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COMMISSION 

TO INQUIRE INTO AND REPORT UPON TENDENCIES AND DEVELOP
MENTS APPARENT IN THE DOMINION IN RELATION TO THE 
PROMOTION, FINANCIAL METHODS, CONTROL, AND OPERATIONS 
OF CERTAIN COMPANIES AND OTHER CORPORATIONS WHICH SEEK 
rro RAISE CAPITAL AND LOAN FUNDS IN THE DOMINION. 

BLEDISLOE, Governor-General. 
To all to whom these presents shall come, and to JOHN SAXON BARTON, Esquire, 

Stipendiary Magistrate, of Wellington; HORACE BELSHAW, Esquire, of 
Auckland; and FRANK EDWARD GRAHAM, Esquire, of Christchurch : 
Greeting! 

"\VHEREAS it is desirable in the public interest that an investigation shall be con
ducted into the promotion, financial methods, control, and operation of companies 
with a view to instituting any necessary modifications in the law relating thereto : 

Now, therefore, I, Charles, Baron Bledisloe, the Governor-General of the 
Dominion of New Zealand, in exercise of the powers conferred by the Commissions 
of Inquiry Act, 1908, and of all other powers and authorities enabling me in that 
behalf, and acting by and with tho consent of the Executive Council of the Raid 
Dominion, do hereby constitute and appoint you, the said 

JORN SAXON BARTON, 
HORACE BELSHAW, and 
FRANK EDWARD GRAHAM, 

to be a Commission to inquire into and report upon tendencies and developments 
apparent in the Dominion in relation to the promotion, financial methods, control, 
and operations of companies and other corporations which seek to raise capital 
and loan funds in the Dominion and particularly--

( I) (a) The methods of promotion and administration of such companies, 
including their subsidiary companies and syndicates : 

(b) The scheme of control of such companies and the relative powers and 
rights of promoters, subscribers of shares, and wbscribcrs of de
benture, bond, or secmity certificate issues : 
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(c) T11c financial schemes of such companies with particular reference to 
the relative application of the companies' and bondholders' pro
perty and funds to (1) rnmuncration and profits to promoters and 
subsidiary companies, (2) formation, working and administration 
expenses, and (3) protection and furtherance of the interests of 
holders of long-term debentures, bonds, security certificates, and 
like instruments or securities : 

(rl) "\'Vhether the benefits which may be found at present to accrue to pro
moters or shareholders in bond-issuing companies through the 
surrender or forfeiture of bonds should be applied and credited 
to bondholders' funds in the particular group or series of any such 
bonds surrendered or forfeited, or otherwise : 

(e) \Vhcther the provisions of the Companies Aet, 1933, relating to pro
spectuses and otherwise requiring disclosure of mate1fal contracts 
and transactions and prospective contracts and transactions are 
reasonably adequate to protect intending investors in shares, 
debentures, bonds, security certificates, and other like instruments : 

(2) (a) The financial stmcture of financial investment and trust 
companie:::;, and a:,; to whether any addifaonal legislative provision 
should he made to afford investorn a greater measure of protection 
for their capital moneys and other interests in such companies : 

(b) The desirability of regulating in the public interest the formation and 
operation of trust companies and investment companies dealing in 
company shares, Government, local body, and other forms of 
secmity. 

(:n The operation of the present statute gov(~rning the constitution and 
registration of stock exchanges in New Zealand ; 

and generally what steps, if any, should he taken by way of modifying existing 
statute law and regulations thereunder having regard to the present and prospective 
welfaTo of the investing public and the community generally : 

And with the like advice and consent I do further appoint you 

JOHN SAXON BARTON 

to be Chairman of the said Commission : 
And for the better enabling you, the said Commission, to carry these presents 

into effect, you arc hereby authorized and empowered to make and conduct any 
inquiry under these presents at such places as you may deem advisable and at 
such tirnes as you may deem expedient, with power to adjourn from time to 
time and from place to place as you think fit, and to call before you and examine 
on oath or otherwise, as may he allowed by law, such person or persons as you 
think capable of affording information in the premises ; and you are also empowered 
to call for and examine all such hooks or records as you deem likely to afford you 
the fullest information on the subject-matter of the inquiry hereby directed to be 
made, and to inqnire of and concerning the premises by all lawful means 
whatsoever : 

And, using all diligence, you arn required to submit a report to me undeT 
your hands and seals not later than the first day of April, one thousand nine 
hundred and thirty-four, of your opinion as to the aforesaid matters : 

And you are hereby strictly charged and directed that you shall not at any 
time publi:::;h or otherwise disclose, save to me in pursuance of these presents or 
by my diTection, the contents or purport of any report so made or to be made by 
YOU: 

" And it is hereby declared that these presents shall continue in full force and 
virtue although the inquiry is not regularly continued from time to time or from 
place to place by adjournment. 

Given under the hand of His :Excellency the Governor-General of the 
Dominion of New Zealand, and issued under the Seal of thc said 
Dominion, this 17th day of January, 1934. 

G:m. W. Fomms, Prime Minister. 
Approved in Council. 

F. D. THOMSON, 
Clerk of the Rxecntive Council. 
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vVo have the honom to report that, acting on Your Excellency\, Warrant 
of appointment and instructions to inquire and report, we duly conunenccd and 
have prosecuted to date our inquiries into tendencies relating to the promotion, 
constitution, and control of certain companies. 

We have decided, after considerable anxious thought, to adopt the unusual 
course of making an interim report on certain matters and facts, because we 
believe that the situation which they reveal is sufliciently serious to warrant 
special consideration by Yom Excellency's Advisers, with a view to deciding 
whether or not urgent action should be taken in reference thereto. 

EVIDENCE. 

We shall m this repmt refer to evidence given by 

* * * * * * 
This evidence was given on oath m each case. 
Our references to documents filed in State Departments arc verified as 

follows : In the case of documents relating to the Transport Mutual and General 
Insurance Co., Ltd., the Assistant Registrar of Companies at Auckland attended, 
was sworn, and produced the actual documents for production to the other 
witnesses summoned in that case. 

In other cases, we have (a) procured certified copies from the Registrar of 
Uompanies, or (b) made an actual inspection of the documents filed in the Registrar';,, 
Office, by two members oE the Commission attending and inspecting separately. 

In the case of reforences to companies incorpornted in New South \Vales, we 
have procured search notes by a leading public accountant and a leading share
broker of Sydney. These men have acted independently and forwarded to us 
search notes and reports compiled from the records in the Compa1lies Registration 
Office at Sydney. 

Our sittings have been held fri camera, because our experience satisfied us that 
m manv cases it was only by that proecclurc we could obtain the evidence we 
requireZL 

* * * * * 

p AR'l' I.--lN'l'RODUCTORY. 

Paragraph 2 of our ordeT of reference requires us to inquire into and repmt 
on, inter alia, " The financial structure of financial investment and trust companies, 
and as to whether any additional legislative provision should be made to afford 
investors a greateT measure of protection IOI' their capital moneys and other 
interests in such companies" ; and " The desirability of regulating in the public 
interest the formation and operation of trust companies and investment companies 
dealing in company shares, Government, local-body, and other forms of security." 

In the course of our inquiries into concerns of this class, we have gathered much 
information relating tu a group of companies which includes investment trusts and 
affiliates of various types. These companies, mostly registered in Auckland, have 
been formed and operated by a comparatively small group of persons. The names 
of these persons appear freely in the lists of members and directors of these com
panies, and there is little room for doubt that the common ownership and control 
thus evidenced has made possible and has facilitated developments and trnnsactiom, 
that call for close scrutinv. 
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I 'AWi' Ir .--U J,:NJmAL. 

(1) JJcjin-ition and Characteristics of Investment Trusts. 

(a) Gcncral.~Investment trusts arc a characteristically British development, 
and have had a long history in Great Britain. Of recent years, more especially 
since the war, the investment-trnst idea has spread to other countries, morn 
especially to the United States. The establishment of investment trusts in New 
Zealand is very recent, and few, if any, of the companies whose affairs we have 
investigated arc morn than four or five years old. 

When transplanted to other countries, the investment-trust idea has frequently 
been modified in such a way as to violate the principles which are laid down as 
axiomatic in Great Britain, and to make the investment trust a source of grave 
potential danger instead of an instrument of financial progress. This applies 
especially to certain of the trnsts which have been established in New Zealand and 
Australia. Had all such investment trusts followed closely the British model, 
there would have been no need for this interim report. 

(b) Dcfinition.~There is no satisfactory legal definition of an investment trust, 
and the investment trust must be defined generally in terms of its methods and 
objects. We define an investment trust thus :~ 

" An agency by which the combined funds of different participants 
are placed in securities showing a distribution of risks such as to introduce 
the law of average in protection of the principal, and which aims solely 
at the safo and reasonably profitable employment of the subscribed 
investment funds while definitely avoiding any and all of those Tesponsi
hilities of control, management, finance, discretion, OT special interest 
which arc sometimes tied in with investment." 

--Robinson, "Investment Trust Organization and 
Management," page 13. 

The economic functions of the investment trust may he descTibed briefly a8 
follows :----

(i) It combines the small units of investment of individual inve8tors 
into a large aggregate or pool: 

(ii) This pool is invested in a wide range of securities : 
(iii) The individual investor in the trust receives a rntum from the 

earnings of the securities pmchased out of the pooled funds, in 
the pToportion that his investment in the trust bears to the total 
pool: 

(iv) The diversification of securities held bv the trust enables risk to be 
reduced in a manner not possible to J the small individual investor- : 

(v) By expert management, it is possible to derive a higher rate of return 
than would be possible to the individual investor who could only 
effect a corresponding reduction of risk by investing in " gilt-edged " 
securities, such as Govemment Bonds, bearing a low rate of 
interest. 

'J'hcse may he described as the "ideal" economies possible under a wisely 
managed investment trust, hut it must be clear that they depend upon a con
siderable measure of skill in management, a high degree of integrity in directors, 
8triet conformity to a properly devised policy of investment diversification, and 
adequate safeguards by way of audit and the election of trustees. It is essential 
that operations should be purely financial in nature, and that the funds should not 
be u8ed to obtain control or- management of other business enterprises, nor used 
to finance undertakings in which those who control the trust are interested. 

Investment trusts are of many types, which may be classified in various ways ; 
but for our purposes it is sufficient to distinguish two types only. These are the 
British or management type, and the contractual type. The former is exemplified 
by the New Zealand Investment Trust (Wellington), and the latter by the Invest
ment l1]x<'.cutive 1'r1l8t of Now Zealand, Ltd. (Auckland), the Dominion Executive 
Trnst (lhmedi11). alld tl1u Gulcl nnd C~ern'ral Investment Trust (Uhristchurcli). 
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(2) Uumpw·i;;un of hrueslrnenl H:1:ecut1:ve Trust cif New Zealand, Ltd., with Briti:sh 
Type. 

A Gompari::;on of the c01rntitution and poliGy of the Investment Executive 
Trust of New Zealand, Ltd., which exemplifies the contractual type of trust, with 
the British type, will serve to reveal the ::;tructural weaknesses which have made 
possible (or at least facilitated and encouraged) the dangerous and objectionable 
pradices referred to in greater detail in Parts III and IV of this report. 

(a) Capital Oomposit-ion-The capital resources of investment trusts arc prn
cured by means of ordinary shares, preference shares, and debentures. The 
mdinary rule in trusts of the British type is that at no time should the debenture 
capital exceed the sham capital. The total capital of sixty-three such trusts is 
distributed as follows :--

Ordinary shares 
Preference shares 

£34,550,000 
£36,334,000 

Total share capital 
Total debenture capital 

£70,884,000 
£45,192,000 

From this it will be seen that, in practice, the debenture liability is substantially 
less than the total share capital. 

The capital composition of the Investment Executive Trust of New Zealand, 
Ltd., is in marked contrast with British practice. The nominal capital is £100,000, 
but prospectuses so far issued provide for debentures totalling £4,000,000. The 
total nominal capital is onejortieth of the total nominal value of debentures which 
may be issued. Paid-up share capital as at 17th October, 1933, totalled approxi
mately £30,000 (ordinary £24,000, preference £5,G75), but the debenture issue totalled 
£493,290, or over si:1:tecn times the share capital. Of the mdinary capital of £24,400, 
two individuals, Messrs. J. W. S. McArthm and C. G. Alcorn, hold £22,575. The 
eontrol of debenture funds totalling nearly £500,000 is in their hands. In the same 
way, other contractual trusts operating in New Zealand show a small ratio of share 
capital to d(~benture liability. 

(b) 8ecurity.-ln the case of trusts of the British ,type, the security to 
debenture-holders consists of the total assets of the undertaking. The debenture 
capital is backed by the whole of the paid-up share capital of the company, and 
this is normally in excess of the debenture capital. The debenture carries a 
fixed rate of interest and is a mmtgage secured against the whole of the assets of 
the trust. 

The debenture of the Investment Executive Trust of New Zealand, Ltd., is a 
contract to pay over a certain proportion of the net revenue proceeds derived 
from the investments made with the debenture funds. These appear to be 
reduced, before investment, by capital charges in respect of brokerage and 
administration costs which have totalled up to 10 per cent. of the nominal value 
of the debentures. Debenture-holders may require repayment of their debentures 
if the average interest over any two successive years falls below 3 per cent. per 
annum, or on winding-up of the company; but the assets of the company are not 
charged by the debentures of any series. The share capital of the company is 
free from liability in respect of debentures. Hence, the security behind debentures 
in any series consists simply in the seGurities and fonds held to the credit of the 
series, and arising from transactions with the funds provided by debenture-holders 
themselves. 

A further essential difference having relation to the question of security is 
the appointment of trustees. Many, if not all, British trusts appoint tmstees 
with power to inspect security portfolios and power of audit. ·while the power 
of trustees will be circumscribed by the conditions of the trust deed, their appoint
ment does provide an additional safeguard against abuse. The Investment Executive 
Trust of New Zealand, Ltd., appoint8 no trustee, and debenture-holders have no 
powers of audit. 

The cs8ential hearing of the above on the facts which are disclosed in Parts 
III and lV of our report is thi0: .Dy the pro,ision of a ,small slmrc capital, a small 
group of imfo iduals has obtained control over a large volume of funds and used 
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these, unhampered by trustees or by incurring any risk of loss of their own 
capital. There is nothing to prevent them from manipulating the funds to theiT 
own advantage, but, even apart from such possible manipulation, they stand to 
gain a very high rate of return on their own capital, while avoiding any loss which 
may result from using the debenture funds in speculative investments. In such 
circumstances it becomes all the mme imperative that thm,e who direct policy 
should be men of undoubted integrity. 

(c) Investment Policy.--Two basic canonR of investment policy should be the 
diversification of investments and the avoidance of Rpeculative investments. One 
authority states that a trust with a capital of £2,000,000 should not i1west more 
than £3,000 in any one enterprise. As a general principle, securities should not 
be purchased save in established undertakings with ample assets, and which have 
been proved by experience to be sound. The Investment Executive Trust of 
New Zealand, Ltd., violates both these canons. 

Its debenture certificates provide that, on completion of an issue of debentures, 
not more than 10 per cent. of the funds contributed shall be in any one security; 
but this provision does not apply unt1;z the issue is completed. Hence, it can be 
deliberately evaded by refraining from completing an issue, and the appearance 
of security through diversification is illusory. The existence of a large number 
of subsidiary or related companies facilitates such evasion; for it is possible to 
place investments in several such concerns and then divert them to a particular 
object, which may be selected primarily because it furthers the interests of the 
directors themselves. The interests of debenture-holders are subsidiary. Invest
ment trusts which are mindful of the interestR of those v,ho invest with them, 
and anxious for their own reputation, should refrain from the establishment of 
subsidiary OT interlocked companies, except for such ancillary purposes as the 
marketing of their debentures. The lnveRtment Executive Trnst Group, herein
after described in detail, comprises at least fifteen companies which are connected 
by common shareholders or directors, shareholdings in each other, or other forms 
of financial interdependence. No elaborate argument is required to demonstrate 
the openings which this gives to use the funds of debenture-holders to serve the 
personal ends of those in control, or to obtain profits by way of commission, or 
the danger that the security of debenture-holders may be steadily whittled away. 

The second basic canon, the avoidance of speculative securities, has also been 
flagrantly violated ; for it will be shown that a considerable proportion of the 
funds of the debenture-holders has been used in the purchase and renovation of a 
building. This is certainly neither an established concern nor a proven enterprise, 
but is definitely a speculative investment. It will be shown that the device of 
subsidiary or related companies has been used to facilitate this investment. At the 
same time, it has enabled the transaction to be undertaken in such a way as to 
throw the burden of risk on the debenture-holders, while leaving it open to the 
directors to enjoy any exceptional profits which might conceivably be realized. 
Debenture-holdeTS have no means of obtaining knowledge of the transactions 
directed to the purchase of this building, because they have no powers in regard 
to inspection of the portfolios of securities. 

PART 1II.--ORGANIZATION OF COMPANIES IN THE INVESTMENT EXECUTIVE 'l'RUS'l' 

GROUP. 

In this section we describe the mganization of fifteen companies which com
prise the Investment Executive Trust of New Zealand, Ltd., and its affiliates. 

We desire to point out that the respective lists of shareholdern are not complete 
lists; we have chosen names that are common to most of the companies, for the 
purpose of showing the intermeshing ownership and control. The concentration 
of control is effected through the holding of shares by one company in another. 
The names of companies which hold shares in other companies of the group arc 
in italic type. 

(1) The Investment Exee0utive 1'ritst of New Zealand, Ltd.--This is a public 
(;ompany incorporated in New Zealand in May, 1929. It is an investment 
trnst following fairly closely the lines of what is known as a contractual trust 
company. Its present authmized capital is £100,000 in 250,000 mdinary 
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shares of 2s. each, and 75,000 preferenc0 shares of £1 each. A prospectus 
dated April, 1934, states that the paid-up capital is £29,970. According to the 
same document its directors aTe : J. W. S. McArthur, W. A. Pilkington, and H. H. 
Pollard. In addition to the directors, its shareholders include C. G. Alcorn, Stanley 
Grange, Katherine I. Grange, Richard Glover-Clark, V. B. Mcinnes, Alcorn Trower 
ancl Co .. Ltd., The Investment Securities Association, Ltd., and Sterling Invest
ments Co. (N.Z.), Ltd. The prospectus referred to above offers "First Mortgage 
Perpetual Income Debentures " to a total of £4,000,000. 

(2) The Sterling Investments Company (N.Z.), Ltd.--This is a public company, 
incorporated in October, 19:-W. It is an investment company of a kind which is hard 
to classify. Its mernorandnrn of association gives it power to carry out all kinds 
of financial operations. Its nominal capital is £50,000 in shares of £1 each. Its 
paid-up capital as at 28th Marcl1, 1934. is shown as £2,350 14s. Its directors are 
shown as Charles Grnham Alcorn and Kenneth C. Aekins. Its largest shareholder 
is the lnvestrnent Securities Association, Ltd., which holds 20,801 shares, whilst other 
shareholders hold in the aggregate 206 shares. Its latest return filed at the 
Registrar's Office on the 28th March, l 934, shows the amount of debt due under 
mortgages as nil, hut it has had at times mortgages and charges registered up to 
a maximum of .tlt\5,000. -

(:~) The In,vestment Securities Associat,ion, Ltd.~-This is a private company, 
incorporated in Decemlwr, J H30. 'l'he capital is £1,000, divided into 750 shares 
of £1 ea<'h am! fi,000 shares of ls. each. According to its latest return, its share
holders are: C. U. Alcorn, ElizabC'th Roberta Alcorn, and Katherine Isobel Grange. 

(4) The Bn:tish National Jn,vestmenl Trust, Ltd. (New Zealand).-This was 
incorporated in November, l 931, under the name of "The Stock Exchangc 
Corporation of New Zealand, Ltd.," hut it subsequently changed its name to the 
above. This company is formed to act as broker or tnrntee for any person or 
company. and as promoter or founder of companies ; also to take full control of 
or take part in the management of companies or undertakings. The latest return 
filed in December, 1933, shows that Stanley Grange is sole director. Its capital 
is £100,000, in 250,000 ordinary shares of 2s. each, and 150,000 preference shares 
of lOs. each; of this there is paid up £3,187. Its shareholders include: C. G. 
Alcorn, S. Grange, ,J. W. S. McArthur, V. B. Mclnnes, R. Glover-Clark, T. R. 
l\TcArthur, The Investment Secun:ties Association, Ltd., The British National Trust, 
Ltd. (Cctnberra, N.S. W.), and The Southern British National Trust, Ltd., of 
Sydney, N.8. W. The maximum amount of charges registered by this company at 
any time was £100,000. 

(5) The New Zealand Shareholders Trust, Ltcl.-~This company was incorporated 
in December, 19:31. Its objects include those which are common to invcstment-trnst 
companies ; but its primary purpose was nominally to act as an association of 
investors throughout New Zealand to provide information and protect their interests. 
Its capital is £60,000, divided into 100,000 ordinary shares of 2s. each, and 50,000 
mmrnlative preference shares of £1 each. Its paid-up capital at 9th April, l 934, 
is returned as £1,071. At the same date it registered its total indebtedness in 
respect of debentures and charges at £264,000. The maximum charges registered 
at any time is £500,000. Its directors are : C. J. Lovegrove, R. S. Abel, and 
R Glover-Clark. The largest shareholder is the Sterling Investments Company 
(N.Z.), Ltd., which holds 8,779 out of 10,476 on]inary shares. Other shareholders 
arc S. R Grange and R Glover--Clark. 

((i) Wynwoocl Investments, Ltd.-'l'his company was incorporated as a private 
company in August, 1 !)30. Its capital, originally £1,000, was increased to £10,000 
in October, 1933. As it is a private company, its paid-up capital cannot be 
ascertained. Its shareholders in April, 19:~2, were: C. G. Alcorn, I ; J. W. S. 
1kArthur, l; 8terl1:ng Investments Co. (N.Z.), Ltd., 988; and The Investment 
Securit1:es Association, Ltd., 10. Thf1 latest return is dated March, 1934, and gives 
the shareholden, as: Stanley Grange, 100; J. W. R. McArthur, 9,900. - In 
December, 19a3, this company registered as a charge a debenture ir,;sue of £100,000. 

(7) The Pacific E:cploration Company, Ltd.-This is a private company, incor
porated in May, Hl32. f ts original subBcribers were: The Stcrl1:ng Investments Co. 
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(N.Z.), Ltd., 9,999 shares ; and M. Gregory, l share. The latest list gives The 
Sterling Investrnents Co. (N.Z.), Ltrl., 9,979; M. Gregory, l ; C. G. Alcorn, IO; 
and T. R. McArthur, IO. There is evidence that the object of this company was to 
procure and finance the building of a somewhat luxurious seagoing yacht 

(8) Parrns and Parrnlets, Ltd.~This was incorporated in August, 1928, as a 
private company. The subscribers are : ,v. C. Hewitt, Solicitor, 500 shares ; and 
his wife, Flo. Hewitt, 500 shares. The authorized capital was £1,000 in sharcR of 
£1 each. ItR objects are, in the main, those which one would expect to find prepared 
for a small farming company, but it alRO has powers to deal in money, investments, 
securities, and property. Its capital was increased, in June, 1933, to £25,000 in 
shares of £1 each. In May, 1934, the Registrar of Companies wrote to the office 
of the company, at our request, asking if any of the shares in the increased capital 
had been subscribed, and received the reply t]rnt the information could not be 
given, hecaLrne the managing director was in Sydney. This company, firstly, gave 
an ordinary chattel security to the National Bank of New Zealand over its farming 
assets. In June, 1933, it registered as a charge £IO0,000 in 500 bearer debentures 
of £200 each. This company now appears as the principal shareholder in the 
British National Trust, Ltd., incorporated in Canberra, Australia ; it holds 51,200 
shares of £1 each in that company. 

(9) The First Mortgage I?reeholcl Security Cornpany of New Zealand, Ltrl.~This is a 
private company, registered in November, 1924. HR objects arc: The carrying-on of 
the business of financiers, financial brokers, the issue of debentures, and the receiving 
of money for investment. Its original capital was £1,000 in shares of £1 each, hut 
it was increased in March, 1930, to £10,000 in 6,000 shares of £1 each and 80,000 
shares of ls. each. The principal shareholder is C. G. Alcorn, who holds 19,800 
shares ; the remaining 500 shares are held by : I n1Jestrncnt Sccurit-ies Association, 
Ltd., Eliz. R. Alcorn, Alcorn, Trower, and Co., Ltcl., and R. S. Abel. In March, 
1925, this company filed notice of a charge by Yvay of mortgage debentures to the 
amount of £100,000. 

(10) The Tramsport lV!ut-ual amcl General Insurance Cornpany, Ltcl.-This company 
was incorporated in November, 1933, as a public company. The authorized capital 
is 100,000, in 100,000 shares of £1 each. The subscribers to the memorandum 
were seven nominees or dummies, who subscribed for one share each. In 
February, 1934, 60,000 shares of £1 each were allotted to the Investment Exemltive 
Trust o] New Zealand, Ltcl., and the statutory report filed on the 21st February, 
1934, shows that the Investment Executive Trust had paid up 10s. per share on 
these shares, or £30,000 in all, and had also paid up cash in advance of calls 
£1,500. Furtber reference will be made later in this report to the usc of "dummy" 
subscribers and " dummy " directors in this company. 

(11) The Southern British National Trust, Ltcl.~This company waR registered 
in Sydney, New South Wales, in January, 1933. It has a nominal capital of 
£500,000, and a paid-up capital of £97,500. It has issued a prospectus in New 
South \Vales offering for subscription debentures to an amount of £5,000,000. The 
principal shareholders in the latest annual list filed are : W. A. Pilkington, H. H. 
Pollard, H. C. GlaRson, Madge Gregory, Richard Glover-Clark, and J. vV. S. 
McArthur, the latter holding 17,000 shares. The objects may be stated briefly 
as being to acquire and deal in all forms of securities and investments. The 
company may be adequately described, for our present purposes, as being the 
equivalent in Sydney of the Investment Executive Trust, New Zealand, in 
Auckland. Its <lirectors are: W. A. Pilkington, H. H. Pollard, an<l J. W. S. 
McArthur. The close correspondence between the directors and sharebolders m 
the two companies should he noted. 

(12) The Br1:tish National Trust, Ltcl.~-This company wa:,; incorporated in 
January, HJ33, at Canberra, Australia. The nominal capital is £1,000,000 in shares 
of £1 each. Of these, 65,007 have heen subscribed, and £1 per share called up, and 
the retum at the Registrar's Office in May, 1933, shows these shares as folly paid 
up. The seven subscribers to the memorandum of association of this company 
arc again "dummies," being clerks and secretaries in the offices of the above 
companies, or tl1eir brokers and solicitors. ThrRe signatories are all resident in 
Auckland, and are therefore out of the jurisdiction of the territory and State in 
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,vl1ich the company is registered. The principal shareholders in the company are : 
Thomas R. Mr:Arthur, C. G. Alcorn, J. vV. S. McArthur, and Farms and Farrnlets, 
Ltrl. 

(13) V. B. Mcinnes and Co., Ltd.~This company was incorporated in New 
Zealand as a private company in May, 1932. Its capital is £1,000 in shares of £1 
<;ach, the subscribers being: V. B. Mcinnes, 900 shares, and Investment Secim:ties 
Associat1:on, Ltd., 100 shares. Its objects are to act as brohr, trustee, an<l agent, 
also to exercise many of the objects of investment trusts, and to act as director 
or !nanagcr, and to take full control or part control of another company or 
business. 

(14) Alcorn Trower and Co., Ltd.-This company was incorporated in Wellington 
as a private company, on the 24th June, 1914. The solicitor registering the 
company was William C. Hewitt. Its capital is £3,000, in shares of £1 each. The 
subseribers were: C. G. Alcorn and A. S. Trower, with £1,500 shares each. On 
the 11th ,January, HJ23, the shareholders were returned as: C. G. Alcorn, 1,500; 
and Eliz. H. Alcorn, 1,500. On the 30th June, 1931, the company registered as 
a charge three bearer debentures of £200 each. It is a shareholder in the Inve.st
ment F,xecutive Trust of New Zealand, Ltd., and the Ffrst Mortgage Freehold 
ffocurity Co. of New Zealand, Ltd. 

(15) Financial Publications, Ltd.-Thi.s company was incorporated at Auckland 
as a public company in May, 1933. Its capital is £5,000 in shares of £1 each. 
The promoters and present directors are: C. J. Lovegrove, R. S. Abel, and R. 
Glover-Clark. This company owns and publishes The Financial Review, a monthly 
financial magazine published in Auckland. 

PART IV.-So1vrn TRANSACTIONS OF THE INVESTMENT ExECt:TIVE TRUST GROUP. 

(1) Sterling Investments Co. (N.Z.), Ltd., seem.s to have been for yearn a kind 
of clearing-house for transactions in which J. W. S. McArthur and companies 
controlled by him are interested. We have direct evidence of several transactions 
whereby threatened litigation or other adverse action against McArthur or one 
of the other companies, has been averted by a settlement effected by a payment 
by the Sterling Co. Several such transaction.s relate to McArthur's personal 
liabilities in relation to the Selwyn Timber Co., Ltd., in liquidation, and the New 
Zealand Redwood Forests, Ltd. At a time when the paid-up capital of the 
Sterling Investments Co. (N.Z. ), Ltd. was only £50, it lent several thousands of 
pounds to the Selwyn Timber Co., Ltd., in liquidation. During 1931 and 1932 
the Sterling Ch's paid-up capital was £50 14s., whilst on 1st September, 1932, it 
had registered with the Registrar of Companies, as mortgages or charges, debenture 
issues totalling £165,000. 

* * * * * 
The latest filed return of Sterling Investments Co. (N.Z.), Ltd., shows its paid-up 

capital as £2,350, but it has subscribed for shares of a nominal value of £10,883 
in other companies included in the foregoing list. Of these, £9,97!) i.s in the 
Pacific Exploration Co., Ltd., a company formed to finance the huilding of a 
luxurious yacht which is now registered in the name of J. \V. S. 1\TcArthur as 
owner. 

(2) The Transport Mutual and General Insurance Co., Ltd., illustrates the 
typical methods of the group. It was incorporated in November, 1933, and its 
memorandum of association and articles of association were signed by seven most 
obvious " dummies." Four of them are girl clerks in the offices of companies in 
the foregoing group. The articles of association provide that the first three 
subscribers to the memorandum shall be the first directors. They are : Margaret 
Muriel Dunn, Marjorie Hawley, and Henry Davenport Williamson, who each signed 
the memorandum for one share. Then, in February, 1934, the Investment Executive 
Trust of New Zealand, Ltd., was allotted 60,000 shares of £1 each in the capital 
of the Transport Mutual and General Insurance Co., Ltd., and paid up 10s. per 
share, or £30,000 in all. The three " directors " named above filed their statutory 
report a month later, showing the receipt of this £:30,000 from the Investment 
Executive Trust, together with a further £1,500 as an advance in anticipation of 

2- -H. 2/3. 
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ca1ls, anrl they Rhovrnd aR the approximately correRponding aRset: " Sundry Invest
nwnts, £:-W,500." We summoned these three "directors" to appear before us on 
the tith June, l 934. Margaret ]Huriel Dunn deposed that she was twenty-one 
years of 11gc ; that she had no experience of the requirements and form of an 
insurance company ; that a Mr. (Hover--Clark had asked her to sign the memorandum 
for one sha.re and to act as a director pro tcm .. ; that at a "meeting of directors " 
ilic imlicitOT of the c;ompany, l\lr. 1\T. G-. McArthur (a brothel' of J. W. S. McArthur) 
1mJught a list of investments. and tho " directors " were asked to sign their 
approval, and clid so, exercising no choice or judgment of their own; that, later, 
Mr. GloveTC'lark Jlr. 1 0. Alcorn, 1.rnd 1\fr. T. H. Macky, became directors and 
r,ook over. ~/!arjcri(1 Hawley is nineteen years of age, and corroborated Miss Dunn'R 
evidence ; simply did ,,hat she waR told by J\Ir. Glover-Clark and Nlr. McArthu.r. 
Henry l Williamson described himscdf as an agent, sixty-one yearn of age; 
he admitted iR Rignaturn to tlw filed <locnmenLs, including a statutory declaration 
that he had 1w,dc a r('asonahle investigation and inquiry as to the Tequirements 
of the corn .Y and was of opinion tliat the capital Rubscribcd was su~icient to 
justify th(, ('.01n in eornmcneing husinccJs: hut lie disclaimed all rnsponsibility, 
and said that Ii('. lwd no Yoicc in the matter, and that he was not in any scnRe in 
ch;iT{(C 11or was • nt any tirrw, asked his opinion on any point. 

Taking the scl'iom, view of this whole trarnmction, it enables the common 
controllern of the iwo con1pa11ies, by the intermediate investment in shares of the 
Transport lnNma11ce Co. to invest the fonds of the Investment Executive Trust 
in invcstrncrd,R w-hieh the a1Lditm of the latter company would not pass. A more 
seri01rn possibility is that tbe fondR may be URed for speculative purposes designed 
to ,c;ecure collateral aclvantages to the directors of the companies. We have, in 
thiR connection, a:,wcrtained facts -which demand a dose inquiry. 

(:3) The · ,,,_,"'·"'"'.-, Trust Cmnpam'.cs.--The focal centre of thiR group 
in New 7.(•n,land been the Investment Executive Trust of New Zealand, Ltd., 
of whicb J. W. S. McArt1rnr iR rnmiagi11g director. It may be repeated here that 
t]iis company has a paid-up capital of £:30,000, and has isRued a proRpectus for the 
issue of mortgage debentures to a total of £4,000,000. 

* * * * * * 
(4) Pamfic Exploration, Ltd.--The "objects clause" of this company'R memo

nmdum of a,c;sociation can only be described aR fantastic. The main object iR : " To 
seek for and Recure openings for the employment of capital in the Pacific or in any 
ot1ier part of the world." Its other objects include subsidizing laboratmieR and 
experimental work; scientific and technical research; supplementing the remunera
tion of scientific or technical professorn or teachers ; to carry on as farmers, 
daiT·ymctL and as butchers and sausage-manufacturern, and to produce, construct, 
charter, 01 hire wharves, ships, &c. It }ias been extremely diflicult to get any 
infonnation about this company, although it iR commonly reported that it was 
formed to finance the building of a yacht which 11:cArthur ha:c, nsed as hiR own. 

* * * * * * 
Jt iR also a fad that tlw cht iH registered on the hookR of the Royal New 

Zealand Yacht Squadron at Auckland in the name of J. W. S. McArthur, and the 
entry ic; Rt! pported by an affidavit of NleArthur that it is his own property. It is 
also registcn·d in McArthm':-1 name with the Customs Department. These facts 
Rho11kl he · in the light of the evidence, cited later, as to McArthm's 
unfirn1ncial position a few years ago. McArthur now signs documents as sole 
attorney for Paci-fie Exploration, Ltd. 

(5) Ii'armlets, Ltrl.--ThiR iR a private company. The shareholders 
are W. C. Hewitt, :-inlicitor, and hiR wifo. Hewitt iR largely occupied in legal work 
for McArthur nnd his companies. He iR now in Sydney, New South -Wales, with 
McArthur. '!'he cornpany has registered with the Registrar of Companies at Auck
land an i:c,sue of bearer dehcntures--1500 of £200 each: total, £100,000. It is the 
larr.,;cst Rharnholdm· in the BritiN!i National Trust, Ltd., of Canberra, by virtue of its 
holding of /j i ,200 Rlmres of £l each. 
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(G) Financial Puhl1:wtions, Ltd.- -Thi:c, company pub]islies a n1cmthly magazine, 
1'he Ffr1ancial Review, to give financial adviu, to investors and to disseminate informa
tion on financial matters. Its di1·('ctorn arc : C. ;r. Lovcgrovc, R. A bcl, and 
Richard Glover-Clark. One or other of theRe men is interested in each of th(\ New 
Zealand inveRtment tnrnts described l1erein. Its balance-sheet as at 6th March, 
1H34, shows a paid-up capital of £54, but its " Rundry creditorn" appear a,s £6,101. 
The year\; profit and losR accomrt shows that its total revenue from " Subscriptions, 
sales, and advertising and inquiry foes was £171." It nevertheless cornpleted itfo 
year with revenue dislmrsementrs of £5,7:39, including " £:~50 directors' foes," the 
result being a net loss of £5,5(J8. 

(7) Tran4ers of 8hares in Affiliated (}cnnpan°ies.---Trm1sfers of Rhares between 
members of the foregoing group are fairly frequent, and sometimes for large parcels. 
As illustrating the possibilities in this connection, we would refer to t}ic fo110\virig 
facts culled from official records in the offices of the Hegistrar of Companies and 
Stamp Duties Department:-

In Company Registration Offices-
Return of allotments iilccl :frc1 1\farc.h, rn:i3, hy British National 

Investment 'l'ru::;t, Ltd. (New Zealand), ordinary shares of 2s. each 
allotted to-~ 

C. G. Alcorn 
J. W. S. McAxtlrnr 

4!J,5D8l.._Pt1id ur to 2ld. per :slrnrc (twopc11ce 
190,3D5f and two-fiftlrn of a penny). 

239, 9\)3 
~--------

On 2nd March, 1 D:33, McArthur bought 9,000 such shares from Investment 
Hecurities Association, Ltd., for £100. 

In Stamp Duties Office, 26th .!Vfan:h, 1933--
Req uisition No. 21221 for stamping trairnfor of shares rn Bribiil, 

National Investment Trust, Lt<l. (Nnw Zealand)-
Stamp Duty 

paid. 
£ s. 

From C. G. Alcorn 49,848 Rharcs 2s. each, sold at over£] each .. :200 19 
From J. W. S. McArtbm 199,395 shares 2s. each, sold at over£! 

each 803 12 

'J'he transferee in each case is the British National Trust (Canberra). 
The consideration money was expressed as £287,000, or over ten lin1es the 

nominal value, and over ei,(_Jhly tirnes the paid-up value of shares allotted three 
wr:cks previously. 
lt is noteworthy that at the dafo of this transfer, :i. vV. S. 1\foArt1rnr was 

managing director of the purdiasing company (domiciled jn Canberra), v;J1ic:h is 
an investment trust operating in Australia. The latest n"turn fili~d by thiE; purclms1ng 
eornpauy in New Soutl1 Wales ~ihows its total paid-up capital as £65,007, or less than 
one-fourth of the consideration money for these shares. 

PART V.-J. ,v. S. J\ilcARTHUlt: 'l'Hg PERSONAL FACTOR. 

This man controls the four main investment trusts of the group--two in New 
Zealand and two in New South Wales. 

In the year 1930 he was financially embarrassed. He was interested in and 
controlled a grnup of timber and afforestation and allied companies, as intermeshed 
in proprietorship and transactions as the group oJ in vestment trust companies 
described herein. He owed £3,000 to the State _Forestry Department ; legal 
proceedings were instituted and judgment was obtained against him; he wrote 
admitting inability to pay, and suggested paying off £350 per annum out of his 
<lircctor'(, f"<'('S. i\ l-1,111kruptcy notice was isRtt<·d against him. ]n July, 19:12, at 
the latest moment possible if bankruptcy were Lo be a vertcd, lie paid the whole 
amount, iu eash. ( V1'de files ot State Forestry lkpartnwnt and of the Crown 
Solicitor at Aw·klamL) 

* * * * * * 
Thu i'<>rn12:01wr 1ia!.!:('.h have 1cvHabl the extent to whic11 Mr. J. W. N. l\k1htl1111· ~-' n \.__) 

is involved in the control and operations of Che Investrnnnt ]~xec:utivc Trust of 
New Zealand, Ltd., and its affiliates. 

3-H. 25. 
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In this connection, it is, in our opm10n, an important, disquieting fact that 
many of the liquid investments of the Investment Executive Trust of New Zealand, 
Ltd., are held either in the name of ,J. W. S. McArthur personally, or in the name 
of vendors from whom McArthur holds a power of attorney. This power of attorney 
is full and unqualified, and permits McArthur to effect transfers of the shares and 
investments of such vendors, wlwn and to whom he pleases. 

It is true that holding companies like the Investment Executive Trust of New 
Zealand, Ltd., are compelled to appoint a trustee or trustees to hold in their own 
names sharcH, stock, and other forms of security issued by corporations which will 
not place the names of other corporations on their share ledgers or stock and 
debenture registers. A recognized safeguard is to appoint at least two directors or 
officers of known integrity to act as trustees, and to adopt, for safe custody of the 
scrip, checks devised and required by an experienced auditor. 

* * * * * * 
Na cfject,ive aud,it of the cmnpa'm:es controlled by Mr. J. W. 8. McArthur and Ms 

associcites is poss1:hle, unless it 1:s a cornprehensi:ve and conlernporaneous audit qf all 
these cornpanies rnade at a cornrnon elate. 

PART IV.-OuR Pow1ms ARE LIMITED. 

All the timber, plantation, and bond-issuing companies have assisted us in our 
inquiries, and have given us all the information we require, except the group con
trolled by J. ·\v. S. l\foArthur and his associates. 

All the investment trusts have responded to our invitation to co-operate with 
us and give us information, except the McArthur group. 

The New Zealand Investment Trust, Ltd., of Wellington, instructed its solicitors, 
secretary, and a director to appear before us; they gave us all the information we 
required, and offered to disclose all details of their portfolio of investments to any 
independent auditor of standing whom we chose to nominate, and to permit him to 
report to us. 

·we approached the Investment Executive Trust of New Zealand, Ltd., in the 
::.;ame spirit, with the same request for amicable co-operation, and we received from 
their solicitors, Messrs. Hampson and Wiseman, of Auckland, a letter dated 21st May, 
1934, containing the following, under the heading " New Zealand Redwood Forests, 
Ltd.":-

" The fact that this inquisition is sought by your Commission compels us to state in 
clear and unequivocal terms that our client company will not disclose to a hostile, biased, 
and interested Commission, which has been declared to be not a judicial tribunal, the business 
of this company of four years ago or to-day." 

Under the heading "Investment Executive Trust of New Zealand, Ltd.," in 
the same letter, the writers say:-

" It is clear that as your Commission desires to discredit Mr. McArthur as chairman of 
directors of Now Zealand Redwood Forests, Ltd., different treatment cannot be expected to 
be accorded to Mr. McArthur, as managing director of the Investment Executive Trust of 
New Zealand, Ltd. We are instructed by this company that it adopts the same attitude a:, 
New Zealand Redwood Forests, Ltd." 

The writers of this letter are the solicitors who acted for the parties who made 
application to the Supreme Court recently for a writ of prohibition against this 
Commission of Inquiry. 

Our present order of reference does not authorize us to inquir-e into the nature 
and effect of the transactions we have referred to herein, except to establish general 
principles. After the judgment of the Full Court was delivered, counsel for the 
Crown (Mr. J. B. Callan, K.C.) advised us, inter alia, that-

" . . . the Commission is a Commission set up merely for the purpose of searching 
for and suggesting remedies to evils which the Government believes to exist ; that it is not 
the purpose of the Commission to ascertain which companies or individuals have been fol
lowing undesirable practices, or, alternatively, which companies or individuals have entirely 
clean hands. lt docs not, however, follow that the Commission is not to inquire into the 
doings or misdoingN of individual companies. On the contrary, no Commission can intelligently 
suggest rcmcdie~ milcNN it; knows imificientJy the nature of the evils and abuses to be prevented. 
1\nd it cannot know the nature of evil;, or abuses in the abstract. It has to make their 
acquaintance i11 concrete facts and happenings. For this reason, and this reawn only, it is 
forced to inquire into the affairs of individual companies." 
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Tn thC'sc circumstances, we have had a difficult task in shaping our policy and 
procedure towards the affairs of the two groups of companies referred to. These 
companies have, through their r,;olicitors, refused to co-operate with us on any 
amicable basis, and have, in our opinion, watched every move we made with a view 
to attacking our procedure and securing at least delay by a further application to 
the Court. 

In the affairs of these companies the line between inquiries which lie within 
the limits of the proper exercise of our power and inquiries which transgress those 
lirnits, cannot be drawn with precision. In many instances it seems to us that 
their propriety could be determined only by reference to the motives and objects 
underlying each particular line of inquiry. 

Furthermore, we submit that the matters properly within the scope of our 
order of reference tend, as to moral gravity and urgency, to be overshadowed by 
the issues raised by the facts herein set out. 

These issues, in our opinion, call for immediate further inquiry and action in 
the interests of the debenture-holders in particular, and of the community in 
general. 

Our legal position under the Commissions of Inquiry Act, 1908, as interpreted 
by the Full Court is so delicate (in relation to disaffected companies) that we arc 
reluctant to pursue such further inquiries under our existing powers. 

PART VII.-NEED FOR URGENCY. 

There is evidenc(, that the financial and administrative control of the invest
ment trusts of New Zealand are being transferred to Sydney, New South Wales. 

(1) F1:nancial Control. --By the transfer of shares, Alcorn and McArthur to 
British National Trust, Ltd. (Canberra), referred to on page 11 hereof, the share 
control of the British National Investment Trust, Ltd. (N.Z.), is transferred to 
New South Wales. The Canberra company now holds 249,000 out of 250,000 
ordinary shams in the New Zealand company. 

In lVIay, 1934, Alcorn and McArthur transferred to the Southern British 
National Trust Co., Ltd. (Sydney, New South Wales) 194,000 shares in the Invest
ment Executive Trust of New Zealand, Ltd. The Sydney company now holds 
194,000 ont of 250,000 shares in the Investment Executive Trust of New Zealand, 
Ltd. 

(2) Personal Oontrol.-In the last few months the following persons have left 
~ew Zealand for New South Wales:---

J. W. S. McArthur, managing director of the Investment Executive Trust 
of New Zealand, Ltd., British National Innstment Trust, Ltd. (New 
Zealand), Southern BTitish National Trust of Sydney, N.S.W., and 
of British National Trust (Canbeua). 

H. C. Glasson, secretary of the Investment Executive Trust of New Zealand, 
Ltd., and several other companies controlled by McArthur. 

l\1. C. O'Neill, the auditor of the Investment Executive Trust of New 
Zealand, Ltd. 

W. C. Hewitt, solicitor to several of the companies herein referred to, and 
one of the two shareholders in Farms and Farmlets, Ltd. 

Un Dciily Telegraph Build1:ng, Sydney. 

* * * * * * 
This building seems to be the financial kernel of the whole group of McArtlmr's 
financial companies, and the work of reeonstruct,ion is being pus1rnd on rapidly. 
The financial scheme of all the companies seems to be a gamble on this speculation, 
the money of innocent bond-holders being committed to it. 

( 4) Possible F1·nancial ReadJ°uslments and "Doctoring" of Records.--The desira
bility of urgency is strengthened by the possibility tJ1at certain financial arrange
ments and documentary adjustrncnts al'e now in train or contemplated. These may 
take the form of financial rearrangements and manipulation of records, with a view 
to placing certain transactions or the general position in a more favomable light. 
The Investment Executive Trust and its affiliated companies are still operating 
actively. 
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PART VIII.-Om{ RECOMMENDATION. 

It is because we believe that our conclusions will conmwnd themsclvos to 
Your Excellency and your Advisers, that we are submitting this interim report. 

We humbly submit that a case is made for consideration of the advisability 
of appointing some Inspedor or body of Inspeetors with power to inquire fully into 
these matters, to demand full disclosure of books and documents, and to report as 
directed, with a view to such further action as should be deemed to be necessary. 
This procedure ·would seem to require legislation. 

We recommend according! y. 

We now resume our mquines into the general matters to which our Warrant 
of appointment has directed us, with a view to submitting our report thereon as 
soon as possible. 

Dated at Auckland, this 9th day of June, 1934. 

We have, &c., 
JOHN S. BARTON, Chairman. 
H. BELSHAW, }M b ·f (1 · • 

F E G~-, . em ers (J vOlllllllSSlOil. 
. . hAHAM, 

To His Excellency the Governor-General, Dominion of New Zealand. 
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