

Mr. Goroon (Nipissing).—At the same rate of insurance?

Mr. Morrisey.—Practically the same rate of insurance. I would say this much
that our system of insurance differs from the mutuals, inasmuch as once we make a
rate that fixes it, be it too high or too low, I do not deny that the stock companies
are in business for profit, but judging from the results they have not had much op-
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portunity of making that profit, on the whole they have not succeeded to any g
extent. There is not any industry I know of but if it went through a period e
to the time covered by the statistics and could not show a better return on the rig
run, but would not come to parliament saying: ‘You must give us protection or we
must shut up shop’ But the insurance companies will pursue their course as
have right along, always hoping for a turn of the tide.

lower rates than the stock companies?

Mr. Morrisey.—It is certainly necessary to consider the difference between the
two systems. The mutual company will issue a policy, the man who takes the policy
becomes an insurer as well as the insured; he takes the risk, and if the experience is
unfavourable he has got to stand it. If the experience is favourable he gets the
benefit, there is no dispute about that. It may be urged upon ‘this committee that the
manufacturing community of Canada will suffer some great hardship if what we wish
* is passed into law. I deny that. I say it is not so. A member asked me about rates.

I will tell you. It is possible there may be a lower rate, but I will tell you now, if
you will point out to me any standard sprinkler risk in Canada I will undertake to
provide all the insurance that is required on that risk at the rate of 15 cents a hun-
dred. It is possible that you may have held up to you, and I have no doubt it is true,
that considering the rebate that is paid on the mutual policy the cost has been less
than that, but suppose it has been less? I do not know that it would be a serious
matter, it would not interfere with the dividends of those companies at all.

Mr. LaLor—You are not accepting risks to-day at 15 cents?

Mr. MorrisEY.—Yes, we are, but I will say this much, that many of the manu-
facturers’ best risks are not coming to us; if we had the whole of the business of
Canada we would be better equipped to handle that business than we are to-day,
and we might bring the cost down, because the volume of business has an important
bearing upon the cost of doing that business. But from the fact that a great por- =
tion of that business is placed in these New England mutual concerns is one reason
why we are not enabled to give as cheap rates as other companies can.

Mr. ArMsTRONG.—Can you give us any idea of the number of manufacturers in
the Dominion of Canada that are insuring in these mutuals?

Mr. Morrisey.—Well, no, I could not. I think possibly that the manufacturers
might, but if they know it they have not disclosed it to us. Furthermore they say
here, and I marvel at it they with so little compunction state the fact that their mem-
bers will be prevented from placing insurance in ‘other unregistered companies.”’ It
is simply astounding to me to think that a business body like the Canadian Manu-
facturers Association should practically come out with the public announcement and
say. ‘If this Bill becomes law it will prevent us from evading the law as we have been
doing up to the present time.’ That is the position these gentlemen place themselves
in. :

Mr. Bickerpike.—Will you tell the committee whether the mutuals ecan do busi-
ness at a lower rate than you can? Is it because they do not pay any taxes in the
country, or what is the reason?

Mr. Morrisey.—That is one reason, they do not pay taxes, they are not subject
to the imposts that companies coming into the country and becoming regularly es-
tablished are subject to. That is one reason, but to what extent that would operate I
would not pretend to say. But I say the reasons that the manufacturers give to this
house when they come and urge that protection be placed upon their produets,
because the money will be kept in the country applies with equal force to the business
of fire insurance. If it is a desirable thing that the manufacturing of those goods
be done in Canada even at an enhanced cost it certainly applies with equal force to
the insurance business.

Mr. PeriEYy.—Do I understand you to say that the manufacturers have been
evading the law up to the present?

o rhr T aepiandtey s
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Mr. MorriseY.—If I read this circular aright I think that the inference is quite
clear. I will read it again:

“If this proposed Bill become a law it would shut out from Canada the New
England mutuals and other unregistered insurance companies, with whom many of
our manufacturers have found it advantageous and necessary to insure.

Now, if there is anything in the law of Canada that permits the manufacturer
or any other citizen of Canada to insure in an unregistered company, no matter
whether it be a New England mutual or any other company, I would like to have
that section of the law pointed out to me.

Mr. PERLEY.—At the present time there is no section of the law which forbids it.

Hon. Mr. Fierpixe.—It does in general terms. The new Bill put a little more
clearly than the old law what is in the law now. The law forbids doing business of
that character. .

Mr. OweN.—Mr. Chairman, what was the object of placing this clause in the
Bill?

Hon. Mr. FeLoivg.—It makes the existing law a little more clear. I am quite
aware it is a very contentious clause. The policy of parliament has been to forbid
doing that business in unlicensed companies, that is the provision of section 60 of the
present law, but this makes it a little more clear and more rigid.

Mr. OweNn.—Why do you object to doing business with outside companies?

Hon. Mr. FieLpine.—It is a large question. Why do we object to doing business
with outside companies that come into competition with the manufacturers, and even
go to the extent of making regulations requiring manufacture in Canada? However,
I am not arguing the point.

Mr. Perrey.—As I understand it, under the existing law an outside company
cannot have an office in Canada doing business here, but is there anything in the pre-
sent Act to prevent any manufacturer from insuring in a New York company by
letter without the solicitation of any agent?

Hon. Mr. FieLpive.—It is rather a legal question, I think, the purpose and inten-
tion of the law is that, but it is a legal question, and I am not going to give judgment
on legal questions. )

Mr. Gornox (Nipissing).—The purpose in passing this, as I understand it, is to
shut the other companies out.

Hon. Mr. FieLoiNa.—No, the present law shuts them out, but this is rather barring
the gate a little.

Mr. OweEN.—But what I want to get at is what they have to do to comply with
the law? If it is to be registered, what would it cost them to become licensed under
the Act? TIs it a question of cost only?

Hon. Mr. FreLoine.—I don’t think it is that, they do not want to establish an
organization in Canada.

Mr. MorrisSEY.—The Act is perfectly clear, it lays down what is required of a
company in order to obtain a license in Canada. Among other things it has to put
up $100,000 for the security of its policyholders in Canada, that is what the Bill says.
Some people tell us that it is not an onerous thing at all, that the $100,000 is still
ours after we have put it up, that we get interest on it. ‘We say, ¢ All right, gentlemen,
we concede that, but let the other people put up the $100,000 too.

Mr. MoNk.—If I am in order, I would like to point out to the committee this
clause 71 is going to work a great hardship upon us in Montreal, and I hope the com-
mittee will strike it out, because apart from the consideration of other reasons, it
interferes absolutely with the freedom of contract. In the city of Montreal we are
in a rather peculiar position. The underwriters there have, and properly I think,
exacted from the city the execution of certain improvements before they put down
their rates to what we should consider to be fair rates. As far as I am aware the
city has to a certain extent, but not fully, complied with those requirements, and in
the meantime those who are obliged to insure there under this section will be forced
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to insure with a set of underwriters who have themselves, without any appeal what-
ever, the right to fix the rates. There is no appeal. We have been struggling in
parliament for ten years to have an outside authority to fix the rates of railways.
We have urged this point until we have obtained an outside authority with the very
best results to control the rates of telephones and public utilities generally, and are
we going to enact this clause now placing people who wish to be insured entirely under
the control of and without any appeal whatever from the underwriters? Why,
it is interfering with the freedom of contract which belongs to individuals to make a
contract with any man or company (never mind where the company is situated or
who that man is who satisfies him) for indemnity in case of fire. Why are you going
to do so? That is t, my mind the real question. I understand that our insurance
law is so framed as to give guarantees to the policyholders, also to make it sure that
any companies offering foreign insurance, or companies doing business outside the
country, will provide sufficient guarantee as required by the Dominion law, but there

is no authority to decide whether the rate asked me for insuring my house is a fair i

rate; I think it is not, and I find insurance elsewhere at what I consider the usual
rate, and these gentlemen underwriters are going to say, ¢ Why there is a provision in
the law that obliges you to insure with us and there is no appeal” It is virtually
sanctioning a combine. I have nothing to say against insurance companies, but I say
we have no right to impose upon the public at large that condition unless you are
prepared to say that we can appeal from their decision as to the rate to some outside
and independent authority. I think that is a most unfair position and I will fight
it as far as I can, and T hope parliament will not sanction it.

Mr. MorriSEY.—I have listened with a great deal of interest to the remarks that
have just been made by Mr. Monk, and I suppose that if that gentleman is satisfied
he is going upon entirely false premises then he will withdraw his objection and sup-
port the amendment which I have asked. Mr. Monk stated that the association in
Montreal names the rates, and it is impossible for anyone to get insurance outside of
those rates. I want to say to Mr. Monk and to you gentlemen of the committee that
that is not the case, that one of the things we suffer from perhaps more than anything
else is the competition from companies that are not members of our association.

Mr. Gervais.—Are all those companies not members of your association?

Mr. Morrisey.—There are some companies doing business there which are not.

Mr. Gervais.—How Many insurance companies in Montreal are outside of your
association ?

Mr. MorrsEY.—I do not like to say offhand, because they are cropping up every
little while, but I say there are lots of companies, and Canadian companies too, many
provincial companies other than those licensed by the Dominion—but I fancy there
are not less than fifteen or twenty.

Mr. Gervais.—But holding provineial charters ?

Mr. MorriseY.—Some of them have provincial charters and some of them have
Dominion licenses.

Mr. Gervais.—The Mount Royal is the only company that is not under charter.

Mr. Morrisey.—That is not the only company, there are many.

Mr. Gervais.—Is it not a fact that if you are refused by one of the companies
of the combine you are refused at once by all the members of the combine?

Mr. MorrisEy.—No, it is not so.

Mr. PerLEY.—I think it will be fair to tell us what percentage of the business
is done by the companies licensed in Canada who are members of the Underwriters
Association. I think that will be a fair way to put it.

Mr. Gervals.—I will give you an illustration of how it works. Last fall I had
a case where a company was going to be wound up, and I tried myself, I went and
Fegged in the office of a large insurance company in Montreal for a certain quotation
on rates for the reinsurance of the building, but the ex-manager had quarrelled with
the manager of one of the insurance companies in Montreal and everybody was at
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war against him, and I had to go to some New York company to get a ten}porary
- policy of insurance for six months. Is it not a fact that if you go to war with any
" one of the insurance managers in Montreal you are at war with the world?

Mr. Morrisey.—Most assuredly and emphatically, no.

Mr. NesBrrT.—Are we not drifting a little now? We have had good order, and
' many of the gentlemen on the committee will have the opportunity to argue these
- points after these people have gone away. ‘

Mr. Barger.—If we are going to get on at all the better way is to let this gentle-
man put his case without interruption, unless some question is necessary to elucidate
the points. There will be other gentlemen heard on the opposite sida. T presume, and
we can hear all that is to be said on one side and all that is to be said on the other.

The CuHARMAN.—We had better adhere to that understanding which was arrived
at when we first took up the consideration of this Bill and let the gentleman repre-
~ senting the different interests place their case before the committee and the members
can argue the merits afterwards.

Mzr. PErLEY.—I would simply like an answer to my question. What percentage
of business done in Canada is done by the members of the Underwriters’ Association?

Mr. Morrisey.—I will state frankly that I have never looked it up, but I think
that information is available to any member of this committee who wishes to take
- the trouble because it is all on record in the blue books. So far as the Dominion
companies are concerned the reports of the Superintendent of Insurance will show
what is in one class of company and whatisin another. Butin addition to that there
are numerous provincial companies who make no returns whatever to the Dominion
authorities, and who are doing business quite freely in all the provinces of the Dom-
inion. What percentage of business they have I am not in a position to state, but
I can look it up and offer that information to the committee if desirable.

Mr, Gervais.—These provincial companies are mutual companies, are they?

Mr. Morrisey.—No, they are not necessarily so.

Mr. GeErvAIs.—As a matter of fact is there one single provincial company in the
province of Quebec not a mutual company?

Mr. Mogrrisey.—I think there are some. There are companies that started as
mutual companies and which have, through some process, become stock companies.

Mr. Gervais.—The Montreal Canada is one that procured a charter.

Mr. Morrisey.—The Montreal Canada is one of that class of companies you have
mentioned.

The CHARMAN.—Perhaps the committee will allow Mr. Morrisey to complete his
statement of the case.

Mr. Morrisey.—Perhaps we might now consider what objection has been raised
by an important commercial body, the Montreal Board of Trade. They were good
enough to publish the resolution which they passed at a meeting held yesterday, and
I will read it. They say:

¢ Whereas section 71 of Bill 97 ‘ An Act respecting insurance’ now before
Parliament will have the effect of creating a monopoly and combine of the fire
insurance business of Canada.’

That is a false premises. They are starting off with an entirely erroneous con-
ception of the facts 'of the case. As I have already said there are a number of com-
panies in Canada now which are outside the combine, and there are some companies
which have come into Canada recently which have not joined what is called the com-
bine—we deny that there is a combine. We say it is to the interest of the public
that we should charge adequate rates. On the one hand gentlemen here talk of being
compelled to go to weak companies; what produces weak companies? Tt is the writing
of insurance at too low rates. Why a body such as the Montreal Board of Trade
should set themselves in opposition to insurance companies is more than I can under-
stand. It must be apparent to these gentlemen who have paid any attention to what
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has transpired in the past that those very companies they are so ready to condemn
have stood between the public and financial ruin on more than one occasion. Take
the great fire of St. John as well as all the conflagrations that have taken place sin ce,
and those companies stood the brunt of the fray, and met their obligations and paid
the losses in a manner which nobody could find fault with. Why then a great com-
mercial body such as the Montreal Board of Trade should make an assertion s
should send a large deputation to parliament to prevent the passage of this Bill is
something beyond my comprehension altogether. I do not know why such an idea
as that conveyed in this clause of the resolution should prevail at all. The resolution
proceeds :

¢ Whereas it is admitted even by the Fire Underwriters Association that com-

panies licensed in Canada cannot handle the total fire insurance of the country.

I do not know that it is admitted, but if it is admitted I submit to you gentlemen
that you make a way whereby it will be possible to have the insurance business in
this country placed in accordance with the laws of the country. They also say: '

¢ Whereas the assured should have the right to purchase insurance in the
cheapest market.’

I do not want to elaborate that question at all as to the right of people to pur-
chase insurance in the cheapest market. It may be that what these gentlemen desire
to do is best to do, but if it is desirable for them to do it it is best for all. Why
should you say that one class of the community should be given a privilege not
accorded to all classes? If it is a desirable thing to make insurance free to one class
of the community make it free to everybody. Why is this Bill being passed? We
are not asking for the Bill, it is not for the protection of the insurance companies
but for the protection of the publie, and if you in your wisdom say that we must have
it as a law on the statute books of the country for the protection of the publie, then
in all fairness apply it to all alike, and make every company that comes into Canada
to do business with the public conform to all the laws. ,

Mr. BICKERDIKE. —Accordmg' to the way I read it you simply ask that every one
who wants to effect insurance in Canada will give the preference to the home com-
panies? |
Mr. Morrisey.—In effect that is it, and if he cannot get it here he can go out-
side and can do it legitimately. b

Mr. ArMsTRONG.—Is there any limit at the present in the amount of insurance
you can take on any one risk?

Mr. MorrisSEY.—Of course it will depend upon the risk. If you wxll point out
to me a risk of standard construction under sprinkler protection, and not exposed
to any danger from other hazards, I would say practically there is no limit to the
amount that can be placed in Canada. But what is more, if the business is kept for
companies in Canada, it will make those companies who want to get the Cana-
dian business come in here under the Canadian laws.

Mr. OweN.—Is 15 cents on the dollar the lowest rate you would give?

Mr. Morrisey.—I would not say it is the lowest, I would say that there might
be even a lower rate than 15 cents; but I would say that I think it is unreasonable
for the company to assume these very large liabilities unless the companies feel sure
that the premium is commensurate with the risk, they would not do so unless they
had the disposition to meet the public, and where it is found that we can reasonably
take on this liability without jeopardizing the interests entrusted to us, we will give
the lowest rate consistent with the risk run.

Mr. OweN.—What is the lowest rate of the mutuals?

Mr. MorriSEY.—The mutuals have practically no fixed rates.

Mr. Gervais.—Do you dare to say there are no fixed rates.

Mr. Morrisey.—I dare to say that they have no fixed rates, and that is the strong
point they hold out to the assured that ¢ We charge you just what the business costs,
and we credit you with any surplus you may have paid us.
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Mr. Gervais.—What is the average rate paid to the mutuals.

Mr. Morrisey.—I cannot tell you what it is.

Mr. GErRvVAIS.—As a matter of fact is it not true that one can get his property
insured in the mutuals for one-third what you are charging in your company?

Mr. MorriSEY.—I do not think so.

Mr. Gervais.—Is it not the case?

Mr. MorriseY.—I will not deny what I have no knowledge of, but what I will
say is I do not believe it.

Mr. Gervais.—Have you ever tried to get property insured?

Mr. MorriseY.—To get property insured? Yes.

Mr. GErvAls.—By the mutuals?

Mr. Mogrisey.—No, not by the mutuals—I observe the law.

Mr. Gervas.—Is it not true that you can get your property insured in the mutuals
for one-fifth what you charge?

Mr. Morrisey.—If I have told you that I do not know that you can get it for
one-third and that I do not believe it, I can tell you with equal truth that I do not
know that you can get it for one-fifth, but I certainly do not believe it.

Mr. Gervais.—You do not believe it, but you do not deny that it is true.

Mr. MorriSEY.—I am not in a position to deny it, I have no knowledge of it, I
certainly do not believe it.

Mr. NesBrirr.—Is it a fact, or is it not a fact that the New England mutuals
make all firms or persons who insure with them put their premises in a certain con-
dition before they will insure them at all?

Mr. Morrisey.—That is the fact, there is no question about it, that the mutual
companies have a system of inspection and upon the risk being kept up to a standard
which enables them to give these very low rates. It must be conceded and recognized
that the insurance is carried at a very low rate because the insured first spends his
own money to get his property up to the mark so that it will not burn. But we could
employ the same men as the New England mutuals, if need be, and we might say to
the insured that you must do the same as the mutuals require you to do; but unfor-
tunately when the stock companies go to a man and say, ‘ Put your risk in a good con-
dition so that it will not burn, the man is likely to say, ¢ If you don’t want it other
companies will take it.

Mr. Nespirr.—If the stock companies can do in Canada what is now done by
the mutual companies in the United States, as you say they can, why do you not do
it and get the business?

Mr. Morrisey.—That is what we want to do. I do not think there is any need
of the mutuals at all.

Mr. Harris.—What would be the average rate charged by the stock companies?

Mr. Morrisey.—The average rate? That is very misleading, but I think the blue
book will show that it varies probably all the way between 1:40 and 1:60.

Mr. Harris.—You stated there is no risk in Canada that the companies cannot
write to-day, no standard risk?

Mr. Morrisey.—I stated that as my belief.

Mr. Hagrris.—Would they be able to write that without reinsuring in companies
that are not registered in Canada,

Mr. Morrisey.—]I would say there is nothing in the law that prevents a company
complying with the law from making reinsurance arrangements. I can elucidate
that if it needs it. What I was about to say when I was interrupted was this, that
there is nothing in the Insurance Act of Canada that prevents a company that has
complied with the laws from making reinsurance arrangements with any company
outside of Canada. But I say further that a licensed company in Canada is obliged
under the law to put up with the Government of Canada every cent of reinsurance
reserve that it has collected from the public in Canada as a security that it will live
up to its obligations. If you say it is a desirable thing that that privilege be cut off
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from the companies the companies will not raise a word of objcetion, because if you
are going to do that you are going to create a condition which, if these companies
are what you seem to think they are, will give them the opportunity of their lives.
Because you ought to know there is nothing that will conduce to higher prices more
than a shortage, and if there are not sufficient facilities in the country to handle the
* insurance of the country then the companies that are here to do it will have it all
their own way.

List of Companies’ Members of the Canadian Fire Underwriters’ Association,
as submitted by the Secretary of the Association.

Zitna Insurance Company of Hartford, Connecticut.

Alliance Assurance Company, Limited, of London, England.

Atlas Assurance Company, Limited, London England.

Acadia Fire Insurance Company, Halifax, N.S.

British America Assurance Company of Toronto, Ontario.

Caledonian Insurance Company of Edinburgh, Scotland.

Commercial Union Assurance Company, Limited, of London, England.
Connecticut Fire Insurance Company of Hartford, Connecticut.
Canadian Fire Insurance Company of Winnipeg, Manitoba.

German American Insurance Company of New York, New York.
Guardian Assurance Company, Limited, of London, England.

General Accident, Fire and Life Assurance Corporation of Perth, Scotland.
Hartford Fire Insurance Company of Hartford, Connecticut.

Home Insurance Company of New York, New York.

Insurance Company of North America, Philadelphia, Pennsylvania.
Law Union & Crown Insurance Company of London, England.
Liverpool & London & Globe Insurance Company of Liverpool, England.
London & Lancashire Fire Insurance Company of Liverpool, England.
London Assurance Corporation of London, England.

Manitoba Assurance Company of Montreal, Quebec.

Merchantile Fire Insurance Company of Waterloo, Ontario.

New York Underwriters’ Agency of New York, New York.

North British & Mercantile Insurance Company of Edinburgh & London.
Northern Assurance Company of Aberdeen & London.

Norwich Union Fire Insurance Society of Norwich, England.

Nova Scotia Fire Insurance Company of Halifax, N.S.

Occidental Fire Insurance Company of Wawamesa, Manitoba.

Pacific Coast Fire Insurance Company of Vancouver, B. C.

Phenix Insurance Company of Brooklyn, New York.

Pheenix Insurance Company of Hartford, Connecticut.

Phenix Assurance Company of London, England.

Quebec Fire Assurance Company of Quebec, Quebec.

Queen Insurance Company of America, New York.

Richmond & Drummond Fire Insurance Company of Richmond, Quebec.
Rochester German Insurance Company of Rochester, New York.
Royal Insurance Company of Liverpool, England.

Springfield Fire & Marine Insurance Company of Springfield, Mass.
Scottish Union & National Insurance Company of Edinburgh, Scotland.
Sovereign Fire Assurance Company of Toronto, Ontario.

Sun Insurance Office of London, England.

Union Assurance Society of London, England.

Waterloo Mutual Fire Insurance Company of Waterloo, Ontario.
Western Assurance Company of Toronto, Ontario.

Yorkshire Insurance Company of York, England.
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Mr. B. Lamraw.—I would support generally the presentation of the case by Mr.
Morrisey, and I think it is not necessary to take up your time further than to suggest
that it is quite fair that when we have an insurance law which the Canadian com-
~ panies are bound to observe no one else should be permitted to come in and write
insurance without also complying with those regulations. Under the law it is free
to any and all companies who desire to comply with the regulations of the Insurance
Department to come here, make their deposit, be licensed, and do business in a legiti-
mate and lawful way. Now, in regard to the number of companies I can emphasize
again what Mr. Morrisey has pointed out, that more than one-half of the companies
doing business in the country are not members of the Canada Fire Underwriters’
Association, and secondly, that we have right here in Canada a very, very active
force that will always tend towards the regulation of insurance rates, and even if
this regulation is passed as we have asked for it and that the law be made clear that
the insured shall not be permitted to import insurance from outside companies, that
the companies licensed are subject to competition here which will regulate the prices.
Further the fact that insurance is controlled and limited to companies doing business
in Canada will probably, as Mr. Morrisey has stated, induce other companies to comei
in. One gentleman has stated that in the city of Montreal he was in a certain posi-
tion with regard to rates, and that although the city of Montreal had made certain
improvements in fire appliances still the insurance companies compelled him ‘to pay
certain rates for that deficient protection. That is exactly what the fire insurance
companies do. They try to deal fairly with all. Their whole policy and scheme is
to deal fairly and honourably not only with a favourite class, but with all classes of
the community. We rate all cities under a certain schedule, by which if a city has
poor appliances they have to pay a higher rate than those cities which are better
equipped. And if a man puts up a poorly constructed business premises he does and
should pay a higher rate than the man who has a well built and properly protected
establishment. We are here to do business with all the country and with all classes
of the community and we are charging rates that range, as has been stated, all the
way from fifteen cents on some risks to 10 per cent on others. The whole principal
of our business, as I stated, is dealing fairly and equitably between one class of the
community and the other. As has been stated, parliament has ben trying for years
to prevent the railway companies differentiating between one class of shipper and the
other; to get the telephone companies to charge equitable rates; that is exactly what
the fire companies have been doing and are doing. Our whole scheme to-day is to
deal fairly and equitably between one class of the community and the other. And
what the manufacturers are trying in connection with their insurance and, I say it
frankly, that what the manufacturers have tried for years, is to get advantages from
the insurance companies over and above certain of their competitors, in the way of
insurance. I do not hesitate to say that if they had been made to comply with the
law and insure their property in Canada, and if they are made now to insure their
property in Canada, the companies are prepared to give them insurance protection
on the risks which they say they wish to place and to give them very low rates.

Mr. ArMsTrRONG.—Equally as low as the mutuals?

Mr. Lamraw.—Equally as low, considering the difference in the mutual and the
stock prineciple.

Mr. ArMsTRONG.—What is the difference between the mutual and the stock
principle ?

Mr, Lamraw.—There is very little difference; when you get to fifteen cents there
is not more than one or two cents, perhaps three or four cents difference; and on
$100,000 you can figure for yourself how much difference that makes. It is very
small, a mere bagatelle.

Mr. ArMsTRONG.—There is no question in your mind but what the companies
operating in Canada would be quite able to undertake all these risks. My reason for
asking this is that I know of one company which in a letter this morning states that
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1:he.)7 l'md a $800,000 risk in the United States companies. Will you men take it for

a similar rate and deal as liberally with it?

; .Mr. LAIDLAW.—We will dea.l liberally with it, but I would not say at what rate
until we ha.ad looked into the risk. But we will deal equitably with this and every
other risk in the country, and furthermore, if we could not handle the risk the
amendmex.lt that we suggest would enable him to get that insurance with any com-
pany outside Canada.

Mr., PALOR.—W]}at _is the difference made in the rate between a sprinkler and
a non-sprinkler application on the same property?

Mr. LAIDLA.W.——In some cases one-fifth the rate, in others one-tenth and in some
cases on-half; it depends upon the nature of the sprinkler protection or the hazard-
ous nature of the risk and the construction of the building.

Mr. Rem (Grenville).—What is the difference between the rate charged by the
mutuals in New England and your rates, that is on risks that the mutuals take?

Mr. Lamnaw.—The difference on the risk that the senior mutuals in New England
would accept and what we would ask would probably be three or four cents at the
outside.

Mr. Lamraw.—That is not correct.

Mr. ArMsTRONG.—Is it not the case that a number of large companies, such as
lumber companies, have applied for insurance in companies such as you represent,
and that they have been unable to obtain it?

Mr. Lamraw.—I do not know of any, but if there are such the amendment that
we suggest clearly provides that if there is not sufficient underwriting capital in the
country they are free to go outside.

Mr. ArMSTRONG.—Do you know that there are some in Ottawa that are in that
position?

Mr. Lamraw.—There may be, I do not know, but if there are any the amendment
we propose provides for it.

Now there is another question I would like to present to the committee and that
is in regard to the matter of advantages to the manufacturers themselves and to the
public generally in the placing of the insurance in the country. Our expenses in
doing business are frequently cavilled at and they say, ¢ Your expenses amount to 30
per cent of your income, that is unreasonable.” Sir, I can say in regard to that that
if it is unreasonable we can justify it so far that it is less by five per cent than any
other civilized country in the world, and it is more than five per cent less than in the
United States or Great Britain. Whatever the expenses may be, whether it is 25 or
40 per cent, all of that money that is paid out for expenses is distributed in this
country, every cent of it is paid out in Canada. About one-half of it is paid in com-
missions to agents and it is distributed among citizens of our country in the purchase
of clothing, boots and everything else manufactured by Canadians in Canada. The
other half is expended for office expenses and inspection expenses and is also spent
in Canada, and the companies also pay taxes here. Whereas for very $1,000 premium
that goes out of this country to the companies of United States and other countries
there is not one cent spent in Canada. Is it not a very fair proposition when we
come forward to the manufacturers and say to them, ¢ Buy goods made in Oan-ada;
buy insurance made in Canada, and have 30 per cent expended in doing that business
in Canada, rather than buy insurance made in the United States and have 30 per c.ent
expenses distributed in Philadelphia, New York or in England and other countries.”
I say it is unfair. '

Further than that, if they will insure here it will put us in a very much better
position to handle these large risks. We have, at very considerable expense, equipped
ourselves to handle these large risks by employing experienced men. We have three
inspectors in Montreal and three in Toronto, and we will have five or perhaps. ten
may be necessary if we had all the business. We will increase them as the bus%n'ess
increases. Many of the manufacturers have recognized the fairness of our position
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and are insuring with us, and I think we are insuring more than one half of the
anufacturers’ sprinkled risks in Canada to-day. It is our regret that a large number

~ of them do not take that stand apparently. In my own personal experience I know
of a case where for the matter of $25 or $50 a year, a manufacturer will place his

ntire insurance out of the country.

Mr. A. E. KemP.—As you increase your facilities you increase your insurance of

manufacturers’ risks in Canada?

Mr. Lamraw.—Yes, they are insuring more and more with us, and I want to point

put that we are in a position to deal with this class of insurance which the manufac-

turers advocate should be allowed to go out of the country.

- Mr. OwEN.—You are asking that the manufacturers shall insure in Canadian

companies, that they shall buy home-made goods manufactured in Canada. If I mis-

take not, you have on this morning a suit of clothes made from imported cloth.

Mr. LamLaw.—That may be, I do not know where the cloth was bought, but the
uit was made in Canada. If the cloth was not made in Canada it paid a duty to the
government. I am quite content, sir, to let the manufacturer insure out of the country
the government will put the same tax upon the insurance policies imported that
they do upon my clothing. If the government will tax the premiums of the companies
that come into Canada and take this insurance at 35 per cent of the premiums, all
vight, that is only fair.

- Mr. Kemp.—You want to tax them 100 per cent.

Mr. Lamraw.—No, I would not.

Mr. Laror—The underwriters name an arbitrary rate, if that is altogether too

ch what recourse has the insured?

Mr. LamrAw.—With one half of the companies in Canada not within the As-

sociation, and inasmuch as further than that there is competition amongst ourselves,

T do not think there is any fear. We are reasonable people, we comply with the law,

and I think there has never been a case where we have not dealt fairly with the public.

- Mr. LaLor.—I can give you one and a very striking instance.

Mr. Lamraw.—I will defy anyone to show an instance where the companies have

arranged things in Canada to hold up the insurer because the risk was a large one.

On the contrary, the policy of the companies has always been to give lower rates on

the larger risks.

Mr. LALor.—I am speaking of smaller risks.

Mr. LamLAw.—Then there is ample competition, there are sufficient companies

outside the Association to write up to $100,000 on any risk at all.

Mr. Brain.—You have made comparisons bettveen the rates of stock companies

‘and mutual companies; can you give us a comparison between the rates in the mutual

companies in the United States and the mutual companies in Canada?

- Mr. Lamraw.—The mutual companies in Canada do not attempt to handle the

same class of risks as the mutual companies that you refer to in the United States,

‘There are mutual compames in the United States, however, that operate along the

lines of the mutual companies in Canada. But the mutual companies that you have

0 mind, the New England mutuals, write only the highest class of mills and sprinkled

properties. The manufacturers will come forward probably. and with truth will say,

that the best rate I could get was 75 cents or $1.00 on my property, and so I went away
o the United States. I admit that probably that was quite true five years ago, but

it is not true to-day. Conditions are entirely changed as compared with five years

ago, and whereas it might have been a good argument then that the insurance com-

panies are askmg that the law be amended to prevent a man doing something which

the companies here cannot do, I say freely that we are now amply able to cope with

the situation, and I believe if the law was passed as we suggest that ample satisfac-

tion would be given to all the manufacturers in the country.

Mr. KemMP.—You admit it could not have been done five years ago?

Mr. Lamnaw.—Five years ago it was different. We had not the organization
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then that we have to-day, but we have the organization now and have had it for some
time. : :

Mr. Gervais.—Have you any statistics showing the rates you have charged on
what you call the sprinkler business for the last five years?

Mr. Lamraw.—I do not quite understand what you mean.

Mr. GErvAis.—You say the New England insurance companies are doing a similar
line of business with manufacturies which have been supplied with sprinklers.

Mr. LamnrAw.—Do you mean that you want me to tell you what is the average
rate?

Mr. GervAls.—What is the amount of the reduction in rates that you have been
making for the last five years in the case of factories supplied with sprinklers?

Mr. LamrAw.—We have made the greatest reduction.

Mr. GErvAls.—What do you mean by ‘greatest’?

Mr. Lamnaw.—There are reductions where the rate has been 2%, and it has been
reduced to 25 cents. Is that big enough reduction?

Mr. Gervals.—Have you any statistics to show it?

Mr. Lamnaw.—If you come into my office I can show you the individual risks.

Mr. LaLor.—There are no average rates applied to each risk?

Mr. Lamraw.—Each risk is treated on its merits.

Mr. Gervals.—Have you any statistics showing the amount of losses the Canadian
companies have suffered on factories equipped with the sprinkler system for the last
five years?

Mr. LamrAaw.—No.

Mr. Gervais.—Is it not a fact that in the factories which have been provided

with sprinklers and which have been burned down the insurance companies have not
lost more than ten per cent?

Mr. LamLAw.—It is more than that, I am sure.

Mr. GErvAls.—Have you any statistics on the point?

Mr. Lamraw.—I have no general statistics but I have my own statistics which
show the loss ratio has been very much greater than that.

Mr. Gervais.—Have you the statistics to show the loss ratio within such and
such dates?

Mr. Lamraw.—No, I have not.

Mr. PERLEY.—Let me ask a question. Supposing this Bill becomes law and if
a manufacturing concern in Canada has to have a million dollars insurance and I go
to the underwriters with it, and supposing the underwriters wanted to make them pay
twice as much as they had been paying previously in these outside companies, what
recourse would they have against that exorbitant rate?

Mr. Lamraw.—I don’t believe we would in the first place do any such thing.

Mr. Rem (Grenville).—That is not the question, supposing you did.

Hon. Mr. Fierping.—The manufacturer charges a higher price for the article
than it can be bought outside.

Mr. PerLEy.—There is no competition among underwriters.

Mr. Lamraw.—That is a great mistake. It is entirely a mistake to imagine that
the fire underwriters do anything to increase the rates. We have, as a matter of fact,
this year reduced the rates not only in Toronto, but in Winnipeg, Chatham, Wood-
stock, Hamilton, and we can show, sir, if you follow it up, no such case as you refer
to which indicates that we have deliberately held a man up and charged him
unreasonable rates. Furthermore I say that if we charge him a fair rate, the rate
that is charged all others in the same country, he has no ground for complaint. We
are evidently doing what you would compel the railway companies, the telephone
companies and the express companies to do. If we charge the same rate for the
same risk to all is not that the whole principle on which the present legislation for
the regulation of corporations is going? This is what we have done for years volun-
tarily through our association. We have rules in our association that our agents

i
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shall not divide their commission with the insured so that no man can get an advant-
age over the other.

Mr. PerLEY.—I was not suggestmg that the underwriting had not been quite
uniform in all cases. If I had a risk and I came to you and got your rate and I go
to another agent and I get exactly the same quotation, there is no competition
between them whatever. But supposmg that a manufacturer was asked to pay twice
as much as he has been paying, in your opinion would he have any recourse at all
other than in competition, what would he do?

Mr. Lamraw.—He would have the privilege of insuring with any of the fifty
companies that are not members of our association.

Mr. LaLor.—Are they mutuals or stock companies?

Mr, Lamraw.—They comply with the laws and some of them are very large.
There is one company that has recently entered Canada with a very large capital,
the St. Paul, they have not come into our association.

Mr. KEMP —Will they come in?

Mr. Lamraw.—We invited them to but they said they preferred not to join, that
is quite right, they are quite free not to join if they do not want to. We might say
we invited them to join, or made tentative proposals. We said we would let them come
in. But there is nothing to prevent any company that is in from withdrawing.

Mr, River.—But eventually they might all join the association?

Mr. Laipraw.—The whole trend of the association is to deal fairly, and the
record shows that they have dealt fairly, and where the risk is a good one they are
all eager to get it.

The CHAIRMAN.—What was the object of forming the Underwriters’ Association ?

Mr, LamrAw.—It was to equalize, to make equitable rates and to make regula-
tions to prevent improper practices. Before it was simply a condition where a man
who had a large risk to place, and who could bring special pressure to bear would
get a low rate at the expense of the general policyholders of the com-
pany. If the rates were too high we would have made a great deal of money which
we have not; whereas on the other hand the companies who have charged a loweri
rate than that we thought was fair have lost ‘a lot of their capital.

The CHAIRMAN.—Do you co-operate with the municipalities to have a standard
method of fire protection ?

Mr. Lamiaw.—We have a standard, yes. We maintain an efficient hydraulic
engineer who goes from town to town, inspects the watierworks and reports upon
them. I may say that in the United States, President Roosevelt, following the con-
flagrations of Baltimore and San Francisco appointed a commission of eminent
engineers for the government staff and invited the co-operation of leading fire
insurance engineers to make reports upon the towns and cities in the United States,
such as we have been giving to the public for years at our own expense. Further
than that we have maintained a system of electrical inspection, we have a man
travelling about the country trying to keep the electrical installations up to the point,
no matter whether the individual is insured with us or not—they are all treated
alike. There is no public body in Canada that has done more or is doing more in
the public interest and the conversation of property in Canada than we are doing
to-day. We are doing everything we can to induce people to adopt proper regulations
to prevent fire loss. If you allow in the city of Ottawa a planing mill to be estab-
lished in the congested business centre of the city, you not only increase the risk on
the mill property itself but on all the adjoining property, and so we induce the cities
and towns to fix fire limits to keep such out. When the sprinkler system is put in
it not only brings down the insurance rate on that property, but on the neighbouring
property also. If you confine it to Ontario alone I will guarantee that the rate
of fire insurance in Ontario to-day is fifty per cent less than it was ten years ago.

Mr. HanceE J. LocaN.—There are a large number of firms and corporations
represented here today, and knowing the very limited amount of time that must
195—2
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be given to the consideration of this matter these business men and manufacturers
have asked the following gentlemen to represent to this Committee their views: Mr.
George S. Cains, representing the Montreal Board of Trade; Mr. T. A. Russe]]
Mr. A. E. Kemp, Mr. George Caverhill and Mr. Geoffrion, K.C., and myself.
The firms which are represented here today are: The E. B. Eddy Company,
Laing Packing Company, Starke-Seybold Limited, L. Gnaedinger Son & Company,
Dominion Textile Co., Montreal Board of Trade, Henry Morgan & Co., Limited,
Belding Paul Co. Ltd., Caverhill Learmont Co., Montreal Rolling Mills Co., Canada
Cycle & Motor Co. Ltd., Massey, Harris & Co., Standard Silver Co., John McPherson
Co., Montreal Cotton Company, Gutta Percha & Rubber Mfg. Co., Hodgson, Surmer
& Co., Ltd., Dominion Bridge Company Ltd., Mark Fisher Sons & Co., P. P. Martin
& Co., The Wire & Cable Co., Canada Consolidated Rubber Co. Ltd., Frost & Wood
Co. Ltd., Gunn, Langlois & Co., The Hamilton Steel & Iron Co., Canadian Office &
School Furniture Co., Maritime Coal, Railway & Power Company, and the Meriden
Britannia Co.

I have had enough experience in this Committee and other committees of this
House to know that you appreciate brevity and I shall ask the other gentlemen who
are going to speak after me to be brief, and will set them a good example myself.
Mr. Morrisey has spoken very eloquently, but sometimes a little harshly, I think,
in reference to the Manufacturers’ Association and to the Board of Trade of Mont-
real. The corns of these gentlemen must have been heavily trodden upon before
they would make such a reference as they have to the United States companies. If
you take the conditions as they exist today, as they are given to me that there is
between $90,000,000 and $100,000,000 of insurance placed in companies which are
not registered in Canada. The question has arisen: can the companies registered
in Canada take care of the business. I can give you a good deal of authority on that
point, but I will only give you the authority of Mr. Morrisey himself who last year

" when appearing before this Committee, made the statement, as recorded on page 192
of the report of this Committee:
“If you ask me if there is any nsk in Canada that could not be protected
by the licensed companies, I would have to say that I doubt very much if they
could take care of all the business.’

That is the admission of Mr. Morrisey himself made before this committee
last year. I submit, Mr. Chairman, that there has been no addition to the facilities
for insurance, to amount to anything, during the past twelve months. Now, Mr.
Morrisey comes before the committee to-day, representing the Fire Underwriters,
and we would almost imagine from his remarks that this was a W.C.T.U. association,
and was one of the most innocent bodies in the world. I do not want to make an
attack upon the association except to say that it is probably one of the most vicious
combines in Canada. If anybody doubts that it is a combine I would like him to
read this little bible of theirs, the Toronto Committee Rules of the Underwriters’
Association, or to read the reports in the press of the fines they have imposed upon
their members who have dared to give a better rate than these men, sitting around
a round table; have decided shall be paid. If a man desires to place insurance with
any particular company why should not that man be allowed to buy the insurance
wherever he likes? Why should the combine, because this is a combine, say, that
you must not go out of Canada? Why should the law say that you must not go out
of Canada, if my friends of the association cannot insure it in Canada, and Mr.
Morrisey admits that they cannot take care of it? Then what are you going to do
about it. The facts of the matter are that the larger insurers of this country, I
represent two or three concerns, are protesting in the strongest way against this legis-
lation, which means in many cases, almost the paralysis of their business. It is all
very fine for the insurance men to laugh, but if you have to pay, where men are
placing one or two million dollars of insurance, in certain cases have been asked to
pay 500 per cent more than the same insurance could be written by the New England
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companies, it will mean ruin, if the profits are very small. Take the woollen industry
for instance, and we all know that the profits of that business are almost of an
infinitesimal character. I speak of one woollen industry, and I tell you that if the
rates were increased to the rates laid down by the Canadian Fire Underwriters’
Association that the company would be going behind and probably would be forced
into liquidation. This is a very serious matter to every man owning property in
Canada who desires to get insurance wherever he can get it the cheapest. My
friends are not satisfied with the Bill as it stands, but they propose to put in the
Bill a proviso that no man shall insure property in Canada except with these precious
companies which, after all, are in most cases not Canadian companies. There are
very few Canadian companies, and they are not large. It is nearly all foreign capital
in licensed companies doing business in Canada. But my friend, Mr. Morrisey,
suggests an amendment, and he says what these people should do—if the manufac-
turer cannot get his insurance in Canada, then he may have the right to go outside
and subsequently file an affidavit with the department. Let us see where that manu-
facturer or merchant would be. If he desired insurance he would have to go in the
first place to every insurance company in Canada, he would have to go around beg-
ging for insurance from every insurance company in the Dominion before he would
be prepared to state that he could not secure the insurance in Canada; then he can
go abroad. But what would be the result? What would Lloyds say to him if he
went to them? They would say, ¢ You come here after you have tried every Cana-
dian company; we think there must be something wrong with that risk or some of
the Canadian companies would have taken it.” They would look upon the risk with
suspicion.

Mr. Nespirr.—Did you ever try to place insurance with Lloyds?

Mr. LocaNn.—No, I have not.

Mr. NesBrrr.—You should not say that then if you have not.

Mr. LogaN.—There are others who have.

Mr. NesBirr.—That is not what they will say at all.

Mr. Locan.—My friend Mr. Nesbitt must consider what they are going to say
if the law is amended as has been proposed. I am speaking of what they would say
if the new law was on the statute book.

Mr. NesBrrr.—I am talking about what they would say under existing conditions.

Mr. LocaN.—I am talking about what they would say if this law should be put
in the statute book.. It would be almost as difficult under those circumstances for
a man to get insurance on his property abroad as it would be to get an Act through
parliament. An objection that I have to make against the filing of an affidavit is
that it discloses a man’s private business. We simply ask the privilege of getting
insurance where it can be got on the most advantageous terms. It is no use Mr.
Morrisey and his associates trying ‘to convince this committee of business men that
the Underwriters’ Association is for the general advantage of the insurers of Canada,
because you know as well as I do that there are very, very many cases where they
did get a hold and they exercised it not in a very mild degree. I know of a concern
in my own constituency, a very large firm, the largest concern in the constituency
which was at one time absolutely living without insurance—the most hazardous con-
dition they could possibly be in—and why? Because they could not get a decent
rate, what they considered a rate low enough from the Canadian companies, and they
had to go abroad. They went abroad and there they secured that rate which they
thought was fair and they have that insurance placed abroad today, unless the Cana-
dian companies have come down to their rates. I submit that if you pass this law
you make a man depend absolutely upon the Canadian companies which it has been
admitted today by their chief executive officer are unable to handle the insurance
business of the country. Not only you cannot get here the insurance, but what you
do get you are going to get from the combines. Parliament should allow a man to
go abroad and secure his insurance where he pleases. There should be some protec-
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tion te the small policyholder; do not let that man who does not know as much as
the kings of the trade to get that insurance that will be disastrous to him; I donot deny
that there should be some safeguards thrown around foreign insurance. I would
suggest that every policy of insurance got from an unlicensed company should have
stamped across the face of the policy the fact that that company has not any assets
in Canada. The principle that a man should be allowed to get insurance where he
pleases is one that should be recognized, and you must only regulate that by the
protection that I suggest. There should be freedom to insure anywhere you please,
and, secondly, there should be some protection thrown around the man who does not
know these foreign companies in order to show him exactly in what class of company
he is insuring. I started out by saying that I would not occupy the attention of
the committee for any length of time and I will now give way to the other gentlemen
who are with me. Mr. George S. Cains of Greenshields & Company, one of the
largest drygoods concerns in Canada, will address you and he will be followed by Mr.
T. A. Raussell, Mr. A. E. Kemp, and Mr. Geoffrion, K.C.

Mr. Lamraw.—Are you advocating free trade in this matter?

Mr. Locan.—No, I am not a free trader, but when I find that protection causes
a combine I say, ¢ Let us have free trade.

Mr. Lamraw.—May I ask the name of the woollen mills you referred to where
the companies asked 500 per cent?

Mr. LogaN.—500 per eent more than they got it for—it was not a woollen mill.

Mr. George S. Camns.—I am asked by the deputation of the Board of Trade of
Montreal to present this resolution. It has been referred to somewhat by one of the
speakers. However, I will read it, it is very brief. It is a resolution adopted by the
Council of the Montreal Board of Trade on the 29th of March, 1909, as follows:

¢ Whereas sectoion 71 of Bill 97, ¢ An Aect respecting insurance’ now before
parliament will have the effect of creating a monopoly and combine of the fire
insurance business of Canada.’

In reference to this I think the regulations of the Underwriters’ Association
that I hold in my hand here will prove that contention:

¢ And then only in strict conformity with the tariff rates and regulations.’

That is that no policy must be issued by any underwriter, only if he gets the
rate they ask. That is why we object strongly to leave it in the hands of any com-
pany to say what rates we will pay. Human nature, I suppose, is the same all over;
if they can get $2 they are not going to take $1 for it. The resolution continues:
tinues:

¢ Whereas it is admitted even by the Fire Underwriters’ Association that
companies licensed in Canada cannot handle the total fire insurance business
of the country.’

I have a letter here from our own company, giving the dates, which I will read
to the committee in reference to the time we had to re-insure. Starting in 1900 we
had to place over $100,000 in mutuals in the United States because the companies
could not take the amount here. As late as last October we had to place a small
amount abroad not because it was a case of rate, but because the underwriters could
not write that amount, notwithstanding that they class our risk as the best, an
absolutely fireproof building, and complying with all their requirements (letter filed
as follows) :
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’ MonTREAL, Mareh 29, 1909.
T.he Chaimn, 4
Insurance Committee,
Board of Trade,
Montreal.
DEAR SIR:
Re Fire Insurande.

In 1900, a new building erected for us, corner of Victoria Square and Craig
street, was completed. Tt is a fireproof building, equipped throughout with sprinklers,
and is in every way a first-class risk. The insurance companies quoting us their rates
insisted upon an 80 per cent co-insurance clause, but in 1902 they were unable to give
us the 80 per cent that they themselves asked for, and as a consequence we were forced
to place the balance outside of Canada. Several times since that date we have been
compelled to increase the amount thus carried, in order to fulfil the requirements
imposed upon us by the line companies.

Since the arrangements were made in 1900, we have added a large extra ware-
house on Craig street, adjoining our buildings, of similar fireproof construction, and
equipped with a sprinkler system and with a tank. This building also meets thh all
the requirements of the fire underwriters.

About a year ago we were again obliged to increase our outside insurance, as
on occupying our new building, the insurance companies required a 90 per cent co-
insurance clause as a condition of their policies. So far as we know at the present
time, among all the companies licensed to do business in Canada, and represented
in Montreal, we can only get between fifty (50 per cent) and sixty (60 per cent)
of the amount we require.

As insurance is an absolute necessity in conducting any business, we trust that
nothing will be done to interfere with the liberty that people who are in business
should have in placing their fire insurance where they think most advisable.

Yours truly,

GREENSHIELDS LIMITED,
(Sgd.) E. B. Greenshields, President.

Mr. Chairman, I will now proceed with the resolution, which continues:

¢ Whereas the assured should have the right to purchase insurance in the
cheapest market, therefore resolved that the Council of the Montreal Board of
Trade places itself on record as strongly opposing the provisions of the above
mentioned section No. 71, and argues that nothing shall be incorporated in the
new insurance Act which will restrict freedom in obtaining insurance, or pre-
vent the placing of such insurance outside of Canada either directly or through
brokers resident in Canada.’

Certified a true copy,

(Sgd.) GEORGE HADRILL,
Secretary.

I have also a telegram from the Dry Goods Association of Montreal as follows:
‘Dry Goods Association unanimously endorse resolutions of Board of Trade
protesting against section 71 of Insurance Act. One or more representatives
leaving for Ottawa to-night.
(Sgd.) J. STANLEY COOK’

I also have a similar resolution to that of the Montreal Board of Trade, which
it is not necessary to read, signed by the C. P. R. I do not think it necessary to
take up the time of this committee further than to say in conclusion that one of the
strongest points affecting us as merchants is that before we can go outside, if this
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section passes we will have to go to the underwriters here and say: We want half
a million insurance, or a million as the case may be—we carry considerably over
a million. They will say to us: ‘Gentlemen, we can only take a half a million.
Then we have to go to the Government Inspector, or the man appointed for the pur-
pose and say to him: ‘ We have exhausted all our means with the line companies—

Hon. Mr. Fierpine.—Y ou are speaking now of the proposed amendment, of course.

Mr. Camns.—Yes, sir.  And I might say that we would like to be the judge of the
line companies with which we do business. There are some of the companies that we
might consider perfectly suitable for taking a large risk. We are in a position to-
day of having nearly 50 per cent of our insurance in the United States because we
could not get it in Canada.

M. Buain.—Might I ask, are the rates higher on the insurance that you have in
the United States than what you have in Canada?

Mr. Cains,—Well the mutuals would give, I would say, to put it very mildly, in
some cases one third, very much less than what we pay to the line companies. But
furthermore I might say, in justice to ourselves, we were compelled by the line com-
panies to go over to the United States. We did not go there voluntarily. There was
just one other point I would like to make. Some years ago—this is to show you how
important it is to have insurance placed quickly—on a Saturday morning, as usual
when we make up for the week, we found that we were in a deficit, $100,000 short.
We telephoned our agents, and of course it was lucky we did. That night there was
a very large and destructive fire and we had a loss of $100,000. If we could not have
placed that insurance within almost a minute’s notice, because it was after business
hours, after one o’clock on Saturday-

M'r. MorrISEY.—Was that the fire of '98?

Mr. Cains.—Yes, it was the big fire—if we could not have placed that insurance
at a minutes notice we would not have had time to place it with the outside companies.

Mr. Lewis.—It was not all placed with outside companies?

Mr. Camns.—No, I merely pointed out that when we have a limited amount of
time if we were hampered by your amendment it would be impossible to have secured
the insurance as we did in this case.

Mr. Orry.—Mr. Chairman and Gentlemen,—I will begin by saying what all other
speakers have said, that I will be very brief, and I hope I will keep a little closer to
my text than some of them have. I know that this committee must be pretty well
tired of this discussion of insurance matters, and what has been said from the point
of view of the underwriters has been so well and forcibly said by the chairman of
the C. F. U. A. that I do not intend at all to cover the ground that he had taken.
But I wish to draw the attention of this committee to just one phase of the subject.
I wish to emphasize that it is a mistaken assumption on the part of the Manufac-
turer’s Association to say or to suppose that the insurance companies want an insur-
ance 'Act at all. We do not care about the Insurance Act, we do not ask for it, we
do not want it. The Insurance Act has been passed by parliament for the protection
of the publie, that is what it has been passed for, and for no other purpose. Not
only in Canada but in every country of the world where they have an Insurance'Act,
or where there is insurance legislation, it has been enacted to 'protect the public.
Now then, what do we say? All we say 'to you is: ¢ There is your law, see that every-
body observes the law. That is, I do not pretend, I am not going to be led aside
into a discussion of free trade or protection, it does not seem to me that is a question
altogether germane 'to the subject. But if it is to be considered I would urge that
the insurance people have just about the same right to protection as the manufac-
turers, we all pay taxes and we all help to build up the country. Talk about pro-
hibition. You prohibit them coming into the country to get insurance or to make
any contracts. ‘Does parliament do anything of the kind in the Bill that the gov-
ernment has submitted? Do they say to anybody you cannot make a contract in
London? Why, the government is not so absurd as to put such a thing as that in
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its Bill; and if it did put it in the Bill, and if it was passed you could not enforce
it. These people, however, may go from Jerusalem to Jericho and may put all the
insurance they like outside of Canada, but if they come into Canada let that con-
tract be made in accordance with the laws of Canada. That is all we say. You say
these people cannot come into Canada to do business—they cannot come into Canada
unless they obey the laws of the country. We do not ask any favours or ask the
government to give us protection, all that we ask is, give us a fair field and no
favour; that is all we want. We are quite satisfied if you repeal that Insurance Act
to-morrow, that the companies are more than able to hold their own. We go a little
further and we say that after you have passed the Insurance Bill in the interests of
the public why do you insist upon the strong companies, the companies against which
the public needs no protection, why do you insist upon us obeyingthe law? We say make
the other companies, some of whom may be good and some bad, also obey the law.
No mortal man can tell what the other companies are, whether good or bad, there
are no returns made in Canada with respect to these companies, who can tell about
those companies in what position they are? Some may be good, some bad, and some
may be worse than bad, they may be no good at all; we do not know anything about
them, but we know that the insurance law has not been complied with by them, and
nobody can tell anything about them. Is it a fair, just or reasonable proposition?
And I will put it to the committee in that way; you pass an act in the interests of
the public, not in the interests of the insurance companies, we do not ask for the Act,
we do not want you to put it on the statute book, but you are doing it in the
interests of the public. Why then should you tie us down and compel us to observe
all the regulations and restrictions, and leave the field open to the company that
flaunts parliament and snaps its fingers in the face of your Act and does not pretend
to obey or regard the law in any way at all.

Mr. T. A. RusseLn.—Mr. Chairman and gentlemen of the committee: I have not
come forward to make any attack upon the Canadian Fire Underwriters’ Association,
but to give a simple statement of the attitude of the manufacturer who for several
years past has felt that in his own interests. and in the interests of his business he
was compelled to go to the New England mutual fire insurance companies for pro-
tection. We have been accused of disloyalty, and of inconsistency, because we ask
that Canadians should buy goods made in Canada, and we have not been willing to buy
the commodity of insurance made in Canada. Now, gentlemen, the insurance men
know that is not a fair statement of the case. The very existence of the mutual fire
insurance companies is due to the mistaken notion on the part of the stock companies,
a mistaken notion which the stock companies of to-day recognize and regret. Their
policy to-day is gradually shaping to a very different one from what it was for the
past generation, when so many of us have been compelled to go to the mutual fire
insurance companies of the United States for protection. When I left my position
as secretary of the Manufacturers’ Association, in which I advocated the purchase of
goods made in Canada, I found that our company was insured in the New England
mutual companies. I said, ‘Tt does not seem right, and I asked that a rate should
be given by the Canadian companies. After a little figuring it was intimated that
perhaps T might get a rate of about fifty cents. Gentlemen, our insurance was costing
us then about seven cents, and it has continued to cost us about seven cents, or adding
interest on the total premium would bring it to about ten or eleven cents. Now, that
was the difference. Have I ever been approached since? Not until within the last
few days after this agitation to put this clause in the Act began. I have been asked
would a proposition of twenty cents, or double what it costs us at present, be con-
sidered. So you see when this is the case it is not fair to say that the manufacturers
of this country have been disloyal to the insurance companies of Canada. Now that
is the frank statement of the case.

The mutual insurance companies originated because the stock companies absolutely
failed to recognize the proper principles of insurance and to differentiate their rates
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according to protection. Seventy-five years ago the New England mutual companies
started because one of the manufacturers made many 1mp;rovements in his risk and
asked the companies to give him a lower rate in consequence. But they refused.
He got several other manufacturers interested and they started an association not to
pay losses, but to study fire prevention, they got together a group and they said, ‘ We
will inspect each other’s risks, but let each man pay a share of the loss if a loss is in-
curred. They were successful in their operations and the combination resulted in an
organization which represents $2,000,000,000 of insurance. They have an organization
with an engineering staff to study fire inspection; they have a staff of thirty inspectors
who come around at regular intervals and inspect our risks, and there is not one of
us in the New England companies to-day who would not pay all the premiums that we
do pay for the inspection alone and altogether outside of the insurance. We are told
that we are asking protection to our own goods, and are refusing it on our insurance.
When I used to come to the Finance Minister to ask for protection, he would im-
mediately enquire, ¢ Are these goods made in Canada in sufficient quantities to meet
the demand?’ If they were not, I did not get much encouragement from him. Now,
gentlemen, we have not yet reached that stage that we can carry on insurance as they
do in the United States mutuals. We are reaching it, and I will be glad when our
companies do reach it.

The CHAIRMAN.—Are you willing to help to reach it, Mr. Russell?

Mr. RusserL.—We are willing to help. If the fire insurance companies of Canada
will name a rate of 15 or 20 cents, I submit they do not require an Act of Parliament
to get the manufacturers of Canada to accept it.

Hon. Mr. FreLping.—You may apply that to the general argument of protection,
that if you name reasonable prices you would not need any protection, and you would
not expect it.

Mr. RusseLL.—That is not quite the case. If I am not satisfied with the tinware
that Mr. Kemp is willing to sell me I can import from Germany; but I do not have to
say to the German manufacturer, ¢ You have to put up a deposit of $100,000 before you
can do business here, and open a branch office.

Hon. Mr. FieLping.—But you pay duty.

Mr. RusseLn.—Yes, I also pay duty.

Hon. Mr. Fierping.—That is all we want.

Mr. RusseLr.—No, I submit it is not, if the proposition was that those of us who
thought we should go out of Canada for insurance, were asked to pay some percentage
on the premiums. I do not know what objection our manufacturers would raise. But
that is not our proposition. You say, ¢ You must open a branch office here and you must
deposit money.” Suppose I was not satisfied with the goods that some manufacturers
sold at the price, and I purchase from another manufacturer outside. I would under
such a system have to persuade that man, under this Act, not only to sell me the goods
and to pay a little duty on them, but to establish a branch in Canada, and to put up
a deposit.

Hon. Mr. FieLping.—Have you any idea of the amount of insurance of this class
that is placed outside of Canada? I am commencing to think of the revenue that
might be obtained with 85 per cent on the premium; have you any idea of the gross
premiums paid?

Mr. RusseLL.—No, I have not. The companies with which I insure make a
charge of three-quarters of one per cent and our rebate for a term of ten years has
averaged 913 per cent, so that our insurance has cost us a little less than 7 cents plus
the interest of about 67% cents, which brings the rate up to about 10 cents. You would
think from the discussion of this Act that all sorts of companies are free to come to
Canada and do an insurance business, and that we are asking for it. That is not the
situation. The mutual insurance companies are under the present Act not allowed to
come into Canada and write a policy, or solicit business. All that they are able to do
is to come into Canada to inspect our property and to adjust losses. That has been
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the situation in the past and that is the situation to-day, but this Bill says that a man
shall not come in to inspect the property or to adjust the losses. Those of us who are
insured in the New England companies do not ask that it be thrown open for these
companies to come in and solicit business, but we need their inspection. The under-
writers say that they are working out a system of inspection, and as that system proves
satisfactory they will get more and more of the business. Mr. Laidlaw says they are
already getting it. If they are willing to offer a 15 cent rate to protected standard
risks T think they can get the insurance. But the clause which you are putting upon
the statute book of the country says that no man can place any insurance outside of
Canada, or at least he cannot have it inspected This means that when he goes out of
Canada he has to go to some company that is willing to take it without being able to
inspect it, or without being able, in the case of loss, to send a man in to adjust the
claim. But Mr. Laidlaw says, if you cannot get the insurance in Canada, file an
affidavit with the Insurance Department, and then you can go out and get it. That
would be a fair and reasonable provision if there was any reasonably decent method
to decide whether you could get it in Canada or not. It may be possible but at a pre-
mium of unreasonable percentage, say 10 per cent. There is no competition in Canada,
because the companies outside of the Underwriters’ Association are not in competition
when it comes to considering large risks; they are not able to begin to handle them.
They offer a 15 cents rate, or Mr. Laidlaw says, three or four cents higher than the New
England mutuals. If they can do that, if they can guarantee us a rate at two or three
cents higher than we can get it outside, at 5 or 10 per cent higher than other reputable
companies outside will give it, we would give it, we would not object. But to leave
this whole field arbitrarily in the hands of a single body will place the industries of
this country in such a position that they have to depend upon what one body of men
say they shall pay, with no appeal from that decision. Failing a fair adjustment
of rates with the Fire Underwriters’ Association the manufacturers will have to go
outside of Canada and place it under conditions which forbid the companies sending in
a man to see what kind of risk it is they are asked to take or in case of a loss to send
in a man to adjust it.

Mr. Hucaes (Vietoria).—Do the New England companies take insurance in the
United States at a lower rate than in Canada?

Mr. RussELL.—No, sir.

Mr. LaLor.—Do the New England companies carry anything but first class risks?

Mr. RusserLL.—No, they have to be sprinkler risks.

Mr. Laror.—And standard construction buildings?

Mr. RusseLL.—Yes, although they do not insist on the latest types of mill con-
struction they insist upon reasonable requirements and a sprinkler system.

Mr. HugaES.—Will you please tell me how you know that their rates in New:
England are the same as the rates in Canada, risk for risk?

Myr, RusseLL.—Simply from conversations that I have had with the president and
vice-president of the company who carry our risks.

The CaAIRMAN.—What is the financial standing of the New England mutuals?

Mr. RusseLL.—They run on this simple basis that they do not do business for profit;
they only insure at what it costs; the amount of insurance carried by one of these
companies in the United States runs from $100,000,000 to $200,000,000 upon which
they collect say one per cent. That gives $1,000,000 to $2,000,000 in hand, and the
company carries that in hand all the time. At the end of each month they have an
adjustment; they take the expenses, which generally run about one-twentieth of one
per cent, and the fire losses which have run about the same, and that makes about one
tenth of one per cent, and 90 per cent is returned to the manufacturers. I am not
pleading for the stock companies who come into this country and make money out of it,
but these New England companies are not anything like those; they are composed of
men such as we are, men like the Kemp Manufacturmg Company, the Massey-Harris
Company and others, and they study fire prevention and employ a staff for inspection
and adjustment of losses.
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Mr. LaLor.—The insured runs a part of the risk all the time himself, it is hardly
fair therefore to ask the stock companies to give the same rates as the mutuals?

Mr. RusseL.—No. :

Hon. Mr. FieLpine.—What has been the experience with regard to the mutual
companies, in the case of a great fire, have they always been able to respond to the
demands made on them ?

Mr. RusseLL.—Yes, you see there are roughly speaking twenty companies and (1

they have always on hand from $1,000,000 to $2,000,000 in each company.

Hon. Mr. FieLoing.—They have always been able to meet their obligations?

Mr. RusseLL.—Yes, and during the whole of their history they have always been
able to settle losses without lawsuits. The time will come when the companies in
‘Canada will be able to handle the insurance required in the Dominion, and if there is
anything we can do to help towards the attainment of that position we will do it. But
at the present time we cannot get the insurance in Canada that we require, and we
cannot get insurance at one half the rate at which we get it in the mutuals.

The CuARMAN.—The New England mutual companies have practically no paid-up
‘capital ¢ '

Mr. RusseLL.—No paid-up capital, and they pay no dividends to stockholders, and
no commission to anybody for the risks they get. They are simply a body of manu-
facturers who band together for mutual protection.

Mr. J. T. GyaEDINGER.—The table of available assets for 1908 show that the New
England mutuals have a capital of $39,000,000.

Mr. RusseLL.—That is simply the premiums in hand.

Mr. PerLEY.—Have you a reserve fund at all?

Mr. RusseLn.—Three or four of the companies have. It came about in some way
back twenty-five years, or longer, at the time of the war when there was some shuffle
about gold and the insurance companies had a quantity of it at that time which they
disposed of advantageously, and they have retained it as a reserve, but it does not
amount to anything. It is not a part of their principle, it is outside of that principle
upon which the New England mutual companies are operated. Each one of them
returns to the manufacturers each [year all that was not required to pay the losses
and the expenses of administration.

Mr. NesBrrT.—Mr. Lalor asked you if you insured anything but standard sprinkler
risks, and you said that they did not necessarily have to be standard, so long as they
were fitted up in accordance with the instructions of the inspector. If they are not
standard do the New England mutuals charge a higher rate?

Mr. RusseLL.—There are variations in the rate, as I understand it there is a
basis, and the rate varies from about 70 cents to a dollar, and the dividend applied
against that.

Mr. NesBrrr.—That is in proportion ?

Mr. RusseLL.—In proportion.

Mr. GyaepINGER.—Do the New England companies go into the congested part of
Montreal and write a $25,000 or $50,000 risk?

Mr. RusseLL.—No, I think not.

Mr, GNAEDINGER.—Then they do not carry the burden of the liability of the country
on their shoulders?

Mr. RusseLL.—No.

Mr. Rem (Grenville).—At the time of that fire in Toronto, Kilgour Bros. were
insured in the New England mutuals and that was in the congested district.

Mr. W. K. GeorGE—My factory is an old factory, not of standard construction,
and in a congested part of the city of Toronto, and it is insured in the New England
mutuals. I might also say in reference to the question of protection that I believe as
Mr. Russell believes, and I tried to keep this business at home. I offered the Toronto
underwriters fifty per cent advance on the rate at which I could get it in the United
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States rather than let it go to the United States, and I had to go out of Canada to
get it.

Mr. Rem (Grenville).—Mr. Kilgour told me that he had $100,000 insurance in
the New England mutuals at the time of the great fire in Toronto, and that it was
the first loss paid. It was paid within a few days after the fire and the risk was
located right in the central part of the city.

Mr. A. E. Kemp.—Mr. Russell and I are here representing a class of insurance
known as the New England Factory Mutuals, we are not here representing other classes
" of insurance which is done outside of the country, and which I take it the underwriters
are making complaint about. Those of us who are partially or altogether insured in
the New England mutuals are rather startled, because when this matter was introduced
a year ago, I then had the honour of being a member of the Banking and Commerce
Committee, and it did not seem to me from the very cool reception which this proposi-
tion got that it would not become law and that no more attention need be paid to it.
But to our surprise within the last few days it has been drawn to our attention that
the amendment as indicated by subsection (¢) of section 71 is of a character which des-
troys the insurance which we have, in this sense, that we cannot in the future con-
tinue to do our business in the way in which we have done in the past. The New Eng-
land mutuals, to which Mr. Russell has referred, are carrying in this country upwards
of $100,000,000 of insurance. If this section becomes law that insurance cannot be
carried with the mutuals which are a very conservative body of people who have
never gone out of the States of Rhode Island and Massachussetts to do business, then
we will be unable to do any business with them whatever, because we are informed
that they will not deviate from the rule which they have adopted. in the past of not
opening up branch offices in other places outside these states. They have taught the
people of the United States and of this country how to prevent conflagration, and if
there are risks in this country which are sprinkled, which are standard risks, and which
the underwriters are willing to accept, it is because of the educative work which has
been carried on by the manufacturers on the one hand and by the New England mutu-
als on the other. It has been admitted by Mr. Laidlaw that within the last five years
the stock companies have so improved their facilities—I think he might have made
that term a little shorter, but at any rate we will take him at his word—that they are
ready to handle the business. There are a great many of us who had to go outside of
the country in order to get insurance, before there was any attempt on the part of the
stock companies represented by the Underwriters to give insurance on large manufac-
turing plants. The firm with which I am connected having received a letter from one
of these companies stating that we were manufacturers of a character which they
could not insure, and were forced to go outside the country for insurance. It is a
fact, as admitted, that this class of insurance is growing with the stock companies, and
it is going to grow. A concern with which T am connected is insu#zd partly in the
New England mutuals, but a new branch was established some time ago equipped to
the standard required and it is insured in the stock companies. The New England
mutuals competed for this, but we preferred to give it to the stock companies in Canada
because of the facilities which they recently afforded. It has been attempted here to-
day to show that if outside insurance was prohibited, these stock companies could take
care of all of it. The amendment proposed is similar to the one proposed last year.
Senator Jones, when this matter came up, then said in answer to Mr. Morrisey :—

You would place a man in this position, he would have to exhaust every effort in
Canada to get all the insurance he could upon his plant without reference to what the
price might be, although not necessarily as to that. There might be some limit placed
by the government but they would probably hardly like to arbitrate between you and me
as to what I should pay you for insurance. But presuming they did and I paid all you
asked. Then I took the balance of my insurance, say to an insurance company in
London or New York or elsewhere and said, ‘ Now, gentleman, I want a million dollars
of insurance more than anybody in Canada can give me. I have given the companies
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there all that they can take, and I want you to take the balance from me. What will
you do it for me for?” Is any business man going to be put in that position?

Mr. Morrisey.—What was the answer to that?

Mr. KemP.—Your answer was this, Mr. Morrisey: ‘I do not see what different
position that would be placing a business man in than if he went to his underwriter,
or body of underwriters’ in London and said: ¢ Instead of placing all that I can place in
Canada I have the whole of it to place in New York or in London,” except that he
occupies a competitive position in one case and he does not in the other.”

This it appears is an admission by the stock companies that they cannot handle
the business. Then the discussion went on. I will not take up the time of the com-
mittee by reading any further. Now there is a very peculiar proposition suggested
here, that after a man has secured all he can he is to make certain reports to the
Superintendent of Insurance that he is not able to get the insurance in Canada that
he requires. All T ask the underwriters to do is to continue increasing their facilities
as they are doing and they will get more and more of the business and they ought to
be satisfied with the increase of business which they say they are satisfied they will
get, based on the progress they have made during the last four or five years, they will
in the near future get all the business they care to handle.

There are three kinds of risks, to my mind, in connection with insurance; there is
the kind of risk where a man sets fire to his own property for the purpose of making
money. There is the kind of risk where a man does not set fire to it, but does what
is equally as bad, he does not take the necessary precautions after he has insured his
place, and knows it is liable to burn and could prevent it, but does not take necessary
precautions; he is almost as great a criminal as the man I have named first. Then
there is the third class, representing the hundreds of mills and factories insured in
the New England mutuals, the class of insurance where the proprietors cannot afford
to burn up. A manufacturer cannot afford to have a fire if he has an expensive plant,
because if his plant is destroyed he loses his business and his connection, he cannot
get started again in a year, whereas the merchant is in a different position altogether,
he can go out and buy a new stock and be in business again within a month or a short
time. It is in connection with this third class of insurance that I want you to con-
sider what our real position is. It has been the policy and the whole principle of the
New England mutual companies, and they have rendered a great service to this
country, to study how to prevent conflagrations. Just think of the tremendous loss
by fires—$215,000,000 per year in the United States, equal to $2.30 per capita in that
great country, and the same conditions naturally apply to Canada. On the European
continent the per capita loss by fire is about 33 cents per head instead of $2.30. In
a few months in Boston last year the fire loss amounted to $5,000,000 and in the city of
Rome, Italy, the loss was $50,000 in the whole year. In Great Britain the fire loss
was $3,785,000 in 1907, and in Canada it was $8,445,041 in the same year. Those of
us who have gone to the expense, who have set the example to everyone in this country
under the instruction and under the direction of these companies by improving our
risks have brought about a better condition of affairs in this country. We are willing
to insure in this country, and we recognize the argument put forward by the various
underwriters to-day, I am not going to make any reflection on the underwriters.
Personally they are just as good as anyone else, and perhaps better, for all I know, but
I do not think their methods are of a character to have inspired confidence that if
this: $100,000,000 of insurance were thrown upon this market, we would get fair treat-
ment. I will make that appeal to the government and say that we do not desire to
be brought within the conflagration zone, so to speak, or the class of insurance repre-
senting these great losses.

The question of protection has been brought up here, and I do not want to evade
it. I would rather pay a protection on the cost of my insurance of 35 per cent than
have this law enacted as it stands to-day. If the Minister of Finance thinks that the
time has come that we can reasonably proceed along those lines of fees or the levying
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of a tax, I am not one of those who will offer any objection to such a course. Th"er'e: are
two things in this country, of a financial character, of which we have not suﬂiclept,
and which we have to get outside; one is money and the other is insurance. According
to a very high authority, the Quarterly Review published some little time ago, it is
stated that we have invested in this country $1,209,120,000, that is what we owe Great
Britain. This sum is more than one-half of what Great Britain has invested in the .
United States, showing that that great country to the south of us has a greater suffi-
ciency of capital to run their affairs than we have. Now if the proposition were made
here in this committee that all money borrowed in this country should be borrowed
through the chartered banks and the loan companies, what a row you would have.
What a remarkable proposition this would be considered to be, and yet what difference
is there between such a proposition and that which is embodied in this Bill? The
amount of insurance at stake in this country is far more than the loans that we have in
Great Britain, and very little of it is carried by companies who have their home offices
here and who are chartered by this government. The total insurance carried in this
country by companies which are licensed and registered here is $1,614,703,526, and of
that amount only $412,019,532 is carried by companies chartered by this government
and of that, $412,019,532, there is in the reinsurance which these companies makes with
companies in the United States—the gentlemen here present representing the Fire
Underwriters, if I make any incorrect statement, will, I hope, correct me—but of the
$412,000,000 a very large portion is reinsured in outside countries, in Australia, Ger-
many, France and other countries, therefore, as far as Canada is concerned the facilities
for insurance are practically upon the same basis as we find them when we come to pro-
vide money for the government, for the railway corporations and other great corpora-
tions, it cannot be had here. On what terms do these gentlemen want us to give them
the business? I suggest to them that they proceed a little more liberally with the
manufactures and they will attain their object. I would say to them do not ask the
government to do this sort of thing, do not penalize the inspector who comes here to
inspect the risk on insurance which cannot be had in this country. What we do not
want to be drawn into is this zone of conflagration. If we go to expense in controlling
our risks to prevent fires, we do not want to pay the losses of people who do not take
such precautions; we ask the stock companies to so enlarge and improve their facilities
that there will be in time in this country sufficient facilities to carry all the insurance
needed, but at the present time we are no more able to carry all our insurance within
this country than we are to supply the capital necessary for running the government
of this country or the great railway corporations and other corporations. It is just as
unreasonable to say that we shall do all this insurance in Canada as it would be for
the banks and loan companies of this country tosay, ¢ If you want to borrow money you
must borrow it throught us, you must not go to England independent and negotiate
loans” T wish to be distinctly understood that I am not antagonizing the arguments
made by the representatives of the Underwriters’ Association, there is a great deal in
what they say, but this, to my mind is not the way to right it. I repeat what I have
already said, that if you want to charge a fee or a tax on what insurance costs if se-
cured outside, for the purpose of or for assisting in defraying the expenses of the de-
partment, or for any other purpose, do that, but do not attempt to force those who are
obliged to go elsewhere for insurance to get it of or through a course which cannot as is
admitted supply the full volume. So far as the New England mutuals are concerned
they will not work with the other companies, neither will they come to this country.
If the law is enacted it takes the biggest plants in the country and throws them out
where they cannot get insurance in a way satisfactory to them. I would be perfectly
willing to file a statement, if the government wants me to, and I think every manufac-
turer will agree with me, that if the government wants a statement filed giving the full
particulars of our insurance, we will do so, and we will pay revenue to them if they
like. But so far as the New England mutuals are concerned I do hope it will be
recognized that they have not been here looking for business in this country, they did
not’ come here looking for business, and do not wish to, we went to them and asked
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them to accept our risks. The improvement in the insurance conditions in this country
so far as the manufacturers are concerned, as the result of the operations of these
mutual insurance companies, has been tremendous, but even with the improved facili-
ties which the Underwriters tell us they have at the present time we are unable to get
insurance of a character satisfactory to us in the quantities required, and we can get
it in no other way than by the assistance of these mutual companies. We hope that
the government will see fit to modify this clause in some way so as to meet the appro-
val of all concerned.

The CaHAIRMAN.—You and the other manufacturers appear to have very great con-
fidence in the New England mutuals warranted, no doubt, by your experience with them
Can you suggest any amendment to the Act as proposed here, or any other provision,
that will permit the New England mutuals in which you have been insured to do busi-
ness in Canada, and which would at the same time keep out the various other com-
panies in which you haven’t that confidence and which do not deserve that you should
have, so that they shall be kept out of the country.

Mr. Kemp.—I do not make any observations in respect to any other insurance
companies than the New England mutuals. I can say this that so far as the New
England mutuals, of which I am speaking are concerned, I would be very glad to
asgist in framing a resolution which I think might assist you.

The CHARMAN.—Perhaps you may draft a resolution and submit it after this
meeting is over, _

Mr. Kemp.—Later on we will be very glad to do so, Mr. Chairman,

Mr. BickErDIKE.—I want to make a suggestion that I think might solve the diffi-
culty. There seems to me, listening to the argument on both sides, very little differ-
cnce of opinion. The manufacturers say, we do not want to go to New England
mutuals if we can get our insurance done in Canada. The underwriters say: We
do not want to hold you here if we cannot cover your insurance. I was going to
suggest that these gentlemen get together this afternoon, a committee from each
side, and agree on some clause that will be of mutual advantage to both of them. It
is only a suggestion, I do not know how it will meet the views of the parties them-
selves. Like you, Mr. Chairman, I am always a peacemaker, and if we can succeed
in making peace between the different factions I think it will be better.

Mr. NesBirT.—This day was set apart for the fire companies, and, as you know,
Mr. Chairman, it has been largely taken up by their opponents. I would like to
know from the fire companies if they want to continue so that you can make arrange-
ments accordingly.

The CHARMAN.—I was going to suggest that I thought perhaps we would have
got through in time to allow Mr. Morrisey to reply this morning. But we have the
names of one or two others who wish to address the committee, Mr. Geoffrion, K.C.,
and another gentleman whose name I did not get.

Mr. CaverHILL (Montreal).—Since coming into the room I have been asked to
make a few remarks on behalf of the very large and important part of Canada who
have been overlooked in this matter, and that is the merchants. We have too, a few
hundred million dollars of insurance, and we have to insure it outside of Canada.
The merchant class do not go to the New England mutuals but to another class of
American insurance companies, the Reciprocal Underwriters. Between two and three
years ago there was unfortunately a number of fires in Montrea] in what is called the
congested district. There were 18 line companies represented in Canada and our
insurance was so reduced that we had either to go out of business or go out of Can-
ada for business. We went out of Canada for our insurance and we are glad we did
go out of Canada for it because we have learned a great deal on a great many points;
we have been educated how to take care of our establishments. And in doing so we
have not cheated the country of any revenue, because we have spent many thousands
of dollars in putting our establishments in better order. We have been thought the
sprinkler system, and to put watchmen on. Before the fire the insurance companies
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never forced us to make improvement, in fact they did not care whether we did so or
not. I have been told by the late president of the Underwriters’ Association of Mont-
‘real that it was not their business to teach us how to protect ourselves from fire, that
the rates would go up if we did not protect ourselves from fire. That was the answer
he madd. We went to the New York Reciprocal Underwriters, and they told us:
If you do not keep your business right, if you do not keep your establishments clean,
and your tanks in perfect order, then gentlemen, we will not insure you. As regards
the security, the security we have is more in dollars and cents, and a better class of
security than we can get from the underwriters that represent our companies in this
country, which is saying a great deal. But there are 250 of the first merchants of
the United States and Canada, we pool all our expenses, we pay all our losses, and
we are each responsible to the other, and these reciprocal companies are in about the
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