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Ordered,—[ Tuesday, 4th April 1882] :—Tuar a Sclect Committee be appointed to

consider and report whether STANDING OrpER 167, prohibiting the Payment of Interest

<or Dividend on Calls during the Construction of a Railway, shall be retained or
modified. ' .

(ommittee nominated of—

Mr. Baxter. ’ Mr. Salt,
Mr. H. R. Brand. Colonel Walrond.

Y4 Shaw.

I e ".AT the Committee have ﬁbwer to send for Persons, Papers, and Reec

Trar Threo bo the Quorum of the Committee.

REPORT - - - - - - -
PROCEEDINGS OF THE COMMITTEE

MINUTES OF EVIDENCE - - - .
APPENDIX - - - . . . .
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R E P OR T

THE SELECT COMMITTEE appointed to consider and report whether
STANDING ORDER 167, prohibiting the payment of INTEREST or DIviDEND®
on CaLLs during the Construction of a RAILWAY, shall be retained or
modified :——HavVE agreed to the following REPORT :—

STANDING ORDER 167, which prohibits the payment of interest out of
capital in the case of railway companies, was passed with the view of preventing
the evils which had resulted from the extravagant development of railway ehter-
prise during the few years preceding the railwey panic of 1845. By the
Companies Act, 1862, it is provided in Table A. that no dividends shall be paid
except out of profits earned. But this fegulation is not compuisorf®n the
companies registered under this Act, for they are empowered by Section 14 to
make rules of association excludjng the regulations in Table A., and ‘are thus
practically enabled to make what regulations seem best to the shareholders. - A
curious anomaly arises out of this conflict between the Standing Order and the
Companies Act of 1862. If a tramway company, for instance, applies to
Parliament for a Private Bill, it is subjected to the regulation of Standing
Order 167, prohibiting the payment of dividends out of capital account. But
the company may proceed in another way. It may avoid any application for a
Private Bill, and register itself under the Companies Act, 1862, making a
regulation for payment of interest out of capital, and applying to the Board of
Trade for a Provisional Order. If this application is granted, the Order has
subsequently to be confirmed by Parliament, and a Parliamentary sanction 1s
glus given fo a course of proceeding which would not be permitted on a Private

ill. .

The restriction imposed by the Standing Order has led to evasion of the
law. Promoters of new railway undertakings, finding a difficulty in obtalnm.g
subscriptions from the public, who look to the receipt of dividen.ds upon tl{exr
capital, have had recourse to objectionable expedients with t!xe view of evading
the Standing Order. There are a variety of ways by which this evasion l}as been
accomplished, the most common of which cousists in obtaining the services of a
wealthy contractor, who finances the undertaking, and engages to pay interest on
capital pending the construction of the railway. It is rleegiless to say tha.t he
obtains a handsome remuneration for these services. Another plan is sometimes
adopted, by which arrangements are made with one of the larger companies, who
undertake to work the line after construction, taking a heavy percentage upon
the actual outlay, which is held to includ. the interest on capital pending con-
struction, as well as the monies actually spent in making the railway. In either
case this system of evasion tends to an increased cost of construction, and a eon-

sequent loss to the shareholders.

The employment of one of these expedients by the Hull and Barnsley R-
way Company led to an action betore the Master of the Rolls,and an injur
was issued at the suit of a shareholder of the company restraining the o
from paying interest out of capital, in accordance with the termsc
pectus issued by them.

This decision led that company and others to insert a clar
permitting payment of interest out of capital during construc
circumstances it was thought desirable to refer the matt
nittee.
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PROCEEDINGS OF THE COMMITTEE.

e

Thursday, 20th April 1882,

e ————————

MEMBERS PRESEXNT:
Colonel Walrond.

Mr. Daxter. !
My 1. R, Braud. Mr. Shaw.

Ay, Salt. i

Mr. BAXTER was called to the Chair.

The Committee deliberated.
till Tuesday next, at Twelve o'clock.

[ Adjourned

Tresday, 25th April 1882.

MEMBERS PRESENT:

Mr. BaxTeg in the Chair.

Alr. Shaw. Mr. Salt.
Mr. 11, K. Brand. Colonel Walrond.

Qi Edward William Wathin, Bart., a Member of the House, Mr. John Charles Rees.

and Mr. Charles Waring, were Examined.
A [ Adjourned till Friday next, at One o’clock.

Friday, 28th April 1882.

——————eptb e et

~»

MEMBERS PRESENT:

Mr. BAXTER iu the Chair.

My, Shaw. Mr. Salt.
M:. ;Itai\\l. Brand. Colonel Walrond.

¢ of the House, Mr. Thomas Henry Farrer, Mr. James
olonel Gerald Smith, were Examined,

R. W. Perks apd Mr. Joseph

My, Samuel Laing, a Membe
Staats Forbes, and Lieutenant-C

Rees was further -Examined; Mr. I
r of the House, were Examined.

[ Adjourned till Wednesday next, at One o'clock.

My, John Charles
W. Pease,a Membe

ad



PROCEEDINGS OF THE S8ELECT COMMITTEE

Wednesday, 3rd May 1882.

—
MEMBERS PRESENT .

Mr. BAXTER in the Chair. ‘

Mr. Shaw. . .
‘Mr. Salt. Colonel Walrond,

Sir Francis S. Reilly, Q.C., was Examined.

| [Adjourned till Wednesday next, at Twe o'clock.

Wednesday, 10th May 1882,

MEMBERS PRESENT:

Mr. BAXTER in the Chair.

Mr. Salt. ;
Mr. b'?law. ! Mr. H. R. Brand.

i Colonel Walrond.,
Mr. Henry Tennant was Examined,

Sir Francis S. Reilly, Q.c., was further I
Mr, Richard Withers was Examined,

xamined,

[Adjourned till Friday, 19th May, at Two o'clock

Lriday, 19t} May 1882,

e ————————

MEMBERS PRESENT :

Mr. BAXTER in the Chair, '
Mr. Salt. i

Mr. H. R. Brand, Colonel Walrond.

Mr, Shaw.

DRAFT REPORT proposcd by the Chairman re

ad the first time, as fullows :—

€&« v - ) > . - - .
STANDING ORDER 167, which prohibits the payment of interest out of capital in the

case Of railwa Yy (‘011)1)nx)ies was 173886(] wi 1 f eve n € evils whic ll(l
y Wi l[}l thc view 4 1 § i i
esulted from t] e extravacant deVC‘()Pn)Bnt of ”“_ 0 preventing t]l il ’hl 'l h

A e ext 4 ¢ ay enterprise during the few
preceding the railway panic of 1845, By the ¢ il N CW years
wa; - ompanie: it i 1 i
Table A. that no dividends shall be paid except out ot‘lpn:fei:s lc\'xf:l,ml(?”'l;t tls ,l)l:()‘ ed in
tion 13 pot compulsory on the companies registere : P gt (s regula-

com d under this Aet, for tl

s the companies reg: : 1e -

POH er(dtl}),y Section lﬁ to make rules of association excluding the reﬂ'ui'\tinns inyT?\{ﬁ ex]

and are thus practically enable ¢ why i ¢ to der.
1 cally enabled to make what regulations scem best to the sharcholders,

A curious anomaly arises out of this conflict between the Standing Order and the (°
anies Act of 1862. If a tramway company, for instance npplic: to Ig ‘l"n e Com-
rivate Bill, it 1s subjected to the regulation of Standine ()’rdcr e h'al:' lament for g

ment of dividends out of capital account. But the c:mpuuy may profibiting the pay-

way. It may avoid any application for a Private Bill, and re i{tg;'m'ico;l - anoth}t:r

Comp.ames Act, 1862, making a regulation for payment of intcrist leeff u".(::]r the

applying to the Board of Trade for a Provisional Order, If this g (il~" ol capital, andd

the Order has subsequently to be confirmed by Yarliament and a Pp;;_lcauo::n;a {.:;mnt? !
is thus given to a course of proceeding which would not bc’l»crmittesroﬁelgri\'{tlcmlliciﬂon

“ 2. The restriction imposed by the: Standing Order has led to evasion of the 1
Promoters of new railway undertakings, finding a diﬂicul‘{ ons
from the public, who look to the receipt of dividends upon their capital, have had reco
to objectionable expedients with the view of evading the Standing Order. There aumc
vanety of ways by which this evasion has been mtcnn‘;plished, the most common of w},;?cl‘:
consists In obtammg_ the services ot. a wea]thy contractor, who finances the undertakirll
and engages to pay interest on capital pending the construction of the railway. It x;

needless

y in obtaining subscriptiong *

ON STANDING ORDER 167, . vii
m;edjesg to say that he obtains a handsome remuneration for these services. Another
Jan is sometimes adopted, by which arrangements are made with one of the larger com-
nies. who undertake to work the lmg after cons_truction, taking a heavy percentage
upon the actual outlay, which is held to include the interest on capital pending construc-
tion, as well as the monies actually spent in making the railway. In either case this
system of evasion tends to an increased cost of construction, and a consequent loss to the
shareholders.

« 3. The employment of one of these expedients by the I{ull and Barnsley Rail-yay Com-
pany led to an action before the Master of the Rolls, and an injunction was issued at the
suit of a shareholder of the company restraining the directors from paying interest out of
capital, in accordance with the terms of a prospectus issued by them.

s« 4, This decision led that company and others to insert a clause in new Bills permit-
ting payment of interest out of capital during construction, and in these circumstances it
was thought desirable to refer the matter to a Select Committee.

“35. Your Committee have gone carefully into the question referred to them, and find
that there is much difterence of opinion among persons competent to judge regarding the
wisdom and utility of Standing Order, No. 167; there can be no doubt, however, that it
has been evaded by both old and new companies, and the preponderance of evidence is in
favour of certain modifications which have the sanction of high authorities connected with
both Iouxes of Parliament and the Board of Trade.

“6. Your Committee therefore recommend that it may be permitted tospay interest
upon capital during the construction of railways or tramways, subject to the following
conditions :

¢ (1.) A clause defining the amount of interest, and the term for which it is paya-
ble, to be inserted in every Bill, and to be specially reported on by the Board of Trade
before being submitted to the Committee. '

¢ (2.) Such interest to be an addition to the authorised capital of the under-
taking.

¢ (3.) Power of issuing debentures to be reckoned on the capital exclusive of such
addition for interest.

“(4.) Payment of such interest to continue only during construction of the works,
or for such less period as the Committee may think fit to authorise, according to the
circumstances of the casc.

¢ (5.) Therate of interest to be fixed by the Committee, but in no case to exceed
five per cent.

¢ (8.) The Prospectus and Share Certificates to contain on the face of them an
intimation that interest is payable out of capital during construction only.

¢« 7. Considering, however, the bearing of these proposed changes upon the existing law,
vour Committce are of opinion that it wou!d be better to proceed by a General Public
Bill, instead of a mere modification of Standing Order, No. 167.

‘8. The attention of the Committee has been called to the existing system of making
deposits of a portion of the capital of a railway undertaking ; to the desirability of allow-
ing new companies as well as old to issue shares at a discount ; to the charging of expenses
of management, &c., during construction to capital ; and to some other points which seem
deserving of consideration at a future time, but they do not appear to come within the
limits of the present inquiry.”

Drarr REPORT, proposed by the Chairman, read a second time, paragraph by para-
graph.
D

Paragraphs 1—4, agreed to.

Paragraph 5, amended, and agreed to.

Paragraph 6, amended, and agreed to.

A new paragraph inserted.

Paragraph 7, amended, and agreed to.

Paragraph 8, agreed to.

Question, That this Report, as amended, be the Report of the Committee to the House,

—put, and agreed lo.

Ordered, To Report, together with the Minutes of Evidence, and an Appendix.

196. ad
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LIST OF WITNESSES.

Tuesday, 25th April 1882,

Sir Edward W. Watkin, Bart., s, - - - -
Mr. John Charles Rees

Mr. Charles Waring

My, Samuel Laing, y.p,
Mr. Thomas Henry Farrer - - - - - -

Mr. James Staats Forbes

Friday, 28th April 1882,

Licutenant Colonel Gerarda Smith - - - - -
Mr. John Charles Rees

Me. ROW. Perks

Mr. Joseph W. Peasge, M.p. - - - - - -

Wednesday, 3rd May 1882

sir Francis S. Reilly, q.c. - - - - - -

Mr. Henry Tennant

Wednesday, 10th May 1882.

sSir Franews 8. Redlly, ¢, - - - - - -

Mr. Richard Withers
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MINUTES OF EVIDENCHTE,

Tuesday, 25th April 1882,

MEMBERS PRESENT:

M. Baxter.
M. H. R. Brand.
Mr. Salt.

Mr. Shaw.
Colonel Walrond,

Tur Ricuir HovouraBLE WILLIAM EDWARD BAXTER, 18 e Cxair.

Sir Epwarp W, Warkix, Bart. (a Member of the House); Examined.

Chairman.

1. You have been connected with railways
for some 30 or 40 vears, have you not?—I
have. ’

2. And you have a recollection of the railway
mania of 1844-45 7— Yes, I remember the mania
for making railways, the large premiums, and
the excitement, followed of course by great re-
ductions of price and very serious losses, and
public calamity, in fact.

3. That collapse produced great loss and
misery 7—Very great,

4. In your opinion was that owing to the ex-
cessive making of railways *—Of course it was
owing to the excessive making and the excessive
projections combined; and that making was
stimulated by the practice which existed at that
time of paying dividends out of capital

5. Dividend wax not paid out of profit 7—They
paid dividends before they earned anything to
divide. For example, take a railway of which
for many vears I have heen chairman, the Man-
chester and Sheflield Railway.  That wasa very
costly x:ailway; it had a tunnel of 3% miles, or
something like that, in length; it took a long
time to construct, and during construction they
paid 5 per cent. out of capital to their share-
holders. The eftect of that was to assist in
raising the price of the shares to 1404, which is
40{. premium; and on the great collapse that
followed I think they were sold as low as 104,
and a great many people were ruined.

6. The Government and Parliament feeling
this at the time 1o be a great evil, it was felt
neeessary to provide a remedy, and tl):x@ was flle
origin of this Standing Order 167, was 1t not?—
Yes; I think Parliament saw that an artificial
value had been given to the sccuritics by this
practice: that it had had the effect of <timulating
all kinds of adventures.  In point of fact it was

0.93.

. Chairman—continued,

simply allowing people to eata joint of their own
tail. I think it was in 1848 (but of course the
Papers before the Committee will show that) that
Parliament decided that in all future Railway
Bills there should be a clause practically pro-
hibiting that practice.

7. Then I understand you to be in favour of
the Standing Order as it at present stands ’—I
know what objection can be made to it, but I
think myself that it is a conservative measure
which does not damage anybody. At the same
time it no doubt prevents the prosecution of
schemes that otherwise would be prosecuted.
It may be said, of course, that ever?body
can take care of himself. The President
of the Board of Trade told us the other day
that people shonld practically take care of
themselves. 1f you repeal the Statute of
Frauds and put down the Public Prosecutor, I
have no objection ; but as a fact people cannot
take care of themselves.  When I say *“ people,”
I mean of course the class of small investors,
who are generally persons of limited knowledge,
and who are very casily deceived by a flaming
prospectus.  They ought to be protected, in
my humble judgment.

8 And in your opinion has this Standing
Order 167 been effectual in protecting persons
from deception ?—1I think so. I think it has been
a very useful measure. I said a moment ago
that 1 could see where the objection to the Stand-
ing Order was; but of course we must look at
it a little closely. Undoubtedly interest upon
dead capital is part of the cost of the thing vou
make. If 1 build a mill costing 50,000 £, and it
takes me two years to build it, clearly I must
add to cost, say, 5 per cent. as the interest upon
my dead capital ; and, therefore, as a matter of
account between partner and partner, it is right

A cnough
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25 April 1882.]

SirE. W.

Chairman—continued,

enough to add i i
deadaoutlav Blt](; tc};'laptxt_al the interest upon the
fead pavibn pout th “ljs altotally different thing
pom paying Your butler or vour house-
k per 5 per cent. upon the 30,000 /. Juring 1}
ime s lai : '
: it is laid out, to pay butcher’s bills and
ouschold expenses with.” Th s, in m
opinion, a broad distinetic ween (L
opini ,I oa d(xstmcnon between the two
ses, cannot denv that
: ¥ that, as a matter of ac
o ot g of ac-
count, th'e‘um rest on outlay durine eons i
13 an addition to t} “t He oamtruction
adg o the cost of the work v
9. Wil v ) you make,
R You explain to the C i
this distinetion is im ! i ppstee why
Pl ainetion i Posed only in the case of
ays and tramways *~—1I do notknow : [ “up
pose we never had a or i or a4 wrent
) R edat oas pame or ; i
water panic, or anyliinu of tll?qtmli'm fat 1
suppose the S ; g tat kind ; but I
d ppose the Standing Order was a remedy of
hraanc. character applied to meet a disease “wl)' }’l
ad arisen for the first time, and wh; h h ot
cropped ral ‘ He
pped up again.
10. Then we :
. eare to 15 8§ i
after it was passed l\:rlnt]mt this N:lmlmg Order,
~ Wus pass a8 sws aticallv
by parties concerned; s that f‘Clll:ltl( i e
2 Firaes cone 13 15 that <0, 10 your opinion ?
! 1e Standing Order was passed, there
l:}.-; 1a geweral impression that it ouiy ap-
plied to a;\}' undertaking which had no nlet
revenue ; that it did not ‘ i
P othe apply to s (19t1
company with a net revenuo['lrl}r-lr )thl':; ;“:;*:}“{I
any > thy at existine
coni\pan} could, ax a matter of account, not [)‘1;
o . o - Iy i
bac moncy to its shareholders out of capital
ut add on in their accounts to the o Pt
Fhe amount of the dead interest. That was the
impression, and that impression was entirel
upset by several suits in the courts of law {
recolleet two or three. There was the c'u:c of
Bloxam », B.Ietropollmn Railway, and Salishury
v, Metrnpolltun Railway, some 14 or 15 ye'u'}x'
azo.  Then, more recently, there has heen thé
well-known Hull and Barnsley case, Fisher v
- b - R .
the Hull and Barnsley «Company. Tn all those
cases the courts have held that it is illecal to pay
interest out of capital in any form. [n ‘answer to
vour question I may say, that the forms of evasion
adepted have been these: First of all, there has
! ave ! R as
been an actual payment hack to the proprictor
which, obviously, everybody can see is ilh:ml],
Then there have been arrangements made \:?i‘ll'l
contractors, and thcy put on, sav, 100,000 /. or
L P » ’ ’
whatever it was, to the sum of their contracts
and then handed cheques back again to the
companies, which cheques were used 1o add on
t91 dividend.  Now, in the Metropolitan  case
W ‘1:1‘1: was dt.:ne was this: a contract was made
originally wi'h Messrs. Peto and Warine, sub
. v '. - r\’ A )
sequently with Messrs. Lueas; and they put on
to their contracts a <ufficient addition to pay
interest for a certain number of vears out of
capital, :1})(1 they handed back to the company
cheque: for those amounts. and then the company
enlarged their dividend by using this I"“!t of
.. ) H v - N . 1 y - A ‘
practically their own capital; and the only thin

ag not

apital cost

dlxsgulse was that it passed through the 1,
the contractor instead of being paid direct
Now, the effect of that was to exageerat >rul
dividend of the Metropolitan Rzlil\\'z; t(‘) : “-L
cent., and to raise the price of the Metro u‘)]'l)-Lr
shares to 140 or 150 ; [ forget which ilt Im{l
When the courts stopped that, and lmneqw-at.
counts were kept again, the price of the ;h-d%-
fell to 56 ; and it has been only by a prm:o :l‘(:
hard work since I have had the tmublg ((;f

ands of

Warkin, » r, [ Continued

. Chairman—continued.
;I}?:?lmdg‘ﬂ‘;mll it gfnr I came into it when it was in
: heualty i 1R71 or 1872) t} inni

'- - - - t
with 2 dividend of about ") o bogmnmg

(ry: ] 4 N 3 - . at ou 'ht
ld(ll < “5 h It
b4 ave wi I\CI 1t u

1 4 " (4 !) to l“ th.l ( {.,

been paid: axi ’
per cent. Naow, al)l:;i;iniu;?}‘:x;mm” ! |5
present Prime Minister. invester e pam  the
of the late Mr. Gilnin invested, at the advice
o l;m‘ e Mr. Gilpin, in Metropolitan *stock,
ot winr at all the way in which the
; l\;dl'n«l had been cx:aggc-mtcd: snd T am afeaid
tl}inuat. smln'(: money by that n[n‘r:l'tiun. I mentioh
sinply to show that the wisest people mmay
;llnt take the trouble to investigate, nn({ unless
(1::; q(‘,(‘,“;mt 1 transparently honest, they may he
eived. At all events that was the effeet;
that this practice carried on in thiz wav thrmwl;
a contractor had the result of makine a f'r(:xt
many people lose a great deal of nmnm: T

i Mr. Shaw.

1. Was not that shown on the aceounts » -1t

was shown, but in a way very difficult to trace.
Chuirman.

12, 'P.hls was all done when the Standine
Order of 167 was in foree ¥ —Yes, it was in full
f()r('(f; but the moment this practice was suh-
nnt{cd to the Courts thev put an end to i‘t. .

13. Do you think that such practices, t.hou"h
I‘ho_v prevailed when the Standing Order was in
oree, will no longer prevail in consequence of
the decisions of the Courts !—Quite so

14_. As I understand, your bejief is ;lmr these
evasions of the Standwgy ()rﬂtr arose {ron .
mtsapprehension of the intentions of P, l'-“ .
originally ? — Partly o, and partly fmx‘:\r lx;l,]lt:llt
iemuus way of breaking the law; we ha\l:el?r:

(\n(]o,n one or two very able solicitors who d
the O’Connell process “occasionally, of rivi o
a coach and six through Acts ()t"l”urli'u ont
but now we have the decision, in thi “f{"t;
and  Barnsley case, of the Master : f !
R()lls:' it was only last vear that .”l‘lf ]”. i th
was given; the Committee will no ;] \( lwhmJn
that; there ix the whole law on lh(- ! ')tl A
st:ltg(l in the elearest possible manner v ruhect

15, \.ou think the eftect of that (1;-(-i~iu1 r1]
!)e te effectually put a stop to any sueh ‘,,-. l o :
in future *—1 think s0: then of coupse \I\ i]‘;( TH.CH
the question whether the Standine (irdvr i:“tmc
severe or not; if a company with an ‘v\iil'(m
revenue sce fit, ax a matter of account an., l(?g
'thcmsvlvvs, to debit their eapital “i;}‘ l”!‘h“
interext, I do not se¢ anv particular oh; -’-lt' o
that ; .I shauld not 4o it now mvselt In‘( Yl e
th.(\r(‘ 1= oreat deal to be said oy i; "1 think
of abstract gecount keeping ;|
do not think that vay »l:utlT{l‘
vou should cnahlé
_\\'hi(-h 13 not capital
15 on the face of

a

as o0 tnatter
it }r(-}'<~|xcl that [
o do not think
unylmdy to call that capital
l:l that s to e:l\_\', it 10,000 4.
i e ! - the accounts the capital, and
;)lil)l(f./. nt.tlmt. (';}Inml has been given [h;wl; re-
cig at practically 1o 9500 ¢, 1 do not lilillk
that it should be ealled 1o 1. on the
<r)th(~r hand, T do uot objeet to adding on the
.)Q() {. where vou have an established Twu
\,"lth a distinet revenue, it the .sh:n‘(-hnldt‘lm'n'y
tit to do it I would myself rather not do ‘1:5:7(\(;
1 T]}lnk it would be better finanee not to d’n‘it('
I think all our experience shows that sceine the,
ups and downs of this class of property, thvnl;mre

ypu
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© Chairman—oontinued-
) ou ursue a at urse the better, because
zfterpall the great point is (and there the sh;re-
holders”have & olear interest) to have suff: tha
systemn as is most Yikely to keep the price of the
security in an gquable state. 4 vou not

16. But yom v.ropld' favour, would y 0%,
such & sfight modification of the Standing Order
2 dow indicated 7—1 should not object

:g );:m "1 should not go a single step to brmg
; :

it abeut- I cannot say that interest on dea
;s not an addition to cost; what I ob-

2 to is to capital being returned,_ and ther_e-
S made gn abstraction from capital. I will
“take another illustration from the Hull and
Barnsley casc: now, in the ull and Barnsley
case the inducement to the shareholders was
thate during the construction of these works,
which 1 think was to take some three, four, or
five years, he was to get 5 per cent. upon his
capital, and this was to be paid through the con-
tractors again, the same gentlemen, 51e5§rs.
Lucas, most respectable contractors the effect
of that was, that stock which would not have
been floated but for that, was floated and went
to some premium; the effect of that again was,
that by s great amount of pressure and notices
about the closing of the subscription list (one
of which I will hand in to the Committee),
a large number of the working classes of
Hull became sharcholders in this undertaking.
There was, I am told, quite a run upon the
» BAvings banks for afew days; these mcu_thought
they wafe going to get 5 per cent. from the
Hull and Barnsley; they were only getting
21 17 & 6 d. per cent. in the savings bank 5 they
rushed to the savings bank and took out their
money ; what is the result ! The Master of the
Rolls decided that what the Hull and Barnsley

¢. - Company were doing was entirely 1llegal, and

although the contractors, as a matter of honour,
have themaelves so far paid this 5 per cent. outof
their own pockets, 1 believe (believing that they
were personally honourably committed ; it wasa
very honourable thing of Messrs. Lucu§ to do),
still, these shares with 2L paid have fallen to
12 5., and the cficet is, that what these poor men
gave 2 [ for on allotment is worth 125, 1 mean
to =ay that those men, 1gnnr;mt men, wc:r_c m—’
duced to apply for these shares on the faith ot
the 5 per cent.  Then the deception, it it de-
gerves so harsh a name, was twotold 3 first of all,
the payment was illegal, which 1s concealed from
these poor people ; aud, secondly, the fact of the
dividend of 5 per cent. being paid, led them to be-
licve that that was the minimum rate of interest;
that il they could get 5 per cent. before the line
and dock was opened, i all probability they
would get more than 5 per cent. after 1t was

opcllt‘d; in fact, the prospectus promised 8 per
cent., so that they were that unfortunate
position. Then, it addition to that, the Corpora-

tion ot Ttall invested, under extraordinary powers
think it was, 100,000 ;

in the DBill, a sum of; 1 .
of course that 100,000 1. which was borrowed on

the sccurity of the rates of “u“ ix nOW ut a con-
giderable discount, and it the Corporation had to
realize they would be serious loscers by it 1
think that is a fair Nustration of the system
which Parliament intended to prevent by bt:‘md-
ing Order 167. Then 1 should ask the Com=
.' 0.93.

mittee just to consider for a moment how this
movement in favour of a change in the Standing
Order has been initiated ; we have been going
on, I think, for 34 years under this Standing
Order; for certainly 15 or 20 years we have
known how the Courts have interpreted it ; those .
of us who represent established railways want to
know where the movement came from; I have
beeu entirely unable to find out; no chamber of
commerce has asked for the change ; no public
body has asked for it ; certainly no existing esta-
blished railway has asked for it: and we do not
know where the demand for a change of any kind
comes from; and we inquire where it comes
from, because we respectfully submit to the Com-
mittee that changes of Standing Orders practi-
cally in this case mean a change in what we
looked upon as the established policy of Parlia-
ment; because the Standing Order was not
initiated by the railways, but was put npon the
railways by Parliament,as Parliament thought in
the interest of the country at large ; and we say
that if a Parliamentary policy has lasted 34 years
it should not be departed from without certainly,
in the first place, that inquiry wiich the House
has ordered, and, secondly, that it should have
some imitiator; I fail to sce who would benefit
by the Standing Order being changed ; it may
be said that to a certain extent it Is a restraint
upon the making of railways; well, you had
better not make railways than make them in an
unhealthy and dishonest manner, or a manner,
rather, which will permit of dishonesty ; but then
comes the question of the alternative; in 1867,
I think it was, I had the honour to preside over
a Committee which amended the railway laws,
and one of the provisions that we introduced into
that Act of 1867 was a provision to permit what
previously could not be done, namely, the issuing
of shares at a discount.

17. Are you referring to a Committee of this
House —— A Committee of this House. It is the
Railway Amendment Act of 1867. There is a
clause there which enables you to issuc shares
at a discount; before that you could not do it.
The moving cause of that was not any reference
whatever to this Standing Order; but a number
of railways had overbuilt themselves, the Brighton
Railway in particular, and it was felt that the
best way of paying debt was by the issue of
ordinary stock ; and that inasmuch as at that
time you could not issue the ordinary stock at
par, you ought to be allowed to issue 1t at a dis-
count. Prior to that you could not issue stock
at a discount; there was a distinet prohibition
of that, and a provisioh that it must be issued at
par. 1 say that if gentlemen want to make
railways and to issue capital, then they should
have the alternative, and should be able, if they
please, to issuc their shares at a discount. But,
bearing upon that, I may just mention that it is
almost impossible to dissever the proposed change
in the Standing Order so far as 1t would enable
this repayment back to the sharcholder of a part
of his own money, from the system whieh has
grown up of evading another Standing Order
which provides, where there is an existing com-
pany without a dividend, for the lodgment of] 1
think it is 5 per cent. upon the cost of the work,
as a gauge that the rallway will be made.  Now

Az the

J
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capital raised for an undertaking which is to be
carried out by an existing company, is this: that
in the first case the investor may have his in-
terest during construction for one or two or three
years, and then arrive at no dividend whatever ;

\ but in the sccond case the probability is that if

the condition of the existing company i3 fairly
gootl, the di\"ideml will be more or less continued?
~—Y es,'fhat 1s.the line of thought generally.

40. lherg i3 a broud ditterence between the
twe cases in that respect /—Yes. In the one
cas?‘_whcthcr complete results or not, they are
‘(%e]f?ln'lt(: resul't_—': :uu{ a man savs, for instance,

Xhisas arailway of 100, miles having a revenue
of 160,600/, or whatever it may be, its workine
expenszes =0 much, and the net'prnﬁts =0 much »
all shown in the uniform statutory account. I’n
the other case he has a hope (that ix all) that
this 100 miles of railway may do as well as the
other, or better. ’
4L In one case 1t 15 a complete speculation;
in th(_? other ease there is a tolerable amount of
certainty '.'.—There ix u tolerable amount of cer-
tainty in the one, and uncertainty in the other.

42. Do ydéu attach great importance to what
you have suggested to the Committee as to the
necesinty of protecting the investor in these
cases *—1 think so, =0 far as Parliament v:m;
Atall events. I think thar Parliament should do
nothing, the tendeney of which is that he may be
deceived. There is a broad distinction hetween
the two. If you had an Act of Parliament to
say, “ Nobody must be deceived,” it would not be
worth very much; but it you have a Standing
Order or an Act of Parliament which facilitates
the getting up of hopeless schemes, and which
puts the shareholder for a certain number of years
three or four, or whatever the number may be, il:
a kind of fools paradize, from which he wakens
when too late, Parliament becomes, it scems to
me, a party to an unsound system.

43. Is there any reason why Parliament should
exercise paternal care over investors in railways
more than over Investors in other enterpriges ¥—
No, I do not think there is.  There are the two
oppositex  Parliament may do nothing positive
but Parliamient :hould not facilitate a ﬂysten;
which, as I conterd, Parliament itself put an end
to after the crash ot 1845.

44. Now, is it not the fact that by some means
or another it .lms been almost the universal
custom to pay interest upon unproductive cayital
during the building of a railway #— No, | think
not; I think it has been the exception. Ot course
there are two or three wavs in wlhich vou may
meet adead outlay 1 at least vou might have done
go, and people did before the legal decisions.
An existing company, for instance, charged the
mterest upon their dead outlay  to thuirnczl];it:tl
account; the cttect of that was thar until the new
picee of railway was opened the whole net profit
was attributable to the productive capital. Then
it the new work was an eminently productive
one !;_\' the time it was 1»11(‘110(1- evervthing
eauulied itselt; but if the new outlay iumcn
out to be a bud speculation, then cléarly the
dl\'l(‘lclllla had been enlarged bevond the bounds of
prudence.  Then there is another wav in which
1t has lwvn‘(lnne, and very t'l'(‘qu{'n‘l\"d()ll(‘. It
bas been done by the Great Northern and by

Sir E. W. WaTk1IN, M.P.
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Mr. Salt—continued,

several other companies. When they have had
a work of importance, they have jssucd to their
sharcholders a stock, the dividend on which would
commence a year or two forward; it may be said
to be adding interest to capital in that form ;
certainly it does pro tanto relieve the net revenue
:{;:’_cm:m. Bult [ will take the case of the North

ester dl; ' :

Ve )'c; .l'l,in:lt )f: ,.\,hdl‘.l-"d Compuny. Those are

tpanies always laying out a larec amount of
capital in new works, The North Western

(ot B i et et s e o
four millions, certainly,  All ;ml’.‘“‘; three or
il i . .nn AR t‘mt Interest, c\'.cry
;:1“.1:1‘:& v 'l‘.‘:icde.'ul x'mcrcl'st, \1; charged against
fiekd, and Lincolvihire Rl fonrcr, Shet
e L ancolns ure”Rull\\a_v, tor this last
dozen years, certainly.  They were, also, t some
extent um.lcr thie delusion that thev were richt in
charging anterest to capital as a matter of ac-
count.  For that dozen vears they would have
generally one, two, or three 1iillions of capital
{:ertectly dead.  Every shilling of the intcrest

as gone against revenue.  Take the cave of the

Mc_trupullKQn Railway Company.  The Metro-
politan Railway Compauy, by their own capital,
are rapidly finizhing the picce of the Inner Cirele
Railway which extends from High strect, Ald-
gate, to Tower ill, 'l'rinitv-w?mn‘(- as it is
called. There is a dead outlay there of nearly
hz?lf a million of monev, less some  amount
of rents of those houses which have not been
)3111431 down. Al that has gone against revenue.
l}l.cl'eg()re I should say that, except in the form
ot issuing the shares with dividends to come, asit
were, dividends to accrue, and with the e;(cep-
tion of any capital that has been provided by,
say, companies like the Brighton Company years
ago, by issuing sharex at a discount, I think,
as a rule, the interest has been chareed aoainst
revenue. ° -

+5. Of course nobody can object to charging
the interest upon unproductive capital against

revenue, excepting sharcholders themsclves 7—
No, except so far as it may be round or unsound.
1 mean that you mauy have a general public
objection which the sharcholders might not like.
No doubt the sharcholders are very fond of
taking as much dividend as they can get.  The
have a considerable hunger for dividend—a divi-
dend-hunger ; but still the great bulk of the
steady investors, 1 think, would prefer an
equable price of their stoek, which means an
cquable dividend, to the ups and downs which
arise {from proctically manipulating the interest
o capital account.

_d60 Then we come to this, that yvou may
('nh‘cr pay the interest upon unl;rudnctivc
capital out of dividend, as in the case of very
strong compantes, or yvou may add, during the
period of construction, the interest on unpro«
<luv!i\ ¢ capital, as in the case of weaker come
panies: but in all other cases you would abso-
lllh‘I}' lil"(’llillil the ],;l}'ing of interest “—1 would
prolibit paving back capital, certainly in all
cares where there is no net revenue, I would
prohibit paying back capital 1 all cuses—an
actual retirn ot the money, which is practically
a fictitious incowe 3 just in the same way asif a
man bought an estare for 100,000 4, aud in':_:zm to
improve it, and simply paid  himselt hack so

much 8
f
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wch money which he spent in hpusehold
xpenses. Obviously it is an unreal thing.

47. Now assuming that plan to be‘carr.led
ut, not only in the theory of ‘the bmndlpg
)rder, bat actually 1n fact and in com_mercml
ractice, would mot the effect be to give the
baolute control of the country to the great
ailwgy companies >—No, I do not think so. I
hink - that wherever the enterprise was really
r00d, ‘money would be found to carry out the
mterprise.

48. You think that the effect would be that
veak: cnterprise would be stopped, but that
strong enterprise would not be hindered ?—1
hink that the healthy enterprise would be
relped, and not crippled by it; and that the
mly enterprise that would te fostered by paying
nterest out of capital would be unhealthy
enterprize,

Colonel Walrond.

49. As far as I understand your evidence, you
are in favour of keeping the Standing Order as
it is, entirely 7—Yes. )

50. Supposing that the payl.nent.nf interest
out of capital shonid be authorised, is there any
limit of per-centage that you would recommend ?
—_I think it should be the barest possible amount.
If T wanted to minimise what I think would be
{he evil, 1 should make the interest one not ex-
ceeding 3 per cent.; but that would be rather in
the tendency of minimising what 1 should take
to be an evil, than anvthing else.

51. But vou limit that payment of interest to
the period of construction” — Yes; always assumn-
ing that it it were done at all. T should certainly
not allow an interest of more than 3 per cent.;
and I should certainly [imit that, and severely
limit it, o that i’ there was any attempt to pro-
long the period under the guise of non-completion
of the works, Parliament and the _slml:eholders
would have an opportunity of checking it.

52. Would you limit it to any particular num-
ber of years?—The honourable Member for
Stafford lxid down the basiz; that is to say, the
period of construction ; but then. to prevent any
playing with that, 1 s]_muld llllllt that period to a
very short number of vears 311(!eed; '.jl)out two
years, I think, wonld be the limit. Of course, a
great deal would devend upon the nature <»£ the
work. For instance, supposing 1t was the I“orth
Bridge; it Parliament. in itz wisdom, saw fit to
permit the North British Company to charge
any part of that interest to capital, that would
be a case by itself, and would have to take a
longer period of years, because it would take
longer to construct. If it was a simple line in
the country that might be made in twelve months,
of course you would take that into account.

+
St Mr. Slt.

153 What I uuderstood you to tell me was

Mr. Sal/t—continued.

this, that in each Act of Parliament, where it
was necessary to insert such a clause, you would
limit the time of payment upon unproductive
capital to a fixed term, to cover, as’ nearly as
possible, the perind of construction ?—Yes. )

54, And that period might be two, three, four #
or even five years, according to the nature of the
work 2—Yes ; the shorter the better, and the
less the amount of interest the better. I should
certainly oppose any alteration of the Standing
Order, but if anything is to be done it shoild fit
cach special case.

Mz, Brand.

55. From your experience, would there be
any difficulty in the promoters of a new enter-
prise being able to get money, if they issued
capital at a discount, as you suggested in your
evidence >—I do not think there would be the
smallest difficulty in their getting capital for an
enterprise between points A and B, 1f they re-
presented points of industry.

BII'- Shll w. : '

56. I suppose you are aware of the system in
Ircland of guaranteed shares ?—Yes, guaranteed
by the barony. ) )

57. Do you see any objection to intercst being
paid on those shares during construction by the
barony ?—Practically it must be so. I think
that is an cntirely exeeptional case. My own
view about railways in a country like Ireland 1,
that that is a total cxception, and they ought to
be the property of the State. They ought to be
made in the cheapest way, with the cheapest
money, and, therefore, by the State. )

58. At the present time they are made in the
dearest way, with the dearest money, and by
anybody who takes a fancy to make a railw\"ay?
—By anybody who can scramble through with a
railway. ]

59. And if interest were payable during con-
struction the contractor would get money on
much easier terms ?#—I have no doubt where
money is lent by the baronies it becomes an ex-
ceptional case. I should say that it is quite im-
possible to treat the case of the extension of
Tri<h railwavs as on the same four legs as the
English or “Scoteh case ; it is a totally different
thing. A railway there ought to be a ploneer of
it cannot well be the follower ot pro-

progress ;
gress,
Chairman.

0. Your evidence, in fact, does not apply to
Ireland at all ?—No, I should say that the ques-
tion is a totally different one there. 1 shm_xl_d
myself be only too glad to vote for the acquisi-
tion of the present Lrish railways by the State,
and the extension of them by the State out of
money raised at 3 per cent.
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61. WiLL youinform the Committee how lone
you have becn connceted with railways ?—Since
vthe year 1855, 27 veara,

62. Andin x;ari;»us capacities >—Yes,
st.‘?. aé:s;;&;:t:r;nd Parliamentary agent?—

) i one of the large railway
companies for many yvears: and since that as
Pacliamentary agent. ~

64. Now Sir Edward Watkin is at a loss to
understand the origin f this inquiry. Probably
you can clear that matter up to the Committee ?
-_——'lhc inquiry may be said to have originated
from the history of the Hull and Barnsley case
in which I was agent in the Session of 1850,
That Act of 1880 contained the clause required
by this Standing Order 167, probibiting the pay-
ment of interest out ot capita{ during coustruction
or at any time; and I should remark upon that,
that the un(!ertakin;: autharizsed by that Act wm’s
partly a railway undertaking and partly a dock
undertaking, the cstimate for the dock under-
taking beinz in round numbers, 1,000,000 L

65. A doek at Hull, was it not?—A dock at
Haull, now propoxed to be called the Alexandra
l‘)ock.‘ The Act, nevertheless, although the
Standing  Order Act applies only tu ?uilwuy
cases, covered the whole capital, the dock capital
as well as the railway capital.  Then you have
hca\'gl from Sivr Edward Watkin that a p‘mspectus
was i=sued by the Hull and Barnsley Company
in which it was stated that the comru(,‘tur;
covenanted to pay interest at 5 per cent, per
annum half-yearly until the 31st of December
1884, on all amounts for the time beinge puid up
The 1st of December 1884 was the ti:le limitui
by the contract tor the completion of the worka
Lgon that prespectus the whole capital was sub-
&Cl'l'b(’d; but, as Sir Edward Watkin has stated
an injunction suit was afterwards instituted.

66. By whom ¥—It was instituted by a eentle-
man of the name of Fisher, who hmﬁ»u&has«d
recently in the market some serip which  had
been issued by the company. He was a serip
certificate holder.  Ie instituted a suit nominall
on behalt of himself and all the shareholders (ﬁ'
the company for an injunction prohibiting the
directors from paying moeney out of capitad, and
for other purposes. The Master of the Rolls
granted that injunction.

67. Incranting that injunction, did the Master
of the Rolls express any opinion. upon the
general subject? —He did to a certain extent
express an opinion upon it. I have the shorthand
writer's notes of the dizcussion before the Master
of the Rolls upon the motion for the in}unctim'l
and with the perniission of the Committee, I wili
read a short paszage from the discussion. This
18 the passage: = (The Muster of the Rolis. I
should 1hink this case would lead to some hu-
provement in the wording of this clanze.”  Thyt
n{_ course is the clause prohibiting the paymc;)t
of tnterest out of capital,  ‘then Mr. Chitty, who
was counsel for the campany, said: ¢ v:’uuld
b? much better that the elause should be oot rid
of altozether.  ( The Master of the Rui/s.)b That
I.(’m not kuow.  (Mr. Chittyy The effect :>i'
this clause 1s to throw undertakings of this kind

Chairman—continued.

into the hands of mere contractors, who nmnil;u-
late the shares and debentures of the company
in any way they like. You have had many
instances of railways made in that wav, where
not one half of the actual money has been ex-
]‘)c.nd’ed on the line. 1t is much better to allow
fair interest during construction, ( The Mavter
of the Roils.) 'To be charged as part of the cost
of construction ? (Mr. Chitty.) Yes. I consider
it is an antiquated view of the matter, ill adapted
to the wants of mankind, and not likely to
conduce to a good result.”  Then the Master of'
the Rolls sava: “If a man lays out 1,0001 in
building a house, at the end of that time he
reckons the house costs him not only the money
laid out, but fair interest on the money laid our.
Why the same doetrine should nat apply to vail-
ways, 1 dq not understand. (Mr. Clutty.) There
i3 a pertinaeity in some qguarters, or rather
perhaps 1 should say, a persistence in holding to
this ‘vlnuse, which 1 do not think s for the
public good.  (The Muster of the Rolls)y 1 am
not suggesting that what vou do is immoral or
contrary to public policv,” and o forth

_ 68. Do you concur with Sir Edward Watkin
in believing that this decision of the Master
of the Rolls, who held that the Standine
Order had been distinetly evaded will preveat all
such evasions in the tuture 7— I do nat think = -
and 1 t.hink the proof of it is that }\r().-‘lwv!u;t':
bave since that decision been put forward offering
cxugtly the xame thing, the payment of im;-vc.\:
during construction by the contractor, which
means out of capital.

GEJ. Will yon pursue the history of the subjeers
~You asked me just now what was the orivin of
th.xs wqguiry.  Afier the devision of the .\?:Mpr
0{ the Rolls, to which the Hull and H;u*ur;lvv
Company submitted, the company procecided ta
presenta Petition last Session for leave to intro-
;luce a Bill after time to put the matter right, to
legalise the payment of interest out of capital,
The Standing Order Committee, however, of
your honourable House reported that the .\m’ml-
g Orders should not be dispensed with: and
the Bil consequently could not be introdneed
But in the present Session that company t}n'v
Hull and Barnsley Company, are prnmnt.il.ﬂf i
Bilt which has the object of levalising in ti:‘i'('
ease the payment of interest out of vnl;i:'d 'l'l(' 2
Bill T am the agent for.  Of caurse ;(‘U'\.(.‘ nl‘.l;
naturally to e, as it wonld 1o ;”,\»‘(,“,. t'h‘.ltu;t
\\l'a:s extremely improbable that in tlv;t (:l\'m-:
; \il;)i"”, l:lt t“}lli"d‘l‘l‘:)(‘; 1l'.’ln‘rlh:m_mm \\w‘»ul(l pass surh
1675 and 1 (hon’-(ln-‘-ul of the Ntauding Order
o L . u-\'nt_ml mys«H' to endeas
ol T prine q.).tliy m the interest of the Hull
;lll‘l‘()‘li‘ii{f;lllfltr}' ( otmpany no doubt, to obtain some
A ,‘ni“(,‘;:“;f‘.ﬂi;:‘ \::‘:ll.u'(hflllg Urder, so 1?1:1!. the
with the pasd such a turm that, comsistently
N )H passing of i, the Bill of the Hnll 440
'.u‘,(:x):ﬁl(\"} (l(n(z‘xt\ln:;::‘\'n’l‘:lr :'.%\mhb“f“’: “I)“,r. they had,

A , s e poxstble, ® Thens
happensthat Lhave s goad many i At il
Bills in my charee for this \. . v)_llnp.m f:mt.r:u)wu_\'
Jarge sums n('m\:\m‘\ imlv. w‘l B ““("[\ A
capital of over 8,000 gt huvolying i

. D000 others 3,000,000 ¢,

2,000,0001,

=ty

»
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2,000,000, and so forth ; and I suggested to
several of my clients that, as I was attempting to
bring sbout some saction with reference to
thig Standing Order, it was cxpedient for them
to introduce into their Bills, tentatively, _clauses
authorising payment of interest out of capital, as
had been done in old Nessions years ago. That
accounts for your finding several Bills with my
name upon the back as agent, with this claunse in
them, and a Bill deposited by the Hull and
Barnsley Company for divectly legalising pay-
ment of interest by themselves, 1 should hike to
be allowed to state with reference to what has
been said by Nir Edward Watkin and other gen-
tlemen hefore the President of the Board of

Trade, and alzo before the Chairman of Ways

Means, that the Bills to which I refer are Bills .

which are not, in any proper sense of the word,
speculative Bills. 1 do not undertake myself (it
I may be allowed to say so parenthetically) that
sort of business. These Billsare all Bills promoted
with the most perfect good faith. I have a list
of the names of the directors in each case.
will instance one, the Central Northumberland
Railway Bill, which has passed already a Com-
mittee of this House, in which the promoters
represent the whole of the landed gentry in the
connty. They are all men of a leading position in
the county, with Sir Charles Tre velvanat the head:
and in no way were they in any proper sen=e
speculative promaters. 1 may add the same of
the other Bills now pending to which my name
is attached.

0. It has heen stated that some of these un-
dertakings were searcely hond fide ; are you pre-
pared to furnish the Committee with the names
of the promoters and directors, in order that our
minds may be satisfied upon that point —1 am.

71. Perhaps you will put that in as a paper

afterwards ?—Yes.  In the Central Northum-
berland Railway case, the following gentlemen
were named as first directors: Nir Charles
fidward Trevelvan, Nir John Swinborne, Mr.
Ralph Carr Ellison, Mr. Walter Charles Selby,
ihe Honourable Frederick William Lambton, Mr.
John Robinsen, Mr. William Forster  the
younger, and Mr. Macartney Swarbrick.
" 297 Did that undertaking originate 1n the
county itselt 7— Entirely. 1t originated from a
publi¢ meeting of the farmers and those inter-
ested in the land of the distriet.

73. It is not the case then that any of these
undertakings are what may be called railways
gat up by contractors and prufc#hm:l\ men f—
Certainly not.  With regard to some of them, I
know personally, as a wmatter of fact, that the
promoters not only were not suppurtcd by con-
tractors, but had refused direetly and positively
to have anvthing to do with them: that they
found the money entirely by themselves for pro-
moting the Bill, and tound the deposit by their
own credit.

74. Continuing vour history, did you commu-
b eesident of the Board of Trade
of Committees of the House
of, Commong, agd with Lord Redesdale 2-—In the
first instance 1 'communicated with Lord Redes-
dale’s counsel;) and wrote a letter to him, which I_
believe was sent afterwards to the Chairman of
Ways and Means and to the President of the

0.93.

nicate with the V
and the Chanrman

Chairmnan—continued.

Board of Trade. I believe that is the origin of
the inquiry.

75. Can you state to the Committee what
opinion these authorities entertained about your
proposal 7 — Unfortunately, from my engage-
ments here, [ was not abie to atténd either de-
putation at the Board of Trade. I was present
when the deputation from the railway companies
waited upon the Chairman of Ways and Means;
but. in accordance with his usual practice, the
Chnirman abstained from ecxpressing a dirert
opinion himself. 1 cannot therefore state, of my
own knowledge, what the opinion of the various
authorities may be.

76. Can vou tell vs anything about the history
of this Standing Order?—The history of the
Standing Urder 1s simply this: in 1847, follow-
ing upon the Sessions of 1845 and 1846, in which
a very large number of Railway Bills had been
passed, 1 think nearly 300 in 1846, there was an
enormous number of applications for Railway
Bills, T believe running close upon 1,000 ; a sort
of collapse cnsued in that year, and the great
bulk of those Bills were by a special resolution
of the House postponed to a subsequent Scssion ;
that is, suspended, with leave to the promoters
to rencw them in a subsequent Session; most of
them, however, fell to the ground, in conse-
«quence of the railway panic that ensued ; but in
the course of that Session a discussion took place
in the House with reference to the enormous
number of Railway Bills which had been so de-
posited; and in the result, on the 10th of June
1847, a Standing Order was passed prohibiting
the payment of interest out of capital ; that
Order was peculiarly worded : it reads as if the
prohibition extended only to capital which had
been authorised in the past, but I fancy that that
must be simply an crror in the exact wording of
the Order, because T find that in all the Railway
Bills of 1847 passed after the date of*that Order,
a clanse very =imilar to that which is now intro-
duced was inserted, applying to the capital
authorised to be raised by the particular Bill
In 1875, the Standing Ovder was altered into
its present form, making the form of the Order
consistent with the form of the clause inserted
since 1847 in Railway Bills.

77. Have you anything else to staic fo the
Committee with regard to the history of Private
Bill legislation, in reference to the payment of
interest out of capital>—Thave beenat the trouble
of searching through the various Acts of Parlia-
ment that have heen passed authorising rail-
ways, and 1 find some results which it may be
interesting, perhaps, to the Committee to heav.
"The first instance of the payment of interest out
of capital being authorized that I can find (I will
not pledge myself that there is none carlier) was
in 1837, in the case of the Great Leinster
and Munster Railway Company ; then, in 1838,
there is a blank; in 1839 two Railway Aects
passed, both promoted by existing companies,
authorismg  the payment of interest, in one

wse 4 per cent., and in the other case 5 per
cent., during construction ; and one of those has
rather a curious bearing upon the matter ; it
was the case of the South Eastern Railway Com-
pany, of which Sir Iidward Watkin ix now
chairman ; that company was incorporated in
B 1836,
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ESBQ, and obtained further powers in subse
besmm?ag in 1839 they had a Bill \Vhi('hllid not
authorise the raising of further c:q»im‘ nor I,IU-
construction of any further works, but’thc ; ll(
tained .~pccml‘power retrospeetively tn) U-,.'
Interest out .nf capital upon the whole of tllltl'}'
previous capital during the econstruetion of “‘
previv g i of the

quent

:\Il'. Brulul.

78. Wasthat wi : i

¢ as i 1en they were ear eV ?
—No; durine tl 1 o of the works
T i during the construction of the works.

ewr onginal Aet was passed in 1837 ; they
obtained deviag ¢ in 1887 any
18‘;“5 ied deviations and so forth in 1837 and

38 3¢ . v H y
o ,.qufll' u-\ 1839, during coustruction, betore

raiway was opened, they obtained this power
to which I have been referring.

My, Nl

- ol Al

79. Sir ‘Ld\\'ur(l Watkin was not conneeted
\vlt}] the South Eastern Company at that time ?
E‘-A\‘n, he was not at that time. [ do not (ll]()tt",
()u(‘:—;}(”(,;:T)L;t:x):}]l;(i'x:zf_lr);:itilltlcu}s.1»1 anything which
[ pot v en done 5 on the contrary,

111‘_ v approve of it. It shows only, practi-
cally, how existing companics have thought it
necesary to obtain and to use the power i’;l the
ﬁ\rst fustance. Then in 1540, there were three
e S e o5 o e
pree ;i 3, the ere two then in 1844,
_t ere \\.Lrv gseven; n 1845, there were 26 : and
n 1846, the last year before the Standing (‘)rdcr
was passed, there were 92, In 1847 there were
a few Acts, but only a few, I thiukffnur or five
only, passed before the making of the Standine
()1’(1.01‘;‘:11\41 those contained the same power of
paying nterest out of capital  All those which
were pussed after the date of the Order pro-
hibited the payment of interest out of capital
I have further traced the different lines :mth‘o-.
rised by the Acts containing this power of paying
interest, in order to sce in what hands thf*(: arc
now; and U find that every large r:zilw:u:)c(:m-
pany, [ may say, in England and in Ircland and
in Scotland, has become possessed either by ;m'
chase¢ or !J}' leaze in perpetuity, of several Irui]:
ways, ‘w}mrh were coustructed under this power.
The list shows that a very large proportion
indeed of the existing railwayvs Ofcl‘:n("];md held
by the ]:}rge companies have been (:mstructéd
uyder this power. I may add that the Great
.\0rt]wrn Railway ('nmp:u.n'. the North Lnndon,
1?:111“':1'\' Company, the South Eastern Railway
Comp oy, in the way that 1 have mentioned, and
several other large railway companies, obtained
the power in the first instance.

Chairman.

80, Du vou agree with Sir Bdward Watkin
that‘ thi..-' prohibition arore out of the mania and
panic ot 1846 ?—The Bills deposited at the end
()f.lh'-l(i, and promoted in the Session of 1847, |
think the debates in the House in 1547 l‘i :
conclusively that it was so. Lo
) 81. .-\r(: you of opinion that, although Par-
llam'cm might have had a very vood 1'c:s<m ; r
making t.hat enactment then, ?lmt reasoun :x)(i
loqger exists >—That reason, I think, no longer
exipts,  Of course, in 1847, only a small porti?;ﬁ,

25 .“ '[ w(,.) B
pr 123,-}.7 Mr. Rers.
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C kairman—continued.
comparatively speaking, of the railway svstem
wias complete, and there were an enormous num-
l;cl: of schemes, a great number of them specu-
lz‘m\'f', no doubt, before Parliament in that
bvssm'n. I do pot think anv one would say that
there is any possibility that any such thing can
agan oceur. The railway map of England is
nearly filled up, and it is"only small branches
and occasionally a few larer sehemes, | ll\’
that can possibly he |nmun};1 for '~-lu“’u’ ature,

oy LBy e broug orward in future.
2 Are you ot opinion that so lon:s s Par-
dl;““:{lt lct}:uns the system ufrcquiriu;: the money

posit to be made under the present conditions
no further seeurity is required against the I'(;
motion ot speculative r:nilwm's?‘!— 'l:h'nl" y !
opinion. In 1547 there was nothing 'x‘t -\lll\ 'ml')-
responding to the money deposit \v%xi“l e o
required for a railwav., ]’urliuﬁwnt t} et el for

_ 3 1en, and for
many vears afterwards, contented itself with re-
quiring t}_mt a subscription contract for i) L‘
fn'm'ths of the capital to be nu[hnﬁw«l ! '”llc-‘
Bill should be deposited, so as appare ‘ Iv how
that the bulk of the Apit: ‘!l‘ Y i shaw
i R of the capital had been actually
l.lIT(‘(l. “mt,.nx conrse, we all know turned out
to be an curegious sham ; fictitious contracts were
putin: oyl have had to analvse nore than
vne of them, and they were no sccu.rivt/\' \\ll‘ll('\'t"l'
\u}x ‘]l:l(l/.[)(?l'ﬁoni of no position w h:'uvujr ‘nub-'
seribing for sums wlich it would have Leen hope-
less to think of their paying; clerks at '{()-I :
\_"Lcck subseribing for (S()_.()(;()l.nu‘r 5() ()l;(D[ "Ln:‘l.sd
forth. There may have been, th:‘rcl'm.*:" thcx
some need of a further security, hut thm"(- was
no woney. .‘sccurity whatever taken from the n“
moters.  They were required in the first in*fl o
no duul‘m to deposit a per-centage upor; th;: ﬂ.":—_b
mate of the railways, but that x;(m(‘\' Wits 'll\:':i l-
got out at the end of the Session, l)l‘l;'i;l'f ‘lll)b
l:l:‘.t few vears the Standing Ordérs huy o 'I-L
gmx'(-(l that the nmnvy(luln»it;:(] .\]I('ll](l.l)n' "u'l(l’l'll“(;'
1!111»()111}(101], and forfeited 1o the ('nn:« li l-‘t '}1
Fund in the event of the wor et comn

pleted. ks not heing com-

t“hti:.c I,llllf‘]('”:“: (:!;fmvnn‘t]mt ix :_muml.lf- saxt'cguard
o pubhic agunst speculative undertakings ?
;]— I‘lt)\\' t}mt . '(hws ('h(:c_l\' very largely indeed
e promotion of xpeculative zchemes. It is a
very erious matter.  Sir Edward Watkin truly
says that _in many cases speculative promoters
h:u"c to give an undertaking that the deposit
which they have borrowed shall be vepaid or re-
placed before the Bill reaches its lust stave in the
second House. ) ‘
~ 84 You believe with Siv Edward Waikin th
it is the duty of Parliament to protect 1‘} : bl
against these undertakines s far it
posxibly done 7—Yes, [ ; ‘
opinion.
85. You dlﬂvr with regard to the meas of
arrying that object out /— Y-,
“.|::.)|' ?'uu ll(‘]l(‘\'(fv”l:l' t'his deposit is a saleguard
el cannot be evaded *—1It cannot be evaded
and my opinion it is necessary that tlwr(j
.\'lmuld Le a safeguard in that or in sotne :Ul'xltu"nll;
form. T
87, The safeguard of Standing Order 167 which
you have, in a large number of cuses Las bee
evaded in practice z—1Yes, T el
88. Do you believe that it will continue to be
so after the decision of the Master of the Rolls?

— Perhaps

public
ax that can be -
am very strongly of that

\
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Chairman—contin ued.

—Perhaps not to the same extent. Many men
would hesitate to do that which has been so
directly and pointedly held to be 1llega1, t’lzough
there may be no moral wrong about it. There-
fore I do not think it will be evaded to the same
extent. but that it will be evaded in one form or
another 1 have no doubt; beecause, as a rule,
speculative gchemes are promoted by somewhat
unscrupulous persons,

89. mir Ldward Watkin has expressed a decided
opinion that this Standing Order has not checked
bond fide undertakings which were for the @ood
of the country ; that is not vour opinion, I gather?
—.—1 think that Sir Edward Watkin has answered
himsc)f upon that point, I noticed that in speak-
ing of the Hull and Barnsley Company he stated
thi=: that the stock of that company was floated
by reason of their undertaking to pay moncy out
of capital, and that it would not have been floated
but for such payment.

90. And Sir Edward Watkin may be of opinion
that that enterprise would not be of benefit to the
public #—1 do not suppose that any one, even Sir
Edward Watkin, would say that the Hull and
Barnsley undertaking is not a perfectly bond fide
one. Lveryone who knows the history of that
undertaking would admit, 1 think, candidly that
it is probably the most bond fide undertaking ever
brought before Parliament.

91. Can you furnish the Committee with a
list of the undertakings that you believe have
been stopped by this sStanding Order?—No, |
could not do that, for this simple reason : that
when a Railwav Act iz passed my functions as
Parliamentary agent have ceased I have nothing
to do with further financial arrangements, and 1
hear nothing more of them till they come to
Parlinment againg and I can, therefore, only
speak  generally from what I have heard in the
course of my practice, and rather incidentally.
[ believe that several such instances could be
found.

92, Could vou suguest any witnessex who
could inform the Committee on such a point, be-
cause it is a very important one, Sir Edward
Watkin having stated that the Standing Order has
had o cffvet in stopping bend fide undertakings,
and vou being of a different opinion ?—My
opinion ix not somuch that bona fide undertakings
have been stopped by it as that they have becn
seriously crippled.  Even the most hond fide
undertakings must resort to some means practi-
cally of paying intercst out of capital if they want
to get their capital at all from the public; and
the practical result of that is well known to be
that not only are the capitals unduly inflated, but
pc]'!b('tly bona_fide undertakings have tallen into
serious monetary difficulties.  Those are greatly
owing, 1 believe, to the impossibility of raising
‘—'“l’i““l for legitimate undertakings in the ordinary
way in the face of the prohibition of paying inte-
rest out of capital. 1 believe that has led to
areat fingncial embariassment In many cases.

93. So that the evil is not in preventing bond
fide ~chemes going on, but in crippling them 7—

[ think it is more n that direction. No doubt to

some extent schemes are prcventcd from coming

forward by reason of the financial difticulties
ari<ing partly from the moncey deposit required,
and partly from the difficulty of tluating capital

0.3
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in the absence of the power of paying intercst out
of it.

94. You heard what Sir Edward Watkin said
about what he thought would be sufficient to
meet the difficulty ? —Sir Edward YWatkin <cemed
to think that promoters of new undertakings
do not require relicf in the direetion of the altera-
tion of the Standing Order suggested, because
they can obtain the same result in a different
way by issuing shares at a discount. Sir Edward
Watkin had forgotten that the power to fsswe
shares at a discount does not apply to original
capital. The Act of 1867, to which Sir Edward
Watkin referred the Committee, you will find to
be an amendment of the Companies Clauses Act
of 1863; and if you turn to the Companies
Clauses Act of 1863, you will find that it applies
only to additional :apital and not to original
capital.

Mr. Shaw.

95. That makes all the difference in the world?
—Tt makes all the difference in the world.

Chairman. a

96. Thercfore, in your opinion, Sir Iidward’s
evidence on that point must fall to the ground?
—1t appeared to me that Sir Edward Watkin
admitted the gravamen of the matter, and that
his suggested remedy is one incapable of applica-
tion, _

97. Are you iun favour of a repeal or of an
alteration of the present Standing Order 7—On
the balance, I should say I should certainly.not
repeal it I should amend it. In all cases where
the interest of the publie, as in the case of rates
and tolls and so forth, depends upon the way in
which capital is dealt with, and promoters have
to come to Parliament to obtain powers to levy
those rates, I think it reasonable that Parliament
gshould see, in the interest of the public, that
there should be some control exercized over the
issue and application of capital. '

98. Have you any suggestions to make to the
Committee with regard to the question of what
alterations ought to be made in the Standing
Order ; what is your opinion upon that point ¥ —
My opinion is this: that the payment of interest,
which is practically inevitable,shounid he legalised,
subject, as Sir Edward Watkin has suggested, to
a reasonable period for the construction of the
works, which period should not necessarily be a
hard and fast one of five years. Iive years,
1 think, should be, in the first instance, the
maximum. 1 think that it is right and proper
that the payment of interest should only be
allowed for such a period as would enable the
promoters, exereising reasonable diligence, to
complete their undertaking. :

99. Would you have the period to be fixed
cach separate Bill dependent upon the time that
the works would probably take to execute’?—
Quite so. Take the Hull and Barnsley case as
an illustration ; it would be impossible that the
limit in such a case as that should be a shorter
period than five years. Take the case of a small
branch railway, two or three miles long, which
could be casily completed by a good contractor
in six months: it would be absurd to my mind

that five years should be allowed for the pay-
B2 ment
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Chairman— continued.,
ment of interest out of ca
of such a line.

] . .
n .

no:(:(}y.. }(\ };...t m‘ferest would you allow *—I do
e mninmetr:i:e alll()uld be any hard and fast line
competent t(,*;l,mkm;n“tllu. lmu: witnesses more
bt L to sbea uat point than myself;
ata ot Lo con x‘;l{nlsen‘_ee would tell us that the
rate of ,ul,\-»(-r";, ic .1 \\_'lll induce persons reason-
aly [n‘.\("‘n: ‘\ :'m(-s according to eircum-
vl oo, years 4 per cent. might do it;
n ot l_th.ini( 5 :»r O per cent. might be neces-
L N iere 'a.hnuld be amaximum fixed,

nuk that maximum should be 5 per cent.

Colonel Waulrond,

101, Nir Bdw “atki
h “dward Watk < :
cent iyt f Vatkin suggested 3 per
cont. F— X =, of course the answer to that is obh-
Son‘.(. ‘ flrce. per cent. would not induce per-
theh ‘o‘.~u ):crli?e.. apd a Standing Order, limitine
' r’.\_\.x.m-nt of dividend to 3 per cent., would }fZ
! rl(l;l)u }l‘; appearance only, and not in effect.
et | i:1 :rna}' havelhlzulllm his mind the case of
sing men at Hull 7—You wi
) iy : u will have the
chamrm:
il;;nm.m of the Hull and Barnslev Company
) ' v . 4 iy :
; ;xn 'j\]u'lf. who \\.l“‘ be able to tell vou all about
ct1:1 ]\ I.lt,‘ .dclnl"(.‘cmtmu of the Hull and Barnslev
i)l(vt(,rl. t}uplf, 1 by no means due to :mythin:r
1t the position into which the company hasx 'rn?
by reason of these Ch: ines being
by r ese Chancery proceedings being
mstituted. It has't 1 tain ex.
. has been a slur, to a certain ex-
tent, upon the financial arrangements.

pital in the construction

Chairman,

103, I?l) vou think that the operation of the
present standing Order is, to a certain extent t(;
d_lnfuurugc independent  railway entcr‘)ri*c PR
Yes. prise:

104, And to keep the railway enterprise of the
country in the hands of the Large railway com-
panies *—I think ro, very much indeed. The
large railway companies have, I think, an undué
contrel over the promotion of large railwa
schemes. and they have that (-ontmr in a \\':l}t
that L= below the surface somewhat, 1 -u‘ P »‘
that fully one-third of the whole of Exl(rl;lxxl(ll }(l:(:
bccn_ wapped out between the railway com ani
and is the =ubject of what are called tcrf‘it(n'(i:i
agreements between  them. Those torrit()ri:d
ugrcelm;nt:‘.mean that no one p:\rty to the :Wre;-
ment can inany way, financial or otherwise
assist an fmlcpcndcnt company to come unél c(;n:
struet line in the distvict without the consent
of the ather parties to the agreement. I ‘

105, Do vou think that these agrecments are
not for the benefit of the public ?:l know ;1);1‘11 :
cases where they are not for the benefit of thi
public.

' 1(14;: Do yvou think that the alteration of this
.S_tuwlmj; Order would in that respeet be l)vncﬁ;
cial to the public at large*—1 think, to somo
extent, 1t would be a set-off arainst tflc l 'I'('
uml. the control exercised by Thc railwa 'I“"““
panies by virtue of these territorial :l”‘l‘C;’l}ll(:l“:l~l?
:aml I certainly think that some 1'elict'hi' ¢ 'lf ‘
in that direction. *requird

107, There are men connected with the com-
games who take vour view, are there o

iy 3 s 4 ere notr—

105, The large railway companics are not

. oo . .
absolutely unanimous in supporting the Order as
“an

Mr. REEs.
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it stz}nds?——l do not know how fur thev are
unanimous or not in that; I have had no com-
m‘umcutluu with them upon the subject. They
gu;hrongh an nssuci‘z_\tinn which, I take it, has
bea Ir:l;l);e::;till bx Sir Fdward Watkin to-day;
b, “]Me t_ speak'a tor the body at large.
a4 ()) u_any additional statement to
make o lc \ committee *—1I should like to point
o ]:: think is not unnnportant, and 1 see,
y looking at the shorthand notes, that it is a
}I)‘mut lw}".c},'.wm mentioned by My, ,Furrrl’ of ih;'
raqibl.:( “tl.l rufle.. at the interview between the
ay deputation and the President of the
]?oard; it 13 this, that in 1847 Parlinment exer-
cnscd. a contral over you may say the capital (U'f‘('l“
public enterprizes and restrained th(-m‘wnh‘in
strutt‘rulcs, but in 1862, the Companics  Act
1]\0.(101).”:11 Aet, passed  under whi«-l.n (:v(l:
pauies of limited Lability have been esml:li-h‘c.:l‘
and there the principle was embodied of allowine
shareh.nlder.-' to deal as they pleased with 1l 1?
own finances; there is no restriction wl:' t -l%'l'
upon them.  Aund that leads uV) a sy Al' L;tt
curious anomaly.  Take the case, not .nt'lf( “' I";
way, but of a tramway. A tr:un’nvav o . l'mj
comes to Parliament with a Private B'lillilp'dn:‘t
might pml)ilhly have this order pul‘ upon it: zit
all events, it would be under the operation ot"(h(‘
Cou\.pun.ms Clauses  Act, which prevents the
upplxc:lt}un of share capital, if not ot l)("l‘l:l)\\‘(‘ltl
money, in payvment of interest. Now the tram-
way company, instead of comine for a I’ri\"- te
](fxll, may, if it plc:‘\scs, register atself under l‘h:
Uf"i“&?}t?},l-‘\:tl’“t ,-1’\-.62’ and come to the Board
uf 1 rovisional Urder.  That Provi-
stonal Order must still be confirmed by ot
:tlrl)l(l] tl;cr]'c.ﬂnrc.' l’;ln‘]izuncnt ultimatelv sanctions the
dertakingin the one case asin the other: buti
thc)(';ls? f»t a limited labifity m»mlmn\t')‘tnfn‘litll"l'”t‘m
:‘L l.r()\l;xsmn'ul Order, they can pay interest urxt ::;
tlt!:::\: ;dmmg construction, or do anything they

S
Parliament,

and vet a trunway i .
) A H H ay comn T, ¢ "
a special Act ot Parlimment, | pany, coming for
L arltiment, 1= put under special
o -1 uSTr]u the mode in which the capital is
ssued. .
Dued. Gt appears to me to be an anomaly :
| an see no reason why it should be allowed in
2 v > v N M
le case of a company registered under the Act
of 1862, and i tl N ] avi
2, and not in the case of a company having
L.\d(f.tl_\' tlhie same powers, but obtained by a
speeial Aet. And the same thing applics theo-
retically, though perhaps not practically, in the
case of railwavs: for i I860 an At was passcd
called the Railway Construction Facilities Aet
1t has not heen of much practical use ln'(“u; it
mvolves previously purchasing all the fand. and
S0 _fnrl,h; there have been one or two (“l"’l‘ 1
' ases
believe, under it: but, in that o ;
mivht recister tl ) at case, the company
l,.. » egister t wemselves under the At of 1862
wov N e ol . . -
I”‘V‘I“ Lt“lfﬂ'““ Articles of Association for the
{t) 1.1::11 ol anterest out of capital during con-
.L‘«llufl‘:('m‘ “{ln(, under the Railway Construction
cilities i, i i i :
B" y < Aet, .uul. obtalu a certificate of the
; oard of Trade which does not require the eon
. » > M B
:fmdtuilf of Parliament, but only to be laid on
e table ' :
Th--‘f '(. 'ut the ”mm_ for a certiin time.
(IL‘(IIL‘ in that case again payment of jnterest
out of capital seems to be permissible to a rail-
1ty v v N M 3 ‘ )
\\1.1} company.  Then T mignt alsa point out
tl}u.t by the very passing of the Act of ISt7
! o .- Kt c . ’
which 1n the case of additional capital authorises
the
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a discount, the principle
virtually is conceded. Sir Edward Watkin said,
and I think perfectly truly, that that is only
another name for doing the same thing. It
comes to the same thing whether you create a
capital of 50,000/, and make it up to 60,000 L by
additions of interest 1n the course of years; or
whether you start with an original capital of
60,000 L, and issue it at a discount of 10,000/
for 50,000% Tt is virtually the same thing.
That is especially conceded by Parliament in the
most pointed way; for having forbidden it in
1863, they repealed the prohibition in express
terms 1 1867,

110. Of course the modification of the rule
which has been suggested by Sir Edward Watkin
does not meet your view at all v—1I understood
Sir Edward Watkin to suggest a limit of three
years, and a limit of three per cent. [ do not think
that would be an effectual relief.

111. But is any modification of the Standing
Order in favour of the existing companies,
practically in operation ¥ — I do not_of course
agree in the slightest degree with Sir Edward
Watkin in thinking it would be right to limit the
operation of any new Standing Order to existing
earning revenues; that would only
he almost monopoly which they now

the issuc of shares at

(:(nnpanics
increase t
have, and very mu
great cvil.

112. You believe that that modification would

rather aggravate matters —VYes,

Mr. REes.

ch aggravate what 1s now a

[ Continued.

Mr. Salt—continued.

the Standing Order 167. I presume that that
clause was put in in consequence of the-decision
of the courts a short time ago?—Most of those
Bills I think you will find are promoted by
myself asagent, I think, withonly oneortwo excep-
tions. I have already explained that the matter,
having come so prominently before me in connecs
tion with the Hull and Barnsley Railway Bill, I
advised any of my clients to point the matter by
inserting those clauses in their Bills tentatively.

121. The decision of the court was, in fact, the
cause of your attention being called so much to
the matter that you found it desirable to insert
this clause ?7— Yes, it originated in that way.

122. You say that the rate of interest upon un-
productive capital should be placed at four or five
per cent., with a maximun of five per cent.? —Yes.

123. You object to the three per cent. suggested
by Sir Edward Watkin ; 1 presume your reason
for that is, that if so low a figurc as three per
cent. was named, it would lead to some kind
of evasion in discount or otherwise—1 do not
believe that three per cent. would get the capital.

124. It would be necessary to evade the figure
in some way, you think?—In some way, no
doubt.

125. A railway undertaking has this pecu-
liarity, as [ understand, that 1t must of neces-
sity, in the case of building a new railway, be
two, three, or perhaps four or five years before
anything at all is earned !—Yes.

126. And that is really the basis of the reason
why interest should be paid during that period ¥

113. You would rather have the Standing
Order still as it is, than have that modification  —1 think =0 ; because, otherwise, persons will
of it7—1 do not think it would make much not lock up their money unproductively for so
Jifference as far as the promotion of schemes is  long a period.
it would be extremely unjust I think. 127. You are distinetly of opinion that if a
ish to course was pursued which would throw consider-
able power into the hands of the great companies,
many smaller undertakings that would prove
useful to the country would not be originated ¥
—Would cither not be originated, or it origi-
nated, would be very much cerippled and driven

concerned 3
114. Have vou anything else you w
ctate to the Committee v—] think not.

Mr. Salt.

115. I understand that since the first passing
of this Standing Ovder 167, in 1847, and not-
anding this Standing Order, an immense into embarrassment.
of capital has been raised, upon which, 128. In the cvent of stock, and consequently
unproductive capital, interest has  certificates being issued for stock, for unproduc~
[ take it that there is no question tive capital cartying interest, as you propose,
I have a number of prospectuses  would you suggest that the certificates so issued

withst
amount
although 1t is
been paid ¥—
about that.

here which would illustrate that.
116. I suppose you have no not
capital has heen s=o raized —No.

117. But it would amount to millions “—Yes,
several figures 1 should think betore the million

yolint.

118. Therefore, in spite of this stringent
Standing Order of the House of Commens, trade
has 1)ursucd its own course *—Not quite =0, I
1ts own course would be, 1 think, to pay
apital during construction, but
¢ to make arrangements through the instru-
actors and others, which lead to

think. :
interest out of
no :
mentality of contr
a very undue infla

119. It ha= pu
could, under the cireumsts
best it could under the
‘heen placed npon it

120. T have here a li
have been introduced int
a4 clause which, in each case, prac

0.93.

tion of the capital.

ion of liow much

rened its own course as far as it
ances ~—It has done the
restrictions which have

at of eight Bills which
o Parliament, containing
tically evades

to the public should be speeially marked 7—I
think it would be a very wise precaution. My
original suggestion upon the matter was that the
payment of Interest out of capital should not be
legal unless every sharcholder had notice of what
was intended to be done; and it might be done
in that way. That is an ex post jaclo mode of
giving the person notice, because I think when
a man gets a certificate of his share, he very
often puts it into his strong box without reading
it: but it is the mode of precaution adopted
where special certificates  are issued  under
Parliamentary sanction, and Lord Redesdale
often requires that the special certificate <hall
be endorsed.

129. Is it not desirable, in some measure, to
protect subsequent purchasers, as well as original
shareholders 7—No doubt any purchaser would
take notice; whether it would be necessary to
protect any man buying in the open market 1 do

not know. It would do no harm, of course.
B 3 130. What
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Mr. Shaar.

130. What endorsement would vou put on
the cerificate ?—Something like for this: These
shales Lear interest at 3 per cent. during the
consiruction of the works, limited to so \many
vears,

. 131. % On these shares interest at 3 per cent.
will be paid out of capital ;™ that should be put
on 1t in order to be correct, should it ; and would
not that really hinder vour object of gettine
capital more than anything else, because no
one 1t hix senses would think of buying such a
stock *—Do vou think not? TT

132, It vou put the plain truth on it vou
defeat vour own object?—That is a matter which
I would rather not say anything abont, but
Ihave my own opinion about it, which does not
agrec with vours, I respectfully say. ButIam
Dot a financier, and you will have those hefore
you who are financiers.

133. Would you not like to <ce the exact truth
on the document ¥—]J think, in the case of the
Hull and Barnsley Railway, the Master of the
Rolls <aid nothing could be more above-board
than the way in which everything was done, and
the notice given was perfect to the public ; and
yet that stock was subscribed three times over
by the public.

Mr. Brand.

134. You think there should be some relief
given; do you not think it would be a more
legitimate mode of relief to give the promoters
power to issue the original capital at a discount 7
—1I ) not like the notion of issuing capital at a
discount. My own opinion Is, that it is an oh-
Jectionable mode of doing things.

135. Would it not have this advantage; it
would be apparent on the face of the prospectus
that this capital was issued at a discount, beeause
of the loss of interest during construction 7— It
might be so0; but the very fact of putting out
on the market shares at a discount tends to
weaken the credit of the undertaking, I think.
But again I would respectfully sugeest that
these questions bearing on finance should he
addresscd to those who know more about it than

I do.

136. I address them to you because they bear
so very distinctly upon the question of retaining
the Standing Order, or altering it. My question
was, * Do you believe that it would he as cffica-
cious a way of meeting the difficulty, and a more
legitimate way, to give the promoters this power
of 1ssuing capital ata discount” ?—My opinion i3
that it would not be =0 efficacious a way. I was
only anxious for others to answer the question,
because my opinion is founded necessarily on the
opinions of others, who know_more about finan-
cial matters than I do; and t}:nugh I can etate
what my opinion is, I can scarcely give all the
reasons which ought to be given for such an
opinion.

137, Still you admit that such a proceeding
would be an absclute protection, both to the suly.
scriber of the original capital and to any suhse-
quent purchaser in the open market of the capital
during constraction >—Yes, I believe it would,

Mr. Sharr,

138, Yaou stated, did you not, that amme tram-
wavs had evaded thia Standing Order, or could
evade it, by registering under the Companies
Act *—F was pointing that cut as an anomaly.

139. But they had done <o practically, as 1
understand you !'— There have bheen o areat
numl)cr'nt' tramway companies started as limited
companies,

140, And they have paid interest ont of capital
during construetion: is that so *—Thay | would
rather make inguiries about. 1 do not Know how
fur that has been carried out,

Ll Do you know of any other kind of com-
pany having done 07— No, I cannot cali to mind
any.

20 Water companies or £a3 compunies ¥ —
No, I think uot. [ think they aré, to a certain
extent, controlled by the operation of the Com-
panies Clauses Aet, 1843, which prohibits the
payment of any dividend by which the captial
stoek should be reduced.  That applies to capital,
hut not to borrowed money.

3. You are driven at present to et your
money by contractors *—Yes, -

143* Do not vou think You are just as well off

as you would be it this change in the Standing
Order were made 7-—=No, I do not think o indeed.
I think & great number of companics have got
into very serious financial difficulties; the con-
tractors tail, and all sorts of things happen.

144, The tendency now is this: that the col-
tractors must deal for a large sum with inteligent
financial operators; but if You get this changve in
the Standing Orders made you will be able to
deal with the ignorant public for small sums, and
they will come then under the temptation of this
interest and probably invest their money and lose
it?—1 think that 15 put much hizher than it
should be put. I do not believe very largeely in
that class of investors, to begin with, I every
operation in life I think there ia alwavs a certain
per-centage of persons who will act indiscreetly.
1 do not see that they require more protection in
such cases as these than in much more important
affairs in life where vou leave them to their own
discretion,

145, Calls on railway shares are made by in-
stalments ¥—Yes, as a rule.

146. You could make your calls towards the
end of the work and leave the contractor 1o do
the work; would that meet your difficulty '—]
take it that you would have then to payv a4 much
higher price for the work, beeause the contractor
would have to work during that time without any
funds found by you: he must make his own
arrangements with bankers and others to finance
himselt'; and then the contractor in such cases
not only recoups himself, hut takes s heavy bonus,

147. You would rather tinance with the public
than through contractors 7—I think a railway
should be made at its fair cost; and the fair cost
of a rulway is what the actual cash contract
amounts to with the interest, the fair juterest
whilst the work is being made.

148. But you would give notice to the invest-
ing publie, and that in writing *—Certainly.

149, You
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Chairman.

149. You object to these sub rosa arrangements
with contractors, as I understand?—Yes, in
every tase they mean a very large bonus which
comes out of the pockets of the shareholders, and
eventually in the shape of increased rates, out of
the public. . . .

150. They have In wmany instances crippled
and hampered uudcrtukings?——_\.ll over tlle
country there are uudertakings crippled. We
have constantly before Parliament financial Bills,
and companies have to go to the Court of Chan-
cery for schemes of arrangement; and in nine
cases ont of ten those arise from the mode in
which the capital has been originally raised by
the instrumentality of contractors, some of whom
have failed.

131 Ix the Standing Order evaded in any
other manner than by getting the business done
by contractors *—I do not quite nnders{an(] the
process which is followed in a number of cases:

132, But your long experience enables you to
answer the question, perhaps *—Luckily, 1 have
no experience in these matters, I never engage
in auy financial matters whatever; and therefore

1 have no experience of that sort. I never take -

anyv part in them, ecither during or after the
passinz of the Railway Act; but I am puzzled
with some of them, which are carried out in a
wav which I confess I do not follow. It is this:
there is a deposit of railway stock or consols
made in the names of trustees, sometimes direc-
tors of the company, and sometimes not directors
of the company.  Where that money comes from,
or how it retsanto the hands of the trustees, 1
do not know, It does not appear to be paid by
the contractor. lere s une nstance, the Baa-
bury and Cheltenbam Direet Railway.  The pro-
speetux of that railway contains this paragraph :
“Interest at the rate of 6 per cent. per annum
will be secured for three vears, to the 1st July
1877, being one year after the date appointed for
the completion of the line (thus allowing ample
time for development of the traitic), by invest-
ment of 100,000 in Great Western Railway
stoek, in the names of the trustees above men-
tioned.” I do not know what sort of an arrange-
ment it is which leads to a deposit of that sort.
Others ~how that the contractor himself has
undertaken fo pay the interest during construe-
tion 1 that is much the commoner form. There
was one matter I intended to mention, which
periaps you will allow me to refer to now, and
that is this: that it often happens that interest is
paid out of capital in this wav. A company ob-
tains an Act of Parliament, such. for instance, as
the Lily and Newmarket Railway Act of 1875,

An arrangement is made during the progress of

that Bill with one of the larger companies, by
which the large company undertake to work the
line after construction, upon certain terms, those
terms being ﬁ-oquently a per-centage upon Fhe
actual nullk:l\‘, az 1t is called upon the construction
of the line.  Then thit term, ¢ actunlﬁ outlay,” is
defined as meaning not (mly_thc monies actually
paid to the cuntl‘}i(:tnl‘, but mterest upon those
monies up to the time of the line coming into the
hauds of the working company.  In tl!nt way
undoubtedly interest isvirtually paid outof capital,
and the Standing Order is evaded alxo; that is
not at all ai uncommon torm.
(LYo,

Mr. Shaw.

153. Interest is added to the capital and pro-
duces interest afterwards ? —Yes.

Chairman.

154. In the prospectus of the Hyll and Barnsley
Railway Company 1 find this:  Interest at th
rate of 5 per cent. per annum will be paid half-
yearly on the 1st January and 1st July until the
31st of December 1884, upon all amounts paid
up ;” would you have any objection to put in the
words “ out of capital "Y—In that case it would
have been scarcely correct to say * paid out of
capital.” It was not out of capital direct; it was
a payment by the contractor, as appears by the
prospectus itself.

155. 1 am putting the question hypothetically.
Supposing the Standing Order were altered so
as to enable you to do that, would you object ?—
You would not require such a means of evasion
then.

156. 1 mean as an intimation to the public,
would you object to it?—You could state it
directly to the public. '

Colonel /T'alrond.

157. Do not you think it would have th'e
effect of deterring the public from subscribing ¥
—1 am not a competent authority upon that
point, but from what I ]}Qar I should say not.
My opinion upon that point would be valueless,
and 1 have no experience in the money n‘mrket
at all; but you will have before you gentiemen
of great cxperience in that respect.  The
Lonourable Member for Stafford asked me just
now whether I knew of any other case than that
of a railway in which interest had been allowed
to be paid during construction. This Act has
been put into my hands this moment. It_ 18 t.he
Lincoln Waterworks Act of 1846, In which in-
terest is authorised in the same way.

Mr. Shaw.
158. Is that a corporation®—It is a com-
pany.
159. An independent company —Y cs.

160. It had no other funds to pay interest
out of —No, it was a new company.

Mr. Sult.

161. That again was a case in which the
construction would take a considerable time '—
No doubt.

162. Perhaps one, two, or three years might
elapse before the capital could arrive at an
earning point?—Well, I should judge not a
very long period, from the amount of capital.

Mr. Shaw.

163. They had an ascertained business to
begin with when they did begin absolutely ?—It
was an incorporation of a new company.

164. They had an arca of business for sup-
plying water ; it was not a meve speculation r—
That is so; and waterworks are kuown as being
a much more sate and secure iuvestment than
railways,

B4
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Mr. CHARLES WaRING, called in; and Examined.

Chairman,

165. You have been present in the room to
dayr—] Was 1ot present during the whole of the
time Sir Edward Watkin was giving his evidence,
but I heard a part of it, and I am acquainted with
the substance of it.

166 ,1 ou heard a part of Sir Edward
Watkin's evidence and all Mr. Rees’s evidence ?
—Yes,

167. ‘“ hat is the view that you take of this
matter *— )I_\" opinion is very strongly in favour
of the alteration of this Standing Order, to the
eﬂpct that 5 per cent. should be permitted to be
paid legitimately and directly out of the capital
of the company by the companies themselves.

168. A maximum ot 5 per cent., do vou mean ?
—My opmmn_(l am venturing to give mv opinion)
is this, th:lt‘{) per cent. tor the period of con-
struction of a railway is quite necessary in order
to induce the public t, subseribe to that under-
t:}kn)g i and T found that opinion upon this
tircimstance, not only that I have neser known of
lexs than 3 per cent. being oftered to the publie
during construetion, by means of the expedients
\vlnc}} are resorted 1o, and which have been
(lescn}m«l to the Commirtee already, but I have
very frequently known much more than 5 per
cent, otlered, and very frequently 6 percent. In
the majority of cases in which [ have examined
prospectuses that have been issued within the
last 12 vears, more than 5 per cent., generally
6 per ccut., has been offered to induce subseribers
to invest their money, and therefore I do not
think that less than 3 per cent. would be sufti-
cient.  And morcover these Faglish enterprises
have always to compete with foreign enterprises,
All foreigners require and are constantly offering
the English public inducenients to subseribe to
ratlways abroad and other nndertakings: and
with regard to foreign governments, or foreign
campanies, or an English company possessed of a
concession for making a foreign railway, in no
case have I known in my experience that capital
has been attempted to be raised by them without
at least 5 per cent. interest during the construe-
tion being allowed, and  generally  foreign
governments and foreign enterprizes offer much
more than 5 per cent.  Indeed 1 think it would
be mmportant that the Committec should know
what means have been resorted to by foreign
governments and foreign railway companies for
obtaining capital from this country. 1 can give
aninstauce of the Russian Government.  In 1566
the Russian Government found it quite impossible
to cet cupital in this country for the constrnetion
of their railways, even although they permitted
the concessionaires to offer indirectly interesf
upon capital during the construction; and they
resorted to those means of inducing the public to
subseribe.  They agreed to pay interest directly
vut of the Treasury, entitling the <ubscriber fo
the capital of the undertaking to come directly
to the ‘Ireasury of the Government for his
interest.  The same course was adopted by the
Roumanian Government when they commenced
making railways in that country,

Mr. Salt.

169. For how many vears was the interest
:g‘llxsrx}lltee(l by the gu-\'crnnwnts respectively ?—
The interest was guaranteed not onlyv during the
time of construction, but for a verv considers
able period, 50 and 60 vears afterwards; the

capital itself wax raised upon the guarantee ot

the government. I only speak of the universal
Practice of foreign gvovernments and toreign
companies to pay interest during the construc-
tion of'thvir railways, and that of course forms a
competition to those who are endeavouring to
obtain subscriptions for home enterprises,

Chairnian,

170. Do you gelieve, as a contractor of long
expericnee, the experience of a quarter of a
century, that if this Standing Order were altered
in the sense advocated by Mr. Rees, a great
many important railway enterprises would be
started and carried out which otherwise wouid
cither not he brought forward at all, or be
hampered and crippled from the beginning 7—1
am of that opinion. 1 am of opiion that at
present the large existing railway companies
have virtually a monopoly, and lave got im-
mense power for obstructing the construction of
railways which are now wanted. And 1 think
I am in a very good position to Judee of that,
because, as the Committee know well enough,
very frequently new railways, for which Aets of
Parliament are sought, are called contractors’
railways.  In fact, contractors do not inveat
railways at all; they do not themselves promote
railways; but owing to these obstructions and
difficulties in the way of getting capital for new
railways, the Jocal promoters of raflwavs are
compelled to come to contractors who are able to
what is called finance them; that is to sav, the
local people can very rarely find money enough
to promote a Bill in Parliament, and thereiore
they ask a contractor 1o find the Parlinmentuary
deposit, and very often to take a great portion
of the expenses of obtaining the Act of Parlia-
ment, and of course the contractor is largely
paid for such services. There is an immense
deal of risk about it, and of course, there beine
a very large risk, the company are charged with
a great profit if the enterprise sncceeds. Now
these local bodies could undoubtedly much better
dispense with the expensive services of a co -
tractor if they could go directiv 1o the publiv
and pay them interest during construction,

171 Would not the same object be attained,
as l\.as been sugaested by Sir Edward Watkin.
by issuing the shares at o discount?— No: |
heard the answer that Mr. Rees made to the
same question which vou addressed to him, and
that ot course [ endorse, namely, that there is no
power at presest to do that with reference to
original capital ; but even if there were power,
then I would venture to say that that is au ex-
pedient which it would prove quite a failure to
adopt, because it would be utterly  dejusive.
The object is 1o make a raliway ; and supposing
that railway will cost 1004 a share, if you are

going
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Chairman—continued.

going to issue the share which is the representa-

tive of that, 100 . at a discount, shall we say,

' issue i 0L, it i3 quite
of 20 per cent., and to issue 1t at 80/, q
: " d 20 per cent. to the

clear that you must afl ' 7
capital before you can lssue it at 80L, because

you require 1001Z. to make your rail\f'ay ; there-
fore, whatever you choose to call it, the face
value of the paper is exactly the same. You
give me a 1007 share, which is the representa-
tive of a railway work which has cost 1004 ; if
I pay 100/ for it and you call it 80/, you
depreciate the face value of it.

Mr. Brund.

172. If you pay for four years 51 per cent.,
and pay it out of capital to the sharcholders, you
still would only receive 807, ?—That is perfectly
true, but you would call it 1004 In fact, if you
have paid five years’ interest gipon 1007, you
have paid at the end of the five years really
120/, ; and by this process if you take away the
20/ from the 1007, vou in point of fact make
the shareholder pay 1201 for his share, and you
only give him a share which represents 100/
you deduct from him the interest which he him-
self has paid, or, in other words, the interest of
which he har been deprived for five years; so
that at the present moment if I buy a share and
pay 100/ for it, and in addition to that for four
years pay 51. per cent. upon it, I shall have paid
1204 upon the share which upon its face only
bears the value of 10014

Mr. Shaw.

173. You are not ealled on to do that at all ;
there is no such suggestion at all as that ?—DBut
under the present arrangement that would be the
result.

174. You get your 100/ share and you pay
back 20/ 7—But I have paid my 100/ during
four years. If I put down 100/ now, and do
not begin to get any return whatever for that, I
am making a sacrifice of the interest for four
years; and if I reckon that at 5 per cent. ‘thnt
amounts to 20 /. ; consequently at the end of the
four years 1 shall have paid not only the par
value of thix share, but in addition 20 per cent.,
which is represented bfy the interest during the
four years; and therefore my share ought to
bear upon the face of it 120/ if I get no
interest during construction. If on the contrary
I get interest during the construction, the face
value of my share is what I have paid for it.

Mr. Brand.
175. Surely in each case the sharcholder has

{mid exactly the same sum ; he has paid 80/ of
!

is own money ?>—~Why should you make the
face value only 80 /., when, in reality, by capital
and interest inclusive, he has paid 10047 You
are, in fact, depreciating 5 vou are taking from
the man who has paid really 10071, 201 by
stamping his share with that dcprecxfxted value.
176. Does it follow that the share 1sonly worth
20 L.: at the end of five vears the f:lil\s'a}: would
have been constructed, and the -apital which was
at a discount before it was constructed may be
worth 100 L or even more ¥—1 think it a great
injustice to make the face value of my share, 1
being a subscriber of a less nominal amount than
0.93,

Mr. Brand-—coutinued.

I have paid for it, because you stamp it with
80 I, when I have paid 1001 for it.

Mr. Shaw.

177. It is still a 100/. share ?—I am paying
myself the discount. Whether The paper bears
upon the face of it the value of 1007, or upoii
the face of it 801, if the work done is the same
the two pieces of paper are of exactly the same
value; the only thing is that upon the face of
them you have made a nominal difference in their
value, but the share only represents the value of
the work done. In fact, if it has cost 10/, my
share just represents 10/, and no more, whatever
you print upon the face of it, in tl_lc case of an
original share. Of course there is great sig-
nificance in issuing other shares at a discount, if
already a large sum of money has been spent upon
the object which I am about to create by some-
body other than myself, and then you ask me to
contribute a further sum, it is of great importance
to me if you give it me at a discount. What I
mean is that in the case of original capital you
cannot really make a man a present of the dis-
count out of his own money; the: work to be
created costs so much money, and it is going to
he represented by a piece of paper, the shares
which you give him, and it does not matter what
vou print upon those shares; the value of the
share is only exactly that which represents the
amount of the work created, and as he had paid
the whole amount of the money to create the
work, of course if you issue the paper at a dis-
count you are issuing it at a discount at the ex-
pense of the man himself, and therefore it is
utterly delusive.

Mr. Salt.

178. Do you think that the effect of the recent
decision of the law courts will be to prevent
money being raised and interest being paid upon
unproductive capital in spite of the Standing
Order 167 ?—No, I do not think it will prevent
it; it will still be raised by the expedients
which have been explained.

179. As soon us the financing people have
recovered the first shock of the decision they
will, you think, devise some scheme of raising
the money as hitherto, even though the Standing
Order were to stand as it is?—That is my
opinion.  Morcover, 1 know of onc instance
cepecially which has come under my notice of
very great importance where interest was pro-
misced, by an expedient similar to some of those
that have been explained, to be paid during con-
struction, and the company became very much
embarrassed, and ceased to pay the interest
before the railway was finished; but the public
subseriber had no legal means of recovering it ;
and notwithstauding that (this was a long time
ago) the public have subscribed to these under-
takings i the usual way by the deposit of
consols.  Some other expedient is always
adopted if one tails,

180. Do you think that if 3 per cent.
were allowed upon unproductive capital under
the Standing Order, that rate of interest would
be sufficient to induce the public to invest #—No,
I think not; I think it would be ineflectual;
and my opivion is that if 3 per cent. were

C allowed,
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Mr. Salt—continued.

allowed, the expedients to make up the difference
difference between 3 and 5 would still be
adopted.

181. In other words, that the Standing Order
would still be evaded '—It would he evaded to
the extent of niore than 2 or 3 per cent.
~ 182. I understand from the remarks you made
just now about various systems of financing, which
1s a matter a little complicated, that the idea in
your mind is this: that it is desirable to bring
the nominal and the real capital of a company ax
nearly as possible to the <ame point?—Pre-
cisely.

Chairman.

183. In the event of the Order being amended,
would you advocate stating in the advertisements
of these companies that the money was to be
paid out of capital during construction, using
those words ?——XNo, I do not sce the necessity for
using the words; 1 think if the company were

Mr. Wazrinc.

[ Continued.

Chairman—continued.

authorised to do it, or not prohibited for doing it
by Act of Parlinment, it would naturally follow;
I see no mnecessity for absolutely using the
words, because if they could pay, they might
pay out of any source of revenue which the
company might possess; for example, in the
cage of a metropolitan railway, they could pay
interest during construction out of the sale of
their surplus lands or any other revenue they
might possess,

184, I am speaking of new undertakings, and
I am speaking in the interest of the public, many
of whom know little about these things, aml‘
many of whom would he startled by the use of
the words suggested; do vou think it would
deter capital if they were used —I think 1t
would deter eapital, and I think it would answer
the purpose very much better if those word:
were left out, o

<
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Chuirman.

185. As you have expressed a wizh to he exa-
mined before this Committee, probably you will
be good enough to make a short statement with
regard to your views with respect to this Stand-
ing Order 167 ?—I think an alteration ought to
be made in the existing Standing Order.  The
payment of interest out of capital is of course
contrary to all principles of sound finance. Tt is
a thing which 1n the Budget of any State would
at once be condemned as bad finance : and with
vegard to public companies the principle is
equally clearlylaid down, that Parliament does not
recognise pavinent of interest out of capital ax
heing sound and legitimate.  The ohjeet m view,
of course, is to facilitate raizing of capital for new
schemes, mainly speculative schemes, which
have not sutlicient attractions on their own ulti-
mate merits as paying concerns to induce the
public to subseribe.

186. But the Standing Orders of Parliament
only forbid it in the case of’ railway companics
and tramway companies, as I understand 7—
Parliament only forbids it in their case by a
Standing Order; but under the General Com-
panies Clauses Consolidation Act you will find
that the principle is equally laid down in the
case of other companies.  There is a table,
Table A, in the Companies’ Act of 1862, I think
it 13, which lays down with equal clearness that
interest is not to be paid except from the earn-
ings of' the company.  That ix =ubject, I should
o.bscr\'e, to being varied by Articles of A=socla-
tion, speecially framed by the company ; but, n
point of fact, I believe ‘that courts of law hold
that that payment of interest is not legitimate.
There have been decistons quite receutly in
which it has been held that the pavment of in-
terest, otherwise than from the earnings, is not a
legitimate payvment. )

187, In the case of all companies, vou mean?
—Iu the case of all companies,

188, Not only railways ’—Not only railways;
but 1 should oberve that of course railways
stand in a very distinet category from ordinary
private undertakings, A railway iz, to a consi-
derable extent, a public undertaking. It is only
Sullttlml.(‘ll by Act of Parliament to begin with;
it 13 subject to all sorts of Parliamentary restric-
tions in the matter of charoing toll, and in the

0.93. T
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Clairman—continued.

mode in which it may raise its capital; and in
various ways a raillway company is always
treated as a sort of gquasi public undertaking.
Therefore I should hold that the deneral prin-
ciples apply even with more force in the case of
railways than they would in the case of other
undertakings. But I wish myself to place the
case mainly on this ground: whether it is not in
the long run more for the public interest to
leave, and whether you ave not likely to get
more miles of new rallway made by leaving, the
existing railway companies in a moderately pros-
perous condition, than you would be by giving
this adventitious assistance to speenlators to at-
tack them by new schemes. Now I should be
glad to give a practical illustration of how 1
think that works. Take the case of the railway
of which T am the chairman, the Brighton Rail-
way. When I succceded to the chairmanship
some 15 years ago, the company was in a state of
great distress; in fact, almost absolute bank-
ruptey ;3 and it had been brought into that posi-
tion very much by douing that which I am now
arguing against, namely, payment of interest out
of capital on new lines in course of construction.
In that way a fictitious dividend of 6 per cent.
had been maintained for several years, when
practically the line had not been carning more
than 2 or 3 per cent.

189. But it was illegal, was it not, to make
such payments of capital —1 am not gnite sure
Low that may have heen at the time to which I
refer, I am not sure whether we had that
Standing Order at the time; it is 15 years
ago.

190. The date of the Standing Orvder 1s 1847;
therefore it was done subsequently to the
standing Order being framed ?—Anyhow that
had been done.  The consequence was that a
areat number of poor people had been induced
to invest money on the faith of its being a
steady 6 per cent. line; and when the collapse
came, for a whole year no dividend at all was
paid, and for two or three years we had great
difficulty in paying the preference obligations,
and there was only 10& or 155 divilend, and
for a considerable scries of vears the shares were
at a heavy discount.  The consequence was
that the company was utterly unable to raise

c 2 capital
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Chairman—continued.

capital for any new works or extensions or im-
provements.  Gradually we got over those diffi-
culties : the traffic expanded, and we got up to
paying & per cent, dividends or uprrds ; the
shares ot to a premium. and (:unsequcntl.yy' we
were able to lssue capital on advantaceous
terms. Under the pressure of public inninn
and from the wixh to preserve our position and
qther causes, we then began to spend money very
i}'ecI}' indeed; and during the last five vears T
tind we have spent very nearly four millions of
money, partly in making new lines through dis-
tricts not accommodated, partly in im[‘mwiu(r
the stations, doubling the lines, improving the
rolling steek, and in introducing all the Tatest
appliances  for safety, such ax  the block
system, interlocking points and signals, and the
Westinghouse brake.  Practically, I Say, we
have spent four milliuns, and we are going on
spending more, and should spend nmrcD no
doubt, 1n the vears to come.  On the other
hand, suppose that in that <ame period of spé-
(!llliltl.()ll, five years ago, by the aid of a clause
allowing payment of interest out of capital,
some  speculative contractors and  professional
men had succeeded in floating a competing line to
Brighton, undoubtedly it would have iopt us
back ina position where we should have been
quite unable to raise thix capital to make this
expenditure and to make these new lines; and
very likely the end of it would have been that
the new line would not have been able to raise
a}l its capital, but would have ot into difficul-
ties, and perhaps that line would not have heen
made, or, if made, perhaps we should have had
to amalgamate with it, take on that load of use-
less capital, and so far deprive ourselves of the
means ot accommodating the public. My expe-
rience in railway matters, which is a very lone
one now, leads me to the conclusion that when a
railway once get into a tolerably prosperous con-
dition and its shares are at a premium, by hook
or by crook the public always get the lion's
share of the benefit. There iy constant pressure
on us to make lines to accommodate districts, to
reduce fares, and inecreasc accommodation, and
one thing and another, and the result is that we
do a very great deal for their benefit. On the
other hand, when these speculative lines are got
up, I say that certainly in nine cases out of ten
they are got up not to make, but to zell; they
are got up on the speculation that the persons
who get them up will be able to frichten the
existing company into some sort of capitulation
to take over the new line, and that then the
contractors and professional men who run the
risk of promoting such lines will get the benefit
of 1t by obliging the existing company to take
over these new companies lo:ulm{ with very
onerous contracts, while they themselves will
make a large profit.  That is a very fair spe-
culation on the part of contractors. T have not
a word to say against my friend, Mr. Waring
(w}xo,l believe, gave evidence the other day),
doing it ; it is his business; but [ submit that it
is not a business that is conducive on the whole
to the public advantage. I do not think that
any special facilities, such as relaxing a Standing
Ux:der }VhiCh has existed for <o many years, anTl
roing in the teeth of what is recognised as a

Mr. Laixe, wm.p.

Chatrman—continued,

sound principle of finance, should be given for
th_c special purpose of encouraging enterprises
of that eort. I speak in the public interest,
bo.cuus?, of course, the Committee look at these
things in the public interest. I eonfess that I,
for one, do not attach so much importance to
what may be ealled the clergvmen and widows
aspect of the case; I think clergvinen and
\\'l(ln\\‘ﬁ.n)ll:‘t look out for themselves: but I
look at it in the broad view of the publie iuterest.
I do not think it is for the public interest that
enterprises of that xort, \\'hic‘:, in nine cases out
ut.tcn, are merely meant to be a tax on vxirstin“
railways, and to burden them with ureless
capital, should get special encouragement in the
way of such a relaxation of the Standing Orders
as 1y now advocated, i

191. You' look upon thix Standing Order 167
as 4 protection to the public against such enter-
prises Y—VYes, there is no doubt that it does
vperate to a considerable extent in this wav:
when new lines of this sort are brougsht out, I
think it will be found that those who 2ulmcri'l)e
to them are generally more the speculating part
of the public than the investing part ; investors
seldom come in until a line is completed, or well
advanced towards completion ; and the (;ront in-
ducemm}t, nodoubt,to a epeculator to subscribe for
:1l sh:\lrc In a speculative enterprise of this sort is
Ut of 1t The payment of mtero i and et

. 3 =t during con-
struction no doubt facilitates that ; it extends the
period during which a man who has subseribed
for his shares originally on speculation may hope
to sell them in the market and get out of them :
in that way, I fully admit that the repeal of this
Standing Order would give a certain amount of
encouragement to speculative schemes of this
description ; and I put it upon the broad issue as
to whether that is, on the whole, for theMIV)uhli;:
advantage or not, or so clearly for the public ad-
vantage that you should depart from the usual
rules of finance and alter the Standing Order
which has existed so long, for the sake of en-
couraging that sort of speculation.

192, We are told, on very high authority, that
this Standing Order has been, and is heing
systematically violated ; do you agree with thgé
opinion ?—No, certainly not.

_193. But you told us yourself that it had heen
violated by your own company, because the
?tnnd_ing Order was passed in 1847, and, there-

ore, it 18 since the passing of the Standi
Order that the Brightuln Cmr?p:my pztid\itx:;l((rlrl:ﬁ
out of capital 7—That being w0 long ago, | must
make a little inquiry ns to how  that matter
stands in the caee of our own company; I am
speaking now of the state of things at the pre-
sent moment, and within my expe;ienvn for the
last 10 or 15 years,and I donot think the Stand-
ing Order has been  systematically  violated.
There have been several ‘actions ; recently there
has been one in the case of the Hull and
Barnsley Company, where the practice in ques-
tion was stopped by injunction. There are
several cases 1 have heard of, and I know of one
where actions are pending against the directors
personally for having paid interest during con-

struction ; and I may say that the very anxiet
which promoters show to get rid of this Smnd):
ing
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Chairman —continued.

ing Order is a pretty sufticient proof that, as it
stands, it does opemte.pye_]u.dlcmlly to them,
194. /Then your opmion is, that even suppos-
ing it has been violated to a large extent, the
rocent decisions of .the courts, and the fear of
setting into difficulties, will prevent such viola-
tions in future ?—I am sure 1 shoul.d be exceed-
ingly sorry to put myselt, unq I think any man
of business would be exceedingly ~orry to put
himself, in the position of trying to evade that
clause ; he would run a very great risk in dong

195. We have had it in evidence that the pre-
sent Orders in regard to deposit are quite a suf-
ficient safeguard as a guarantce to the public
against such schemes as you have described ;
that is not your opinion, I suppose?—Noj 1
think a mere description of how the deposit
systematicully works would be a sutlicient refu-
tation of anv such statement. It is perfectly
notorious and well known that the way in which
deposits for schemes of that description are made
is this: the promoters borrow from a bank or
assurance company in stock or consols the
amount required to make the deposit, and an
undertaking is given generally by the solicitor
to the Bill, that the final stage, the Royal
Assent, will not be taken unless provision has
been made to replace that loan by a permanent
deposit; the Bill then goes ou, and if’ it passes
up to that stage, then either they try a public
subseription, and if it succeeds they make the
deposit, and if it does not they withdraw the
Bill ; or they see whether a syndicate of parties
cannot be got together who will advance the
required deposit, and if not, that deposit is with-
drawn; I submit that that is almost an abuse
of the intention Parliament had in requiring the
deposit which no doubt was, that if Parliament
sanctioned the scheme there should be what is
called a caution money in the case of foreign
loans and enterprises, a substantial deposit to en-
sure that the enterprise would be carried out;
as it works now, there is nothing of the sort;
perhaps a Committee of five gentlemen of the
House of Commons, and another Committee of
the House of Lords, are kept for a week or 10
days at very irksome and disagreeable labour;
opponents to the scheme are put to heavy ex-
pense ; possibly another line which could have
been carried out is rejected in favour of this one;
owners of property who have been served with
notices in November and December that you
mean to take their land, are kept in suspense
till next July; and the end of jt1s that becanse
the money cannot be got together to replace the
temporary deposit by a permanent one, the thing
is withdrawn after having passed Committees of
both Houses, and they get tLeir deposit, and make
their bow, and go away; I behieve that to be

coutrary to the intention of Parlimqent; 1 thipk

the deposit ought to be such as to fix the parties
who make it with a liability of going onif they
succeed in passing the Bill through Committees

of the two Houses. .

- 186. 1 want your opinion upon ene other point;
do you think that new companies should be per-
mitted to issue their shares at a discoupt a8 well
as existing companies—I =ee 1o objection to
their issuing their shares at a discount as well as

0.93.
/

Chairman— continued.

existing companies, provided it be done quite
openly, and, subject to this condition also, that
the nominal share capital is not by that means so
increased that the debenture capital exceeds
what is the constant Parliamentary limit of one-
third of the share capital; for instance, suppose
a small company with a capital of 300,000 /.3 ir
the ordinary course of things, with 300,000/
issued at par, they would have 100,000 L deben-
ture powers; whereas, if instead of that, they
were to make their share capital 400,000 /. and
issue it at 300,000 L, issuing it at a discount,
they must not have 133,000 1. debenture powers
instead of the 100,000 L. Of course the common
way in which these things are done in weak
speculative schemes is to swell the share capital
as much as you possibly can; then you get as
much debenture power as you can; and you
very often divide that inflated share capital into
two portions, the preferred and the deferred ; the
deferred is mere paper which contractors and
promoters take as something which may give
them profit some of these days, and then they
trust to getting the public to take the debentures
and the preferred stock, and so find the money.
I have not the least objection to their issuing
shares at a discount, provided they satisfy some
proper tribunal that they are not unduly inflating
the nominal amount of share capital, and getting
Jarger financial powers than they ought to get.

Mr. Shaw.

197. Is not that done very constantly now.
A contractor takes shares; he nominally takes
them at par price, but in reality at a great re-
duction as part of his payment ?—Yes.

198. It is just the same thing —No doubt.

199. And the debenture stock is inflated in
that way ?—Yes. _

200. You are not in favour of any modification
of the Standing Order; you would continue the
rule as it stands ¥—1 would continue this rule
about payment of interest out of capital as it
stands, and I would alter the deposit clause so
as to make it a better security; and I would
give these companies a power of issuing shares
at a discount ; but in doing so, I weuld provide
that they should satisfy some tribunal, either the
Board of Trade or the Committee betore which
the Bill came that their capital was not unduly
inflated.

201. Your view is that the law of the land is
against this practice of which we are speaking ?
—Yes, I think so. That is the decision of the
Master of the Rolls, as I understand it.

Mr. Brand.

202. You have stated what happened in the
case of the Brighton Company 15 years ago.
The whole board has been entirely rechanged
and reconstituted since that time, has it not?—
Yes; that led to a revolution in the company in
which the old board were turned out and a new
one came in.

203. And at that time there was a strong
feeling, was there not, amongst the shareholders
against the course taken, anﬁ some talk of pro-
ceedings being instituted ?—Yes; in faet, it
brought the Brighton Company to ruin; and
there, no doubt, what I call the clergymen and

c3 widow
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widow aspect of the case did apply a great deal;
peca\lse a great many people, who were no;.
s;‘)eculators or fools, did invest in the Brichton
(‘,4)mpany under the idea that it was p:'inrr
6 per cent.; and they suffered very hcn)vil:

. )

-

Chairman,

2014, Illf: Committee would bLe olad if vou
would give them yvour view of this Standine
Order 167 ;. do you think it <hould be por.mittcthl
to stand_ as it 13 now, or that it should be altered
Ix;' that 1t .~.|l0ul.(l be repealed *—-1 think‘ tha(t :u;
0::?12: ]':\}r;l()cl) :,:,(:}I)t :0::‘tal‘1t‘ly cv:\j]c_(l, as this

Serix no , oug ot to stand as it ix,

). Then you agree with those who tell us
that it 'h:l:‘ been systematically evaded in the
past?—They have brought instances to us t
show that it has been; and it appears to me ~tln(t)
th?re can be no possible difliculty in evadine it‘

206. Then you do, not concur with thmch\\'h')
ltlunk'tlmt the recent decisions of the ('u;u'ts o(f
aw will put an end to these evasions *—1I do not
and for this reason ; in that Hull and Jinrn~lc\T
case thc'pronmtnrs ot the undertakine acted x-'cx"'
straightforwardly and explained exactly what t] v
intended to do, and the Master of t’lu_: Rnils l:'ql
Ilw' whole case before him : but if, instead ‘uf
acting as they did in that cae, th‘cy, had m‘ade“'
contract with the contractor, under \\'ln.ivh hie W'l‘:
to be pn.ul a larger capital sum for the wi‘u‘l;:
undertaking, he, undertaking at the same til.nv
to tuke shares and at whatever discount v .
please, the object of the Order would have }){‘)‘ll
evaded, and no one would have know any e
about 1t. l

207, Then in vour view, do vou vo ax far as
t say that vou do not think it is \pussihle f:»;'
Parliament by any such Standine Order as that
or any substitute for it, to pre\'o::nt the ]‘>l:'l(‘ti‘C(’)
of paying interest out of capital >—] do n(:t’quv
that they may not prevent the paying of intereat
cut of capital, but they will not r}’)rcvent ti;c
dving of that which is worse than paying interest
out of capital, namely, making arraneement
with the contractor by whieh he shall (r:;kc thS
shares, and tuke them at a very great loss to thg
undertaking. "o ‘

- 208. But that comes to the same thine, does
1t not 7—1It comes to the same thine. 7

209. And vou think that that evil is worse
than the other 7—1 do. )

210. And that it will continue to prevail, not-
withstanding the recent decisions of the c’uurts
of law /—1 think probably it the Hull :mthl
Barnsley people had to make that arraneement
over again, they would make an arrangement
with the contractor which the courts of law
would not be able to get at. ‘

211. Are youin tavour of the total repeal of
t!us Standing Order >—That ix a difficult ques-
tion, because it is 30 much entwined with the
whqle practice of Parliament, and with the Com-
panies’ Clauses Act as well as with the practice
of Parliament. The Companies Clauses Act
which was passed in 1343, I think obvious]’
c¢,ute1}11)lz\tes that dividends shall not be paizi
out of capital. It has a clause which practicall
authorises dividends or interest to be paid oi

ything

Mr. Laixg, ».p.
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Mr. Brand—continued.

\\'lm.n the collapse came. That is one arcument
againat the [)l‘OlM):l:\]. It vou gave the p:i\'ileﬂ'c
to new companies I do not see how vou Cl)lﬁd
refuse to give it to existing cmupnnics..

: and Lxamined.

Chairman-—continued.
C:\.:)IY:II which is not called ; and, therefore im-
pliedly prevents its being paid ();l capital which
l\ r:l}ll(-tll; .'m‘nl ]“!hink it wauld he a (question, if
.:1:))? :lll‘)t.(vr“t(;l:‘t(:}:)l:llll“.g '(,)~“,lcr ot .this ki and did
) panies Act, whether the courts
of law would not upon the (,‘nmpanicq \et as it
stunds, and the ordinary prin(-iplcs uif ‘]:n\A pre-
vent the pavment of interest out of mpi!:;l: at
any rate, unless specially sunctioned by the
special Aect. i ’
21.2.. !lxvn vou rather take Mr. Laing's view,
;.ha't. 1t 13 acarnst }he commaon l;uv'.‘—-[ am not
ujg‘ltgl uil;\::;l;i;i) ltl;)li.;l;v ;\.n ;,piuiun upon that,
I bt p ot ay be sof=lt may be s, But
ooheuld ke ,.O.l“,,mt out that at the time when
o O L{ I\hls adopted  and  the  Comuvanies
. =e3 e U~ e cry dhitl “vi
s, ‘\illl\\;:m_ll".tl..ul, \(‘1) (lllil(.n'nt.yxcwﬂ
' with regard to the general poliey of
l!c:xlmg with joint stock companies” undertakings
from tl_u:sc that have prevailed since. \\'hgn
11];40'".[()““ Stock Companies Acts of 1836 and
) assed, vas then thoucht
]lihlut i undertakings which did not require Par-
abentiary sanctio Y companie
left to fl'u.mu llu‘i:' (I:\'\'uxl}i‘utl'l(ll‘t'lil'l]l."l“']'l'H hould be
they pleased  Thereisin {lu- \-“.]“l"l"g('““‘“‘“ o
oy p _ : Schedule to the Act
of 15862 atable of regulations which the companies
may adopt it they please; and in tlmt};abl‘e
5 a regulation that dividends are not to be
p;n(.l out of capital : but it is cntirely at the
option fwf cach company to aceept lh:n’l':blc of
.rc.gu]unnns or not; and, conzequently l every
Joint stock company which does not come for
Parliamentary powers may do what it plo:\-'n;s in
that respeet. That, I think, shows that a ver
considerable change had come oyer publie l'}\ill{()i
l)ct.wccn the t.imc when these Parliamentary regu-
lz‘muns were framed, and the time when the .h’»}ut
Stock Companies Act was passed.
214..'1‘11(»11 your cevidence would rather co
\lvm;_}'l i not, tul a revision ot the whole sv.~tcrl’n:
dealing not only with this Standinge “de
with the Companies Act and l}lxl((‘]:gl:ll(fr)'lll‘i;'r’ ’;’Ut
oy c C ¢ al law7—
The principle on which my evidence is founded
wuult! do so; but that, ul'c:mrs(', 1= a much larger
question than the comparatively small one u.f Snis
Standing Ovder, which may i)n,bublv be dealt
thh. by itself) in the manner suwwvested by the
Chairman of Committees, T
3 -~ Al .
) 2135, Can you give the Committee a general
idea “,f the law in practice in other Lluropean
countries: with regard to this matter '—No, 1
cannot do that, [ hayve not looked sufliciently into
that subject. ’

My, Salt.

216. Do yvou think that Standing Order 167 is .

In any way necessary for the protection of the
investor -] wish now to be understood as
~peaking my own opinion, and not the opinion of

the

.such an alteration o
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Mr. Sal—continued.
The opinion of the depart-
be taken to bein favour of
¢ the Standing Order as has
Leen suggested by the Chairman of Committees ;
but my own opinion is that an investor, on the
whole, will be better off if you leave him to take
care of himself.

217. Now,as a matter of general policy, in the
dealings of Parliament with the commercial
world, is it, or 1s it not, well that the course of
trade and commerce should be left as free as pos-
gible to take its own line ¥— A~ free as possible.

218. 150 you think that the recent decision of
the judges in this matter will have much effect in
enforcing Standing Order 167 ?—1I think not the
least in the world,” I think it willonly set partics
who want capital upon other means of evading it,
They will not, that is to say, act as straightfor-
wardly as they did in the Hull and Barnsley case.

Chairman.

219. The Master of the Rolls in giving his
decision on the question of evasion, expressed
himself as opposed to the present Standing Order,
did he not ?—He was distinctly ofppose(ib to the

rinciple of it and was in favour o freedom.

220. And do vou think that that would have a
certain effect upon the public >—Yes; the public
know that the Master of the Rolls is not only a
very good lawyer but an exceeding scnsible man,
who understands these questions thoroughly.

Mr. SNalt.

221. 1 take it that vour opinion is this: that,
as soon as those people who deal in new com-
panies have recovered, so to speak, the shock of
the decision of the Master of the Rolls, some
convenient means would =till be found by them
for evading the Standing Order >—Quite 50;
probably putting the parties to considerably more
expense and throwing addirional difficulties in
the way of new undertakings. And I should
like to say with regard to that, that it is rather
curious to sce how, in the original debate upon
these Standing Orders, as 1 believe is the case at
present, it is the existing cumpanies who are
likely to be interfered with by new undertakings
who are in favour of the Standing Order; those
who are promoting these new undertakings
are for the repeal of it. It i= a curious thing
that in the debates upon the Standing Order,
we find Mr. Hudson strongly in favonr of the
Standing Order, and Mr. Beckett Denison
strongly against it.

222, That means, I conclude, that the existence
of the Standing Order, either as it stands, or in
some form, is rather in favour of the position of
existing companies as against the invasion of new
companies 7—Certainly; it is an impediment to
the raising of capital for new companies,

293. Now. as a matter of general policy, is it
well to favour the formation of new companies, or
to strengthen, so to speak, the defensive position
of the old com]mnics?—l think the utmnost
possible freedom for new companies is the best
course.  Parliament, it seems to me, has nothing
to do with preventing new Cumpanies out of
regard for old ones. _

224. You say that without reserve v—That
has always been my view.

0.93,

the dei)artment.
ment, 1 think, may

Mr. Salt—continued.

295. 1 want to understand quite distinctly
this: your own opinion is in favour of repealing
the Standing Order altogether 7—My feeling
would be that it would be well to do so if
you could alter the whole sxstem with it.
As things stand, it is a question whether the
Standing Order, as proposed to be altered by
the Chairman of Ways and Means, would
not fit in with the whole of the rest of the
machinery better, and would not do all that is
practically wanted at the present moment. You
asked me just now about the investor. I think
that what should be done for the investor is this :
to give him complete notice of what is intended.
When that is done, I think you may leave him
to take care of himself; and the alteration that is
proposed would give him that notice. )

926. Do you mean that a mere alteration of
the Standing Order would be sufficient to give
notice to the ordinary investor ?—1It 1s proposed,
1 think, that in the first place the Parliamentary
notices shall contain a statement of the intention
of the company to pay interest out of capital ;
and it is intended that the Bill shall contain a
distinct enactment to that effect.

227. In other words, there are two or three
points of detail which would require some atten-
tion in order to give proper notice to persons
embarking capital in new undertakings P—Yes.

928. To go to rather a small point of detail,
but one which is of some importance, would you
suggest that the scrip or certificates of new
companies should be specially marked as paying
interest out of capital 7—That had not occurred
to me; I have not thought about it enongh to

ive an opinion on the question.

029, You think that some points of detail of
that sort would be worth consideration?—1I think
at any rate that notice of what 1s intended should
be given to persons who are likely to invest.

230, It would be necessary to carry that
notice to some considerable point of detail when
you have to deal with small investors, would it
not? —Yes; you might require the notice to be
inserted in all prospectuses by which capital was
sought for the undertaking.

231, You have an ana%ogous idea in the law
which compels limited companies to usc the word
« Limited ” very prominently 7—Quite so.

039, T take it that, from your point of view,
you would inform the Committee that there 13 no
doubt whatever that, during the last 30 years or
<0, during which the Standing Order 167 has
been in operation, a very large amount indeed of
capital has been raised contrary to the provisions
of the Order Y—1 have no doubt about it.

Colonel Walrond.

233. You have seen the proposal of the
Chairman of Ways and Means 7—Yes.

234. He proposes that the rate of interest
paid should not exceed 5 per cent. 7—Yes.

235. Would not that be contrary to the law of
the Companies Act, 1862, as it stands now, that
no interest may be paid out of capital 7-—No ;5 I
think not at all. The Joint Stock Companies
Act does not say that no interest shall be paid
out of capital; it says that people shall arrange
their finzncial matters as they please; but there
is, as I said, a Table of chulutiims in the Act,

4 which
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Colonel Walrond—continued.

which companics may adopt if they please, or
reject if they please.  In that Table of Regula-
tions 13 one that dividends and interest <hall not
be paid out of capital.  That, no doubt, is a very
wholesome geperal rule; and it is one that
Jrobably any good financier would generally
adopt; but there may be cases in wlTich it 1s
desirable not to adopt'thut rule, and in such c:\.-w.;‘
the companies are at perfect liberty to do as they
please, to adopt it or not. ’

Chairman,

~236. Then, in your opinion, there is nothing
in the proposals, either of the Chairman of Ways
and A\‘leans or of Lord Redesdale, contrary to
the Companies Act or any other existing Act of
Purhamc'm ?—On the contrary, so far as ?hoy o
they go in_the direction which has been carried
much further by the Joint Stock Companies
Act. T

237. And they are more consistent with the

Joint Stock Compani '
b paniez Act than our Standi
Order 167 *—Yex. Sranding

"Mr. Brand.

238. Do you see any objection to eiving relief
by granting permission to new undertakings to
1ssue their capital at a discount to the publi?: [
No, I would give them the utmost possible
liberty.

'239._ And do you think that that would be as
efﬁ.cqcmus a mode of relieving them and more
legitimate than by giving them leave to pay in-
terest out of capital >—1I would give them both.
I am not sufhiciently experienced in the finance
of com{)anics to say which of the two modes
would be the better. I do not know whether
the Committee have had before them a letter
th‘atr §truck me a good deal, written to the Board
of Trade by Messrs. Capel, the ereat stock-
brokers, who state that thev have the very
greatest difficulty in floating unuertakings, in
getting penpl'e to invest, where the in\'estnreut 13
not to carry interest at once, but only to carry it
from some future day. What people like is to put
in their 1,000 L and to get their 50 L o yvear trom
it at once ; and if they are not to have their 50/,
a year fqr four vears, they will not invest.
That, coming from people of the cxperience of
Messra. Capel, is striking,

240. And vet that interest is, of course, only
their own capital back again?—It is only their
own capital back again. ’

241. But speaking of vour suggestion to pro-
tect the public, they would he \[;rotcvted more
ethicicutly by the plan that T have mentioned of
issuing capital at a discount; because the in-
tending subseriber would know that there was
the loss of interest during construction, and that
it was for that reason that the company  had
izsued their capital at a dizcount ?—That may
be so. I think the investor would he sufticiently
protected in the other case also.

242. Your opinion is that they ought to le
relieved in one way or the other *—_Or both,

Mr. Shaw.

. 243: Your n.otion, I understand, is that the
investing public have a great taste to be de-

Mr. FARgER. T Continued.
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Mr. Shaw—continued.
ceived or to deceive themselves *—That may be
s0, but I scarcelv meant it.
244, v[‘hat 15 the effeet of vour eyudence, 18 1t
not 7—2No, not quite that,

) '-)-4_-3. I think it is the effect of all our ohserva-
tion 7—It may be so,

Chairman.

246. You would allow them to deceive them-
selves if they did it with their eves open *—lI
tlnnl_\’ they are more likely in the end to be un-
deceived if they are allowed to act for them-
selves, nud to find out what is the best for them,
thim if you try to cuard them by safeguards of
this sort, which can always be evaded.  lLet me
put the case of & man whe takes shares in a rail-
way company of this sort, where the law 18
evaded by such arrangements as 1 have spoken
of with a contractor.  He has to pay a great
deal more for his share in the un-ivrt:(kin.‘-"
bheeause the contractor does not do all this with-
out a large profit to himself, and so he is so

much the worse oft; the undertaking produces so
much lesa,

Mr. Sharwe.

247, Do not you think that those maodifica-
tions suggested by the Chairman of Ways and
Means are directly against the common law of
the land #—XNa, I do not.

248. They change the law, evidently '—They
(lfil:mge the Standing Order of the Houses of

arhament; they do not change the existing
law. ° °

249, The Standing Order of the House of
Cpmm«ms at present is in perfect accordance
with the law as interpreted by the Master of
the Rolls?—DBut the law as int.crpr(-tt'(l by the
)lil.s‘t(‘l‘ of the Rolls is founded upon the clause
which was passed in pursuance of the Standing
(‘)rdcr’nt' the House of Commons.  Repeal the
Standing Order of the House of Commonsg, and
there would be no clause upon which the Master
of the Rolls could adjudicate in the same way in
future. )

250. You do not think that it s the ordinary
common law that ix founded on the rules of
honesty ?—The ordinary common law would very
likely say that where there was no provision to
the contrary in the articles of partnership, or the
(]c'wl of settlerient, there dividends are not to be
paid out of capital; but there is nothing in the
common law to prevent people from making an
arrangement with one another that dividends
shall be paid out of capital, and that is precisely
the state in which the alteration of the .\'mndinig
()rv(ler \\'«3111(1 leave the law of Parliament.

251, You refer to the Companies Act, 1 sup-
i"»’sc; you refer to Table A.7—VYes, Table A,
tule 72.

252. Do you think that the exclusion of that
rule would Justify any board of directors in pay-
ing dividend out of capital 7—The exclusion of
that rule, coupled with an article in their deed of
settlement, stating that dividends were to be paid
oui of capital, would certainly do o ; and such
an article they have the fullest power to insert it
they please.

253, But if that was stated in plain English,
and the investor knew it, do you tLink it would

facilitate
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Mr. Shaw—continued.

facilitate their getting capital; or tha?l, l? the
case of any company putting that on the .mf’]t’f
except ¢they had unmistakeable means afterwarc s
In, property or rates to pay th'xs; if, in fact, 1t was
a mere Specu]ative company, it \)'0111(1 not at onee
stop their getting 1t ?—Then it would prevent
the public from being (](:cen'('*d, and answer all
the purposes that this Stauding Order is sup-
poscd to answer. '

254. It would prevent the company {rom
existing very likely »—"Then the directors would
not put it n,

255. Thea you are in favour of this modifica-
tion of the Standing Order, I suppose *—Yes.

Mr. Brand.

256. Tn the case of the issue of prospeetuses
your opinion 1s that the promoters should put in
plain English, that the interest 1s to be paid for
a certain number of years out of the capital of
the company 7—I suggested a prospectus, but‘ I
would sayv that, in some form or another, notice
should bé given. May I be allowed to mention
one point bearing upon a question which I heard
the Chairman ask Mr. Laing, namely, as to the
deposit.

Chairman.

957. Certainly, will you please mention it *—
1 should like to mention this tact, though perhaps
it does not bear very directly on this point, that the
deposit is supposed to be forfeited 1t the railway
or tramway (I think it only relates to railways or
tramways) is not made, or if the capital ix not

(‘(" : s
Chairman—continysd. -
subscribed. It was found thgt thHis deposit, or

EXAL

[ Contigyed.

the bond, which was formerly given in lieu of the .

deposit, was practically neverenforced ; and a few
years ago an endeavour was nfhidg by arrangement
with the Chairman of Ways hnd Mecans, and by
alteration of the Standing ers, to make that
into a reality, and to secur lfa{ the deposit
should be forfeited if the undwrtakine was not
completed.  We find now, when thiigeopes
to work, that it is extremely difliculb-te enforce
that rule. The parties come with a Bill"to
Parliament for abandoning the undertaking, and
in that Bill they insert a clause entitling them to
have the money back again.  That clause would
not be passed without the consent of the Govern-
ment. ‘| he parties then come to the Government,
and they allege, with more or less 1ruth, that all
sorts of ditficulties have arisen which they never
contemplated 3 and it is found to be practically
impossible to refuse them the leave to get their
deposit_back again through the medium of their
Bill. I wished to bring that fact before the
Committee to show how extremely difficult it is
to enfuree that law with respect to deposit.

958. You have found it not only dilicult, but
impossible, as I understand you 7—1 should be
sorry to say that it is impossible, becausc we are
trying to cnforce it, and it has been enforced in
some cases ; but I am not sanguine of our being
able to enforce it generally.

259, Has it, in any single instance, been
enforeed ?—1I am told it has been enforced in two

CAseN,

Mr. JaMEs StaaTs Forbes, called in; and Fxamined.

Chairman.

260. You, as we all know, are the Chairman
of the London, Chatham, and Dn_vcr and the
Metropolitan District Railways?—Yes. . )

261. You have had many years' experience n
railway business both in England and on the Con-
tinent, and cxpecially in tne raising of capital
to carry out new railways *—Yes.

962,  And vou are fully alive to the operation
of the Standing Order 167, which we are now
considering v__Yes; the operation of the Standing

Order s to add verv much to the dithculty of

making, subsidiary railways, not only as regards
cntively new prnjécts, but also as regards projects
promoted and to be carried out by the poorer
class of companies. 1 have had. unflortunately,
an experience of that especial kind in connection
with both the London, Chatham, and Dover Rail-
way and the District Railway ; experience, that
is fo sav. of a poor company which had to fight
its wav acainst a rich company. ‘The Standing
Order is not only in many cases fatal to the con-
struction of pew railways lecitimately promoted
in districts by local ])('oplc. but. it 18 alsp fatal to
a poor company struggling against a rich com-
pany. . ]
263. Then, in vour opinion, the Standing
Ozder has been cffective In & >('nsc'.'—l.t has
heen ecffective in a sense, in limiting rmlwa.y
construction where it is greatly needed; but m
many cases it has been evaded. I am bound
0.93.

Chairma n—continued.

to say (I do not know whether I shall require
shrift for saying it) that I have evaded it very
often.

264. Then vou agree with those who have
‘represented to us that it has been systema-
tieally evaded and violated ? — Yes; the law
breaker always has the advantage of coming after
the law maker: and if laws are made which, in
practice are found obstructive and inapplicable,
ingennity can generally get, either under them,
or over them, or round them.,

265. Then would you go as far as Mr. Farrer,
who has told us that, in his view, he does not
soe how Parliament conld possibly prevent a law
of this kind being more or less evaded ¥—1 do
not think Parliament could prevent it, for the
reason that people whese interest it is to cvade
these obstructive laws, and whose duty it is to
carry out works sanctioned by Parliament, have
to resort to ingenuity to overcome the difficulties
made for them by Parliament.

266. Do you think that the payment of interest
during the construction of a ralway is a legiti-
mate item of expenditure ¥—1 cannot imagine
any item more legitimate. If you apply it to
anything but a railway, it is at once appareat.
Suppose  ycu want to build yourselt a house,
there are one or two things that the builder will
suggest; he will suggest that upon the house
hecoming habitable, you shall pay a lump sum;;

D ‘ or

a2




26

MINUTES OF EVIDENCE TAKEN BEFORE THE

28 April 1882,

Chairman—continued.
or if vou like to build it Ly vour own architect
. " ;] TR '
then you must find money from month to month
to pay for it; you cannot divert money from
your busincss or investments witheut sacrificing
interest. am astoni 1 w
terest. I am astonished to find such a law
existing,
| 267. 1[‘hen are you of opinion that Parliament
% el : R TIOI :
'mdr:).u ¢ Al unwise distinction between railways
and tramways on the one hand. and all other
undertakings on the other hand *—1 think so;

and especiadly unwise as applying to a class of

edterprise which it is the interest of Parliament
to foster rather than obstruet.

268. Do you trace the orizin of this distinetion
to the 1‘:\i!\‘::\_\' mania of 40 vears ago ?—-1 think
It was a Nz\ndix'lg Order made in a panic of some
kind or othier; it is so irrational that it seems to
be the result of panic.

269. I asked Mr. Farrer a question about the
law aund practice in regard to this question in
other continental countries, and he could not
answer the .«iurstiun; but can vou give the Com-
mittee any information on that noint ?—Yes. I
have been for many vears the Viee-President of
’the Duteh- Rhenizh Railway, which is the most
mportant vallway in Holland. It conneets the
ports of Amsterdam and Rotterdam with Ger-
many. and 1 a very Important railway ; and
daring the time I have been conneeted with
th_ar. raitway 1 have spent, in addition to the
(»1‘1@1,‘\:11 f':l]-itul. about a million of monevy in cx—l
tf‘-n(lm{_: it in different directions: and there the
(_r()\’(:rmm-m of the country distinetly recognise
that interest during constraction is a part of the
cost of construction. ’

270, What interest do they allow *—~Thev
allow 6 per ecent i :

271 In Holiand *—In Holland; and  the
Duteh ure tairly and properly accounted to he
people who understand these matters quite well ;
the Government at the end of the concession 'm?
i)(»}xntl to take over these railways at the ("mf
price: ard; as the result of deliberate in:luir.v;

they Lave recoonised that the cost of raisine.
) o]

moncy in the construetion, and bringing the rail-
way io thut particular stage where it became
moneyv-carning, 1= a part of the cost, and i}.(.‘:
allow 6 per cent. i
272, That i= vour evidence with reeard to
Holln!nl; can veu, from vour knn\\‘]ed:w and
expericree, tell us what ix the practice in other
;:i(il:mrtx;‘st.‘——l can onl)l'l.}n.\' cenerally that 1 he-
've that practice will be tound revatl i
Germany aud other countries; hut1 )I l}z:L:';tllx\::;
the same intimate knowledee of other countrics
and should not Jike to speak with the same cor-
rainty with regard to them. '
' 273. Do vou think that very areat evils arise
from the mede and manner in which this Standine
Order is evaded ¥— Yes; the evils whicl :1l'i:-
are that the ultimate ecst of the undertakine 1~
grearl'\' increased, and the dificulty of (-;u»;-ﬁnn
it to a f:nnchhiun is increazed. Waorks are {,n\tb-
poned in consequence of the difficulty of raising
‘:Hutul. and when they are ultimately )1’0('(‘('1105
with, they are carried out at much greater
lc;:t tu the owners of the railway than need
274. Can you illustrate that opinion by some
specific instances within your own knowledge ?

Mr. FORBES.
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Chairman—continued.

—On the general subject of the evasion of the
S_mnding Ovder, I can onlv sav that a great deal
of the capital of that, I was almost about to
eall it notorious enterprise. the London, (‘hat-
hamy, and Dover Ralwav, was ratsed on a
prospectus in which it was distinetly set forth
that interest, in some cases 5, and in some 6,
per cent,, was to be paid by the contractor Juring
the construetion.  That capital was raed on
those prospectuses, and in that way it has been
arried out, There are some other vaillwavs |
know of which have resorted to the same
method. Perhaps | may summari~c all I have
to urge about the disadvantaces of the Standmg
()r(lcx: by saving that | am appearing in the
capacity of one who has had to carry ont 2 areat
publie .wurk, sanctioned by Parliament, after the
most violent opposition by a neighbouring com-
pany, during the last year or two,  There the
London, Chatham, and Dover Company had
actually guaranteed 4 prrocent. interest upon
th.(: necessary eapital, to date from the cpening
of _tho railwayv.,  Now, a 4 per eent. guarantee,
paid halt-yearly, in the nature of rental, is about
as ;_:nml a .\wum_\' s vou can et Of course,
tllt"qm-:linn arose lhci‘c, * How =con are we te
arrive at that happy woment when the railway,
bemng completed, the guarantee attaches 77 Going
to the public for a subseription now-a days 13
(ll.llt(‘ out of the quvsriun. It von ofter (':ipit:ll
of that sort to the public, the chanees wre vou
get a very small portion of it subsrribed, and
vou are left with the balanee on vonr back at
very great disadvantage, You eannot deal
}\'lth balances if there is a portion of the capital
mthe market ;5 vou cannot get auvbody else
to toneh it.  Therefore ane i:nhliuv;l !l).f_'l) to
what are ealled financiers or contractors. or hoth.
In the case 1T am aluding to 1 have had to go to
hoth, men ot the very  highest eharacter in
I‘”““."“» contractors and financiers,  OF course
thf- first thing they =ay to me s, Now then,
tll}s guarantee ix very good, but when s this
ralfway going to he "l"“'““l w0 Wl 1 do not
know.,™  * But Liave vou not made a contract to
secure that ™ < Nao, 1 have not folt my way
about that; T want to sce how 1 am to set my
money,” Do not vou see, we can make no
calenlation about the value of the thine until
we k.nnw the exact date ar which this gll:r:ml('c
applics; now vou must make up vour wind
about that; we must have somethine like a lu-uul
contract to =ati~fy us that it we lend our money
fll('_ln‘t('rwt does attach feom a given dav.” That
= difficulty nmumber one. Then 1 am drviven to
ﬁ‘nd a contractor of suflicient mean~ and of =ufh-
clent responsihility not only to undertuke to
make I»hc railway upon reasonable terms, but
\\"lm will lillf‘l(‘l‘(;ll\'(: a penal obligation to de-
}1\\'(*!‘ that railway over to me on a given Jday.
Phere are a few men, but very few, who are pre-
paved to run this risk of what may happen in
the course of two or three yvears throngh the acei-
dents of weather or what not 1 and therefore vou
are thrown into the hands of the creat monied
people, and the result is that vou get the cop-
tract nade that this work shall be done and
handed over on a specific dav; aud it it be not,
there are penalties to be p:ti(l. You are obliged
tomake an arrangement of thut sort: and it t\';'us

out
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out that over and above the price at which you
could get the work done if you had the money
at connmmand, you must pay a very large addi-
tronal sum, not an outrageous or extravagant
sum, but a very large onme, because you are
thrown into the hands of a limited number of
people instead of a lar_gpr number,

575. You concur with Mr. Farrer, I suppose,
rather than with Mr. Laing, that this restriction
is needless for the public, and that every reason-
able facility should be given to new companies
and fresh undertakings*—Yes. Mr. Laing and
the other gentlemen in big comparies are like the
man in possessions they do not want to be dis-
turbed, nor do they want to have imposed upon
them the continual claims of districts not yet
supplied with a railway, or to have increased
facilities for that sort of thing being done.
They want 1o do it at their own time. That is
natural enough ; they are, so tu speak, anxious
to protect their own interests, and not to be
driven to make subsidiary railways except at
their own convenience and upon their own terms.
That is eontrary to the public interest. The
Standing Orler as it exists now makes it much
more difficult for independent people, local land-
owners, or anvhody whatever wanting railways
to get them, and “that is the effect also of tl.)e
deposit; that is an anomaly. An existiu.g rail-
way company may propose to make extensions or
new railways, and they are not under the obli-
gation to make any deposit at all, but a new
company must.  Now I happen at this moment
to be tie chairman of the promoters of an under-
taking of the greatest possible interest to London;
that is an undertaking to make a railway from
Paddington to the Albert Dock, 13 miles long,
througl the heart of London, for the purpose of
giving additional facilities and connecting those
great railways with the Albert Dock. lam a
promoter, one of 12, and we have to put our
hands into our pockets and find 330,000 before
we can move. If the Great Western or the
Great Northern, or any existing company did
that thev would not have to put down a shilling.

276. Do vou advocate the placing of new
companics in that respect in the same position as
the others '—1] think any obstructions placed
in the way of new companies ought to be re-
moved.

277. Tncluding the being prevented  from
issuing shares at a discount ¥ —Yes.

278. Do you attach much importance vourself
to that suggestion which has been made to the
Committee.  Witnesses have appeared before us
who =aid that they thought that all that was
wanted was to enable the new companies to issue
<hares at a discount; what is your view as to
that —What ought to be done is to leave
the companies free, within rational limits, to do
that which is best for everybody, the com-
panies and the public: because, of course, if a
railway is constructed at a cost much beyond
what it need be constructed :lt.,‘the li“blic pay;
in reality the public always pay for these things,
and issuing shares at a discount 15_01 all meth?ds
of raizing money the most improvxdcut. I think
I can illustrate that very well in the case gf t'he
Dietrict Railway. l‘]verﬂn)(iy knows the District

.0.93.
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Chairman—continued.

Railway. That was carried through with a good
deal of difficulty, and the whole of their prefer-
ence capital was raised at a discount. There
is & million and a halt of it. And this illus-
trates very well one or two mnostrums that
have been suggested from time to time, to the
effect that before the completion of a railway you
ought to offer it to the public. Now, we offered
this stock of which [ am speaking (having
got 2,300,0001 in hand of ordinary stock), the
five per cent. preference stock, to the share-
holders, and out of 1,500,000% they took
9250,0001, just cnough to spoil the value of the
rest. They took that at 701, or 30 per cent.
discount, and there we were stuck high and dry
with a damaged stack, because the directors were
weak enough (I was pot in it at that time) to be
impressed with the argument that they ought to
offer it to the shareholders and to the public.
Then we had to fall back upon a great financier
and a great contractor, and they took the balance
of it at 687 10s., and, of course, in order to be
quite fair and square with those people who had
subscribed the 250,0007., we had to return them
the 30s. difference; therefore the whole of that
preference stock of 1,500,0007 on a railway
like the Distridt was issued at that cnormous
discount. What is the result to-day ? We had
to wait scveral years after paying the fixed
charges upon the debenture debt before we
reached our five per cent. preference, but we do
pay that, and have paid it for several years.
And this is the result, that upon the preference
stock we are paying 74 17s. 8d. per cent. per
annum for cver. That is the most improvident
thing you can conceive.

Mr. Shauw.

279. Was the line open?—DPartially open.
That is not limited to the District Company.
One of the evils of this clause, and one which 1
individually feel that I have a right to protest
against, is the evasion which it drives otherwise
honest people to. The District Company are
not the only people who evade it, nor are the
poor companies; some of the rich conipanies
evade it, as for instance the Metropolitan Com-
pany, which is presided over by a urcat allway
authority in cxcellent credit. (1 have always
been in very bad eredit. I have had to go about
begging for money ; but some people can go
about commanding it). Now this great anthority
being chairman of the Manchester, Shetheld, and
Lincolnshire Railway Company amongst other
things, at his very last meeting held on January
25th, says this: “ He believed it was the late
Mr. Rawson who said that no railway man’s pro-
perty was safe while Parliament was sitting ;
and while he wouid not go so far as to say that,
a change in the law relating to railways was pro-
posed which he hoped would receive the very
watchful care of the whole railway interest”
(that is thiz change). ¢ One reason why the share-
holders” (at that meeting) “would not receive
so good a dividend as they might have done, was
that the directors had been compelled to charge
to netrevenue the interest on dead capital, which
simply meant that the dividend on dead capital
should not be paid out of that capital, though it
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Mr. Shaw-—continued.

really formed part of it.  He had often said, and
he repeated it now, that this was unjust; lzut it
was l’}‘lc law, and they were obliced to cnnf"orln to
n,. There was a proposal l)\ the Hull and
lnu‘uj‘lo.\'_ j.«‘mnlmncn to_extend their line, and to
_xanction in tln-'u‘ exceptional favour the chareine
of mters=t during construction to eapital urnrn(ﬁ
to revenue.  Of course in the particular case of
that conpany. they could not charee it to revenue
because they had no revenue to charge it to and
}’,‘_' the Law the sharcholders would have tn'w:nit
til they had @ but what should be sauce for the
goose ~honld Le sauee tor the cander: and tlu-.\;
should certainty sav in Parliament that if the law
generally was to be altered they had not wueh to
say ; but unless every existing. rallway company
was to be placed in the same pnsitinn they
should certainly object to a new prnj(*(-’t of a
doubttu! _clmracte‘r “(that s the Hull and Barns-
ley) “being pcrx.mtted to break the law, or to have
alaw made specially for it, in order that it mieht
l/)‘e tl:.c l’)cttcr :1l)lc‘tu compete with the .\Izmchcs?cr,
E},,(jfht:'l]' :u.M meu!ns‘}ure Com]m_n_v, the North
Lastern, and other existing companies.” Now that
13 the whole question which underlies all these
big cm’n‘p:mim‘ coming here to ficht these little
ones. The Hull and Barnsley (}q;lup:m\' will tell
th.cn‘ own story.  But there are various ways
of evading the law.  Now thia ingenious ventle-
man who finds that there is not lﬁuch to Il-;v sai;l
against a change of the law, provided that it
aficets everybody alike, as of course it will, is the
chairman of the Metropolitan Railway Company
up(l the Metropolitan Raldway (',mnp':mv is :tsso:
ciated with the District Railwav (,'m'np:my in
probabiv cne of the greatest works that has ever
};crn contemplated. either s recurds the railway
intercest or the publie s that is, the completion of
the railviy between the Manston=house and All-
gate.  That is aterritie job, 1 have had to face
some Leavy ones, but that is the bigrest | have
ever had to undertake,  There we have vot be-
tween us to ralze two and a halt inillions ()F(‘:l[)it:ll
and sc0 000 of debentures, for about two
milex of rattway. 1 need not trouble the Com-
mittee with the reason why the raising of that
eapital fas been deterved, but during the last four
or five wonths T have been ina lm‘,\'itiﬂll, in con-
=equence of an arreement with publie bodies, to
proceed to 1";1i.~'v our half of that capital. T am
niet exactly in the same way w~ I have already
described by a great ln:uly.licu])]t.‘ in London.
“ Now, all righ,” thev fav, = when is this
railwav to be opened ™ <1 do not know
we have not made any contract,”  © Dut how
do Vait suppose that  we can  put a [n'i('v
upon the vadue of wrdlway, when vou can-
not tell us when it wilh be opened > What i- the
bLasiz of ciceulation It is no Zoud your cominge
to us unfess vou can pay interest duringe irs (-m:
struction. It vou attempt to raise the money by
paymient ot deferred Interest, vou are l'vmn:till:"
to the most improvident thine which can be ('ul:
ceived.”  Now that ix exactly what my friend of
the Metrepolitan Railway has done; e hias done
it with very great ingenuity.  First of all, pay-
ment oi interest out of capital being contrary 1o
law. the company are precluded from doing that
but in the course of their business thc‘; issu(z

',\[r. Fornes. " Continued.

Mr. Shaw—continued.

stuck?‘ at a price which realise a considerable
premuum, and they curry that premium to a re-
serve fund, and then llﬂ:\‘i!lf_{ carried that capital
te a reserve fund, they obtain power in an Act
('»f‘ ‘l)i}l'llillllcllt to applv it in o cervtain mannet.
This is clause 30 of the .\[ctrn'mlil:ul Ruifwav
Act, 1877+ The company mav torm a fund, to
be v:\ll‘cd the Reserve Fuud, and may carry to
such fund all premivms paid to llw't'nmp:m}'
upon the issue or sale of new shares or stock, and
any other moneys which the company may from
time to time have at their disposal, and are not
applicable to any specifie purpose by virtne of
any  Act relating to the (‘mu[):ul\'.. And the
company may {rom time to tnoe invest the re-
serve fund, and the anrual income derived there-
from, or any purt thereot respectively, in such
securities as they may think fit, and ‘mav from
time m‘timc apply the reserve fund and the
:nmuul‘ income derived therefrom, or any part
thv}‘cuf, for any such purposes conneeted with
their undertaking ” (and this is the important
part) “mnot being in pavment of dividends or
interest, on any of the stocks or shares of the
company as may from time to time be direeted at
a meeting of the company.™  Theretore, having
l)lll“.llp their reserve fund by issuing stock at a
premium, and having put themselves in INTT
under an express disability to applv it to the
payment of dividends or interest: in 1579 they
conjointly with my company, get a power to raise
this large amount of money for the Tuner Cireles
:md.in the Metropolitan Railway Aet, 1ss0.Clause
33, 1s this: ¢ The company mav from time to
time until, hut not atter the cxl:fr.-ti1»|| of three
vears from the day on which any of the railwavs
authorized by the Aet of 1879 “hall have been
commenced, apply their veserve fund and  the
annual income derived therefrom, or anv part
tl)Cl.‘(‘uf', in pavisent of interes: upon any ealls or
(,‘:l[).lt:ll sum= expended in carrving out the under-
taking authorized by the Aet of 1579, and therein
called the joint undertaking.” Now that i a
means of evading the ~tanding Order. That 1z a
distinet payment out of capital.

Cliadrman.

250, Then the Standing Order has been evaded
by the great companies who are opposed to the
repeal of the Standing Order, ov its alteration, as
well as by new companies desivaus of promoting
fresh enterprizes Y- That = ane made ot evading
it.  There s another mode s that i~ the aliotment
of stock in respeet of which s power i< re-erved,
and 1t carries out the e of mprovidenes, the
first allotment of S00.0007/, per cent. l,vl‘ln'tll:ll
Preference Stoch, That i< fesued to the shave-
]l()lll(‘l'.\' ill I‘H' .\lr!]'ulm]'ﬂ;q“ “;\ﬂ\\’;[\' (,‘.nnp:m_\'
for the purpose that T have deseribed, and the
condition s the batanee of the eall beinz ]mi:l‘
“on the Tst of April next” (that 1=, the 1st :»1
April 1851) 2 the dividend upon the stoek will
not comimence to aeerue untl the 1=t of Aol
18827 Now that stock was issued at par.
At this very moment, the 4 per cento Pres
ference Stock of the Metropolitan Ruilway Qom-
pany is worth from 103 to 107, Now,if they
]Ill(l i.~'>llC(] tllilt .\(()('k, li(‘ill'illg-i l)\'l' cent illt(‘l'(‘h‘t
from the date of izsuec, every penny of it would

have
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have been placed at a premiom. If it is worth 103
to 107 now, it would have been worth 103 to 107
then if it had carried interest. They have, in fact,
paid from five to seven per cent. in order to
save one year's interest at 4 per cent. That is ax
regards the preference. Now, here is the balance
of the stock, 750,000L New Ordinary Stock;
750,000/, and 500,000L make the 1,200,000L,
which ix their half of the contribution to the
[nner Cirele completion.  That is issued, and
the call is spread over a considerable time.
It comes to this: it was issued at par, ranging
pari passic with the ordinary stock of the Metro-
politan Company for dividend, but the dividend
only to acerue in October 1884, That stock was
issued at par at the moment when the ordinary
stock of the Metropolitan Company was at 124
to 125; that i a most improvident method of
raising money.
Mr. Sharw.

281, It was issued to their own sharcholders, 1
presume *—Yes.

2x2. Thenit isall in theirown pockets?—It may
be, but it is improvident, nevertheless; it 1s pay-
ing interest out of capital.

Chairman.

283. You arc of opinion that the evidence we
have lieard, and the representation of the Chair-
man of Committees is correct, that this Order has
been svstematically violated in practice: but do
nat yn'u think that, after the recent decisions of
the Court=. these violations will be put an end
to—Not in the least. There was a deeision on
a case of the Metropolitan Company many years
ago, the well known case of Salisbury . The
Metropolitan Company, in which the contractors
were made n=e of in the same way to pay interest
during econstruction: and that was challenged.
and a very strong decixion against it given by
Viee Chaneelor James. but it goes on.

254, Then this decision of Sir George Jessel’s
i< not the first on the same lines¥—It is by no
means the first. The case I have mentioned was
a deviee for setting aside the Standing Order
under which the contractor paid the Interest
during construction.

Mre. Sharw.

2x5. 1 do not quite understand how you make
out that operation on the Reserve Fund, to which
you referred just mow, to be a pavment of m-
terest out of capital #—3ecause it you issue stock
at a premium, vou issue it at a greater Tate of
interest than need be, and 1t becomes a greater
charge on the permanent income of the company.

ux6. Dut it is within themselves ; it is their
own mouey and their own business altogether?
—That may be.

257, Thev are not =poiling their business, and
Fiving it to an ontsider 7—That is a mere question
between the company and the >l\:1}'chold<:rs; it does
not afieet the prim'iple of the thing.  If you give
anvbody for 100 7. what is worth 120/, the fact of
giving it to a present sharcholder in the railway
doe® not in the least aftect the principle; he
benefits, but his successor loses,

288, s it not almost the universal practice of
companies, in issuing shares at a premium, to

0.93.
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Mr. Shaw—-continued.

issue them to their shareholders at a lower pre-
mium than when they issue them in the market?
—Yes.

289. They are only doing that in the case of
this railway to which you have referred, I under-
stand 7— Yes.

290, Do you think that the repeal of this
Standing Order will really get money into the
pockets of the railway directors quicker than at
present ¥—Yes,

291. In what way; from the public outside?
—Not from the public; you cannot raise money
from the public now ; you cannot get the public
‘0 invest until the thing is a tangible existing
money-earning concern; and you must pro-
vide for a kind of interregnum between the
passing of the Bill and the construction of
the railway; and the only way in which that can
be got over is by a great company using their
funds, I mean their general funds, not these
specific funds allowed by Parliament to carry out
works, or by contractors, in combination with
financiers, taking on themselves the risk of pre-
paring and completing a railway which, when it
is prepared and completed, they can sell to the
public.

292, Do not you think you would pay as much
for the money always as you do now ; thut you
will always have to get it done as now, in a general
way, by coutractors and financiers —I have just
made a contract which I will undertake to say
will evade even Sir George Jessel 5 and the cost
of that I estimate at about 33,000 4, very nearly
10 per cent. more than I should have had to pay
it I could have gone to the people and said “1
will pay the interest on this money from the date

of issue.”

293. Then you are in favour of repealing the
Standing Order, and giving the investor full
notice of what is being done —1 am.

294, We have had a question raised here be-
{ore us of how this notice should be given; you
would give it on the prospectus, I suppose, if you
were issuing to the public?—Yes, I should give
it on the prospectus, and I ventured to sug-
cest 1o some of the authorities, I think Dr. Lyon
Playfair, that the Committee before whom any
Bill for a railway comes should deal with this
very question. I think it is desirable that there
should be some limitation to it 5 and I think that
the time within which this payment is to be made
should be specified in the special Act; and I think
that the extreme amount should be specified.

295. In each Act?—In each Act. As you
know, Parliament always gives a certain period
for the completion of the railway, and there
would be no great harm in saying that up to
that date interest shall be paid, up to a certain
rate, not exceeding five per cent. Then it the
parties fail in completing the railway in the time
specified, they have to go to Parliament for an
extension of time, and if they had to show cause
for that extension of time, they would also have
to show cause for an extension of the period of
payment of interest; thisbeingin the Actof Par-
liament, cvery broker, every man conversant with
these transactions, would be able to see exactly
what the position of the company was in that par-
ticular ; and it would be put upon the prospectus.

D3 296. And
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206, . .
thatag;i(:}\nq in the scrip, I suppose ! — Prohably
A {Et\t }xwolvei some technical nhjection - bu}t
aonud it oue 1t to e B - L
secured, ° be fairly guarded and

297 \\'ouldz :
Y. You put i the wordy s
- R . rds " interes
be p‘ml U.\l[ ot Vilpl[ill [T IntCI‘eit i T(Ht‘ to
construction.” st paid during

298, Tt s © Hal '
) }tt }i I;eall_‘ pard out of capital ¥ — Yoy
i 9. 1= better to state the rea| thine on tl
velent, s it not *—Yes 5 o fhe

Chairman.

3009, The ¢
. ci;-<-u;Fh~L time :\ll«{\\'@d would vary aceordine
T (l’l;tancf;s.‘~'l es. If] for instance, Purho
gave five vears for the « ] ’
ament \ : 'xeecution of t}
. i A ' ol the
Ofox.l\,thq probably would say that the payment
'mf('lcs‘t should be for five years ; ani it they
gave two vears for the work they w:mld sa t")
years for i ; b g that
ye e‘ﬁz;ilt'tll]e m(;e.rest, the real ohject beim;‘y that
ssential and inseparable e " the co
> element of the o
of the work uj A form
: ) to the complet; {
. : 1on sho
part ot the cost of the Workl uld form a

Mr. Brand.

301 . " ‘ll =~ < ‘ve 34
o . i . I en 'I un((i;r-l‘tan l thﬂt even i“ t.hc Ca
t th S otan n rder b -1 . ‘, in
K F ey 1(‘[)('111('([ "
d .ﬂ h’ ~ You, iy
}n()mUtX"g a rall “'av, or an_\‘u!l(‘ \

rom vho pron tes :
D eoting vay, Who promotes g
way, wonld Stl“, m vour opinton, not ao tg

:he pablic for the money ; they would still have
n(]) go to the financier *—Yes: | think that is ‘the
03..6.;3«(');‘1}(]:(11:0?1 and the best way of doing it.
gor n.).(.mev(nr)lm. ap}?rehend you would bhe able to
B ey ¢ bT cheaply than you do gt present
cither e lade to sav that these shares would
e ‘.I;:i(l]edu?-; a"(hsconnt or that the interest
HI»uing. at a di:(:)ﬁ(:;ﬂiiucil“o? ‘.)Ut (')f Cllpit'ﬂl?
Your credit. It is like me who go o mting
Moner i e men who go to horrow
ooy [fare prepared to Pay a very heavy
d . g0 toa man in the City” ¥
I want 160,000 L, and will oiv oy wd "
per cent. above the Bapk o Fhe e halt
but if T sax « T will give you 10 500" It e,

) O °r ce "
su:?‘%e‘;'t.-{ne, and [ slmauhl g}ct nothli);:r cbtyn:t, he
K 3. . . - . [l *
of r;li<i11(:)l: say t}.us I3a very improvident method
o t}{g d_.ﬁ.f)one}. I want to aak You to point
to e 1 c‘;ence 'bet\\'een my subscribing 1001,
oo ()f‘flili‘ er‘tak'm.g and getting back in the
oourse othereb} e::lrs 20/, du.rmg construction, and
back e and my paying 800 and gettine
ek oo Ilrffagl;lrxng ):,hlnse five years, 2xc01;
s, that I s ave 20L to use myself, A fyr
as the investor is concerned. iy” N o
the Hll:’rf \in_lpmviden't metr}]m((ll’ nltt ;;})e}:;?inf:) :;;;
;_nong .'~.\ hen You 1ssue at 4 discoum.( i.\‘.:uin(r
or nstance, 1004 at 80L), it follows v for
ever.  Take a case in point, the l)iitri,?;n;{. 'Olr
way, If they had borrowed the mnn.m- fe }.u .
years at 30/ discount, that would have Ulr ,t'xree
=uflicient penalty to pay; but at the end ot)'(t(l“ e
years, the railway {;eing & Zoing concer l.rc?
carning money, they would have beeq relier:re‘imt'
the consequence which follows, having issued(tlo
whole capital at a percentage of 7/ 174 g d "
of.the earnings of the company, instead of 5.10Ut
304. Upon that point, may I ask vou wha.t i
the interest that the Metropolitan Distriet Cm".:s
k;fm_v are paying upon their ordinary stock ¥—
ery little; they have only got up to 14.

Mr. Fornpes.

Mr. Brand —continued,
305, If they were paying suy 4 or 41 per cent.

upon. the ordinary stock, then their capital would
be w‘urth. not the 70 or the 6% which you Jhtained
but it would be at par '—That capital, that 5 po:
cent. stu('k.nuw, s worth from 115 to 115, But
it is the (-ﬂ«fct on the profit of the campany which
18 80 serioux. That nomingl ool i~sued at
681 10s., now takes out of the profits 'T L17s. Rd
per cent,, instead of 5/, S
] :'i()(i. I understand that yYou issucd at 65/, and
1t1s a5 per cent. stock, is it not ?— Y.
307, And upon that vou gre n'l\'il.l'.' really
70 175 Bl ¥ — Yes, for ever, pdin really

308, But supposing that you had obtained that
at 1004, and you had spent the same anount :ll
construction, say 70/, and vou returned the 301l
to the investor, that is to say during contruction,
you would still really be paving “on that stm)-r:c‘
ic same mterest Y—But it we could hu\w: mid
interest during construction on it, it wuul.l‘nnt
have cost us that enormous discount.

309. You mean that there would not have
bf:‘('n th.c sate amount of loss in the twe methods
of dealing with the money *—Yes. Of caurse 1
have had n great deal 10 diy with some ot the lead-
mg brokersand jobbers. I went the ather day to
A gentleman, in fact to sell to him 625,000 £
worth of stock ;s and the first question he 'uskcd.
was, When does the interest run; from tlic
date of payment #” * No, not until the opening
of the railway.” * That is quite  another
matter,” he said. I do not mind telling vou what
the difference wan: payment of interest from the
day he put down the money, 96 /. 1o 98 /. ; pay-
ment deferred for two years {the date of t}{e
assumed completion of the railway 5 Y0/ that
was the nearest thing we could wet. | was
obliged to say: “ That s =0 (lr(r:ltiﬁxllv fatal to
me that [ cannot entertain it; I wust ~¢ what
this Committee will do that is sitting ;| know
perfectly well that if this St:un]iu; Order is
amended 1 can go and issue that 62.':,4)4)«1‘1. of
stock to-morrow at a premuan.”  Meanwhile the
state of the market has somewhat altered ; that
was three months ago, when the market was
rather dull. )

Mr. Shawe.

310. Does it depend greatly on the chiaracter of
the railway 7—1 will tell you the line ; the line is
the Inner Circle Complétion Railway, and the
thing ia guaranteed by the whole prefercnee in-
tome of the Distriet Railway,

S11. Supposing you issued it on a new line,
and the public know nothing about i1, they dis-
count all that; the mere pa\ﬁucnt ol interest for
a couple of years would not help you much?r—
B'ug those centlemen appreciate the enormous
fhﬁcrcncc hetween interest aceruing at ouce and
Interest accruing 10 yvears hence; and they say,
* Leannot go and pick up money in the gutter; I
must draw it from A, B, and C.” Now you
exclude the whole class of trustees; the moment
you talk of paying interest two years hence, or
one year hence, all that class are out. Then,
further, a vast number of people who inwest,
imvest for current income ; they are all out;
those people cannot wait for two years. And the
operation of the thing ix in fact greatly to

limit

,: Crntinued.
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Mr. Shaw—continued.

limit the ¢round from which moneys are gathered

by these brokers and financial persons.
312 -But an investor would never think of

taking u security by the more nominal payment

of interest for & few years unless there was a sub-
stantial after security ?—Of course. But you
see liere is a case where the interest is guaran-
teed on the opening of the railway, and the
Standing Order crops up and damages you.

Mr. Brand.

313. Asfaras I understand, in the case of a rail-
way company who obtain their capital at par, the
payment of interest during the construction only
trickles hack gradually to the investor, and they
have the uze of the balance for some time ; whereas
in the other case where the company issue at a
discount, they do not have any use of the balance
atall7—Yes.

314, And there is a loss to them in that way ?
—Yes,

Mr. Nale.

315. 1 rather want to work out what the
honouratile Member said just now with regard to
this question of raising money for the District
Railway Company; you say that with a deferred
payment, deferred for two years ending in an
absolutely good guarantee of + per cent., the
price at which you could now raise the money
would be 90 L 7—That was the suggestion,

316. But that if you raise the money with a
power of paying at this moment, with the 4 per
cent. commencing from  to-morrow, the price
would he sl 7—No, the price now would
be par, or over: 1t would have been 9874 a few
months ago,

317. The price probably would be about 105,
would it not ¥—1 should think between 102 and
105.

318, We will tuke 1t at 1037—{[ shall be
disappointed, if, with the power to pay interest
at once, I cannot place that stock at 102 or
105,

319, Therefore the money that vou would get
upon a deferred payment of interest would be
90 per cent,, and upon an immediate payment
of interest 1t would be 103 per cent, ¥-—Yes.

320, But if vou pay interest immediately, for
two years. vou must deduet 8 4. from your 103 /.
—Yex.

321. Therefore, the loss upon the transaction
is the difference between 907 and 9515 5 per
cent. 7~-Yes, I have got to place within a few
months of this time 1,250,000 1. of that stock;

that is about what it will cost: whether 1 can
pay immediate interest or not will make about
& per cent. difference.

322, New 1 want to ask you a question about
payment of interest during construction; do you
remember what the rule 1s in Holland as to the
Iength of time that the interest is aliowed to be
paid during construction !—There is no limi-
tation whatever; we have never had any limit.
But then I must tell yvou that those railway
works are carried on with the cognisance, and to
tome extent under the control ot the (overn-
ment Department; and as long as they are
satisfied that due diligence is being exercised, no
question is raised. We have never had any

0.93.

Mr. Salt—continued.

question raised. I may state that I bave had a
work, the Gouda line to the Hague, which was
about two years and six months in construction :
and during the whole of that time we charged
6 per cent. on all moneys expended from day to
day to the account. '

323. Supposing there had been great delay
on the part of the contractor P—It did not arise ;
and we have never had the question raised in ail
the work we have done; being in ample funds
and having good credit we have done it off-
hand, so to speak, and not had the question
raised.

324. T want to bring you to your own sngges-
tion. You suggest that in each Railway Bill it
should be defined in the clause for what period
interest should be paid during construction, say
two, three or five years, as the case may bhe ?—
Yes,

325. Now,assuming a new railway to be started
by promoters who are somewhat careless, let us
suppose that they put in a clause containing a
period much longer than is.necessary, say six or
seven years, when three or four would besufficient,
who is there to proteet the publie from the action
of such a elause, or from the lusertién of =uch a
clause, asstfming this Standing Order to be swept
away ?—The question of the length of time occu-
pied in these works, as you know, is generally
pretty carefully guarded in Committees.  The
time for the acquisition of lands and the time for
the construction of works is always put into the
draft Bill in italics, and the attention of the Com-
mittee s expressly called to it; and, gencrally
speaking, In the discussion which takes place
before the Committee, those figures are settled,
and it is not at all infrequent to have a discussion
as to the length of time; and I assume that the
Committee of Parliament that passed the Bill
would protect the public in that respect.  Then
there 1s a noble Lord in another House who exer-
cises rather a large power and is very critical
upon that amongst other things; he occasionally
strikes out “ three ” and puts in “two.” It does
not go, as a matter of course, as it is first proposed.
But I think there ought to be a reasonable limi-
tation.

326. There is not guite the same ground for, or
the same likelihood of the interference ot Com-
mittees in regard to the period of payment of the
money that there is in regard to the period of the
construction of the works, because a good deal of
inconvenience arises if the works are delayed 7—
I rather suggested that the period of the power
to pay interest should not run beyond the period
of the power given by the Commuttee to construct
the works. They are always anxious that land-
owners should not have unfinished railways hang-
ing over them, and they ulways limit the time
allowed for the completion of the works.

327. May I take it that your view is in favour
of the absolute repeal of the Standing Order 167
—1 would go so far as to argue for the absolute
repeal of it. [ think that any obstruction or limi-
tation under that Standing Order is prejudicial
to the public interest.

328. llave you seen the suggestions made by
Lord Redesdale ?—1I think I have, if you mean
the suggestions about interest.

D 4 329. I want
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Mr. Sclt—continued.

329. I want to know whether vou think the
adoption  of those suggestions would cause
obstruction —Yes. One of the sugwrestions is
that two-thirds of the capital ~hould be paid-up:
 That such payment of interestor dividend shall
not begin untt! the compnny have proved to a
iustice (shenfl) that two-thirds of the share
capital (if any) has been bond fide issued and
accepted.” Now that is a thing which at once
clashes with practice. In this very important
public work, the Inner Cirele C'ompletion, which
mvolves not only a railway of the first import-
ance to railway travellers, but a new street of
the greatest importance to London, we are ex-
pressly empowered to raise our capital in two
portions ; that s to sav, when we have raised
625,000 L. of capital we may proceed to raise
400,000 /. of debentures; :nd then, having done
that, we may proveed with the =econd portion.
“This Standing Order would clash with that,
And we do not want the wmoney all at once;
these are very large sums of money, and there
12 no object 1 the company being driven to
raise money before it wants it I should, there-
fore, press upon the Chairman of Committees
for some modification of that.

330. Does anything else oceur to®vou with

reference to his suggestions ! — He proposes some
limitation upon the rate of interest,

331. Four-and.a-half per cent. he proposes?
— Yes; and I think that it ought w bhe
made somewhat elastic. 1 think, it 1 remember
right, the Great Northern Company, in their
original Act, were authorized, notwithstanding
any clauses or anything of the kind, to pay
interest during construction not exceeding § per
cent,

Mr. Fornes, A Centrnued.,

Chairman.

332, And that is the proposal of the Chaieman
of Ways and Meang, is it not*—Yes: and |
think that 5 per cent, i~ more clastic: beeause
one can easily understand that the circum-
stances  of the money market might make
it very difficult to raise at o rate under 4%
per cent. when it might be casy to ratse it at
five. During the last four months, almost on a
sudden, the state of the market was o altered
that you could not raise money at 4y per cent,
I should think myselt, therefore, that thes suu-
gestion as to 3% per cent. would want a hule
maodification,

Mr. Sale.

333. Do you think 5 per cent. high enough ?
—1 think 5 1= a rational sum.

334, Now very often when a railway is made,
its dividend earning power does not commence
immediately upon its cowmpletions there may be
an interval of a year or two ¥—Yes,

335. Do you propose to leave that a blauk,
with no carning power ?—1 am hardly prepared
to go 20 far as to suggest the pavment of jnterest
after the railway is finished, and has beeome o
woney earning concern,  Then it must stand on
18 mers.

336. 1 way take it as vour feeling with regard
to a general monetary and commercial poliey,
that any restriction in the way of the natural
flow of money and the natural conrse of commner-
cial enterprise, is more or less inconvenient and
mischievous 7—1 think it i exceedingly mis-
chievous; and it is especially wmischicvous in
relation to the class of railway works, which are
uow unearly the only class of works that are
wanted, namely, works to ill up what may be
called intermediary districts 3 it is quite iatal 1o
those.

Lieutenant Colonel GErRARD Syt called in 3 and Fxamined.

Chairman,

337. Have vou heard the bulk of the evidence
that has been given in this room in regard to the
operation of Standing Order 167 ¥—1  have
heard a good deal ot it,

338, i,'xcnﬂally sp(-aking vou concur, T under-
stand, with those who think that thix Order
cught 1o be greatly modified if not repealed ¥ —
Yes. 1 v not think 1 <hould go as tur as Mr.
Forbes and sax that the Crder ought to be
entirelv repealed, but T am satisfied there must
Le some madification of it

339. Geunerally speaking, you concur, do yvou
not, with the evidence given by Mr. Rees?—
1 do. ) )

340. Then vou think that, notwithstanding the
decision of the law courts, the Standing Urder
will continue to he evaded?—Yes; 1 teel no
doubt that that will be the effeet s for this reason,
that it Parliament authorizes certain railwavs to
be made, and gentleman have handed themselves
in the shape of a provisional committee, and
incorporated a company. they will mu}((- the
railwavs in some way or another: they will find
the means, whatever the recent decizion ot the
law courts, to carry out that which Parliament
has decided they can carry out,

Chairman--continued,

341, Provided Parliament were to sanetion an
alteration ot this Standing Order and allow in-
terest to be paid out of eapital under certain
ciretmstances, do you think that very full notice
ought to Le gi\'on‘tn the public on the fuce of
the serip or otherwise that that was proposeid 1o
be done —No doubt that should be done. Your
question vefers to what  was said about the
certificates heing speetally macked, T think : bt
there is a little practieal dithicudiy that avises
there.  Those certificates would have 1o be called
in when the Hine was opened, because if they
were expecially marked v interest paid out of
capital,” there ave o certain elues of investors
who do not part with their certificates, and
thetr case they would be locked up in a box, amd
in the event of death or soe other circuinstanees
oveurring, the certificate remains for all time with
the statement that the interest on it is |uu<1’ out
of capital,  Undoubtedly =ome provision ot the
sort to which you refer might be necessary, b
those certificates would have to be eoled in when
the line was opened for traflic.

342, Have vou anything to add to the evidence
which we have already heard from those in
favour of an alteration or amendipent of this

Standing
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Chairman—continued.

Standing Order ?—There are one or two prac-
tical suggestions which I should like to make
.with réference to the issue of stock at a discount.
Lam told, and T believe that it is so, that that
provision does not now apply to the case of new
companies, but it has been suggested that that
would be a solution of the difficulty. Now, with-
out going into the question of the extravagance
of it, as to which [ generally concur with Mr.
Forbes, who has had more experience of that
than I have, there are other considerations which
should enter into it, and ene is a practical one,
that is to say, that, if a new company was to
attempt to issue itz shares at a dizcount, I ven-
ture to say that they would signally fail. I do
not think you would .ind any banker or broker
in the city of London who would allow their
names to appear on the prospectus of a new com-
pany whose shares were issued at a discount.
Personally, as a banker, I should certainly de-
cline to reccive subscriptions over our counter
for a new railway whose shares were issued at a
discount, and I feel satisfied that our friends,
Messrs. Smith, Payne, and Smiths, would do the
same. We should treat the thing absolutely as
having a tendency to cast discredit upon the
undertaking, and upon those whose names were
on such a prospectus.

343. Do you think that there is a material
difference between issuing capital at a discount
and paying interest during construction >— I think
there is that practical dithculty, undoubtedly.
I will deal with the other portion of it presently.
There is another peint that 1 wanted to put
before you, and that 1= with reference to the
issuing of these shares at a discount. A man
has 100/, worth of stock allotted to him, and he
pays 807, for it; that is to sav, it 1s issued at a
discount of 20 per cent. When that line is
opened for traffic nothing will make the trans-
feree of thatcertificate believe that it isworth 100,
the face value of it being 804 ; vou will not
instil into his mind the idea that 1t is worth 100 4
by any possible operation, and therefore the thing
must be taken for market purposes and for the
purposes of the transferee, or intending purchaser,
as beine of its face value of R0/, and not 100/,

344, Whether right or wrong, logical or illogi-
cal, what 1 understand vou to say iz, hqw the
public view these things 7—That ix how the
public view these things.

315. Therefore, without entering into the merits
of the distinction between the two, vou think
that the issuing of shares at a discount would
not have the eftect =upposed ¥—1I feel certain it
would not have the efteet supposed.

346. Do you know anything about the practice
of other countries in regard to this matter 7—
There 15 nothing like an illustration of it; the
law in the Colonies T know nothing about,
but here is the prospectus of a company, the
chairman  of which is Lord Brabourne (the
deputy chairman of the South Eastern Railway
Company ), which guarantees 6 per cent. during
coustruction. That is issucd at the Cape of Good
Hope in Mareh 1582 it i- the prospectus of the
Graham’s Town and Port Alfred Railway Com-
pany, and that guarantees 6 p-r cent. during
construction.  The paragraph runs, = Interest at

0.93.

Chairman—continued.

the rate of 6 per cent. per annum is guaranteed
upon all amounts paid upon the shares during the
construction of the railway.” I do not know
what the colonial law is in the matter, but that
is the practice. »

347. Could you say from your own knowledge
whether this statement, made to me by a mer-
chant of one of the largest firms in the city con-
nected with railway enterprises, is correct; he
says, that ¢“it is the universal custom in raising
money for new railway enterprises both in India,
the Colonies, the United States of America,
Brazil, and other foreign countries, to allow sub-
scribers interest during the construction of the
works ”?—Yes; I know of my own knowledge
that it was done in the Saint Paulo Railway,and in
the Minas and Rio Railway ; it is done in India,
but in most of those cases, especially the Brazi-
lian railways, which pay exceedingly well, the
interest has been guaranteed by the contractor.

348. Do you know any case of a colonial rail-
road where the interest has not been paid during
construction ?—No, I do not know one where the
capital has been raised successfully without a
premize of interest during constructioa.

349. You concur with those who believe that
notwithstanding the decision of the courts of law,
this Standing Order will continue to be cvaded,
greatly to the detriment of the public?*—No
doubt.

Colonel HWaulrond.

350. You agree with Mr. Rees, do you not, as
regards this Standing Order?—I have seen a
copy of the alteration of the Standing Order pro-
posed by the Chairman of Ways and Means, and
I think Mr. Rees concurs with that.

351. Mr. Forbes suggested the absolute repeal
of the Standing Ovder just now; but I gathered
from his evidence also that he would leave it to
the Committee before whom the Bill was brought
in the House of Commons to settle the per-cent-
age, and to limit the time. Under the circum-
stances would you agree with that, or would you
rather have a Standing Order framed ?—1I should
prefer to have a Standing Order framed, with
certain questions left to the discretion of the
Committee. 1 mean by that, that I think the
rate of interest should be settled by the Standing
Order. I mean that the time should vary with
what the Committee think is reasonably neces-
sary for the construction of the works. In some
cases two or three years might suthice ; in others
not less than five or eight vears would suffice.
With reference to the amount of interest, I think
it i3 desirable for that to be fixed at 5 per cent.
I sec no object in leaving that to the diserction
of the Committee, and for this reason: that 5 per

cent. is the usual and ordinary and legal rate of
interest, and the fluctuations in the value uf money
are s0 great that there are times when, if the
Committee fixed the rate of interest arbitrarily,
say at 4 or 4§ per cent., the directors would or
might find themselves extremely embarrassed,
and might find themselves under the necessity of
pushing on their works with a limitation of time,
and being foreed into the market at a time when
they could not raise their capital under 5 per cent.
352, It would be impossible, you think, for
I themn
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Colonel Walrond—continuedl.

tl.lem to raize 1t.wirh a limit of 3 percent, — You
would never raise a shilline.

Mr. Bround.
DEAD] e N
J 353, l'v-u }r..‘.‘e n'pph(:d a very strong word to
) 1‘elplir1( tice of 1ssuing shares at a discount 5 vou
said t m; so much dizeredit would attach to that
cours=e that you vourselt, as a banker, and yvou

thought Messrs, Smi ‘ave 111 :
[ stz Smith, Pavee, and Swmiths, of

Lombard-street, would not take subseriptions for
such shares over the counter. Would you apply
l\h{c same course of conduet to the case of thi
:\I;rrl(“‘})vl(.)}l}let:l}ul\)tls;r;:-‘.t I“(-..xil\f ay, as mcnfiuncd ‘b_-,.
rbe : , or even to the wssue of a
new Russian loan =1 do not know how I can
well answer the question. With regard to ﬁu‘ci:rn
loars it =cems to me that the question prubw\ﬁv
he._*m a dittercnt cotmpass, and expecially ‘wit.h
reference to foreion loaus, I =hould not be eor
petent to deal with it but raliwavs are ‘l' );l*tl'l:
culor class of Lusiness in themeelyes and {;'tllni‘l'x}'
are ('nr}ﬂ;ﬂxt_l}: consuited as to in\‘osl’nwuhlin l\l(nz
c]a»’l-z.~'cc1n‘nw.~.:|millu-lir.~tqu<v.~iiun\'.'lli(.'h\\'n(titl
Le ]n}n.wt_\ulillwthis: “Yousav this i=a vood thine
bl}t 1t 1.-‘}5;11«:(1 at a dizeounty wiat is ?hv reas Fx'
of that”  ~ We cannot tell vou,”  © 1 "nn \(l,l
sorry, but I ecannot invest.” "1 think th‘\-rc it “‘\L
tendency to disereilt, there is ataint of dise lt‘
about the suine at a discount. T
: 354, The ..\Ictrnpnlit;m District R:\ilw:ly Las
eena very mnproving railway lately 5 and it is
r:lthln' a strong term which vou used *—1 do not
2{:)};}{;)“:‘2_}0 the Metropolitan District Ruilway
355, But you applied it to the practice y—I
applx(‘.d it to the practice of new railways ’ .l d
not \\'l.:h to be misunderstood. I do not 1 ply i(t)
to the issue of stock at a dizcount by old r"tillzv-.l ‘%
1 th('u;‘r‘ht I had caretully guarded ;m'\clt:‘w' it
ghat. The other duy, 1 think, the (hrcl:t‘t l‘:'lr:‘t”'“l\r
in which I am a sharebolder myvself i~'~'u(:<‘l‘~( e
stock at b'){., but there is no ol.»‘j(:cti’m:‘to‘ t]{'(’tll}e
th? case of old railwavs. In the case of ; ‘m
railways at the present moment it is illegal N “i
if it was made legal, the effeet would be ,:‘U(T}.u'u'
I have deseribed on the minds of tlms: ~";ldi
upon to find the capital. e

Chairman.

ar- - M
, )RG You are chairman of the ITull and Barns-
e_\;_ :ulfva_\i, are you not *—Yes,
357, Is there anvthine in ce i i
Jor. Luthere I(_hmg in connection with that
2‘ tHar undertaking you wixh to state to the
},mmmttgc r=Only this: that we had before us
the question of how we were to raise our capital
;mgl after taking a great deal of advice. amd
veing told that zeveral of the modes which,wvru
suggested to us were not legal, we did wl .
Ypceested t us were gal, we did what the
Mazter of the Rolls said was perfectly strajeht
-y . - M 1 v ' ‘ |
torward; indeed he thought it way so intgntnu l
ward ‘ : 3 $0 patent ane
nllnmu: that it was an insult to the court or t
R . . > ) ()
}t]m common sense of any man to suppose that
e c-ould t'hmk that it was not an evasion ‘
4] N ) :
35X, You meant it to he an evasi :
wished the thine trie] e
shed th 1z tried, T osuppoze 7—No, we did
. \ o H ]
not wish the thine tried ; but we thought ther
was a doubt about the ) 1 ’ i e
na bt < 1t the legality of the thing : we
1“' not know there was a distinet decision ::""linit
hmpg 1t in the way we proposed, but we did not
esire to overlay it with other methods of

Lieut., Colonel G. SMITH,

CContinued.

Chairmun—eontinued.

evasion, and we thought that the simplest and
t‘hc .l.mst way of doing it, and the result 1s
:;ut\rxlmr. It this .\',tu‘m]ing Order is altered,
1CTE 4re one or tw 1 S the :
betore vou with ‘l'c(f)'(-:*lgll::{f*st(l» :]l))((iu?:ll i o l‘\y‘
! \ : amount of the
mterest being added to the estimate ¢ the esti-
mates for works are never too hich. \\:o will =av
}’lmt ’\'l)l.l have a work which is to cost, 1t mav be
2 l[‘, or 2,000 [., or 200,000 4, to make ot 'i< to
cost 2d. to make, vou must not take 1d. out
nl.lt to pay for something else; therefore the
effect 1t you did =0 would he to necessitate the
company, i order to finish their works, coming
i‘ur. additional capital before the we 'fk_. w t'T:'
hm_s}u-(l; therefore, 1 would suwerest Ill.‘l( the
ustmmt('l]‘:unnunt of the interest ."'T)Tl”]li lu"il(]'l"‘l
to the estimate, and that could be ordered to be
done ‘thu passage of the Bill between the
l‘lonsc_nt Commons and the House of Lords
Committees. Then there is a point with reter-
enee to the protection of the debenture holders
\\'].H(‘ll I rllﬂllm like to ]mint out to the (‘"“‘"
Inttee, and that i= this: that it vou jnerease the
capatal, add, that i< to sv, the interest during
(Yullstl'lu‘llull.tn the (':qniml' estimated for -.-.«n‘k:’.
Your borrowinge powers in the ordinary conrse of
thines would be one-thivd of the amount on the
conxtruction of the works, plus the interest 3 that
would be an undue amount of lmrru\\‘in'r. n:\\‘('l"
:nnl. would naturallv reduce the s«-('nriv—;\'I ot ”l‘(:,
m'(lm:l‘r.\' :\h:u"vhn]«lvr; it the Standine Order
lh(frvtnrg 15 altered, the horrowine }»(1\\'(-;< <hould
hc'cxcm:lsulrlu enly in respect (»t‘hthv ca .;i.t't! re-
quired for the construction of the worl !~ « the
mterest, without the interest e

.

M. Salt,
o= e . . .

]‘m-l)l.).:‘.” :i\tlu(l ‘_/\_o—ul .\}»(‘}yl'klllg‘ of t}u: nominal or the
eal pital : mean the capital for the con-
struction of the works,

, 360, But it you i==ue the shares at a di~count
vou have two capitals, one nominal and one real #
— I am not deahng with the question of raising
the .~1|:1.1'<'.~‘ at adiscount 3 if I mioht be ull.{\\-.-l"l
to continue, I might point out nn: cﬂi:«:t which
31 thc.\t:nulmg Orvder i altered, the nltcr:uiun’ul"
1t would hiave I think that those who promote
new .und(»rmkmgrx would be forced into this
Position s that they must bestie themselves and
get their capital, amd construet their works ;
m}u-r\\{nsv, if they come, as companies do, for .u:
extension of time, I think (certainlv it \\':»ul(l be
s to my mind) that their coming for an exten-
ston of time under the uh(-r:\tim: and witl.x the
mproved facilities that Parbiament had wviven
would be r(*;.;u.rtlc‘l with suspicion as (“\itl(“:lCC nt"
the want of intrinsie merit in the schemwe, and
i‘l;:l;iLL(l"o.:tmllsiun of time would theretore n,nt be
) ely to be aranted - ink, in f: :
the public w(.l.lﬁl]lf.l-i"11}(-I,~fi'1m']-l\f-m e i)
greater certainty ﬁnn tlu'\" (h\: N the - “_” ,
' A : b at the present
time s and I may perhaps add one word with
I‘('fcl‘('l.l(‘t‘ to the independence of certain schemes
we think very strengly as an independent rail-
way that it is not a desirable thing that small
and perhaps very beuclicial und('rt;ﬁ\inlrs should
be amalgamated with larger aftairs ; “the per-
petuation of monopolies by the amalramation of
areat interests we do not think i= i;;r}lnc mntercest
ot the public,
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361. T BELIEVE vou have some paper to hand
in—1I hand in a list of the directors named 1n
the Railway Bills to which 1 referred in my evi-
dence on Tuesday last.  (The same was handed
in.) Then 1 quoted, as an illustrative case, the
case of the Ely and Newmarket Railway, 1n
which an agrecment was acheduled to the Act, by
which a large company virtually allowed the

REES, re-called ; and further Examined.

Chairman—continued.

3
payment of inferest during construction as part
of the actual cost of the works. I merely wish
to hand in the prospectus which was )ss'ued by
that comvany, by which it appears that in_that
case the result of that arrangement was the direct
payment of interest out of capital by the com-

pany itself (handing in the prospectus).

Mr. R. W. PERKS, called in ; and Examined.

Chairman.

362. You are a Solicitor practizing in London
in partnership with Mr. H. 1L Fowler, M.P., as
1 understand 7—1I am.

363. And you have a considerable knowledge
from vour busincss of the question now heing
discussed before this Committee 2—T have know-
ledwre of it, not merely in connection with rail-
wavs that I am direetly and indirectly connected
with. but also with reference to trustees and
and particularly with reference
to stockbrokers, whom I frequently advize with
roference to the validity —of these arrange-
ments before they are put forward to the
public.

364. 1 understand that vou are opposed to the
repeal and even the alteration in the sense pro-
po=ed of the present Standing Order ?—1 think
it would be undoubtedly most mischicvous. I
think with Sir Edward Watkin (he did not alto-
gether father the sugwestion) that the proper
method is to give notice to the public of payment
of interest by issuing stock at a discount in the
case of original capital.

365. Is it vour opinion that an eftectual re-
medy for the evils now complained of would be
to alter the Railway Companies” Act of 1867,
and the Companies’ Clauses Act of 1869, soas to
authorize the issuing of original  as well as
new stock at a discount ¥ — Yes, that is my
opinion.

366. IIave vou been in the room all to-day?
—Not the whole of the dav. I had to go hefore
Lord Redesdale, but until two o'clock I was
here.

367. .But you have heard the evidence given
by various gentlemen exactly to the opposite
effect to this opinion of vours?—That is so, but
I Jook at it more in the case of people who are
misled by the prospectuses, and induced to invest
their money on the faith of prospectuses which
perhaps, if they were technical cxperts familiar
with ali the devices adopted, would not be mis-
leading, but which are mizleading to any ordinary
investor. For instance, 1 man who has invested
his 1007 in Hull and Barnsley stock would
not be familiar with the fact that his 204, which
he i3 to get during the next five vears, was
coming back out of his own pucket aund there-
fore, on that ground, 1 think it weuld be far
more honest to tell him so, and if he was going to

0.93,

private investors,

Clmirman-——continued.

himself his interest for four years he should

pay .
ake it in the shape of a discount on

therefore t

the original issue. .
368. We have been informed to-day that prac-

tically that would be inoperative; is that your
opini:m?-—No; I think it would be ext_reme.ly
well for the advocates of the change if they
could induce the Committee to think so. I do
not think that any sensible man would take stock
in a company if he knew he was going to reecive
his money for the next four years out of his own
pocket, unless he were a person of .suﬂﬁicxgnt
capital to be induced to be content with no 1n-
terest at all, or only a small rate of interest for
some y(‘:ll'ﬁ.

369, That is not quite an answer to my ques-
tion; my question was with reference to the evi-
dence given to us that it would be all very well
to alter the Acts as you propose, but that prac-
tically it would have no operation, because the
public would not be induced to take shares in
new companies, the shares of which were ixsued
at a discount?—1 do not like to express an
opinion about that; but I can cite the case of
a railway referred to on a former day here, which
within the last few months has issued a capital of
600,000 L. upon a perfectly honest and legitimate
prospectus with no guarantee from any large com-
pany at all, and that seems to mc a very good
illustration of acompany, even under existing legis-
lation, being enabled to issue capital where there
isabond_fide scheme without resort to these contri-
vances. 1 refer to the Mersey Railway Company,
where a capital of 600,000 was recently raised in
that way, where there is no guarantee of any sort,
and no promise to pay interest during construction
out of capital. Theu there is another little com-
pany, which was heing advertised in the papers
a few days ago, called the Ielston Railway, in
the west of England, which has, I understand,
had all its capital subscribed, and there there
is no proposal to guarantee Interest during con-
struction. In the Mersey case the capital is
600,0007, issued, and in the other case that I
have referred to it 1s simply 60,0007

370. Then in your opinion things are very
g(m('l as they are, and ought not to be altercd 2
1 think they are very good as they are. I think
the class of people who would be attacked, if 1
may usc the phrase, by the alteration in the

¥ 2 Standing
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Chairman—continued,

:iandmg Order ;\’(aulti\ be verv small investors
vho are constantly looking or a safe 5
who are constantl; ooking out for asafe 5 per

371 I asked you, without consulting the Com-
mittee, to give evidence here, because vou had
stated to me that in your opinion what is wanted
1s the alteration of these Acts of which we have
spoken, and now you say nothing is wanted at
all; you are departing from the point >—I think
it would be desirable to alter the Acts, and
to make them perfectly plain, if there is ’tu be
any alteration at all; but I think it would be
better to Lhave no alteration.

3720 Nuo oalteration either i the Standinge
Order or in the Companies Act of IR6T ¥ — 1
think ~o: but I think if any alteration at all
were  permitted it should take the form of
making the legislation of 1567 and 1569 clear
which 1 ﬂlitlk it 15 not now, and of nlluwin«;
people to issue original stock at a discount. °

My, Brand.

(3150 I gather from your evidence that your
view ix that it the luw is changed and Parliament
authorises the ixsue of capital at a discount, the
practice would be changed and the public would
get accustomed to it7—Yes. Would you allow
me to refer 1o the question raised this mornine
as to the operation of the Joint Stock (,'omp:mi(:x
Act. T think it iz perteetly clear that if Table A
were =0 altered by a _qu)int stock company '1;
to omit the clause which prohibits the pa\'l'nc;{t
of dividend out of capital, vet even in that cas
any court of law would restrain the com ruﬁ";?
paymg a dividend.  For instance, in a (‘:[1;0 ’m;\(:
before me the courts held that the imvmcn‘t
of Interest to the shareholders before any i:mﬂts

Mr. R. W. PErks.

[ Continued.

Mr. Brand—continued.

have been realised out of capital or borrowed
monies, even though made in pursuance of a

resolution at a general meeting, was wltra vires,

and they restrained such payment by an injuno-
tion, on this ground, that it «lim.iu'\.-h\-({ the
apital of the company.

374. That was not my question. It has been
smt'cd l)cfm"e the Committee that this plan would
be moperative hecause the public will not take
capital issued at a discount, and [ sucerested
whether, if the law was changed, and l’;nﬁiuncnt
authorised capital 10 be issued at a discount for
new undertakings, the practice mizht not be
(,-‘hungwl alzo, and the public view it n.: a ditferent
light /—1 an hardly able to say how the p\lxblic
would view it; hut | think then it would have
this cffeet, that a man would understand wh:u’ he
was doing, and at present the ordinary investor
does not, i

37.').. It would be a protection to the fnvestor
you think 7—It would be a protection 1o the in:
vestor,

Mr. Salt,

376 When you say that vou are in favour of
isuing the shares of a new company at a dis-
count, do vou apply that opinion {n)tl.\ to prefer-
ence and to ordinary shares “—You can at pre-
r'(:nt, 1 b‘('liu\‘v, 1ssue prcfvrc-ncc stock at a
dizcount it you think proper to do so: but I was
not speaking of preference stock when I made
that obzervation s [ was simply reterring to ordi-
nary stock.

377. A= a matter of finance there is a consi-
derable difference between the two?—Clearly
there is a great distinetion between the two,

Mr. Josgr - . . .
osErit W, Prase (a Mcember of the House): Ixamined.

Chairman,

378‘. Wit vou kindly state  vour view t
t!)e (nn}mittco on this Standing Order 167 -,,_‘_)
rlh.e matin. peint upon which 1 wish to wgive
evidence is this: that haviug Leen lonw Sm-l
nected with the railway world (in fact Ib\v'-; a
r:ulwfxy director very soon atter [ came ot :;(rcj
I b'clw\'v thar there is no practical diﬁi('ult:’ il;
;m} sotind mulvrtakm;;. ralsing money without
vy recourse to those expedients which have
been .plut:(-d. before the Committee. 1 am ‘nnt
S]Jt':\kmj_; of my present connection with the
)nrth‘lzahtcru Railway, which is a Jaree and
h«»\\'cx'flll cempatiy, but of my oxp(\ric;('(“ mn
timmes when T have been enoaced iﬁ 1'~Lii\\"t\’
}lllflt'r[:lki.llgi which had to raise tTn:ir nmm"v :1;1:l
I=slie their prospectu=cs without offerine to pay
mterest upon capital during the course of the
con=truction of the works, and which vet received
n‘ll the capital thar they required. Ibeljeve that
the plan ‘l"'”l"""‘} at the present thme Aix' mn‘\t
}unnm;w’. fivanciailv. The amount of :u:vum‘ul‘m;d
mterest stated as 20 per  cent. :uMitim‘ t
_c;llmul. [ thivk. has been rather o l q

‘ i ath Naggerated
n lylmvrr,u'uu. From a caleulation th::thri have
made, 1 ds about 11 per ecnt., taking it‘i'ur
cranted that the pryvments of ealls \\T;uld be

Chairman-—continued.

in equal proportions during the five years
of the construction of the works.  If so, at
the end of the five years, in order to obtain
the =ame rate of interest, the company must
earn wore than 5 per cent. for the dividend,
The dividend naturally goes down  to about
44, 8s. per cent. owing to the addition to capital ;
but 1 can =ce no possible reason why the
company should not go on after the ‘works
are opened on the =ame  principle.  If it s
right to pay interest during the coustruetion
of works in anticipation of the earning of a
dividend, it must Le right to pay as int(-x:‘st the
difference between the amount earned and  the
5 per eent. for the future ; and that process goes
on just o lomg as the sharcholders remaim un-
exhausted. Tt seems to me that the principle is
the =ume. And with regard to Mr, Forbes
illustration of building, a house, if T build a
house, I of course have to sell some other in-
vestiment in order 1o build the house v and 1 am
l.iving during the time without the inrerest; in
faet, 1w paying two rents until 1 ger our of my
old house into my new house, I do not thinz(
that the paralle] holds good at all. With regard
to the effeet of these =maller branch ruil\szz\'s

which
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Chairman—continued.

which are so much spoken of, there was one

brought before Parliament this year, the Par-
liamentary agent, for which I believe has given
evidence before this Committee, the Northum-
berland Central. It was not for a moment de-
nicd that that line conld not have paid 2§ per cent.,
and that it probably could not, under any eircum-
stances, have paid 2 per cent. to the sharveolders.
Tt seems to me, therefore, most unreasouable
that Parliament should repeal a Standing Order,
the cftect of which is to protecet the weak in-
vestor, in order to give him 5 per cent. for five
years during the construction of the works, and
then to land him in 24 or 2 per cent. after the
construction of the works. Then, is Parliament
o interfere af allr  The argument here has
been a free trade arcument in money, The
answer to that is that Parliament does interfere.
I believe that in many cases Parliament inter-
feres far tuo much; but there is not a thing we
do, not a trade we are in (and 1 am in a good
nmany ), butwhat Parliament interferesin some way
for the protection of the workmen or the public or
the weak. Whois to be benefited, I ask, by the
alteration? Certainly, not the investor. I think
he is very likely to be misled.  The only two
persons who ave likely to be lielped are the con-
tractor and the speculator.  Those two persons
are those who are promoting the change of the
Standing Orvder for their own purposes. Take
the Hull and Barnsley case. 1 do not wish to

o into it more than thiz, that the report of the
Tlull Savings Bank was put into my hand, which
showed what they had lost in that caze. It was
a special paragraph: 1 ean hand in that report,
which shows that 20000/ was drawn for the
Hull and Barnsley Railway from that savings
bank at one time ; that means 100,000/ of
money is to be drawn out of the Hull savings
banks, probably the savings of the poorer classes
in Hull, in order that they may receive, if they
can get it, the 5 per cent. during the construction
of the works, to land them up in a very uncer-
tain divided, for the future. The consequence
is, to this large number of small shareholders,
that the Hull and Barnsley shares arce at this
moment at a discount. to a large amount.  May
I read a note which 1T made. thouch at the risk
of a little repitition 1 it is this: = Such eapital
iz earning nothing, and therefore canuot pay out
what it doces not produce.” There 15 no more
reason for paying interest oun nc»n-]vrmluctivc
capital during the progress of works than there
is for paying interest out of capital after the
works are formed,  To do the frst, you must
necessarily add to your capital account the
amount regquired for the pavment of interest
during the formation of the works, and you can
continue the process so long as your shareholders
produce their own money to receive it again,
Then there 1= another point to which 1 <hould
particulariy call attention. I believe the firms
which |} l'('i))‘(‘>(‘])f_ and ot which T am the =enior
partner, are the largest payers of dues in the
rallway world, 1 think we pay hetween 320,000,
and 350,000/, a vear to difterent railway com-
panies. 1 vau permit this proposal to be carried
ouf, vou will probably have for a few vears a
whole imundation o these small Jines built out
& the savings probably ot the smaller and weaker

0.93.

Chairman—continued.

class of investors, and I say that with some
knowledge of the investments made by the
weaker class of investors, and as the result
of sceing what they do put their money into.
The consequence will be that the larger railway
companies will absorb them as they have done
everything else. The line that I am a director
of, the North Ilastern, is an amalgamation of
1 do not know how many companies. [ pro-
moted the amalgamation of the company of
which 1 was a director, the old Stockton and
Darlington into it, because T thought it was for,
the benefit of the whole district; and it 1s a
monopoly railway,  The consequence of that
monopoly is that its rates are lower than on any
other railway in the kingdom. I say, that i’ you
admit a flood of railways you will have the old
companivs buymng them up, very much to the
detriment of the traffic senders, who have to pay
higher charges.

379. Do you think that the effect of the pre-
<ent Standing Order is to prevent the building
of unsound and unnecessary railways?—1 think
it has that cffect.

580, And do you think that it would not
continue to be evaded in the future' as it has
been in the past ?—1 do not think that the eva-
sion of an Order is an argument agaiust it, if the
Order is sound in itself, any more than you
shoubd do away with your laws against burglars,
because you do not catch all burglars.  You
ought to strengthen them, 1 think, rather than
the contrary, it it is necessary to do anything at
all. I should like to observe that this order was
very strongly debated in the House of Com-
mons in 1847, and Mr. Ricardo, who was consi-
dered then a very strong financial authority, gave
this opinion: he < considered the insertion of a
clause allowing interest to be paid out of capital
to be a delusion and a snare ; it only led people
to believe they were investing their money
instead of speculating.”  Those are very much
my opinions at the present time. Then Mr.
Hume, who for all time, T suppose, will be ad-
mitted as a high financial aunthority, said that he
thought the principle of paying interest on the
capital of railways before profits could accrue,
a fraud on the Legislature and a bait held out to
iunorant persons for the purpose of inducing
them to engage in speculations which they
would otherwise avoid. And so there are a
great many of the leading authorities of that day
who in that debate gave a very strong opinion on
the subject. 1t seems to me that if the Standing
Order 1s repealed in any way, the Committee
that tries the Bill will he bound to look into what
are the financial prospeets of the future, and
make an estimate of the rate that the company
ought to have.  Of conrse to allow such a com-
pany as 1 have referred to, the Central Northum-
berland, to allow them to go into the ficld to
raise money at 5 pew-cent, for five years, with
the certainty of 2 per cent. afterwards, 1is
really only subjecting the weaker class of -
vestors to a trap. 1t ix true that the North
Fastern  Company is about to make a cen-
tral  Northumberland line: but they «do so
on the ascurance of their general manager
that it will involve a loss of some 20,0004 a
year. A
E 3 381, You
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Chairman—continued.

381. You see no objection, do you, to per-
mitting new companies to izsue shares at a dis-
count, as the old ones are permitted now ¥—I see
no objection whatever to that; it seems to me to
mark the class of snares which would be issued to
the pyblic; -we all know that our old State loans
were issued at something like 36 or 60, so that
what we call 800 millions was not practically
more than, I suppose, 380 millions to the State.

Mr. PEASE, M.p.

[ Contin ued.

Chairman—continued.

3582, You do not concur with those who think
that =uch an alteration of the law would not
practically produce any eftect at all 7—1t do not:
1 think that a banker would take the share
issued at a discount on its merits.

Mr. Salt.
383. T understand vou are in favour of retain-
ing Standing Order 167 as it is*—] am.
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Chairman.

384, Ir vou refer to Questions Nos, 201, 211,
212, 235, 236, 237, 247, and 249, vouwill find that
conflicting cvidence has heen given to this
Commiittee in regard to the relation of Standing
Order 167 to the common law and to the law
laid down in the Companies Aets; I believe you
have carcfully looked into the subject, and we
shall be much obliged if vou can give us your
opinion and throw as much light as you can on
the question 7—1I have looked into the subject so
far as the short time since 1 recetved notice to
attend has permitted.  With regard to the first
question mentioned, No. 201, that is a question put
to Mr. Laing: “ Your view is that the law of
the land is against thi= practice of which we are
speaking ¥ 7 and his answer 15, © Yes, I think so;
that 1s the declsion of the Master of the Rolls, as
I understand it.” It appears tome that that view
is completely met by the answer to one of the
other questions to which you have referred,
that is No. 249, in which Mr. Farrer says,
“The law as interpreted by the Master of
the Rolls, is founded upon the clause which
was passed in  pursuance of the NStanding
Order of the House of Commons. Repeal the
Standing Order of the House cf Commons, and
there would be no clause upon which the Master
of the Rolls could adjudicate in the same way in
future.”  The decision of the Master of the
Rolls is not upon any general principle or doc-
trine which may be called the law ot the land,
but is specifically on a section which had been
inserted into a special Act in pursuance of this
Standing Order.

383. So that in your opinion were this Stand-
ing Order repealed, there would be nothing
remaining in law to prevent this practice being
adopted —1 am not quite prepared to go =o far
as that, because that raises considerations bearing
on the general construction of the Companies
Clauses Consolidation Aect, 1845. My opinion
is rather the other way. But treating that par-
ticular point raised in Question 201, and in the
answer, 1 think there is nothing in the suggestion
that the decision of the Master of the Rolls
turned on any general principle of common law,
the law of the land, as distinguished from the
epectfic provisions of Railway Acts.

Mr. Sk

386. It was not before the Master of the Rolls
as a question of general law *— Not in any shape.
0.93.

Mr. Shaw-—continued.

387. It was for an injunction? —It was a
question whether an injunction should be granted
to restrain dircctors from doing what was alleged
to be contrary to the terms of a section of their
Act, that being a scction following the terms
of this Standing Order, and inserted in conse-
quence of it. It was a narrow question; whereas
here, in Question No. 201, nothing can be larger
than the expression “the law of the Jand.”
At least that is the way in which I understand
it, and my answer has reference to it in that
VICW.

Chairman,

388. Two important questions werc asked, one
hy Colonel Walrond and the other by myself,
at Nos. 235 and 236, Ilave you anything to say
with reference to the answers that were given
to these questions by Mr. Farrer ?—There is a
little confusion in No. 235 in the terms of the
question as reported, because it is difficult
to understand whether the Companies Clauses
Consolidation  Act of 1845, is meant, or the
Companies Act of 1862. The word < Clauses”
in the question should probably be struck
out, and I will treat it so if you will allow
me.  That being so, I should say that the
Companies Act of 1862 has no bearing on this
question, unless the Committee choose, by way
of analogy, to draw some conclusions as to legis-
lative expediency and policy from the provisions
of the Companies Act of 1862; that being
the Act which is popularly known as the
Limited Liability Act.  That Act hasno bearing
upon railway companies; it is not in any way
referred to n Railway Acts, and has, I think T
may say, no operation whatever with reference
to them.

389, Then on the Committee coming to a deei-
sion on this matier, may they dismiss from their
minds, in your opinion, all considerations arising
out of the Companies Act or the common law ?—
That is my opinion, so far as the Committee look
to strict questions of law. Theymay scarch about
into various departmentsof legislation and discover
analogies and principles to guide them; but that
set of Acts now summed up in the Act of 1562
has no bearing on the law under consideration.
Perhaps I might say a word or two about the
general principle, if there is a general principle
in these matters; that is to say, the common
law antecedent to or independent of all legisla-

E 4 tion,
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Chairman—continued.

tion. I think it is plain, that, at what may be
called absolute common law, men may combine
together for any scheme or adventure of a legiti-
mate kind, on any terms, with regard to the divi-
sion of profits, which they think fit.

Mr. Shaw.

390. But the terms must be stated very dis-
tinetly *—They are responsible only to them-
selves;  they have no account to give to the
world ; they are not answerable to others for
tue arrangement of their accounts, or the division
of their profits among themselves; they may
agree to pay interest to one another, thourh their
capital 13 not earning anything. Strictly speaking,
I apprehend that money paid in that way coukd
not be called dividend, because dividend implies
profits: but they might pay interest. There is
no doubt that. in theory, profita should not
be divided until they are carned: but a bady
of men combining together at common law
might anticipate profits; they might say : “ When
our hotel, which we are about to establish,
s open, we shall be making 20 per cent.;
and before it is open we will anticipate the
profits and divide 3 per eent. amonge us.”  All
that is perfectly legitimate, and the common
law would allow any arrangement of a financial
kind amang a body of men that were partners,
Then, the next stare ix the Companies Act of
1562.  There it has been pointed out that
there is what might appear to be a provision of
the Legislature against the payment of dividend,
except out of profits; that is  Article 73 of
Table A appended to the Act; but it has been
already explained to the Committee that the
adoptien of Table A is entirely optional.

391. Ix there not a clause in the Act pro-
hibiting that 7— No; there isno such provision in
the hu(l}‘ of the Act.

392, Are you sure of that ?—1 am certain
there 12 no such provision. Table A provides
that: but it is very usual in Articles of Asso-
ciation to begin by saving that the recula-
tions i Table A 1o not :lppl)‘ to the ('mni):lnv.
I have before me Mr. Palmers work (‘nnt:li]lil;g
a coliection of precedents on the subject, in
which the Artieles of Association begin in that
way, by excluding Table A but then there is
inserted this provision, which ix in the =ame wards
as Article 73: ¢ No dividend shall be pavable
except out of the profits arisine from the business
of the company ;™ and the learned author
appends this note, which is instructive, I think :
“This clause is almest alwavs inserted. [t is not
necessary: for the pavment of dividends out of
capital is in effeer an illegal reduction of capital
unle=: cfhicted under the Companies Nets, 1867
and 18777 (those are two amending Aty bear-
ing on the Companies Act of 1862y “ hut it
13 useful as a reminder.” That is the practical
condition of the matter as regards colmpanies
under that Act. T may add that the Memorandum
(>t..r\.~:~'nci;1_ti(m of a lmited Hability company,
Leing equivalent to the charter of a (tnmp:ulv\’,
is abwolutely unaiterable, except in a few
qu'vmﬁu‘l points. by the company ; one of thoge
point< s that there is power to inerease the
capital, but there is no power to reduce it. Then
by subsequent Actspowers of reduction are given,

Mr. Shaw—continued.

with stringent provisions for the protection of
creditors.  And that leads me to say that the
great object of the Companies Act of 1662, and
the Acts amending it, as far as regards capital,
1s to sceure to creditors the proper capital that
is stipulated for in case of liquidation. The Legis-
lature dves not interfere with the undertaking
itsclf’; it merely seeks to secure ereditors in
case of the company failing and cominz into
liquidation.  Then the position of things as
regards a railway company, incorporated by
special - Act, incorporating or cmbuodying the
Companies Clauses Consolidation Act, 1545, i3
diflerent. That is scen at ance when vou look
at the title of that Act, which is, = "An et
for consolidating in oue Aet certain provisions
usually tuscrted in et with respect to the con-
stitution of companies incorporated  for Carry-
ing on ‘undcrtukings of a public nature.”  The
companics How I question are companies which
are ncorporated for carrying on undertakings
of a public nature, in which the Legislature
sees that the public is intercsted, and asx to
which  the Legislature takes care of  those
public interestz. The special Act of railway
company =ceks tosceure that the undertaking shall
Le carried into efteet 1 and for that purpose, not
only ix the capital specified and minutely regu-
lated by the Aect, but further, the Act of 1545
cuntains a provision, to which I do not think the
attention ot the Committee has been called. appro-
priating the capital; that is Section 65: *That all
the moneys raised by the company, whether by
subscriptions of the sharcholders or by loan or
otherwise, shail be applied, firstly, in paving the
costs and expenses incurred in nbtuining'thc spe-
cial Act, and all expenses incident thereto, and,
secondly, in carrying the purposes of the company
nto exceution.”™  Thatisan atirmative Provision,
but necessanly it means that they are not toapply
capital in any other way s therefore that section
shows what is the mtention of  the Legis-
lature in fixing the capital. Then there is
a  further provizion  which  hears  indirectly,
though not direetly, on the subject; that is
Section 121, which provides that,  The campany
shall not make any dividend whereby their capital
stock will be inany degree redueed.™  This 13,
as | said hefore, a (uestion not =0 much of divi-
dend as of interest 5 still a company would, I think,
find  themselves controfled, it they atiempted
to pay iterest in the w Ay now i qm',\(iun, h_y
Scetion 121, in some degree. D do not know
whether an observation on the policy of the matter
would be ncany dearee becoming on my jari, but
] might be allowed to ohserve that Scetion 24,
whichallows thecompany to pay interest onmoney
paid in advance of calls, 15 4 recornition ol the
principle, that interest may not improperly be
paid by acompany who are carning nothing. ..\n(l
so agun with regard to the ordinary authorized
mortgage or loan capitals interest in that case
miust be paid as soon as the motey i rsed gt
annot be [;rn\'i(lml for out of profits frl' the com-
pany ; it must ordinarily come out of capind.
Mr. Saft,

393, Your view i~ that there i< no peal (qreestion
of prineiple in it at all?—My view is that it is
simply a question of legislative expedieney.

394, And
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Chairman.

394. And that there is nothing in the law to
prevent the Committee taking any actionin the
matter they please?—1 think not. At the same
time allow me to sav, as I said hefare in effect,
that 1 do not think matters would be at all in
a satisfactory condition if vou merely repealed
thiz Standing Order and left the matter bavely on
the incorporation of the Companies Clauses Act;
beecanse there are at least those three sections
which 1 have adverted to. which I think would
more or less put a company in a difficulty if they
hadan Actnotexpressly saying that they mightpay
interest. but merely incorporating the Companies
Clanses Aet. First of all, there is the express
provision that they shall use their capital,
after paying the costs of getting the Aet, in carry-
ing the purposes of the eompany 1nto execution
then there 1s the provision that they shall not re-
duce their capital by dividend; and, tln}'dly, there
ix the section authorising them to pay interest on
money in advance of calls, which would furnish
a strong inference, I think. that they were not
to pay interest in any other case on share eapital.

395. ‘Dhat argument, though it applies to a re-
peal of the Standing Order 167, would not apply
to its modification or amendment 2—XNo.

Mr. Nk,

39G. Your idea is, that thosze clauses wonld
render it illegal, independently of the Standing
Order, to some extent *—They would make it
an extremely dangerous transaction for a con-
pany. 1 think the company would run the ri-k

Mr. Shaw—continued.

of being restrained by injunetion, just as the Hull
and Barnsley Company were.

My, Salt.

397. T understand from what gou have said,
that the strength of this Standing Ofder, as
matter of law, is founded, net upon any genera?
Jaw, but merely upon the clause in the particular
Act of each company founded upon the Standing
Order 2—That is my opinion, distinctly, subject
always to what I have said on Sections 24, 63,
and 121 of the Act of 1845, e

398. Then if you abolished Standing Order
167 altogether, the companies would then be at
liberty to insert in their Bills whatever proposal
they chose ¥—Yes.

Chatrman.

399. Would you kindly hand in to the Com-
mittee, in writing, any suggestions that you
would desire to make in the event of the Com-
mittee agreeing to an alteration of the Standing
Order #—1I will do so. 1 observe reference made
in several questions and answers to the practice
in foreign countries. I do not know whether
the Committee would take notice of this: that
in the case of the company for executing a
very celebrated public work, the Suez Canal,
there is an express provision in their statutes
{(corresponding to a special Aet of Parliament)
for the payvment of 5 per cent. during construc-
tion.

0.93.
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My, Shaw.
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Mr. Hexey Texvant, was called in; and Examined.

Chairman.

_400. )n(' are the Genera! Muanacer of the
North ]-.:Es:urn Railway Company '—1 am.

101, You are aware of the information which
we have received from varous witnesses with
regard to Stunding Ovder, No. 1677 —Yes, I am.
40z, I.)rulvzll)]}’ you can give us some additional
n}form{nmu which wiil be interesting to the
Comniittee '—1 have listened to the evidence or
at ?ll events to most of ity and to beoin with, it
strikes me that the origin of the Stnnﬁing Order
lm.s scarcely been placed fully before the Com-
mittee. My experience extends as far back as
the year 1845, and I have taken steps to make
myself familiar with what actually did take place
at the time the Order was made, It was in 1847
the question wasratsed : it wa= raised on adebate
introduced by the late Mr. Hume, who said that
great irregularities had erept into ratlway legisla-
tion. There was no haste about it, the Govern-
ment themselves appointed a Committee s that
Committee sat for a considerable time, and they
reported not upen Standine Order (now 167)
only, but with respect to the vegulations which
vught to guide in legislation respecting rail-
wavs.

403. You donot think that it orieinated in anv
panic cansed by the wild schemes of that 1-(,-.1‘i(;<l".‘
—There wus no panic at all: it was a calm
deliverance on the part ot the Committee of the
House of Commons, ratificd by the House itself,
the Resvlutions, which were then pazsed were ten
in number, and they stand, in creat measure, to
the pre-ent day. 1 took the trouble of eopying
vut a zood many extracts from the speeches of
those who took part in the debate, and they
show clearly that the objeet of Parliament in
passing those Regulations, including the Stand-
g Order under eonsideration, was to introduce
and entoree sound principles of legislation on the
one hand, and to proteet the public on the other.

404, Then you entively agree in principle with
the Standing Ovder /— 1 do. T will not weary
the Committee by reading that which took place’;
I have a copy of it here, and will hand it in
(deh'wrfn_r/ i the same.)

405. 15 it not the case that it has been syste-
ma}ically violated, and violated in & manner
which is more prejudicial to the public than even
if the principle were permitted of paying interest

Chairman —continued.

on capital before the eonstruction of the Hne 7—
I:um not prepared to admit that,  The Standinge
()rdpr 13 satd to have been evaded. aml I(l:u':
say 1t has been evaded, but 1T do not think it is
so mjurious to the public as if thev had been
allowed by !:u\' to pay interest out of capital,
beeause [ think paying intevest out of capital is
an unsound theory altogether.  That is the
opinion which 1 hold,
406 But we have been informed by mien high
in authority in connection with some ot the l:ll‘f:él‘
railroads that it has been evaded, and vvm?ed
not only by new lines, but by old companins; ix
tl}:\t so in your opinion *—1 can gpeak tor ’the
North Fastern Company, and I ean sav that we
have not evaded it, and, except in individual
cazez, I do not know that it has been evadel.
]'iut the evasion of 2 Standing Order, desioned
for the protection of the publie, does no appear
to me to be any reazon for repealine that Onler
i atself it is just and voud. ' -
‘4“7.' (‘(,‘l't:lil.ll)' not; but can vou advise the
(om_unthw‘ with regard to any proposal  for
making the Order more strincent. =0 that it
c'nuM not ?w evaled 7 —This question has arvisen
fmm‘thu funpl(: fact, that one company did evade
the Standing Ovder. The euse was brouesht be-
tore a court of law, namely, hetore the Musrer of
.thc Rollx, and he made a declaration that it was
tHewsal to da that which that particular eompany
had done. Now it havinge been <o declared, 1
presume that most people at ail events wanld Poti=
sider that, having the law so declared, aond s
recently declared, they were houndd (o Pav res n-;-t
to the law of the land. R
405, Was not o similar decision viven by oa

Judge years ago, since when the faw has been

constantly  evaded Y—The law, I Jure ~av. has
been evaded, that is to sav [ bLelieve some other
mode has heen adopted. ’

409, J\'nt\\'ithst;unling the further decision of
thfr court 7—1 consider that it is rather a com-
!)lnm-m to the Order as it stands, and shows tha
1t was well designed for the purpose. (W conpse
I cannot =ay that people have not evaded iy, .\li
I'«';m sy oax, that the payment of interea out
of capital has been entirely contrary 1o all the
Acts of Parliament which have heen p'u:-wl ()x;
the subject. The declarations of l’m‘lin‘u‘u-nt, as

cinhodied
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Chairman—continued.

nbodied in their Acts, have been in effect, that
Cpay any interest out of any fund except profits,
as an Hlegitimate procecding @1t was so set out m
w Act of 1862, the Companies et Table A
wt Act elearly declared  the mind of Par-
pnert on the subject. Tn 1864, two Acts of
arlinment were  passeil relating to railways;
i was for the purpose of tacilitating the con-
ruction of railwavs, and for tacilitating the
rmation of  companies for that purpose, and
thoueh this Act was thus speeially designed to
cilitate the construction of railways. there is
atse o it prohibiting the pavment of interest ;
o other Act of 1864, the Railway lelp:mics’
owers Aet, passed with the same ohject, viz,
cilitnting the operations of railway companies,
mitnins the same clanse probibiting the pavment
“interest or dividend out of capital. It L were
Ked whether the repeal of a elauze so sanctioned
v the action of Parliament ought to take place,
<honbd hee leave to refer to what was Jdone in the
cars 1866, 1867, and 1865 in yelation to railwavs,
Ve all know that the power of borrowing on the
wt of any company is fmited to one-third of
5 share eapital. P’rior to 1868, one notable in-
anee, and prnlmlyl_\' others, took place, \vh(jre
mpanics Jdid not adhere to that rule; Parlia-
went  did not propase —no one proposed—to
ter the restriction as to borrowing powers, but,
2 the contrary, Parliament passed an Aet, en-
ed the Railway Companies’ Securities Act,
y which the representatives of the Companies
ere obiiged to make coertain returns and Jeela-
wions: and it was also stipulated that i false
pelirations as regards their borrowing powers
cre made, the parties makinge them ~hould be
uni-hable by fine or imprisomnent. In 1867, an
ot was passed strengthening the Audit Depart-
ent of Railwavs. Previous 1o 1868, several com-
anies hal p:li(]‘ dividends which were not legiti-
ate: their stock had assumed a fietitious value,
Wl the investor was injured, and Parliament
fopted more stringent measures, The Railways
eoul
seount ix preseribed s the chairman and the ac-
Juntant or seeretary are reguired by that Act
sien the accounts, the engineers are required
y oive certificates, and it any of the parties con-
‘ any declaranons which are not cor-

Bable to fine and Imprisonment.
use to rabway com-

»

'l‘luwl lll:lL('
ety ey are
‘othine has been of more
wnie< than the making of them stable. by these
c1=: the old railway companies have been
anoved from what [ wonkd call the region of
seeunlation, and the efteet has been good for the
mpanics, and bencficial for the public. The
Yeer on the companics has heen, that their
ock has stood better in the market, they have
cn enabled to ralse money on easter terms,
wl by having to pay less interest for their money,

Tave had a =urplus revenue with which
oy could do one of two things, eithor reduce the
téx, taves, and charce-oor extend railways in
striets that were not of themselves remuncerative.
110, We were consviering the question of
jese evasions: vou admit, as I understand, that
e Standing Order has heen evaded recently,
it vou think that the decision of the Master of
e Rolls will finatly put a stop to violations of
0.93.
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ations Aet was passed. by which a form ot

Chairman—continued.

that kind? — I do not say finally put a stop
to them, but I say that the decision of the
Muaster of the Rolls as to the illegality, will
exercise an influence on many men. at all
events, against perpetrating singilar (a‘gsio.ns ;
and I think that in all jrobability othér actiong
will follow, and that in the case of railways, as
in the case of anything else, the jparties who
disobey the Jaw will be made to take the conse-
quences.  On this question I saw a report in the
« Times " the other day in connection with_the
Alexandra Palace, where the directors were re-
quired to refund money which had bLeen paid
to preference sharcholders, contrary to law.
What 1 think is this, that if the law ix zood, as
I think it is, it should be left to the courts of
law to administer; and the mere fact that the
Jaw is evaded is no reason whatever for its re-
peal.
111. But the Master of the Rolls =aid that the
law was bad, did he not ?—1 think that that stage
of the ease was not reached. I have noticed
that judges often enter into little byé conver-
sations with learned counsel, and I have read
what the Master of the Rolls said. 1 do not
think that there was any judgment given at all;
but I have quite confidence myself in the Master
of the Rolls that, it it was put to him whether,
seeing that Parliament had intended to protect
the public from the payment of interest ont ot
sapital, he would approve of the law, the Master
ot the Rolls would not give a judgment in favour
of anything that was c leulated to mislead the
I)uMic.

412, But, as | understand the words of the
Master of the Rolls, they are very plain.  He
indieated that in his opinion, that although it was
a distinet evasion of the law, the law was an un-
wise law 7—That was not in his judgment; there
were one or two very casual observations made,
for 1 read it all through, and that was not in his
Judament,

413. Have you anything to add to what you
have stated to the Committee 7—A question, 1
think, was raised as to whether the Standing
Order interfered with' the construetion of legiti-
mate railways. I do not think that 1t would inter-
feve with bond fide undertakings; but I am not
sure what meaning to attach to the term dond
Side undertaking, A bond fide undertaking, in
my view, is one where there is some prospect of
the payment of a reaxonable dividend, A bona fide
application, in our sense, merely implies that there
is sincerity in the application.  Mr. Rees veferred
to the Central Northumberland Railway, and in-
cluded it in his list. 1 happen to know something
about the Central Northumberland Raibway, be-
cause it is in our own district. e said that it
emanated from a great meeting of landowners, as
no doubt it did, hut=what the landowners desired
and what they endeavoured to do, was, to induce
the railway company of which I am manager to in-
vest about a million of money in miking a rail-
way through an agricultural distriet which we
said would not pay.  In our anawer we admitted
that, having the command of the district, we
ought to aid in the further development of rail-
ways in any district where railways did not exist,
but we said we were not prepared to undertake
o

o

r 2
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Chairman —continued
so ] a sche il if
: kargc d‘a(hung. But, we said, it vou will under
a d? 1o raise halt the capital, and take
0’. . < . N . .‘
or' l\"lllll(}lll]‘l)ul of the carnings of the undertakine
. \\1l recommend our sharcholders to Bup rv,
l Y - * - A '
l&:i‘\(:‘thcx‘\b.llt. We went even a little fur!hlv;'
4 ause we vave the an ultimate cuarantee m;
1e cajital which we sugeeste ;
Butthevtur No
ey turped apon the

yourinterest

g dthey should raise.

| North Fastern ¢

Batthey tureed ' ompany

t]:}l}; ,(}muhmg approaching to scorn at xln-}i\h:\

“«;r]-t w_\.s'hnul(l be expected to take steps tn‘-
ards raising  any money  themselves,  We

decided thar, havi '
ceided that, having fferdd 1o raise about half

the capital, we w
Bi(”(tq.fl.tl,;]. we would come to Parliament for a
Ih()uxr(l) il ulp that part ‘.'f the disiriet which we
i ghtrea h required railway accommodation, at
1 tv: .\p«l-ml.nurc of about 4000004  The ml'n r
arty, the independe - ¢ . ‘
}' v, cpendent party, came to Parliament
tgr :'m E‘xtcm_lwl scherze. The case was submitted
> a Lommitttee, and before the Committeo the
H:Zm““b h:z’vll no plan whatever  for r'lx: e
l " Ay 13 & . N o
11; ney. Fhey had raised none themselyes,
and the Cornmittee came to  that

that which the Novth East t(}TC vonelusion tha
. NI Lastern Company ‘
&1 e P Y proposeq
th)zfu(}d A‘t‘a{l\?uuts he passed, and thc\! ‘v:f\'e t(l)
([‘ “u: ral ) ivrthumhurl;unl Company a 7mrtinn
) wir undertakine 'k i
(‘l)ll[vhd the decisi a Bu‘t the (‘nmllntt('(:
o © Gecision with this recommendation
Vosnv, ¢ * h i ‘ ‘ .
JLhey 1{\1.. 'lhat the financial statenent regard-
thblt‘( { : rldlt 1>,ll})‘u p:}l‘tu( the new “xm)" is I:)t all
at conid be desired, hut 1} Y ste
' : . it the North Fas
Rajoomie 4 North fuastern
: : mpany havinge offer
3 3 v he o red, under condi
tiong, to make this i \ rcing o oondi-
: : s line, a ¢ 1 1
th o to ke this line, nd being in possession
b ,1 aay M country, are to a certan extent
(‘ . L . . - . ! 5
(]i»ltl:{ ttu plxu\}uk ‘hvr the requivements of the
strict, awd that 1t would 1 : in
: : e well, in the eas
et fl that i . e case
o }h;\( cutrel Northumberland Company being
u able tule‘-;n'z'_\" out the scleme, that the \'nnﬁ
caster atlway ‘ lo
o t“(“n' tailway (nml,;m_\' should undertuke
‘(:}m . ”1()1.1‘&' 'thu Central Northumberland
scheme was practically a seheme wot up without
any ans whatev oyt i e
Itm means whatever of raising the money : hut
: L prospretis had been issued. wit) tl;u%’(- r
;p?ml:."c mimes upon it which Mr, Rees I;I l\c ‘I
‘ V. ‘ k ! o . > C
ietore the .(nmlmttcc, with the hioh s h
phrases which ¢ : i proseetun s
nehare commonly put in prospectuse
l A b e
(,nn.l,lu] with what would he recarded by | x.
erience . v eal o e
]Ccim ?l Ul,l." opleas the practical guarantee of Sip
arle SN TH 1 .14 s
Ot}lu cs}lu,ul}.m, NiroJohn Swinburne, and
( 1t 1:1. that they should have five per cent ‘f;r v
er Ve ovear I “this :
{\v} “m[ ;1}( five vears, Tum quite sure of this, that
il Cpeople ' e
plil ,.'H peaple in Northumbermund would not
ave rai=ed the money, it is quite 1t
pe e s sy € possl e that
. [1.,, savoan Cornwall or ather distant place
;}H,L' ‘i Lave Veen imdueed to subsoribe '\ml‘tl‘u .
T <V . . ' e
Cre say Il‘..l't the power toasxue leeally :
SPECtus promising interest jx 1 N edlenite
spectis | i Intevest 1= ecnmnently ealeulated
cecive.  badvized the direetors of the North

Eastern Congany
C,l‘ qlm Company that although they mieht he
alicd upon to spend 4000007, vet,| umlr th

Os . T . i ) ] v e
Il:n t}r.m urabic cirewmstanees, they would 1 t

. X » = ) (8]
fe g de e st more than two per cent, intere
or 3t, wherens, m the ecase of an imh‘[ II“:
compauny wi aerlit - BN
o llxin_\ witheut the taeilities of workine which
H Ol i H . i ) .
‘I,l-.w(',( (i‘m}ufxl\_\ }'H[L}\?(.BN‘S‘ the dividend \\'—:)lllll be

: sadiv nl. Tiere 1= an 1 l
3 e ix another quest i
ll'l\ \'('('n r N 1 l een “ln(lh
as b arred, and that (s as 1 [

: ] . at 15 as to the mterter
with ruilwav extensic i 1= N he Onlos
" anc‘l \A\_\ L‘.\‘hn.ﬂmn. which thi= Standing Order

s=apl to be ealeuluted o exereise. | 11::\'0 ~aid

uh‘r:ui\' \h;( the St H . N
A o the Stunding Order will, i obeved,

wevent  rensible : 1
1 ensible people being decoyed i,

Mr. TENNANT.

Continued.
v - .
Chutrman—continued,

},utttlng tlllmr money inte speeulations which ean-
1ot Dty - FRCCHRE
ot pay ;s but Idonot think it i= a eorrect repre-

sentation of the actual fuets to say that ruileay en-

t(. . .“ N "0 N N p
( “xu]:ltL ¢ l\.lslnlu( goue onina satisfactory wav in (M:*
» l l’ '. - L . ¥ y .
of Tr'u';( et wve made extracts trom the Board
ade returns of the capit .
of Irade ret t‘»‘ .ul the capital expended o rail-
““'r'.l_] ' 4ux? years ago the amount v.\["‘“‘h"‘
o AWays was 345,000,0000, 11 give all the
:7:1‘_1(3 W round figures).  They have gone on
it @ TV Vel ' Gl s
:um:lxll:.t C\”l.l‘).;\ car up to Isso, ynnl in Isso the
o 11_\\ an ‘48,()0(!,“()(!1., which s an average
u.l] nditure on nnlw:x_\'s of TWovo 000 L per
“fmum ﬁ,r}tlnc last 20 veara,  The bulk of that,
Colltrse us e , “
o IIL, s been spent by the old companies.
¢ Laper was handed in.)

Mr. Sait.
14, I[ﬁl\-(? you got the l)r“‘mni“" which was

“l.’('”t. hy the old and the new comypuantes
No, it would be dmpossible to get thl;;z, The
l\ct r\'c.mpts of the railwayvs was cquivalent to
Wity ('(]lr;:l‘ l({ 43K , ). l".l “lm'.: and m Ingo it

S 38 per cent. Now, dunng that
period tlfvrn- has been an enormons development
of trade in the contres of traflic, and a very great
inerease upon the main lines of railway ; it the
action ot the companices in extending Failways
mvolving, as 1 said, during the Jast ¥O yeirs
ﬁo:n-ly 100,000,000 /, sl«-rlir;v_', has pr;u-lfvn“)‘
) ept the net receipts l.mln;rliun to the \‘:\piml
N ““",”,-" as po=sible the same as 10 was 20 years
ago, l.h:tt does not ~how that the old mi]wu)'
companies have neglected their duty in extend-
mge railways in the country ('1'/4;' Paper was
handed in.) .

Chairman,

t]li‘:lllxl:‘t]l'l»\tl:\"](:'v ]l\.lmr"l"‘]‘lrl'.-, on the l("'f.l“'ilf%..

nik that vou have gone much too tar that
dn‘.(l“”“: I~ hot ﬂ)‘.\‘ U f— Many rh;\l'('hnlllt_‘l'.‘
Sy o=, !’“t most of the sharcholders in the ol
compantes have confidence 1 the directors whao
))".u'“ the charoe of thelr property s and the
']ll't‘t‘l.ur.\ of the old railway cnmp:u'\i«-e hiave not
been tlisposed to arrangre Tor expending capital
where there was achanee of the most moderate
return, When | sav a moderate chanee, I do not
mean any thing like full interest npon the capital
el L fuct, it is diflicult now 1o point toany
place i the cauntry where, in the way of filling
up a gap, there wonld be the snallest chanee for
n dividend forany independent company. I Koow
from iy own expericnee ot the smatluess of the
trattic 1n these di=rriets Illill, :uw'n)hiih_:_:' 1o the
map, would appear net to have been =upplied
withe vailway s, aus idependent compuny got up
for .tln- parpose of supply g cueh want, and in-
(lui"lng anyhody 1o rse the k’:llﬁh:ll, mus=t lav
their aceonnt to goine without any interest u,mix
the money l~.\1n-mh:d.. ’

N Sale.

416, Doces that vemark apply to the whole of
England, or to the north onlv? -1 ahiuk o ap-
Nics to n(-:\l'l,\' the whole of l';“fi,]““'], according
to my view of the case b ogave e g of
the capital expended up to I=so, | have taken
out the commitments of @ few of the laree :‘nlll—
panies. At the end of Decembyer l.\h'l‘ \Tl('t‘:lllﬂ'

the
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My, Salt—continued.

the Bomd of Trade Returns were only published
up to the end of 1880), T find that those large
"(’"‘l"““i“-"s i 1881, spent 10,000,000 l: and at
the end of 1581 they were committed  to
26,000,000 /. more for the expenditure in the
future hali-ycars; so that the expenditure on
railwayvs may b taten about 770,000,0000, in
round numbers. Then, as to the question whether
railway construction has gone fast enouch, from
the same Board of Trade Returns 1 have taken

out a list of the little companies who \)a_\' no
there is

dividend at all (delivering i the same);
a very long list of them.

Chairman.

417, How many are there ¥—1 did not count
them, but these are the figures whicl T have been
quoting from. Summarised, it comes to this: that
from the Board of Trade Returns for the year
1880 there are nearly 38,000,000/ of ordinary
stock on which no dividend at all s paid, mide
up mostly by those small companies that I have
mentioned.  The total ordinary stock in the
country 1% 270,000,000 0., ; =o that about one-
seventh of the whole eapital raised as ordinary
stock for the constroction of railways in this
couniry at the present time returns no dividend
at all.

418. Do you think that if the Standing Order
were repealed the state of things would be worse?
—1 think it would be worse in this wayv: thatit
might induce parties to beeome more active in
proposing these kind of coneerns. which never
had a chance of paying, and which never will
have a chance as independent companics.

419. Notwithstanding the evasion, you are
distinetly of opinion that the Standing Order has
a very mmportant deterrent influence in a good
dircetion 7— I think i a good direction certainly.
I think 1 heard some remark by one of the wit-
nes=ex that it was not the business of Parliament
to protect 1gnorant, UNWary, and foolish people.
The business of Parliament 1 think those in
Parliunent understand. Some reference was
made to I):ll"it‘S in Hull who had been depositors
avines bank, and had trausferred their

There i1 the document on which that
lelivering (n the saomne).

in the =
money.
statement was founded (¢
[ have dealt with independent companies got up
for the purpose of @ filling up districts. Mr.
Farhes, 1 think, felt the diliculties he had had
raising money. 1 think his case perhaps would
have been rli‘«m‘_:vr it ke had been able to shew
that the concerns he raised money for in the way
he him=elf desertbed, and which 1 do not propose
to repeat, hal after all turned out to he remark-
ablv prosperous, or anvthi g of that =ort. Now
the London, Chatham. and Dover Railway Com-
pany, with which he is speeially :1~5t'ci:xfc<], was
originated, of conrseas a simall concern, n 18535
and it has gone on increasing until there stands
on its books at the present time about 11,000,000/,
of ordinary <':z{riml. 1 Jo not mean to =ay that
they received 11,000,000/ heeause [suppose they
did not, but the nominal amount is 11.000,0004.,
on which up to this time, [ Lelieve I am correct
in =aving, they have never paid any dividend
at all.  But that 1sthe natural ¢fieet of duplicate
ailwavs,  Some  perhaps may advocate  the
0.93.

Mr. TEXNAXNT.

[ Continued.

Chairman—continued,

duplication of railways. 'The case of the London,
Chatham, and Dover Railway, and the South
Lastern Railway is a very striking one. The
London, Chatham, and Dover Railway Is prac-
tically a duplication of a good many lines of the
South Eastern ; and the South kgstern Railway
Company has been obliged todo the bes¥it could,
to get dividends in the best way it could, being
attacked in this way; but what has been the
cffect on the public?
Chairman.

420. 1 think this is wandering a little wide-of
the reference to the Committee; the general
question of duplicate railways is not referred to
us; our reference is particularly to this Standing
Order, and the cftect of it?—1 was merely going
to point out that where there have been no dupli-
eate railways, the railway fares between 1845 and
the present time have been greatly diminished.

Mr. Brand.

421. I understood you to say that the result
of the injunction in the Hull and Barnsley case
would be, in your opinion, to prevent promoters
in future promising to pay interest out of capital ?
—1 think it will have an cffect in that direction.

122. In that case, however, there was in the

prospectus, was there not, a direct statement
that the hoard of directors could pay interest
out of capital v—Yes, it was put forwauvd that they
would; it wasin the “heading” of the prospectus.

123, You have made some error in your evi-
dence, have yon not, with respect to the Railway
Construction Facilities Act. 1 understood you
to say that the railway companics under that
Act were able to pay interest out of capital 2—
1 meant to say ecxactly the reverse: that al-
though those Acts of Parliament were distinctly
designed to facilitate the construction of railways,
Parliament had taken care in both those Acts
of 1864 to provide that no one should be permitted
to raisc money for the purpose of facilitating the
construction by the payment of interest out of
capital. .

424. Your evidence on that point is in col-
lision with the evidence of Mr. Rees, for My.
Rees states at Question 109, < that Provisional
Order must still be confirmed by Parliament, and
therefore Parliament ultimately sanctions the
undertaking in the one case as in the other; but
in the case of a limited lability company coming
for a Provisional Order they can pay inferest out
of capital during construction, or do anything
they choose; and yeta tramway company coming
for n special Act of Parliament is put under
special terms as to the mode in which the capital
is issucd; that appears to me fo be an anomnaly @
I can sce no reason why it should be allowed in
the case of a company registered under the Act
of 1862, and not in the case of a company having
exactly the =ame powers, bat obtained by a
special Act and the same thing applies theo-
retically, thongh perhaps not practically, in the
case of railways; for in 1860 an Act was passed
called the Ratlway Construction IFacilities Aet ;
it has not been of much practical use, because it
involves purchasing all the land, and so forthg
there have been one or two cases, 1 helieve,
under it but in that case the company might

F3 register
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‘ Mr. Brand—continucd,
register themselves under the Act of 186

v‘ld v » - - ) 2 )ro‘.
€ In their articles of assoziation for tl\e’;m)u

ment ol interest out o i i
t;‘on.,r come wunder tlfr‘ecalli:?llw;]:r"(,g)z:.‘ot:“X;Ewh
acilitieg Act, and obtain g c‘értiﬁ“ e of the
ies t, ar cate of the
&ea‘x;.; Sibg‘rsx(;liznfw'l‘hat. may be evidence about
oy (ot doing aFcef't.a}n thing; but the Rail-
R onst ction :mll)xtxes Actof 1864, and the
coumi;{ (;mp:mms Powers Act of 1864, both
foutain a clause t‘hat companies Shall not pay
ext out ot eapital ; the Acts themselves will
be,the bLest authority,

Chairman,

425, Do you believe that even were this Com-
Mittee to recommend an alteration or repeal of
Standing Order 167, still the law of the land
wounld prevent the practice which has been
adopted ?—1 am not sutliciently a lawyer to sa
exactly that; if it was decided to repeal it 1};
would be taken to be an indication that Parlia.
ment had cbanged its mind, and that it was‘a
legitimate thing to pay interest vut ot capital,

Mr. Sale.

426, [ takeit that you are in favour of retaining
thc“ Standing Order precisely as it stands now ?
—Certainly ; at least I sec no reazon for alter-
g at. .

427. You have no wish to sce any modification
at all, however careful that modification might
be ?~—XNo, I see no reacon for any modification.
I am not aware that any of the old companies
desire to have any alteration in their favonr in
the Standing Order. It is a very salutary order
as regards the old companies.

428, Two important witnesses have told us
that during the last 30 years, or whatever the
perioii may be, very large sums of money have
been raised for railway construction in spite of
and aygainst the principles of Standing Ovder 167;
do yen coneur in that *—I should think that is
very likely, but 1 could not say in the least how
much, but I think from the general idea which
I bave that a very large proportion of the capital
expended has been raized by the old companies,

429. And this system of duplicate railways
which vou justly condemn has been carried out
also to a great extent in spite of the Standing
Order *—Yes; there arc some duplicate rail-
way= that have been passed and carried out.

430. I take it that your contention is that if
this Standing Order had not existed those cvils
would have been greatly increased ?—It might

[ Continned.

Mr. Nelt—continued.
have cured iteclf u little carlier werhaps by
people finding out sooner the uupl‘m}ucli\‘c cha-
racter of the railways, .

431, ”m:e vou had oceasion {n your company
to r:u‘sc' capital for the construction of new lines
e S
()f«t‘ﬁ:;‘nflllg;L_:s‘?:‘xg.p:ud mterest on the eapital out

433, You have always had sufficient revenue
to cover the cost !—Yes.  The eapericnce of
the North Fastern Com any, and ‘ think, of
nearly all the companies, 13 that the ’nc\\‘ r'xilw’ays
lW)‘HCh' they can now coustruet ave not lii\(-lx' to
a);l(;\gt]‘:,:xm;‘}n?‘l;“-m.rw““uc whc_'n they are opened,

s¢ sharcholders having taken the hur-
den upon themselves, it is the muek wore pradent
;‘uurse to l(-t.ﬂu} burden come upon them gz!;ulu.‘l“}'
!;; Lg:‘::fl::ﬁ(rlllt‘tt((:i:: ):ix:‘;tdrs l.ncrm“i'cJ‘, vather than
s }m:'; ?r o 1 i x)l‘lx}«n Constryetion, and
: ny a Jarge sum coming down upon the
revenuc w hutl_\ In soe cases might cause fluetun~
tions in 't\he dividend and disturh the stock,
“;‘l.iﬂ. There isno doubt that that 3s by far the
nost lee ; o
m ﬂmt:z\t‘ll:‘x;atg“\lxc.x) i:t raving new capital ; hut
. » supposing that thut system
could bc. carried out, whieh it Is nat, with come-
plete strictuess, 1t would throw the \\“huh- of the
country into the hands of the large existing rajl-
way companies ;5 do you see unybcvii i that 7—
Inu? the hands of the existing railway cc;m-
panies it must and will come. ] speak from
y own experience. The North Eastern Rail-
way Company is composed of about 38 small
companies  which had a scparate existence
W henever we have thought i auy of our dis-
tricts that it was the right thing to expend money
we'have' expended it, but several other eom-
panies, little companics, have from time 10 tine
got an mdependent existence, and as voon ;s ever
they have got fairly completed they have come
to us to work them ; at the present e we have
three such concerns, one of which 1s h«-in‘er abe
i\‘nrbed by tlxe.Nwth lastern Railway ¢ .nxxaT):;lly
{),-)0,3 ﬁlxil (l,);}::;”ﬁ\ ‘t)lu(.: yr:z‘x', ‘:m:l c'r.unmmiv:c'{ifms
‘ othe mapaunies asking the North
Eastern Company to do somcthing for thew have
been received. " ‘

433, Have not these little companivs, hefore
ﬂ.\ey avrive at an independent existence, cither
direetly or ndirectly, either through L'um,ru;tnrs
ot otherwise, paid interest upon the \1111;124‘31'1} le
capital ?—{ believe not, i Lave not u.~i‘xi)\-c
mformation upon the subject, Lut l‘l)('“("\‘('ll am
right in saying that none of them have, “

Sir Fra~xcis S, RemLy . Speaker’s Couuns i
» Q-C. (Mr. Speaker’s Counsel), called in; and further Examined.

Chuairman.

436-7. Yov have a memorandum which yon
“"18}2‘ to hand in to the Committee ?—Yes (e
hzvv"mg l'il the same).

438 Your attention has heen called by this
Committee to the rather conflictine evidence
given by the various witnesses as to the effect of
certain Aets of Parliament upon the Standin
Order, and what might he the effect if that

_ .
Chairman—continued,

y .
i%}t‘:lx:l«h:g] Ox:der_ were to be relaxed or repealed.
aving looked into the question with great care
the 1‘(:511]? of your reflection and mn:aixh-mtiun’
and examination is that you think there ought to
be a general Act of Parliament with reward to
the whole question *—Certainly, at least upon the
whole question so far as it may be cnnsi:iorftd tohe
within the four corners of the existing Standing
Order ;
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Chairman—continued.

Order; but whether there should be any legisla-
tion upon what may be called collateral questions
arising under the Companics’ Act of 1862 or not,
T do not make any suggestion. In short, I should
wish to confine my observations as regards a Bill,
to the effect of the Companies Clauses Consolida-
tion Act of 1845, on which this Standing Order
bears dircctly, and with which Railway Bills and
Acts alone are concerned, as a rule.

439. Have you unything else to add to the
evidence which you gave to the Committee on

the former oceaston >—I1 have not.

Mr. Brand.

440. T would like to put a question which I
put to the last witness with regpect to the Rail-
way Constraction Facilities Act, whether railway
companics have or have not power under that
Act to pay interest out of capital ?—In some
cases tl.ev have not, in some they may have. If
the company are incorporated by a certificate of
the Board of Trade, granted under the Act, they
are prohibited by that Act from paying interest
out of capital, except on sums in advance of calls.
But, it a company, having incorporated them-

Mr. Brand—continued.

gelves under the Companies’ Act, 1862, come to
the Board of Trade, under that Facilities Act of
1864, for railway powers simply, not’ seeki:fg
fresh incorporation under that Act, they are left
by that Act free to make any sugh arﬁgg}gemdts
about capital and interest as the law which appligs
to them, irrespectively of that Act, may admit,
and as they may think fit.

L]
Chairman.

441. So that, whilst the intention of Standing
Order 167, and that of the Aet to which jou
have referred, is clear, it seems that there are
means and modes of evading them both?—Yes, I
suppose I may say o, as regards the Standin
Order. Long before this question was raised,
think I may say that I have always understood
professionally that those devices existed and ope-~
rated to a great extent, particularly when they
were put into operation through the medium of
contractors. But, in the case of the Facilities
Act, payment of interest out of capital is not
pecessarily an evasion ; that Act leaves the
matter open as to companies not incorporated

under it.

Mr. Ricnarp WITHERS, was called in ; and Examined.

Chatrman.

442. You are the Chairman of the Liverpool
Stock Exchange, arc you not?—Yes, I am.

443. Yon arc aware of the question which has
been referred to thiz Committee, with regard to
which very full and very fair evidence has been
given on hoth sides; s there any statement which
you wish to make to the Committee with respect
to any point which has been omitted, or with
respect to your own opinion upon the matter —
I should like to give my own opinion upon the
matter, based upon my experience of 46 years in
railway matters, and for a large portion of that
period as chairman of the Liverpool Stock Ex-
change, and for the whole of that period in con-
nection with railway business, and particularly
my recollection of the state of things out of which
this Standing Order which 1s sought now to be
repealcd by certain parties was instituted.  In
1845, a period of great excitementand speculation,

articularly in the railway world, followed by
Fegis]ation in 1846 of a very wide and large cha-
racter in re Railway Bills, the committee .of' the
Stock Exchange foreseeing the commercial dis-
advantage that might arise by the Jarge commit-
ments to which individuals were then binding
themsclves under application to Parliament, sent
a deputation, of which I happcned to be one at
that period, to the then Chancellor of the Exghe-
quer with a view to bring before him the various
schemex before Parliament which were far too
numerous in our opinion to be safely carried, and
likely to very seriously influence the money market
unfavoural»l'y when carried, and thereby to re-act
upon the trade of the country.  We went to see Sir
Charles Wood with that object, buthe threw off all
responxibility upon the matter as Chancellor of
therExchequer, and he said, people must take care
o?glsel\'es, and he said that we had better go

Chairman—continued.

and sec the railway chairmen, Mr. Glynn of the
London and North Western, Mr. Hudson, of the
various lines of which he was chairman, Mr.
Denison of the Great Northern, Mr. Ellis of the
Midland, &c. We did not succced in an object
which was to improve legislation generally in
railway matters, for we foresaw as men of busi-
ness with our experience and knowledge of the
sharcholding portion of the public, that if this
thing was to go on to the extent that was then con-
templated, very serious commercial disaster might
result. We went to the various railway chairmen ;
I remember going to Mr. George Hudson on that
occasion, and he pooh-poohed us,and he said, if you
get Mr. Glynn or Mr. Denison of the Great
Northern, or Mr. Ellis of the Midland, to make
certain arrangements, you may then come to me.
By-the-bye he was connected with the Midland
too. He referred us to those chairmen, and we
went to see some of them, but we made no im-
pression. They said the thing must take its
chance. They did not withdraw their Bills unless
their opponents withdrew theirs, There was a
great deal of antagonism amongst railway pcople
at that time. What we saw would be likely to
come to pass really did come to pass; Bills were
assed in the most wholesale manner in 1846,
and 1 bave no doubt that the commitments of
the public in re those Bills was very largely con-
tributory to the great commercial panic of 1847,
in which the Bank Act had to be suspended, and
during that year and in subsequent yecars the
railway property of this country was almost
wrecked for a time, and great ruin was broucht
upon families who had gone into those sche;r:xes
without consideration of the number of calls that
were likely to be made upon them, and the
property, which is now to some extent g good one
F4

and
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[ Continued.

Chairman—continued.

and in many cases a very good one, was abaolutely
for a time,as I said, wrecked. For instance, the
Lancashire and York:shire stock, which 1s no;v at
about 134,in the market feltto 317.10s.0r32/. per
100 L. pgid up shnres withont any further liabihty
crusing, as I said, ruin to families.  The Midlar;(i
stock fell to about the same price. I myself pur-
chased Birmingham and Derby stock, 100 (. Ip:\id
up, at 152 a share. 1 mention thi¢ to the Com-
mittee as an instance of the sail havoe which was
cau:«‘ed by the indiscriminate lesislation of that
pe:xog. .ffot ofnl)}" did that 1»11n§sh the unfortu-
nate families of t ple who i :

i s e Tyt o
} sc. 25 upon the promise of
interest, &c., but it re-acted upon the money
market.

441. Was the interest on those schemes paid?
~—Many of them paid 5 per cent. on the cal]s;
and the consequence was that the estimates to
get Bills were all very much under the actual
cost of the construction of the works of those
companics, and it followed, that when they came
to pay interest upon the moncy, there was a
collapse, all the capital was gone, and they
c‘ould not pay any interest; and I know that in
Seotland many companies were instituted to lend
money on railway stock during the course of
construction, and they took as security shares
207 paid up, say 501 shares, and every call
that was made of 5/, and they were made
almost every three months; the stock fell
more than the call, and those companies who had
lent money upon the original shares of 20 . paid
up, found themselves, in fact, instead of getting
a security for the money, under a liabili?y. In
{act, there was a complete upsct of railway credit
and commercial credit in consequence.

445. The Committee are generally aware of all
those facts, but what we want you particularly
to state to us now is, what is your opinion with
regard to the operation of this Standing Order;
has it tended to care the evils, or not ?-—r:Yes wé
have heard of no such evils since that pcriod.,

146. Do vou beheve that the comparative
freedomn from such wild undertakings has been
caused very much by the operation of this Stand-
ing Order?—Very largely.

_ M7 And yonare strongly in favour of retain-
ing it *—Yes, most strongly ; I think that the
breakdown of the Standing Order would pro-
duce a very serious state of things.  You would
h‘a\‘e on a consulerable seale the same state of
circinustances, because the Diitish publie, as
Carlyle said, is composed of 34,000,000 chiefly
fools. The promoters of those companics are a
comparatively small number of people, and I am
afra'ul I must say some of them knaves, and it you
give them the power of promising people 5 per
cent. interest for five vears, they will not have the
wit to sce how it is chtained, but they think it is
a)]l right when they think it 1s under an Act of
l-.u'ham_ent,'or under the authority of Parlia-
ment ; in fact, when they =ce the name of
bond fide directors published to the public in
prospcctusgs,'hopet‘ul people will go on taking
shares, arg - have no doubt that very wide
sp:cfuumbe,. oi‘ncd.r).me conseqguence,
sablr‘))gnex:hem’ a“égfltz}t tl'w present law had a
ent 4 zood ing an end to that state of
ar

Chairman—continued,

gn(r;gs ?—1 do not think that the violation of the
nr; :{0}‘\‘?7%%811 to any very large extent. There
re about 7 l,l()OO,OOO L. of railway capital which
e y take has been rnised by the public. This

8 an average of about 14,000,000 a year,
S\;pposmg it to have been obtained in the aver-
rge gg’;:cm:'[stﬂm ot quite that, but for the
15.000,000 1 )l(:: ne:pendxturc has been equal to

449. Then that systematic violation of the
Order to which the attention of the Committee
has been called you think is rather exaggerated?
~1 think it is very much exnggemted.hhl think
that what has taken place with regard to the Hall
and Barnsley line will very much tend to diminish
any further evasion, beeause of course it is noto-
rious now that directors are in this position, as
the Master of the Rolls has laid it down, t’hnt
they are committing an illegality in paying this
interest, and I take it that if that law rcr;m\ins
unrepealed the law must be good law as pro-
nouncc:d hy‘ the Master of the Rolls; and w‘mt-
ever his opinion of the Act itself may be, and his
i3 no better opinion than any other man upon that
point, but in laying down the rule he has laid it
down strictly that it would be illegal. I think
myself the very fact of that bcin;? g0, if these
gentlemen put themselves into a false position,
and perpetrate an illegal thing, they would pro-
bably be open to an action by the shareholders
when they find that it is an illegality.
ha‘:go.d:‘l\(otwi!hs:landing that these violations

isappeared since? — If wyou 3

700,000,000 . of railway capital , you t:h(l: ﬁtx':s
that the violations are to a very small extent in-
deed. But the suspension of the Order would
have this effect ; people in the country who now
can get a very small rate of interest. or none at
all, from a country bank npon their deposits, will
be tempted, upon the faith of an Act of Parlia-
ment, to withdraw their money upon notice, be-
cause they will be offered openly 5 per cent. in-
terest for five years under the authority of an
Act of Parliament. ’

Mr. Sale.

451, Wonld you kindly look at Questions 113,
116, and 117, in which an important witness states
th:}t many millions of capital have been raised, in
spite or the Standing Order, and I want to know
how fu.r your opinion coneurs, or does not con-
cur, with what has been stated ?-—="This witness
does not give the amount; it i= rather vacue evi-
denc.e.. He was asked whether it would amount
to lmllmns,‘ and his answer was: “ Yes, ~cveral
hgln'cs'])chqe‘ the million point,”  But taking
1110 entire millions of railway construction as oyer
700,000,000 I do uot think that the per-centage off
what has been done in thix evasive manuner wonld
amount to a very considerable matter, and Ithink
that thc.cx:unp]c which was given was so futal to
the continuance of thiz kind of evasion, that it is
not likely to continue unless Parliament reaks
down the Standing Order. Steps, no doubt, have
beep taken, and any Jaw that you pass upon any
subhject will be cvaded, but _\"“\l would not on
that account abolish the law.  Auny steps taken to
evade the Act of Parliament would he very much
curtailed and diminished by examples which we

were
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Mr. Salt—continued; .

vere held up in two kinds of cases: one is
he want of success in the schemes them-
elves, " which generslly have been of a very
nferior character, aad have not paid any
lividend at all, snd they form part of the
0,000,000 I. of reilway ordinary stock which
ays no dividend; and the other is the danger
o directors and promoters of evasions of the Act
f Parliament; and now that the courta of law
ave pronounced it a positive evasion, those
.entlemen will not be found to take seats at
woards, or even to promote companies, through
he evasion of an Act of Parliament which may
ring Jown upon them very serious personal
iabilities.

452. You think that whether the Standing

rder 167 has been evaded largely, or whether

t has not, still it has been of use so far that the
age would have been In gt
standing Order had not existed ?—"Tenfold or
wentyfold worse, because you would then tap
he savings of the whole country, whereas by the
vasions that have taken place the tapping of the
apital of the country has been to a very trifling

xient, because the great public are not misied
these sort of evasions. They do not like
led by an Act of

hem, but they would be mis y
Yarliament authorising this to be done. They

ould then say that it was under the authority
£ an Act of Parliament. They would say cer-
ain respectable names are the promoters of this
sheme; fhey will pay a certain five per cent. for
ve years, and we will go inta it.

453. Even if the Standing Order were altered,
nd very carcful modification were introduced,
on still think that it would be better to remain
s we are ?—Decidedly; in fact all the modifica-
on of the Act of Parliament in connection with
1e Standing Order that [ would suggest would
e this, that the deposit which now has to be
aid of five per cent. should be a bond fide de-
osit, and not a deposit borrowed from loan com-
anies or from banks under these conditions,
\at if the Bill is to be granted by Parliament

finitely worse if thyt’

K
*

Mr. Sult—continued.

the man who lends them the deposit has power
over the Bill, so that after Parliament has taken
the trouble to investigate the merits, the Bill
cannot be got unless this man can be made safe
afterwards by some financial arrangement. All
that is an evasion which I think ougie>to be
stopped. There should be further protection to’
the public, and I think that the rule of Parlia-
ment ismost seriously evaded, and that deposits are
obtained and borrowed under the conditions that
the man who lends them the mouey is to have
the command of the Bill, and that the Royal
Assent to the Bill is not to be given to it notil
he is satisfied. L

454, What you have just said refers to
another matter, and not to the Standing Order ?
—Not to this particular Standing Order, but it is

part of the general case.
Chairman.

855, Iat any good reason why this Stand-
ing" Order $hould be confined to railway and
tramway companies, and that it should not apply
to all companies 7—The reason 1 take it, why 1t
is more particularly valuable for railway com-
panies is this, that there is a longish period be-
tween the institution of a company and the con-
struction of the works. In most mercantile com-
panies they go into trade at once and launch into
business, and they find out very soon whether
they are going to get 2 dividend or not, and
sherefore it is not so requisite, but T.have such a
horror of those promoters gulling the public,
that I would impose every restriction that
1 possibly could, because 1 am certain that bond
fide business will not be interfered with by those
restrictions, but that those restrictions will catch
the people who ought not to be the promoters of
companies at all; who, in fuct, do not contribute
themselves to the funds of the company, but they
get up a company in order to get money them-
selves, and to pay themselves out of the sub-
scriptions of the shareholders for what they .call

their services.

0.93.
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IR e e o)

— No. 1. —

LIST of RaiLwAY BILL8 and Form of CLAUSE to put Aside Stanpine ORDER 167.

Trr Company may from tiwe 10 time out of any money by this Act autho-
rised to be raised or out of any other funds of the Company pay interest or
dividend to any shareholder on the amount of the calls made in respect of the

shares held by him.

Regent’s Canal, City, and Docks Railway Bill.

Hull, Barnsley, &c., Railway (Extensions) Bill.

Hull, Barnsley, &c. (Interest) Bill.

East and West Yorkshire Union Railways Bill.
Central Northumberland Railway Bill.—[ Passed Com.]
Waterloo and City Railway Bill.—[ Withdrawn.]

Metropolitan District Railway Bill.
Ascot, Windsor, and Aldershot Junction Railway Bil

»
.

L—In this case the Committee

02D OV 0810

decided that the ¢ Preamble was not proved
' oast (Great North of Scotland) Railway Bill.

9. Bantt, Buckie, and Elgin C
Banff, Buckie, &c., Bill.—The Title of this Bill has

North of Scotland { Buckie Extension), and the Clause required
167 has been inserted.
10. Poplar and Canning Town Railwa

been changed to Great
by Standing Order

y Bill.—This Bill was not proceeded with.

e

— No. 2. —

. Board of Trade to the Chairman of Ways and Means.

Board of Trade (Railwag Department), London, S.W.,

Sir, 23 February 1882. )
I ap directed by the Board of Trade to refer to certain Railway Bills of this Session,
in which it is proposed to raise the ordinary Share Capital of the respective Undertakings,
amounting to more than twenty millions, by paying interest upon calls out of capital.

The Bills in question are :— Shares.
1. Regent’s Canal, City, and Docks Railway - - -~ 8,100,000
2. Hull, Barnsley, &c. ( Extensions) - - - - - -| 2,400,000
3. ’ (Interest) e - - -1 3,000,000
4. East and West Yorkshire Union - - - - - - 510,000
5. Central Northumberland Railway - - - - - - 930,000
6. Ascot, Windsor, and Aldershot Junction - - - - 330,000
7. Waterloo and City Railway - - - - - - - 2,700,000
8. Metropolitan Distriet = = = = = 7 - -1 1,250,000

Interest on capita&.

< past & clause has been inserted in every Railway -

_As you are aware, for many year P
Bill, pursuant to a Standi Order of both Houses of Parliament, prohibiting the payment -

of interest upon calls out 0 capital.

Q.93. 62
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fl;ejtandinf ‘?rder (167) of the House of Commons is as follows :
A claus 1ns i ; [ the.
¢ shall be inserted in every Railway Bill prohibiting the payment of any

“ interest or divide
S n - shar
o Lperest or div himd ;zcs:zn)t xih.t;e}'mlder on the amount of the calls made in respect of th
“ the amount of the e alls }:ctw‘t)ll'mtcr“t or money advanced by any sharcholder bg ot 3
« Conolidarion. Aee 1y l(l)i: iyh;naéle, 84 18 in conformity with the Companies Ch;‘usnes
. [;3;‘5, a5 the case may " ompanies Clauses Consolidation (Secotland) Aﬁ,
se Standing Order (128 ! .
S et g (128) of the House uf Lords is to the same effeet, but move
The eieht Bi : i |
Stan(ﬁn:Ordelll-ls ﬁi;?\e n}entloued not only omit such a Clause as is required 1
pavmcn? e b ', 80 far as the first seven are concerned, distis tly jwired by the
payment u;} erest out of capital, while the Bill of the Di"t-'. K Teuthorize the
o :le(:nsucc paymenlr. out of capital or rauy surplus or rce;ervg fl\lx():)td wheay Company
ti ecessary to discuss the policy of tl 3 ) ;
s v necessary . policy of the Standing Orders al referre
was wel c‘z):}:}slrsdt; amlltla s:lzpportedhby obvious reasons of expcdicml'(;vc ll?ilrn'(t! e h
und, o MltaragVhorted by wons of i . Evenif it were
par{xcular companton e, and not exceptionally in the Bills of certain
3 at present advised, the Board of T ]
| ) of Trade ave d > i
qusstmn should be called npon to amend their Iiil(llsi[:??::z'(lu')lmmk i e Compunien in
and they will be glad to learn what are your views on ihe <;:1:;lt(§?;r:vltll the usual practice;

The Right Hon. Lyon Playfuir, w.p. (sivnida)m, &01'1 nry G. Cal
| g enry G, Ca crafl,

— No. 3. —
Chairman of Ways and Means to Board of Tr;xdc

Nir,
Tir subject of v ' i 24 Fel " IRR
L 8 your letter regarding the Bills whiel ; sruary 1RR2.
of carcs h egarding th Mls which claim powers to pay interes
“tem}iosl,af‘?ln&ary to thle provision in Standing Order 167,p had '\lrezzx?:-y el:::m ‘] o
H -, N £ LPE
Chatoms " thee };3:;52 fti: i\r(lir..hpeakf:r has ‘}md conferences with the (?oun::la::f :’l)y
Lol pan ot te. ot Lords in relation to it. ¥ propose arranging a confer L
SOt !: es&ae in relation to these Bills, 1 agree with you ‘th&tnaln conference with
cannot be allowed to be give tandine Onia s the puwers song
Undoubtedly the spitit of [t} bbf Acts, unless the Standing Orders be mntlerinll 1) l%’l(llt
railwav v the spirit of this Standing Order is constantly evaded in t} y ptered
Ia:x:?} con»tructxlon, and the arguments in favour of it do not scem to be\evle):mhce iy
close vou Mr i : Alr
oo ose ‘\‘?;}1 a letter from Mr. Rees deseribing the inconveniences of the _:.tni).ng.
(t)i‘fa- Ien _}[';m ll:m'e read this letter kindly return it ¢ Standing
course I will take no step i i he i Standi
full consultation with your de[)l‘ax'tr:xmz‘i}?tl()i) ,:,003:;',’{493]1:3 the Standing Ovders without
operation, as it 13 not 700d pobiey 1o, preserve unc;:.ﬁ;g;' .1:1, however, that you counsider its
now to be systematically violated in practice. anged a Standing Order which seems
Henry G. Calerait, Esq. (o have, &e.
(signed) Lyon Playfair.

— No. 4. —.
Mr. Rees to Mr. Warner.

Sir, 13, Great Gct;;'g&street, Westminster,
In oy O ) __ 20 February 1382,
: ordance with vour desire, I beg to put in writing the vie oy hi
to vou verbally a few davs since upon the subject of the Standi ()“; whieh 1 exprossed
: Hy a 3 Manding * whic thi
i n rder w - s
Ittheqtc:?ie of Rallwa‘ys, the payment of interest on calls out of cipimi which prolidics
| strixes one at first sight as somewhat singular that such a r Ariet
een imposed in_the case of Railwavs alone. The evils, if o nction should have
such an application of capital would S ' i¢ evils, it any, which might arisc from
moncy hasio b o bI— g .\s(u scent to be common to all undertakings for which
liad its oriein in ame 4 "]’_9‘1‘118 of shares. 1 .do_not suppose that the Standing Order
, 8 ¥y pecuhar prejudice against Railways: it w -
fact that the only security which Parliament tl atlways: it was probably due 1o the
e th completion of Reswen ‘“c ' .;mmt thought it right, in the first instance, to tuk,
certain proortion of o 8 \‘da'tmt there should be a subscription contract for
whote of borwion of t:x(_n'c capital, and it may have been thought right that the
ruthoriol e IAf tgp )a?nbed should be devoted exelusively to the exccution of the
At Al e fo.r L i was .the cause of the passing of the Standing Order, oue reason
vequires that’ o ;l \:e((lluml.lg its retention would disappear, since Parliament x:ow’
ks e i(:)ne‘_w e;}ostt.shall he'unpounded for securing the completion of the
X case of their not being carried out.
There

.

. Railway Bills has two effects: first, to prevent the promotio

~ Jarger companies, which will ensure such a «
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" There ean be no doubt (and I believe that nny’ amount of evidence could be procured
the Standing Orders in

in proof of the fact) that the insertion of the clause required by
n of genuine schemes; and
secondly, 1o prevens the carrying out of powers actually conceded in many cases in which
wise executed.

works highly benefleial to the public would be other :
It may Le said that it is the same thing whether a shareholder subscribes in the first

instance, say £. 100, and receives back £.20 by way of interest during the construction
ivate accounts adds the loss of

of the works, or whether he subsciibes £.80, and in his pri
intcrest to his princirnl ; it in practice it is found that men will not argue in this way,
1

or, at all events, will not act upen such an argument, and that it is impossible t placain
the money market Railway capital on its own merits, and this because of the real or
apparent loss of interest upon it for a term of years. It follows that Railway capital can,
under ordinary circumstances, he issued only through the medinm of a contractor with
means sutlicient to enable him to carry out the works without money aid from the public.
The conscquences which follow from this are serious, although perbaps not apparent at

first sight. )
The contributor insists upen a rebate guarantee, or other agreement, with one of the
lividend s will give the shares a par value
in the money market, and enable him to raise money upon them. Thus the larger com-
panies, whose gencral interests are to discourage independent railway enterprise, acquire
something like a veto upon the construction of local lines. This 18 surely contrary to
public poliey. Or, secondly, the contractor js strong enough to mnake the works unaided,
and muLes what is termed a “ paper contract ” (thatis to say, he undertakes to complete
the works, taking the shares and bonds of the company in payment). _
The difference between a paper contract and a cash contract is, of course, enormounaly
to increase the price paid for the works, and thus the capital of the company is unduly
inflated, to the loss of the public, who have to find, in the shape of higher rates, the money

nccessary to pay the large amount required for dividenda. . N
in the hopes of obtaining part of the

Again, in a great many cases, the contractor, t
t on the capital during the construction

capital from the public, undertakes to pay intercs
of the works: and, of ccurse, takes good care to add the amount, with a handsome bonus

upon it, to his contract price. This, no doubt, is illegal, but it is constantly done with
impunity, and without question, and the Standing Order clause is not only evaded, but
evaded in the most objectionable way possible.

1 venture to think that the Standing Order can, at the present day, be justified only on
two grounds; first, that the promise of immediate ingerest might be a bait to inexperienced
est their money in unsound enterprises, and secondly, that by means of the
payment of interest, a rotten concern may be kept on foot for years, the greater part of
the capita! lost for purposes of construction, and eventually the scheme abandoned, land-
owners having in the meantime been kept in a state of ‘suspense, and prevented from
dealing with their properties, whilst other and better schemes may have been delayed by
the prior occupation of the ground. ) )

Whatever may be the weight of these reasons, I would submit that they do not Justify
the application of a remedy which has undoubtedly the effect of fettering and restricting
legitimate enterprise, if the wmischief admits of another and cqually efficient remedy which
will Jeave honest enterprixe free.  And I think that such a remedy may be found by an
alteration (not by a repeal, for that might lead to an increase of merely speculative Bills)
of the Standing Order.

[ would suggest that the payment of interest out of capital should be authorided, subject

persons to my

to the following conditions:—

1st. That it should be of moder

ondly. That its payment shoulc
circumstances of each case, is reasona
if fair diligence is used.

That the capital be issued with fal
d of thec

ate amount only, say 4} or § per cent.
I be limited to such a period as, according to the

bly necessary for the completion of the works

3rdly. I notice to all subscribers that interest is
to be paid during construction, an onditions which are attached by Parlia-

ment to its payment.

4thly. That before any such interest is §

before the exercise of borrowing powers) shou
ital has been 1ssue

)aid, a certificate (similar to that required

1d be obtained from two justices that
three-fourths of the share cap d, and is bond fide held.

It scems to me that if these conditions and restrictions are imposed, no possible mischief

can arise from allowing interest to be paid out of capital, whilst the practical impediment

for bond fide enterprises would

which the present rule cieates to the raising of money for
nor wonld any undue inflation of the capital of a railway company result, for the
d represent as wruly a capital outlay as the interest lost (or

amount added to capital woul ¢ ; . ou o
paid it the money be borrowed) during the construction of private works or bmldmg_s. )

1t mav indeed be said that Parliament requires a money payment by way of security in

; the estimate for the works, and that this estimate (which,

the shape of a per-centage on ! .
in I’m"‘[i"(‘ pe\‘]cr includes interest during construction) would not truly represent the cost
of the works if interest were allowed to be paid as suggested. Dut there are many other

items which, although adding to the capital outlay, are, according to practice, equally
; o the cost of management during the construc-

omitted from Parliamentary estimates, ¢ g L
0.93. 63 . tion
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tion of the works, the engineers’ commission,
any weight is fairl{}due to the objection,
when a Railway Bill contains a power
payable should be included in the estimat

the Parliamentary costs, &e.  If, however,

it would be met at once by the requirement that

to pay interest out of capital, the amount so
I remain, &ec.

Joseph H. Warner, Esq. (signed)  John Charles Rees.

— No. 5. —
Board of Trade to Chairman of Ways and Means.

i Board of Trade (Railway Department),
Sir, - London, 8.W., 3 March 1882,
I ax directed by the Board of Trade to acknowledge the receipt of your letter of the

24th_ultimo, upon the subject of certsin Railway Biils of the present Session, which -

provide for the payment of interest out of capital, con
Orders of Parliament.

In reply, I am to state that, in view of the ha
Orders 1o the carrying out of Railway schemes, the Board of Trade are disposed to think
that some alteration in the orders is demanded, while the suggested conditions would
appear primé facie to be reasonable, and such as might probably be observed. ’

trary to the provisions of the Standing

bitual infringement of the Standing

+ I am, &e.
The Right Hon. Dr. Lyon Playfair, m.r., . (signed) Hewry G. Caleraf.
&c. &e.,
+  House of Commons.

— No. 6 —
Prorosacs for altering Standing Order 167 by Chairman of Waya and Means.

TrE Chairman of Ways and Means—Standing Orders.

Standing Order 56, line 2, after « second class,” insert

; : including therein all payments
“ intended to be made to the shareholders as interest on calls made in respect of shares
“ held by them.” .

Repeal Standing Order 167. .
New Standing Order to follow Standing Order 166:

* A clayse shall be inserted in every Bill authorising the creation of share capital for
railway purposes, providing that no interest shall be paid to any shareholder on money
paid by bim upon calls, except under the following comi)'

itions, viz, :
1. That the rate of interest paid shall not exceed 5 per cent.

2. TLat such gayment of interest shall not begin until at least two-thirds of the
share capital aut

orised by the Bill has been subscribed, and is bond fide held by
the subscribers. :

3. That such payment of ipterest shall not be continued after the complet_iop and
opening for traffic of the Railway to which the capital is directed to be applied, not
in any case for more than five years after the passing of the Act.

4. That notice of the intention of the Promoters to pay such interest be given,
together with the notice of other particulars required by the Standing Orde

: | rs, by
advertisement in the Gazette. -

— No. 7. —

Lord Redesdale's proposed Alterations of Standing Order 167.

IN Standing Order, No. 3, line 15, after (privileges),
to pay interest or dividénd out of capital).
 Standing Order, No. 56, line 2, afrer (Class), insert (including therein all payments

(i any) to be made to shareholders by way of interest or dividend out of capital).
In lien of Standing Order, No. 168 ;

A clause shall be inserted in cvery Railway or Tramway Bill, by which the creation
‘of share or loan capital is authorized, to provide that no interest or dividend shall be paid

¢ out

insert (or to empower a Company

+

share or loan

. capital” g shge . T A 3. Bith such
u’;]'it{e pmgimmi‘lz:ios?ﬁ(})‘ee sgt flrg in the preceding Order’ shall be’ inserte F
ons ) o)
z?;r;:ions as the circumstanges (/]

‘ , L L
requrTe. -8

‘ 55
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' 3
. ‘ th
‘out of such capital to any shareholder, or money paid by him upon calls, exeopt upert 118
ou

following conditious, viz. : _—
lg That the rate of interest or dividend shall not exceed 4} per cent, pe
. Tha

i ivi t begin until the Company
f interest or dividend shall no 1 the Any
B T e pag rsix}:::(zaheriﬁ'), that two-thirds of the share cagltai‘((x)f; :tlilgns ae
puve proted e in 1 aud accepted, and is held by the persons aud go pn o
' b«;\en bogéﬁze‘?:: (issued, or their executors, administrators, successors, 3
whom thé sa .

i he
and that cuch PEmsOY S o th ¢, and upon production to such Justice (she
’w;tinsbmckleg;l tllyeh(i“srl:\:p?; th:uilag} such ot)?er evidence as he shall think sufficient,
of the books ot th ,

i he proof afo
he shall grant a certificate that t ;
s}(:u]l be guﬁicient evidente thercof. R oot after tho com-

 payment of 3 t or dividend & i e for more
3. That such payment of )r‘neres way or tkamway, nor in any case f
plietiog and :ﬂ}?ﬁoﬁ?ﬁr&;ﬁﬁ? S:; Act in the case of a Railway Bill, or three
than five : & ‘

years in the case of a Tramway Bill.

resaid has heen given, which certificate

Co New Order, 168a. :

‘ot 5 ills, by which the creation of )
y i Railway and Tramway Bills, by % dividen
the case of all Bills, other than AWy S 1o that juterest oF
AN qegapital is anthorised, and exg‘xﬁi‘s‘e;r):f)r?m“n 130 lx:lea e them upon calls,

i

-" . ‘('« %

of edoh case may in-the opinion of the,

MR

ini s, OF
rations, their executors, administrators, sucgeasors, or

-
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Appendix, No. 2.

PAPER handed in by Mr. Rees, 28 April 1882,

- —_—

. Dizecrors named in BiLLs of the present SESSION by which it is proposed that
INTEREST should be paid out of CapPITAL during Construction.

|

Dirkctons. TitLe or BiLy.

Sir John Swinburne -
Ralph Garr Ellison . -
Hon. Fredk. Willima Lambton - - - Central Northumberlpnd Railwav.
John Robinson - - - - - - i
William Forster the younger - - e
Charles Macartney Swarbrick - - - .

Sir Charles Edward Trevelyan - - - ! ]
- i

v

Joseph Charlesworth - - - - -
Henry Bentley - - - - - - , , . .
Humphrey Brooke Firman - - - - East .and West Yorkshire Union
Edward Bower - - - - - - Railways.

Hou. Fitzroy Stewart - - . . _

The Right Hon. Victor Albert George Child |
Villiers Earl of Jersey - - - -
Charles Bath - - - - - - -
Thomas Cory~ - - _ - - -
John Richardszon Francis - - -

Thomas Joseph - - - - .

Morgan Bransby Williams - - - -
John Jones Jenkins - - - - -
John Crow Richardson - - - - - (
William Williams - - - - - -

. Rhondda and Swansea Bay Railway.

Sir (zeorge Henry Chambers - - - =)
William Rushton Adamson - - - - i
James Brand - - - - - - ‘
James Staats Forbes - . - - .
Albert George Sand - - - . . i
Cha(;les Gassiot an- emar_x - - - - Regent’s Canal, City and Dock Rail-
William Hamilton Crake - - - - way.

Colonel Ben Hay Martindale - - . .
Alexander Lang Elder - - - - -
Hewry William Carter - - - _  _|)

Lieut. Colonel (ierard Smith, Chairman - -
John Fisher, Deputy Chairman - - _ )
Henry Hodge, Esq. - - - - -
Henry Briggs, Esq. - - - - -
The Right Hon. Lord Beaumont - - -
William Day, Esq. - - - - -

Edward Leetham, Esq. - . . . . ,
Fr;:\gs Reecekiti::nEsqs.q T i - i Hull, Barnsley, and Waest Riding

William Hamilton Crake, Esg. - - .|| 9u2ction Railway and Dock Com-
James Stuart, Esq. - . - - . pany-

Watson Arton Massey, Esq.
Lawrence Stephenson, Esq.
John Leake, Esq. - -
William Rayment, Esq. - - - - -

1)
]
)
L

1)
1
]
4

A
. . o
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Appendix, No. 8.

-

MEMORAXNDUM by Sir F. 8. Reilly, Q.

1

1. Ir Standing Order 167 did not exist, the practice.weuld, I think, be’to take‘ eipfxzess
power in Ruilw:iy and other Bills, where the promoters desxrb.d to pai% 'mte'r:e_at le osre
earning profit. They would not, I think, venture to dispense Wlfh an aflimative clause.
The clauscs in differeat Bills would vary in character and in form; according to the Views
of the respective promoters ;: Cgmmittees would arrive at different decisions; the uni~
formity, wLich is ape of the objc{pts of the Compagjes Clauses Coneohdatmn Act, 1845
(as expressed in.thc'i)rﬁ‘ e), would be losg. : .

Shnai 7is intai ink i Id not be simply
. Therefor ﬁndmv Order 167 is not maintained, I think it shou be
re;fealTeéfTu: :’gﬁ)sﬁtutethtanding Order should be passed, allowing (not requiring) the
¥ {dsertion of'wn affirmative clause in Bills, and indicating the conditions to be imposed.

3. The pregent Standing Order restricts railway companies only; a new pgmissive
Standing Srdér might, I think, apply to all companies.
imitati rate of i st mi hink, be left, wholly or in part, for
4. The limitation on the rate of interest might, I think, 2 .
the Committee on the Bill, who might decide according to the nature of the undertaking, -
and other circumstances.

5. The Standing Order then might be expressed somewhat as follows :—

In anv Bill authorising the ereation of share capital, and ir}oor rgtxlng' 'thethtr}r:Pt::rl:;s
Clauses Consolidation Act. 1843, provision may be made to the effect, that, notwiths

5 i to shareholders on
i ing in that Aect (of 1845), the company may pay interest :
:;?ilsazzltll;in%»;uandl';)tai:l,con((t)be follczwing conditions, but not otherwise (namely):

(a.) That the rate of interest may be agreed on between any shareholder and thle \
but so as not to exceed the rate of [ five] per cent. per annum, or such
the Committee on the Bill think fit to prescribe in the Billz -

i i i ~thi t of the
ment of interest shall not begin until [two-thirds] at leas
share capital authorised by the Bill has been in good faith 1§sued‘and accepted,
beinge held by persons legally liable for 1t (the usual proof to be glven? :
o N -

¢.) That such payment of interest shall not be continued aft}eln' the clc{)mpl‘f:}ll%r:
'm§ opening for public traffic, or other user, of the railway, for ot 1et wor’ s(;a £t
" 1 by the Bil, nor in any case for more than [ﬁve]_ years from the Passx.rkx;’ S 1e
i;?;el( el lc’ss period as the Committee on the Bill thiok fit to prescribe in the

Bill,
6. Where a Bill contains such a clause, Scction 24 of the Act of 1843, should, I
think, be repealed by the Bill.

‘ 7. The terms of the(Standi‘xg Order would have to be adapted to Scotland.

compauy, but
lower rate, 1f any, as

(4.) That such pay

8. Other Standing Orders affected would be Nos. 3, 56, 57, 153.

Notice of the intention of the promoters to seck power to pay

9. Standing Order 3. 1d have to he inserted in the Gazette notice for the Bill.

interest out of capital wou
ate of the expense of the undertaking there

. : der 36.—In the estim !
10. Standing Order 56. In gate amount of such interest sought to be

should, I think, be a separate item for the aggre

allowed. . .
. L) ”'
.ll Standing Order 57.— That amount should not, I think,be treated as comprlseﬁl,',ﬁ
! - ° . o sit, 5
. t?le estimate with reference to the deposi - i, "iﬁng
Q.93. N :
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¥ Bl .
12. Standing Order 153.—Nor be treated as part of the capital of a rhilway company

with reference to the amount of loan capital.

i

¢ . -

13. 1 think that the Bill itself should also distinguish the share capital to be raised for
interest, and separate accounts thereof should be kept and be laid before mectings of the
company.. , o

14. ‘Futther questions would have to be considered with respect to,—(1.) Bill: pending
At éh% tyme of the change in the Standing Order ; (2.) Railway Acts therctofore passed.

¥ .

15. These Acta could not be relaxed except by General Act of Parliament.

16. Having regard to that consideration S\m(mg others) I think it may be doubted
whe.ther the required substitute for Standing Order 167 would not be better provided by
a Bill for amending the Act of 1845 than by Standing Order.

-

5 May 1382. Francis . Reilly.




	15860_Page_01
	15860_Page_02
	15860_Page_03
	15860_Page_04
	15860_Page_05
	15860_Page_06
	15860_Page_07
	15860_Page_08
	15860_Page_09
	15860_Page_10
	15860_Page_11
	15860_Page_12
	15860_Page_13
	15860_Page_14
	15860_Page_15
	15860_Page_16
	15860_Page_17
	15860_Page_18
	15860_Page_19
	15860_Page_20
	15860_Page_21
	15860_Page_22
	15860_Page_23
	15860_Page_24
	15860_Page_25
	15860_Page_26
	15860_Page_27
	15860_Page_28
	15860_Page_29
	15860_Page_30
	15860_Page_31
	15860_Page_32
	15860_Page_33

