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P.C. 1680.

CerTiFiep Copy of a Repo;'t of the Committee of the Privy Council, approved by the
Deputy of His Royal Highness the Governor General on the 13th July, 1916.

The Committee of the Privy Council have had before them a report, dated 12th
June, 1916, from the Right Honourable the Prime Minister, submitting that it became
necessary at the recent session of Parliament to make provision for assistance by loan
to the Grand Trunk Pacific Railway Company and to the Canadian Northern Railway
Company in order that such companies might be enabled to meet current obligations
and to provide for payment of interest on outstanding securities.

Having regard to the conditions and necessities of railway development in Canada
the Prime Minister is of opinion that the situation should be considered in a compre-
hensive, way and that a thorough inquiry should be made by a Board of the highest /
ability and experience. =~ -

The Prime Minister farther submits that the inquiry should have reference to
the following matters:—

i

1. The general problem of transportation in Canada.

2. The status of each of the three transcontinental railway systems, that is to say,
the Canadian Pacific Railway System, the Grand Trunk Railway System (including
the Grand Trunk Pacific Railway and the Grand Trunk Railway and their several
branches) and the Canadian Northern Railway System, having special reference to the
following considerations:—

(a) The territories served by each system and the service which it is cap-
able of performing in the general scheme of transportation;

(b) Physical conditions, equipment and eapacity for handling business;

(¢) Methods of operation;

(d) Branch lines, feeders and connections in-Canada;

(e) Connections in the United States;

(f) Steamship connections on both oceans;

(g) Capitalization, fixed charges and net earnings having regard to (i)
present conditions, and (ii) probable future development with increase of popu-
lation. -

»
3. The reorganization of any of the said railway systems, or the acquisition thereof
by the State; and in the latter case the most effective system of operatlon, Whether in
connection with the Intercolonial Railway or othérwise.

4. Generally speaking, all matters which the members of the Board may consider
pertinent or relevant to the general scope of the inquiry.

.

The Prime Minister therefore recommends as follows:—

That Alfred Holland Smith, of the city of New York, in the United States of
America; Sir Henry Lumley Drayton, of the city of Ottawa; and Sir George Paish,
of London, England, be the members of the said Board, of whom the said Alfred
Holland Smith shall be chairmar;

-
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That the Board be constituted under part 1 of the Inqmrles Act, and that it shall

have all powers and authorities which could be conferred under the aumthority of that"

Act as amended by chapter 28 of the Statutes of 1912, intituled an Act to amend the
Inquiries Act;
“That the Provmclal Governments be respectfully requested to aﬂ’ord to the Board

any necessary information and co-operation in the inquiry;

That all the departments of the Government shall afford to the Board and to all
‘persons acting under its authority and by its direction all such assistance and co-opera-
~ tion in the inquiry as the Board may desire;

That the Board of Railway Commissioners for Canada, the Commission of Con-

-+ servation, and all other bodies of a like character under the jurisdiction of the Parlia-

ment of Canada, shall co-operate with and assist the Board in the proposed inquiry;
That the Board shall report its findings and conclusions with the least posmble
delay;

That a commission for the purposes aforesaid shall issue to the members of the

Board above designated.
The Committee concur in the foregoing and submit the same for approval.

- RODOLPHE BOUDREATU,
-Clerk of the Privy Council.

P.C. 2567. "

CertiFiep CopY of a Report of the Gommzttoe of the Privy Council, approved by His
. — Excellency the Administrafor on the 21st October, 1916.

The Committee of the Privy Council have had before them a report, dated 19th - ‘

October, 1916, from the Right Honourable the Prime Minister, submitting that Sir
George Paish has resigned his position as a member of the Board, appointed by Order

in Council of the 13th July, 1916, to inquire into and report upon the general problem

of transportation in Canada, ete.

The Prime Minister further recommends that William Mitchell Acworth, Esquire,
Gentleman, of London, England, be appointed a member of the said Board of Inguiry:
in place of Sir George Paish, resigned.

The Committee concur in the foregomg recommendation and submit the same
for approvaL

- RODOLPHE BOUDREATU,
Clerk of the Privy Councd.

*
——
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To His Excellency the Governor in Council
The Report of the Royal Commission appomted to consider the general problem

-of transportatlon in Canada.

3

][Ar It Preask Your EXCELLENGY : ' -,

We, the~ Commssmners appointed by Order in Counc11 dated July 13, 1916, to
inquire and report on the railways.of Canada, have the honour to present our report
to Your Excellency.

The subject matter of the reference to us is as follows:—
1. The general problem of transportation in Canada.

2. The status of each of the three transcontinental railway systems, that is to say,
the Canadian Pacific Railway System the Grand Trunk Railway System (inclpding
th Grand Trunk Pacific Railway and the Grand Trunk Railway and their several
branches) and the Canadian _Northem Railway System, having special reference to the
following considerations:— :

(@) The territories served by each system and the service yvl;ich it is capable

of performing in the general scheme of transportation;

(b) Physical conditions, equipment and capacity for handhng busmess,

(¢) Methods of operation;

(d) Branch lines, feeders and connections in Canada;

(¢) Connections in the United States; ‘

(f). Steamship connections on both oceans; -

(9) Capitalization, fixed charges and net earnings having regard to (1) present
conditions, and (2) probable future development with increase of population.

3. The reorgamzatlon of any of the said railway systems, or the acquisition
thereof by the State; and in the latter case the most effective system of operatlon,
whether in connection with the Intercolonial Railway or otherwise.

4. Generally speaking, all matters which the I_nembers of the Board may consider
pertinent or relevant to the general scope of the Inquiry.

Sir George Paish, one of the original .commissioners, was, owing to ill-health,
unable to serve on the Commision, and on October 31, 1916, his formal resignation
was received and Mr. William Mitchell Aceworth was appointed in his place. Mr.
Acworth landed in America early in December and joined in our work.

In September and October two of the commissioners, the Chairman Mr. Alfred H.
Smith, and Sir Henry Drayton, spent some weeks inspecting the railways, travelling
upwards of 10,000 miles, visiting all important points from Halifax to Vancouver and
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Prince Rupert, and taking the opportunity of-meeting and oonfel;ring with many
represeptative citizens. We desire to express our appreciation of the manner in which

the officers of the various companics facilitated .our journey and assisted us to obtain a.

knowledge of loeal conditions.

We have had a physical examination made, in such detail as circumstances have
permitted, of the railways of the Canadian Northern and the Grand Trunk Pacific,
by a corps of engineers under the supervision of Professor Swain of Harvard Univer-
sity and the Massachusetts Institute of Technology. His report is given in Appen-
dix A. '

In addition to the information which we have obtained from our own mqmnm
and inspections and those of our staff, we have received voluminous reports and sta-
tistics from the different companies in reply to our inquiries on specific points. Two
of our number have held formal hearings in Toronto into the affairs of the Canadian
Northern Raflway Company, and in Montreal into the affairs of the Grand Trunk
and Grand Trunk Pacific Companies.

Since Mr. Acworth’s arrival we have frequently met in Ottawa and in New York
for discussion of the remaining matters x:eferred to us. We have taken the situation
as it is, and find ourselves in agreemenf as to the neqessity for constructive aid to
hring the railways through the present erisis. We differ, however, as to the extent
and method of Government help desirable, and as to the increase and character of
Government liability and interest now and for the future. It has, therefore, been
found necessary to submit a report of the two concurring commissioners, with a brief
statement of the minority recommendation. They will be found herewith.

-Respectfully submitted,

A.H. sMITH,

H. L. DRAYTON,
W. M. ACWORTH.

~

@-

D
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Report of Sir Henry L. Drayton and Mr. W. M. Acworth.

-

~

Introductory.

This Commission is instructed by the Government to report on the “general
problem of transportation in Canada, with the least possible; delay” TUnder these
conditions it has been clearly impossible for us to set on foot and await the result
of exhaustive inquiries, and to elaborate in full detail & scheme based thereon. We

_ believe that we shall best carry out the purpose which the Government had in mind
in appointing us, if, after setting out the general situation as we see it, and the
" genetal conclusions at which we have arrived, we sketch in broad outline the scheme
of readjustment which we recommend for adoption, and then indicate the manmer
in which, if and when our recommendations are approved by the Government and
Parliament, those recommendations should be brought into practical operation.

PART L.

OANADIAN RATLWAYS.

Mileage, Capital and State Aid.

On June 30, 1916, the operating mileage of railways in Canada was officially
reported to be as follows:— ’

e

In operation, miles of first main track (less duplications
through trackage rights).. .. .. .. .. .. .. .. .. 37434
- Under construction, according to official reports and -

— R
o S cimiid

Bl / . 40,584

; " This mileage, which we take in round figures as 40,000 miles, is very great as
| * compared to the population of Canada, assumed to be something like 7,500,000 at the
‘ present time. It far exceeds that of the United Kingdom or France, with populations,
respectively, of 46,000,000 and 40,000,000. It is roughly equal to that of the German

“Empire, with 67,000,000 inhabitants, and of India, with more than 300,0'00,000 people.

20g—=
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lt is only shghtly beh dRussxa, \
“P‘uttmg Canada alonfrmde countnes more nearly comparable, We. ﬁnd that Australxa, :
- with an: area roughly correspondmg to' that of Canada has 18, 290 m11es of hne for
5 000 000 mhalntants. Argentma llas 20, 290 mlles for the same populatwn. To take
et’ “another” companson, Canada has nearly one-smth of the raxlway ml]eage of the-
Umted States, 1t has Tess: than one—fourteenth of the populatlon. Ev1dently, Judgcd 7
by the standards of other countnes, the raxlway mxleage of Canada bcars a very lngh

atlo to the populatxon : ; LT

‘ ?; We may put the same thxng in: another “way. .The- growth of the mlleage has'
f‘u' outstnpped the grqwth of the popu]atxon. . In 1901 -witha populatxon of 5,371, 315,
< Canada had 18, 140 mxles of rallway ‘in operatlon, roughly, a ‘mile. of raxlway fori" '
'..every 300 mhabxtants. In 1911 “the populatlon had mcreaecd 34 per cent to 7,200, 643
. “whxle the mxleage had mcreased by 40 percent to 25, 400 mxlcs, a mile of rallway to
g f,,every 284*1nhab1tants Smce 1911 the populatlon has, it 1s understood not much“ft;f
o u;creased but the raxlway mnleage open and under constructlon has grown to 40,584 ,-,‘i;
- miles. ‘In. other words, Canada has.to day, takmg the present populatlon as 7,.)00000 o
-only - 185 mhabltauts to “support each mxlo of . raxlway. .Talung the four Westem o
"rProvxnces by thcmselves, there’ are only tao-tlurds of t}us numbcr for® cach’ mxle of
S rallwayh The. ~United States’ have 400 mhabxtants per mile of hne, the Umted e
: ngdom, 2 000 Russm, 4, 000 Even Australxa has 274 mhabxtants for each mxlo of .~
"‘_rallway, Argentma, 238.- And Canada ‘has, what none of these other countnes have to
. a comparable de«ree, a magmﬁcent mtemal systcm of natural watcrways, which must
~ always, so “far as can now: be foresccn, carry. a very large proportxon of tho total traﬁlc. ;
Of course, i mlleage be takcn in “relation not to populatxon but to ‘area, Canada, s0 '
far from bemg at the top, ¢ comes far down in the scale. But area ‘means potcntmlmm,
not actuahtles.: Populatxon alopo can supply traﬁic.\ That the railway mnlcagc already
"bmlt w1ll ‘be msuﬁicxent for the Canada of the future, 'we doubt not. The qucstxon :

S

"present and the proxunate future. PR ke, S

v o

X These facts are. fundamental and must bo stcadxly bome in. mmd in any con-
-sxderatwn of the future of Canadnan rmlways. T T e R e

: 500 Apportxonment of Mﬁeage, o B

Of the mxlcage owncd and m operatxon on .Tuuc 30 1916 (1) Thcre wcrc m tho
hands of the. Domunon Govcmmcnt — e : :

"

!“.'.,3, cio f e

;;f;‘ S R R ‘,fg , ‘ ff ; ’, f \ulcs. -
"Intercolomal.. .. e e denesde ee ceies l,u“}
';;Prlucc Edward Island R eni T ' j 2

.o 00 vs se ss. e es 00 00 o0 s0 0n

5 Transcontmcntal

ve. 80 94 e o‘o se o0 0-‘00 .o oo'.’.“-o o ]810
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| Umted States, as follows‘—- e

L ', e

5 \*ewYorkccntml.. R, .; o
T Boston and "‘\[tuno (mcludmg ane Ccntral).. e e et

Thxs is: moro than countcrbalanccd by Canadmn compnmcs’ mxleago

N T

g

: I’;bprieLmd?

Leased.t

Contralled. | * Total

* Canadian Pacific... . s | sl am | oaes
“ Grand Trunk:,..:. - e T e 1,868 1,868 -
: Camdl:ml\orthcm cieeaiien ........2... ceveenenes [T A 181 e o225
. 189 a3 . 6639 S 7,041
Bevenne, Gross and Net. VT e T

For the year endmg J \mc 30, 1016, the gross camxngs of t.he raxlways rcportmg to 't N o

‘,:the Dcpnrtmcnt of Rall\\n)s and Camﬂ
) mxlcagc, the proprictary and lcaﬂcd but. not the controlled, mllcagu of Ccnadxan com-

pnmcs in the United States, were $261,888, G.rl or pmctxcaﬂy %7,000 ($6 997) per mde ~ 

which’ mcludc, in “addition to . Canndmn

of road opcmtcd othcr\vxso than under trnckngc rlghts.

SO

: l'rhls st Is not exhaustive and only gives important companies.

L " 2These lines nre cssentml p1ru ot lhe parent s)slems, but organtztd xepantely {or lmer-
nanqnal reasons.”’ . ) ) X

. 20g—>}

*
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ncxpal systems ,whlc‘ togethe are‘reaponsxble for 8. per cent of thc
f perated durmg the year were

N At . g

'Avemgemlleage ‘P , l f R
ding ermileof . 7
Operatmg 55 (inclu  |average mlleags p
Revenuh. 7 “‘::5%93':’“1{:" " operated . :
- the ycar ; dunng year .-
- Sy ; '#"'3;."@
“Canadian-Paciflc.. 121 654,571 0,593
.Canadian Northern . ,476.275 . . 3,637
"Grand Trunk . 39,155,040 Vo -10,983 -
>Grand Trunk Pacific (excludmg B L. Co) 963,188 - | 3538 o
“Trandcontinental . .... ... ..o evees e - B, 6J3 516 - | .- 2,896 :
~Int.ereolomal AP Jeeun y e 10,680 (}62 . ' 10,1101 R

St L . Permileof - 5
Net operating a\emga mileage
"Revenue,” | - operated >~ - .
G during year, © -y
S S - e 8 $
LC-madxan Pacnhc . 46.416,743 o IR 3,602 o
" Canadian Nartbexn. S ]
oo Grand Trunk ©J.. oiii e vh el ‘289
. Grand Trunk’ Paclﬁc (excludmg B. L. Co . 53 .
/" Transcontinental............. 1k B
'Intercolomal veee : L ees C 1022

o In addxtxon to’ the rcvcnucs from rail tmnsportntmn and- services mcxdcntnl

e " thereto, the” Canadian Pacific reported revenues from boat lines, commercial ° telo-
S igraphs, hotels, and news departments of $22,834, 095 gross and $6, 034,340 nct. . o,

S Investment in Road and Eqmpment. .
Af the closo of the ‘year cndcd Ju une uO 1916, tho investmens in road nnd eqmp-

A0 ment as camed on thc books: of the compnmcs or tho Govcmment was 03 follows —
e T S e o | Book value of , B L
sk e LT e o road and - {Miles ownied| Permile, -
: B oo SERE equipment. ’ o

| AT ’ s o s

 CanMiaD PACHC.. e renersont eree eerenFoereieenne]  b00388078 | 77 | ot

CamdunNorthem.. B T PP TSRI S 494,762,459 9,002 01,951

Grand Trunk....;..... eeeeseveneensens | 420162310 | ¢+ 331 127310

* Grand Trunk Pmﬁc(exdudmgl} LCO.).................. © 192,312,218 1,962 1 93,018
. Transcontinental....oo ciiieiesonererciommensonsnrananeness] 199,891,801 |° - 1,810 A3332 L

. Inteteolonul T T ry PP TP R POPPT 116,334,204 1,514 16,77

\ LT ' S wnsuams | ms | i




“the | par value of securities’ wluch have been 1ssucd for other than a cash comtderatlon. e

! .For: emmple, the Grand Trunk Pacific’ }ms $25000000 nnd the Canadian Northem
: has $100 000,000 of ordmary stock outstandmg. nelther of ‘which 1ssues repments

0 I’acxﬁc Raxl\vay nccounts shows that “this " company has. recened prcmxums of
$4:>000000 upon tho $260000000 of . ordmnry stock sold. ‘Thc:e premmms -are

+ mrcsted in the gencml asscts of the company m thc same mmmer as the proceeds Sl
of the stock itself, — - o e S ' :

deductcd from the book uccount “ cost o£ rond and eqummcnt P the statement
S bccomcs‘ : s .

e Canadmn\'orthem PO S SRS S AR 394100130 | . 9002 | 43786
. '(“mnd,'l“runkl’aclhc.. e eaeen : 1,92 | " -

. The net opcmtmg revenues lm\e nlrcady been smted Tnkmg in taxcs, rcms, and
) ‘"‘fsumlnr items, which relate’ to opcratlon, the rc]atxon of thc net opcratmg mcome to
Con cost of road and. cqmpmcnt comes out as {ollO\vS°— T T T

The book vn]ue of road and eqmpment is not to be rcgf\rded as ﬂccurately repre-
sentmg the actual CObt of the propcrty. L ¥ Cogt of road and equxpment Y’ ag set up -
on the books of a company, frcquently represcnts not the actual ‘cash outlay but the ;
‘;'m value of 1the bonds and ‘shares which: have been 1ssued to obtam cash or property. R

¢Cost . of « road and equxpment” may therefore mclude the par value of secuntxes iy
foaued to obtmn money for mterest durmg constructlon, dlscounts on securxtxes sold
:and other xtcms not stnctly constructxon cost And it may. mclude sums to. oﬁ'cet

morc ﬂmn o nommal sum of nctual cash pmd in, On the other hand the Canndxan \

If the sums mentioned for tlxe Grnnd Trunk I’nclﬁc nnd Canadmn Northcrn be

. . .
- = R g Yoo . 4 - T

Ave e

"';'»f'k(”» e mPf

o — LR e and Mnlcao“ned
L : : ) cqmpment. il

e -,;"pm, ﬂ. Ry - B - . « s

iasse see., vssesesere sees
i . 3

167, 312 U

-~

N L ‘ ’_ SR | ¢ e { L St
A R Retum on Capxta]. i

~-With thc exception of the first-named railroad, the rctum is so low as to. nﬂ'ord
: furthcr support for the' vxcw which we have suggested, that the country has built moro

rmlrmds tlmn can be Justxf cd on cmnmcrcm] gmund«. o

. P . s v

Te

L" R Le L (" P
SRR PRI ~ b Ne . Nﬁ&'ﬂf, 0| Per cent
.. Read. ! o | operating | e ene 7 Total. onproperty
L | ) ) resenue. '3“& e | = [investment.
. e s s | s %

- Cam lum Pacific le\uy........... Vieess | 46,416,743 | 2 lO'l 4977 Dr. | 44,307,266 o830
_Cmmdum\orthcm................. Cerenes 10,232,088 | 1,241, *465 Dr. 8,9900.3‘ i S5 REN
Grand Trunk.. versevassss 10,373,027 | 4(‘99“6 I)r. . 9,903,101 S2°33

: (:nnd Trunk Pac\ﬁe (cxclndmg hmnch lmm) K (i ~l(. 53,2‘3 dr ‘.!.‘213,629 . 3115

o ot Estimated) |- . N

- Teanscontinental ... B T ) 4‘.‘9.455 11,371,000 Dr. L 948,615 Dr, l)oﬁcu.
lntomlonml.. teriientees ceneesecnmeen| 3,363,478, -1 67,21 4 2,196,204 - - 188,




beeral m promotmg rallway bmldmg in advance of the1r proﬁtable operatxon on a
-commerclal basxs.l Great grants. of Iand have béen given to'the two principal Systems. -
in the West.A But w1thout these rallways the land would have been practlcally vuluc~~
5 .Oash aid has also been voted hberally The total for th1s purpose up to June
' 30, 1916 1s Feported as $116 000000 by the Domlmon Government about $30000000
:»by the provinces, and’ $12 000 000 by mumcxpahtxes. }The Govemments, bot.h Nanona]
, ““and- Provmcml have frequently cntered dlrcctly upon constructlon pro:ects whcn ”;
'f,,"pnvate capital could niot be found; as for instance the’ Dommon Government in the - *
Lo "caae of the Hudson’ Bay Rzulway, and the Ontano Governmcnt in' the case. of tbe

t’"',, r'lemxskammg and Northern Ontario. - They have also often’ extended large assxstance T

. to. pnvate compames by dlrect loaus, by purchase of thcu- sccuntxes, and by guar- Dl
; _;antees. TheSe have grown to largc sums By fnr the largest port though not all, -
- of the zud of thxs kmd is. to bc found in the prmcxpal systems. We gwe the dctml

as follow5' -

uptoJuneSO 1916 as follows.‘ :

e

Yo

.
e ee oo vscescasn.

aud Canals, the roads composmg the Canadmn Northem System had recexved nssxstance f f

The total amount rcportcd by thc Cmmdxan I\orthcm Company, as rcccn’cd
upon ‘the foregomg account, is $33 917 175." The d:ffcrcncc xs -explained by tho fact
t’hat the Govemment reports compnso aid granted to compnmcs now. mc]uded in tho <
Ca.nadxan Northern System pnor to thclr mclnsxon. R :

. s

i

331230 0 o
Cesatyes .
76 ,"01" o

887148

.




‘RAILIVAY INQUIRY. COMMISSION

Of which sold.

1 7 s1m9,720 -
.0 3,309,720

i .Amouni;‘reahzed from land sales, $16 603,295 2 .
The company appralscs 1ts unsold 1ands nt $19 885 485 present v

alue.

(3) Guarantees —As at June 30 1910, tho company had outstandmg secuntxes
bearmg the guumntee of 'the Dommxon or Provgncml Governments as iollows T

N . T R 5 v SR

Cros613287

1~ Dominion of Cgnada “....‘.ﬁ

PronnccofAlbetta avareses dia ves ’ 18930.361
‘ Sa-skabchewan....u AR 14762586 .
< Manitoba . ecessioacisese Tvonsen ‘ '25501 865 - -~
- Ontario ..................;... seseest 7.&»9,997“ e
Bntlsh Columbm ceve we eesheaiTin 39,953,124
; ; » B 211,641,140 e

U outstnndmg. Provmcml rcports ‘indicate that nddlhonal guarantces have been made, :, ‘ L
e cspccmlly by Albcrtn ‘and Snskntchcwan. Thtsc prcsumably are re]ated to mlleage R

on” wluch the guamntm have not yet been carncd Some of- thcso pro;ects are ‘f‘ﬂ' i
npparently m abcyancc, nnd may pcrlmps bc nbandoned T ¥
(4) Loans —'Ilhc Caundmn Nortlxcrn has Imd dxrcct loans from thc Dom:mon :

Ju]y, 1914 sccurcd b) mortgngo.. s evee .; . .S 858,106 o

Octobcr, 1914, sceured by deposit of $12,500,000 of 4 L 2 P
. per cent Govcrnment gunrantccd debcntnrcs, e o 0

i 110,000,000 -

o

-~

: e . cludcd m above mortgngc.. coee s . oo
Junc, 1916 sccurcd by mortgnge.. oo e en ol

. B - 3 . . . . ¢‘ “ [ . : - Lo T "“ ‘. L
. N hl . - < .
- - ~ P N - -
. . s - *
4 M -
" : - B -
: - s <
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$60y 292 700 par value are pledged as collateral secunty for 1oans, of \vlnch $10 000 000 f"

have been, as: stated above,

- 34, 379 809,{
s 05 858 166

lent by the Government" the balance has becn lent by .'f

f Some tlme pnor to 1880 the Dommxon Govemment undertook the constructxon of .
a road that was desxgned to be a link’in'a transcontmental line. In that year the: Cana- ’

:dlan Pacxﬁc Rallway Company was orgamzed for the purpose of completmg the- line.
The aesxstance ngen to the company by the Government comprmes the followmg'-—

2 (1) leroad handed over The cost of road nnd surveys mndc lnv the Govcrn-,
ment, and tumed over to the company frec o£ cost was *-37 80,3-0 ‘ ciey

\

?,(2) Cash azd e I B .

'W By Dommxon Governmcnt to Cmmdnan I’ncxﬁc le‘my E
Company.. B L R SR ‘30,289,343

By Domxmon Government to subsxdmry compamcs. e 13 1"9 8;8

+ By Provmcxal Govcrnmcnts to Canndmn Pnclﬁc Rail- o

« way COmPANY.: vu oo e v ve vu ae oo cviesey 412878 ,

By Provincial Governments to subsxdmry companics.. ~ 12 -,016,257 N

' ; By mumcxpahtlw to Canadian I’acxﬁc lewny Com-

pﬂny..'.. e _ae oo oc ee 8% s s os . 00 e .0 R

L;~., o

B 46!,401
‘";Pﬂy mumcxpahtles to subsxdmry companics.. .. .. 4(‘»-,1-..

" By Dominion Govemment (by purchaso bnck of lund ERa
prenously grantqd).. Ce ee se ee eeee es s 10189 21 i

‘""o

R e R ; $¢113.)Ouo .
<Dcduct Ioans smce rcpmd.. v ee be we e i 4220574 -

 Total cash nid.. \ e e ee .e 806,905,481



By Dommxon (excludmg ]and repurchased) "1 634, 190 :
By Bntlsh Columbla. Ceees s. Ve e ',:_‘_;6,43@8,99’8
93,003,188
: 16,541!056" : ;‘g e

o

Land stlll in hand acres.. O I P R T 11482132
* Proceeds of lands and towns1tes to June 30 1916 $123 810, 124 T
The companys report forJune 30 1916 shows net proceeds from land;'sales as -
: $68 250,803. . ‘The dxﬁerence, it is understood rcpresents expendlture by the company
for development pro;ects, u'rlgatlon, hotels etc and in some cascs, div 1dends 0
e The un=old lands of tho compfmy arc camed m its: accounts at $119 250000

Summary - ‘v‘\ ol DT R e
LA S Complefed rond and surveys, cost Govcrnment. . ';'\' -‘3 37 755,320
.~ 7 Cash aubsndxes..~.. ..7.. e eae e e "66905481

el A S

Total pnbhc n:snstancc, dlrect and mdlrect.. e o$2°8 500 9"51 L

. Further, mdxrectly, the Canadmn I’ncxﬁc lms “had Govemment md tbe value of
wlnch cannot be detérmined, such as rlght to- take pubhc land free for railway pur- .
poscs, vnnous loans - (Smce repaid) ;- ccruun exemptions irom tnxcs- adnnsswn of
orxgmal constructxon mntcrml free of duty, and other coneessxons._f/ R

Govemment Aid to Gmnd Tmnk.

Accordmg to Govcrnment rcports, tho roads now compnsed in tho Gmnd Truuk

leway Compnny s undertn’kmg hm'c reccucd md a8 follows' PR E P
, (1) Subszdws. i e »‘ f e |
VoL DommlonGovcmmcnt...... . Ve esesias $34.;3699‘ v,

L PIOVINCES. o s vaiee ao so enue we ee ve b 4,017,233
'\Iumcxpahtms.. T I TR LR 5,502,1‘-’3

: \, : sxsoosoco e

(-) Loan., : : O R -
et D 'l‘he Dominion’ Gowmmeut mado to tho Gmnd
c ;g Trunk Railway Company, mnny }cm-s ago, a 10,",’

' (mtcrcat on which has ne\'er bccn askcd for or ! '

pmd), nmountmg to.. R R LA $15,142,033 :

£28,145,003

Totnl.. see . ve o000 . Ny .o e -- .o oo “s oo

“13t must be noted-that this sum Is not net to the company as It represents the g'ross/,

XfLands T EETRa 1‘23,810124;_ e ;igg

. receipts, while the company has expended large sums of money in irrigating a portion of the ;

. lands sold. As pdmted out. howevcr. (he compnny \nlucs lts unsold lands at 8119. 50, 000.

L
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‘ Advances under tlus authonty are not here mcluded but are refcrrcd to subsequemly S

[ standmg to thenmount of..*.. Ve le v ..‘ $18469004

,to' the amount of $8,000000 were authonzed by Parlmment in” 1916. .

(3) Guarantees.—-The Dommxon Govemmcnt has nlso guaranteed outstandmg

”‘b‘onds of the Grand TrunL Paclﬁc in addmon to thoce actually held by the Govern-
ment' A ‘ ORI e . T

e

“ Fxrst mortgage, 3 per cent bonds.. e . cess $3499°000
’”4 pcr cent sterhng bonds of 1962..1.. Celed ee gaieet 8440848

g , o | 343,432,813< w
Subsxdxcs and other cnsh axd...‘.. o seine $ 6090030 =
Domxmon Governmcnt mvcstrncnt in. sccurmcs, .‘ 64018000
Dommxon Govemment guarantccs.. ciiee e, ; 43432848
CUA Total.. IR St e snu*ossz :

The Grand Trunk Pacxﬁc Branch mes Compnny
“has.also Provincial gmraatecs on bonds out-'

-

SRRt

RS
. . T Ty

1 These securitles are gnaranteédwb)" the Grand Trankfnailﬁny Company ot Canada. -

W



'\ Guarantees |
outstandjng.

199,141,‘40 208,253,263 -
15 142,633 e B 28,145 693"
70311,716 43 432,848 - 114,470,884

[k r‘,‘\13,469,v004k - 13,469,004 ;

” Canadian Norther:
. Canadian Pacific ... Teee
_Grand Trunk Railway<...._
~Grand Trunk Pacific...:.... |
- Grand Trunk :Pacific Bra.nch

- Lin PS. .. eaes siioisonnns .a 9
National Trauseontmental ; l59,tb1,197 . .o} 7159.881,197
“Intercolonial.ec... 00 : P .| 7 116,234,204 R ‘116‘254 204 ..
it Te,96,567 9,496,567 -

F Prmce deard Island

10.,‘294309 > 158189 933 ~‘3:gc,924,‘433 '256»032;9?2 :;903.4{.»1,7,37",'

) v\,\ ) h

) Not countmg the loss of mtercst for many years upon the xnvestment m roads'
A operated by the Government it appears ‘that for, the elght systems, in’ wluch the pubhc ,

s most ‘interésted, the people of Canada,” through their Governments havc provxded
‘or- guaranteed thc payment of, ‘sums totalhng $968,451 2137, - This - works out at

p ;'3over $30 000 per mlle of Toad.: But even thxs is not - all “In¢ addmon, they
: have grantcd great areas- of land ns yet. unsold’ and unpledgcd. ’l‘hcy have under-'-
: .talxen the ‘construction’ of other ]mes whoso cost wdl be- nn 1mportant addmon 0
this’ Iarge outlay.« Further, in the case of somc of the compames mcluded nbove, 3 ;
: '\to w}uch they lmve given or lent largc sums of money to meet pressmg needs, ‘unlike
"fprxvate Icndcrs, ‘who would -naturally’ huvc ‘demanded a sceunty chargcd in front

the bulk of the pnvnte capxtnl ulready put mto the underlnkmg

'Proportxon of I’ubhc Investment. ~ -

We pause at tlns pomt in the hxstory to mtcrposc somo rcmarks on a sub;ect to t
- i whnch we shall havo to revert more at’ ]cngth hcrcaftcr. The ubovc ﬁgurcs show that e
g thc Grand Trunl\ Pacific systcm, mcludmg itg ¢ bmnch lines” has obtmncd from the.
?: pubhc authontxcs in cash or in gunmntecs “of bonds, $1°7 939 892, out of $197,129, 391‘
_ 3hich is given as”the total ‘cost of tho property; ‘and the Cnnndmn Northcrn ‘has -
" ~mmxlnr]y obtained $..98 253, 263 out of $3703024ol which is tho maximum possible
cash cost ‘of the property as far a3 we havc been ablo to- pscertain it On the other
hand tbe hxstory shows that the Gmnd Trunk Rnilway propcr has rcccxvcxf much Tess ’
 assistance than cxthcr of the other two grcat companics \vxth which it is in ‘competition.” 4
Tho Grand TrunE began as. long ago as 1851, before the Domxmon of Canada came
: xnto exlstence, and before the modcm pohcrcs of subsxdles nnd guurnntco had bcen

? - PR

xlneludu rallroad turned over to compo,ny. S L - . ) ;
.~ 2AS reported to. Parliament. February "9, lﬁls 'rms ﬂgure lncludes 826.938,139 lnter(st g
durlng constructlon. ’ e T e e T

‘of ‘all prevxous mvcstment they ‘have’ \'oluntarlly accepted a chnrge rankmg after e R




il

and it has had for many years to compete Wlth heavxly subsxdxzed rxvals. .
was’ the pmneer m grvmg to Canada rallway servxce, its shareholders havc never had
but’ very: moderate drvrdends.\ We have felt “this should/be borne in’ mmd when

deahng' }vfth the questxon of ‘the Grand Trunk Pacrﬁc, and it hns had some mﬂuence

;assrstance from pub]xc funds. ;

'vtvxth the. raprd growth of Canadran populatron and wealth, and its own wise" nnd

;prudent management ‘the: Canadmn Paclﬁc has « made good » It has rmscd ‘without ;
,further Government help, hundreds of mllhons of new cnpltal

whlch carrres control of the property, represents an avcrage of $11° 50 of actunl cash

‘ put mto the property for every $100 of nommal f'\ce value. The shnrcholdcn -havc .

- Pronncml
~ properties, reprcscnt no practncnl cash tmcstment nnd both .companics have failed to g

= 7 GEORGE V, A 1917

ntroduced In the mam 1t has had to' rely throuﬂhout its’ hlstory on'its’ own resources,
W]nle it

“the recommendatxons whxch “we make ]ater on t}ns subJect. S

The’rarlway hlstory of Canada has gone through threo dlstlnct phascs. In the -

ﬁrst perrod the Grand Trunk came mto exxstence almost entlrcly ag the rcsult of .the -
nvestment of pnvate capltal. It is comparable m thxs respcct mth thc pnvato rml-"

¥ compames of England and the Umted States. o : -
;? In the second penod the Canadxan Pacxﬁc was brought into’ exrsteuce und cnrned
't hrough ‘its early dxﬁicultxes by dlrect Governmont support and lnrgo ﬁnancml
As a result of thxs support and assrstancc, couplcd y

Its common stoc)\

’ffor years recen ed handsome div 1dends, they have, out of opcmtmg surplus, mvcstcd i
$100 000000 in- subsxdlary undertakmgs, : thcy ]mve realized  $68, 000,000 nct from
- land sales, and- they still posseSs land conservatlvcly valued ut $119000000 Against
“no. part of . thxs total mlue hus any capxtal ‘been xssued To-dny the Cum\dlan .

Pacrﬁc stands as ‘onc-of the wealtlucst and ﬁnnncmlly strongést rmhmy compumcs ‘

in the world fully able to rmse, on its own credxt and on the most fnvoumblo terms,

“all the new capxtal which will be rcquu'od to mcct tho dcmnuds for ncw dovclopmcnt

; that the future will bring.

The Canadian I\orthem and Grand Trunk I’nc:ﬁc be]ong to the tlnrd pcrxod ,

) j‘» Though the outward ;t'orm of thcse two undcrhkmgs is that of a prn'nte company .
) suﬁstantml!y they both rest on the rc«ponslblhty of the Govcrnments Na honnl and

Their common stocks, which cnrry mtl: thcm control of thc rcspectxvo

“ make good.” They are cht gomg at prcscnt on]y through lnrgo nd\'nncm of public

-

moncy. - : i

We thmk thc succcss of the Cnnndxun Pnc:ﬁc lemm as co:ntrnstcd mth tlxc

jfuct that the Grand. Trunk Pacific and Cunndmn Northern have had to come back -

to the Govemmcnt for hclp fur bcyond that ongmnlly contcmplutcd, points n dis-
tmct morn] Thcre \vns gn‘cn to the Cmmdum l’nclﬁc at the outset, dircet aid. mth
a gcnerous }mnd and the aid was contmucd up to the point when the company could
“stand n]onc. ‘The country knew what it was paying. Had it-known- ‘how splcnd:d Y
property it was bmldmg up, it would no doubt have stlpulntcd for some share in the .
reversion, But evcn as it xs, the poop]c of Cnnndn, in our ncw, hnvc had good value

: R ) .

i
~
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glven other than a comparatuely small” grant of land ‘at the time: almost valueless.

the past thhout adequate npprccxatxon of ‘the fnct that thcy mxght fall- due, and that,
{if thcy did, thé burden would be grave. We recommend that in futurc no guarantees

» Lhelr fallmg duc. N R PR LI L S

B

Growth of Canadmn Rarlways. ' A

%

~

110 its shorcholders had been but small. Weshmrd *thc Grand Trunk only cxtcndcd
m Cannda, as fnr as lake Huron. ’

“tho growth of tho Woestern country, but hnd nlwnys cnmed suﬁiclcnt net rcvcnue to
, toho care -of its obhgnt:ou

——

“bound ‘rail traffic on what .the companics in tho East, ono of which was a rival,

Y

: f01' then' money.,, In the’ early days Of the Canadlank\?orthern no: dxrect ald Wns

; Smce then the company. has’ recexved $38,874,000 in subsidies; but this is very “small ST
. m proportxon to the dlrect aid gwen to the Canadlan Pacxﬁc. Great ‘sums of money_;
were mdeed guaranteod by tho Domlmou and the Prow mces, but up to 1914 the com-yf’f o
' pany apparent]y met its obhgatlons from 1ts own resources “To the Graud Trunk
3 Pacific,’ dxrcct ald was indeed "u en to a consxderable cxteut but ‘the ﬁuaucml scheme
mam]y rehed on. guurantees, ﬁrst by the Goxcmmcnts, and sccondlv by the Grandl‘ ey
Trunk Company. ,Wc do not tlunk the Governments, erther of the Domxmon or of} BN

thc Provmces, fully realized how serious wos the lmbxhty “luch they were assunnng S
We do not. think the compnmcs reahze& how scrnous the position wauld be, if | recoursek : :
had to be had to the gunrautccs. thle \ve ‘are not prepared to say. that m no cxr-&j ;
cumstances “should guornntecs be given, we do fcel that a pohcy of guurantecs on a','f -

\large, =cale is a dangcrous pohcg.. It is evxdcnt that "uarantccs huve been given’ in

be’ gnveu thhout bcmg takcn up mto the boohs of the guarantor as a- contmumg'f:h_‘ .
Jiability, aud wnhout somc ﬁnancml provxswn bomg umde ngomst the po~sxh1hty of."' -

Tlll thhm tne lnst decndc, Cunodn ,Wns (omlttmg thc Intcrcolomal\ leway, :
and other smnller uudcrtohugs of only local mtcrcst) scrvcd by two main systcms. ‘

he) werei—, . . s Dl e L RTINS
}T ). ’lhe Cmmdum I’ocxﬁc, strctchmg rxght ocross thc contmcnt ond hm‘mg\
' fnccess to all important pomts both in the East nnd in the Wcst with’ control also of -
qa consndcrnble milenge i m the Umtcd Stntcs, and in a very prosperous ﬁnancml posmon. =
@) The. Gmud Truuh whoso _original. chortcr dates from 1851, wnth a strong‘ Sl
> hold on Lnstcrn Conodn, nnd nlso mth important United Statcs ‘connections. Thof L
{Grand Trunk had nlwoys met 1ts obhgotlons, though over a scnes of years the return -~

] (3) But even tcn ycors ogo, the Conodum I\orthern, wluch hod stnrted as o
1 flocal line in Mnmtobn m 1896, was bcgmmng to build up in. the I’ramc I’rovmccs '

a system which, in 1906, compmcd more thon 400 miles, and: which now contains " "
over 5,000 mxlcs in theso provinces.  The Couodmn Northcrn had grown rapxdly thh

The Canadian Pacific hod it \vxll bo seen, thc advoutogo of gathcrmg its o“n,’w
traﬁ‘ e for 1tsclf and of kcopmg it in its own hand throughout. The other two com= o
panies were in a different posmou. The Cnnndmn Northern had to depcud for. wost-

1hondcd to lt On tho traﬁ‘ ic whxch xt collcctcd in. tho Wcst, 1t lost tho long haul to .
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the East. Itwasnotunmturalthatthecompmyelwu}dteachouttotheEast.
F or the same reason it was equally natural that the Grand Trunk Company should
reach out to the West. And public sentiment which felt that the growth of the -
country justified and required more than. one transcontinental line, undoubtedly
" sympathized with the companies’ ambitions.
: ‘The natural solution of the question undoubtedly was that the Canadian Northern

and the Grand Trunk should join forces and construct a line from North Bay, or its
neighbourhood, to Port Arthur. Negotiations for the amalgamation of the two com-
panies were, we understand, actually set on foot in 1903. ‘Unfortunately they came
to nothing; and each company set out independently to construct into the territory
of the other. And 2 very large measure of Government help was given to themboth,
with the result—hardly, we think, with the deliberately contemplated abject—of obtain-
ing not merely two but three transcontinental routes. An uninformed and unreason-
ably optimistic public opinion undoubtedly supported this action at the time. We
cannot, however, but feel that those responsible for the policy of the Grand Trunk and -
Canadian Northern ‘Companies shounld have been wiser than the public. -

. A S

PART II. -
- THE GRAND TRUNK SYSTEM. l

‘The Grand Trunk scheme, first put forward in 1903 under two Acts of Parlia~
ment, both dated October 24, 1903, was for a main line right across the continent
from Moncton to Prince Rupert. The portion of the line east of Winnipeg was to
be built by the Government and leased to the Grand Trunk Pacific company. for
fifty years certain, with a poes1blhty of renewal. The portion west of Winnipeg
was to be built by the Grand Trunk Pacific Company, with large Government assist-
ance. The Grand Trunk Pacific was to build any necessary branches of the system
both East and West, and was to operate the whole. The Grand Trunk was to hold,

and in fact always has held, the entire share capital of the Grand Trunk Pae:ﬁc. -

. _ And the Grand Trunk has had full control of the undertaking throughout.

In fairness to the Grand Trunk it should be observed that the responsibility for -
the construction of the line from Moncton to Winnipeg, now. known ‘as the National
Transcontinental, does not primarily rest on them. The proposal of the company,

as originally formulated and submitted to the Government, was for a line from the
Pacific through Winnipeg as far as North Bay. Government action was responsible _

for the line being carried eastward all the way to Quebec. And the further prolonga-
tion from Quebec to Moncton was added during the passage of the Bill through
Parliament.

But though the Grand Trunk did not originate the National Transcontinental,
it accepted full liability for it. The agreement between the Grand Trunk Pacific and -

the Dominion Government provided as follows: “In order to insuve, for the pro- .

- . B -
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- teotion of the eompany as lessees of the Eastern Division of the said rmlway, the
economical construction thereof in such a manner that it can be operated to the
best advantage, it is hereby agreed that the specifications for the construction of the
Eastern Division shall be submitted to and approved of by the company before the
commencement of the work, and the said work shall be done according to the said

" specifications, and shall be subject to the joint sapervision, mspectlon, and acceptance
of the chief engineer of the ecompany.” ‘

Upon this provision the Grand Trunk Pacific Company, in an official publica-
n “The Grand Trunk Pacific; Canada’s National TFranscontinental Railway;
10th edition, January, 1912,” comments &s follows :—

“Since the rental payable by the company to the Government for the
use of the Eastern Division is a percentage on the cost of construction, it will

‘be observed that it is a matter of great importance to the company that this

_ item ‘cost of construction’ shall be determined on the most economical
o ‘ixasis consistent with a well-built railway, in which respect the foregoing
provision contained in the agreement fully protects the company.” - '

The company, then, appreciated that “cost of construction” was to it a matter
of great importance, and considered that it was fully protected by the terms of the
agreement. But as, in spite of the - right of the company to approve specifications
“ and the right of the company’s chief engineér to supervise and imspect the work,
the cost of construction of the National Transcontinental, which had been estimated
at $61,415,000 was permitted to reach $159,881,197, the company objected to carrying
out their bargein. And the Government, by accepting the companys refusal and
commencing to work the line themselves, have in effect released the company uncon- )
ditionally. The National Transcontinental is now part of ‘the Government Railways,
' We make at this stage only two comments on what is past bistory: The one that
the people of Canada have been generous to the shareholders of the Grand Trunk
Pacific; ihe other that the Grand Trunk Pacific shareholders, in other words the

Grand Trunk Company, have not shown such prudence and business foresight as
“would naturslly encourage the Government to have confidence in their future manage-
ment.

The refusal of the Gmnd Trunk Pacific to take over the operation of the line
from' Winnipeg to Moncton, with the result that the eastern half of the intended
through route is being operated by the Government, has implied the temporary
failure of the complete scheme as approved by Parliament. The line west of Winni-

peg is at present being operated under the control of the-Grand Trunk, the nearest
- point of whose rails is at North Bay, a thousand miles away. It would clearly be
impossible for the Government to permit this as & permanent policy.

i.Grsnd_ Trunk Pacific Finance.

. The original scheme for financing what was then known as the Western Division
of the Grand Trunk Pacific, that is, the entire line as now left after the Govern-
ment has assumed the responsibility for the -Eastern Division, was as follows: The
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line was divided into two sections, the Prairie Section (914 miles) from Winnipeg -
via Edmonton to Wolf Creck, Alberta; and the Mountain Section (832 miles) from
‘Wolf Creek to Prince. Rupert. On the Prairie Section the Government guaranteed
50-year first mortgage 3 per cent bonds of the Grand Trunk Pacific, to the amount
of $13,000 ver mile. On the Mountain Section, it guaranteed similar honds to the
extent of 75 per cent of the total cost, whatever that might thereaff_er- be ascertained
to be. The balance of the cost of both sections was to be found by the issue of 4 per
cent mortgage bonds of the Grand Trunk Pacific guaranteed by the Grand Trunk
Company. These latter were, in effect, second mortgage bonds though not so called.
The Lake Superior Branch was built by the company from the proceeds of its own
bonds, with the help of subsidies both from the Dominion Government and from the
province of Ontario. ‘ ‘

First mortgage bonds were issued to the amount of $68,040,000, and owing to
subsequent arrangements with the Government which it is not necessary here to.
describe, the company obtained their full par value in cash. _ There were also issued

 $20,169,000 of second mortgage bonds, $7,583,000 Lake Superior Branch' bonds, which
together produced $25,734,915.81 in cash. The $93,774,915.81 proved entirely. inade-
quate to complete the system. By an Act of 1906, as amended in 1913, the Grand
Trunk Pacific was empowered to create 4 per cent Perpetual Debentures to the
" amount of $50,000,000 for the purchase of rolling stock and the acquisition of branch
lines. These debentures are guaranteed by the Grand Trunk Company and various .
amounts have been issued from time to time. Op January 1, 1917, $34,879,252.86 of
them had been sold to the public, and had produced $31,411,985.96 in cash. In May,
1909, the Government lent to the Grand Trunk Pacific Company $10,000,000 at 4 per
cent, charged by way of further mortgage upon the Prairie Division, and also guaranteed
by the Grand Trunk Company. In June, 1913, the Government lent to the Grand
Trunk Pacific Company a further sum of $15,000,000, charged upon an equal amount
of 4 per cent Prairie Debentures, guaranteed by the Grand Trunk Company, and
issued to the Government. In June, 1914, the Government guaranteed a further
issue of not exceeding $16,000,000 4 per cent Grand Trunk Pacific Bonds. Part of
these were sold; another portion was issued and pledged to the Government as security
for a cash loan of $6,000,000. The company has also raised $9,095,512.05 by the
issue of $9,720,000 Notes guaranteed by the Grand Trunk and further secured by the
deposit of $14,580,000 of debenture stock. In all the Grand Trunk Pacific Com;
pany had, up to the end of February, 1916, issued securities to the amount of $179,-
782,100.86 and obtained therefor $172,009,663.62 cash. Since that date the company
1,3 has obtained from the Government further advances of $4,397,741.43 and the Govern-
ment auditor has passed for payment another advance of $940,585.

The Grand Trunk Pacific Branch Lines Comipany has outstanding bonds for
$9,879,408, guaranteed by the province of Saskatchewan, and $3,589,596 guaranteed
by the province of Alberta; a total of $13,469,004. For these bonds, $12,688,514 in
cash has been received. ‘ ’ ‘

The three railway companies comi)osing the Grand, Trunk Pacific Railway
system (that is the Grand Trunk Pacific, the Grand Trunk Pacific Branch Lines
Company, and the Grand Trunk Pacific Saskatchewan Railway Company), repre-
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sent construction expenditure, according to the report to the Government in February,
1916, of $197,129,591. Owing to the long time during which the roads were treated
as “under consiruction,” no less than $26,938,139 of this outlay is for interest.
Since January 1, 1916, the line is officially in. operation. It was open for traffic
throughout sixteen months earlier and considerable sections were in operation at a
much earlier period. )

The interest charges on the funded obligations and Government loans of these com-
panies are approximately $7,200,000 a year. There are further debts of the Grand
Trunk Pacific and subsidiary companies to the Grand Trunk for advances amounting
to $26,341,040.53 and for interest thereon; 6 per cent on which, added to the other
liabilities, brings the total interest charges of the undertaking to $8,846,544.20 a year.
As a partial offset, the Dominion Government is under an obligation to pay, without
recoursé for seven years after completion, the interest on the Government guaranteed
first mortgage bonds of the Mountain Section, amounting to $1,655,121.60 a year.
Further; the system has a certain amount of\net income. For the year ending
December, 1916, the Grand Trunk Pacific proper showed net income of $1,899,052.
This figure, however, included $600,000, rent of the Lake Superior branch leased to
the National Transcontinental, and $1,305,741, hire of equipment. There was an
operating loss of $922,398 on the Branch Lines. All together, in spite of losses on
operation, the system had a net income before charges of $826,653.

*

‘Grand Trunk Lisbility for Grand Trunk Pacific.

~—

The Grand Trunk Railway Company stands as guarantor of the following out-

standing debentures and bonds issued and loans made to the Grand Trunk Pacific
Railway Company :—

4 per oent Series A Prairie Division .. .. .. .. .. $10,206,000

o B Mountain Division .. .. .. .. 9,963,000

4 “ Lake Superior Division.. .. .. .. .. .. .. 7,633,000

4 “ Perpetual Debentures.. . .. 34,879,252
5 b Secured Notes (secured by pledges ot 4 per

cent debentures).. .. .. . ve as - 9,720,000

Canadian Government Loan of 1813 .. .. U0 LD L. .. 15,000,000

1908 .. .. .. .. +. .. 10,000,000 -
Total guarantees.. .. .. — $97,301,252

In addition, the Grand Trunk Baﬂway Company had at Feb-
1_'uary 99, -1916, advanced to the several companies the following

Grand Trunk Pacific Railway Company.. .. .. .. $ 801,783 54
“ Branch Lines Company e .. 13,369,537 83
d “ Saskatchewan Railway Co.: .. 214,500 00
“ . Development Company, Ltd... 11,793,907 46
Total advances . e e e em—— 26,179,728
-1+ Total commltment of Grand Trunk Railway Compamy.. ., .. .. .. $123,280,980

In respect of these advances they hold the companies’ notes to the amount of
$24,334,016.55,

We estimate the present annual liability of the Grand Trunk in connection with
the Grand Trunk Pacific system to be considerably over $5,000,000 per annum; and
after January, 1923, it will increase to over $7,000,000.

20g—o
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Grand Trunk Compary’s Propasal. .

The Grand Trunk Company have, in the letter of their President, addressed to
the Prime Minister and dated December 10, 1915, officially acknowledged that they
cannot fulfil their obligations in reference to the Grand Trunk Pacific. The Grand
Trunk Company have already obtained a tacit release from their contract in reference
to the Transcontinental half of the original Grand Trunk Pacific undertakmg They
have now, by their chairman’s letter, put it on record that they are “at the end of
their tether.” They say that it is “ quite impossible for them to meet the extra
liabilities arising from the Grand Trunk Pacific Company.” They propose to retire
altogether from the concern; that in_return for their handing over to Government
the $25,000,000 common stock of the Grand Trunk Pacific Railway, which is in their
possession, but for which they only paid a nominal amount of actual cash, the Govern-
ment shall not only relieve. them of all liability for the interest on the securities of
the Grand Trunk Pacific and subsidiary companies, and for any deficiencies of
operating expenses of the Grand Trunk Pacific System, but shall repay the Grand
Trunk Railway Company any money advanced to the Grand Trunk Pacific or its
Branch Lines and Development Company and other subsidiary companies.”

We cannot think that this is a reasonable proposition, or one that we could
advise the Government to accept. What would be thought if one partner in a busi-
ness were to say to the other: “We entered jointly on an enterprise which we thought
would be profitable. It has turned out the reverse. I propose that you settle with
the creditors, pay out to me the whole of the eapital T put in, and let me retire.
Provided I go free, I am content that you make what you can of the business” We
think the” Grand Trunk Company cannot thus escape the consequence of its
~own action. We quite agree that the Grand Trunk Company cannot ‘meet its Grand
Trunk Pacific liabilities. But, if the Government is to relieve the Grand Trunk
Company of liabilities which it voluntarily incurred, but which it now finds it
impossible to meet, it is for the Government, not for the company, to fix the terms.

The Grand Trunk Case.

Having regard to the great importance of this question, not only to the Grand
-Trunk and Grand Trunk Pacific Companies, but also to the people of Canada, before
deciding what to report in reference to the present position, and what to recommend -
for the future, we gave to the management of these companies full opportunity to
state their case. We invited them to > put forward every ground on which they based
their application that the Grand Trunk Company should be relieved by the Govern-
ment of their obhgatlons in respect to the Grand Trunk Pacific, and have repaid to

“them by the Government their advances to the Grand Trunk Pacific Company and

its subsidiaries, which otherwise would be uncollectable. And we also investigated the
physical and financial position of the companies.

L}




RAILWAY INQUIRY COMMISSION ) xxvii

SESSIONAL PAPER No. 20y

o a letter addressed to Mr. Chamberlin, President of beth companies, dated

November 30, 1916, we wrote as follows:—

“ Before locking into the Grand Truuk Pacific history from a parlia-
mentary standpoint, I would like to have the company’s own statement so as to
make sure that no injustice will be done it.

“Will you please write, or have Mr. Biggar write, giving the history of
the project, and the underlying motives and vbjects to be served, as the company
understoed them, and say to what, if to any extent, the company was prevented
or hindered in earrying out its programme. If Mr. Biggar has a series of draft
Acts showing changes from time to time made before the adoption of the final
Aet that probably would be helpful” ’ )

- To this letter My. W. H. Biggar, K.C., General Solicitor for both Systems. in
a letter received by us on December 12, replied as follows:—

Inception of the Natiomal Transeontinemtal.

“ The eonstruetion by the Grand Trunk interests of a line into the Western
Provinces appears to have been first suggested by Mr. Hays to the late Sir
Charles Rivers Wilson, then president of the Grand Trunk, early in 1902. The
correspondence between these two officials elearly shows that the chief purpose
‘was the construction of a line to connect the Ontario lines of the Grand Trunk
with the Western Provinces. The general outline of the scheme having received
the approval of the directors of the Grand Trunk in London, Mr. Hays, on
October 23, 1902, submitted it to Sir Wilfrid Laurier, then Prime Minister.
On November 3, 1902, probably at the suggestion of Sir Wilfrid Laurier, a
memorial was addressed to him signed by the late Mr. Hays and the late Mr.
Wainwright. The following extracts from that memorial show what was con-
templated :— ) . -

“¢Your petitioners desire to memorialize your Government in regard to
the construction of a first-class line of railway from the northern terminus
of the Grand Trunk Railway at, or near, North Bay, Ont., through to the
Pacific coast, for the reasons and upor the conditions herein set forth:—

“¢TFirst: That it is considered very desirable and in the public interest
that there should be, without any unnecessary delay, a seecond transcontinental

. railway reaching from the Atlantic ocean to the Pacific ocean, in order that
additional facilities may be provided for the large and growing business of
the Northwest, which might otherwise find its outlet through American
channels, )

“¢Second: That your petitioners propose, as soon as authorized by your
Government, to undertake the construetion of such a line from North Bay,
Ont., or someé other point north thereof, to be defined, to the Pacific coast,
the terminus to be at or near Port Simpson; with all necessary branches
along the route, to be designated.

“ ¢Third: That your petitioners therefore ask that their application for
authority to construct such a line.of railway to be called the Grand Trunk
Pacifie Railway shall be granted.

“¢Righth: That in order to provide for connection with the Atlantie
seaboard, all the year round and through an all-British territory route, your
petitioners will be prepared to enter into an arrangement with the Govern-
ment for an interchange of traffic or other satisfactory. agreement with the

. Intercolonial Railway at Mentreal, or such other proposal as the Govemn-

- ment may submit. i ‘

20g—ci-
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“¢Ninth: That your petitioners would have the advantage of all the
eastern connections, in Ontario and Quebec, of the Grand Trunk Railway,
and by this means (on the completion of the transcontinental line) there -
would be established and opened up a complete system from ‘ocean to ocean.’

“ Shortly after this memorial was presented, Mr. Hays instructed that
notice ¢of an application to Parliament for an Act to incorporate ‘ The Grand
Trunk Pacific Railway Company ’ be prepared and published. I inclose a copy
of the notice marked ‘A’ In accordance with an apparent understanding
between Sir Wilfrid Laurier and Mr. Hays that notice was, before publication,
submitted to and approved by the then Minister of Justice, now Chief Justice
“of the Supreme Court of Canada. Subsequently the Bill, a copy of which
marked ‘B’ is also inclosed, was prepared and forwarded to the Clerk of the
House. In the early months of 1903, conferences were from time to time held
between Mr. Hays and Mr. Wainwright on behalf of the company and Sir
Wilfrid Laurier and members of his Cabinet, as a result of which Mr. Hays
was asked to have the Bill amended to provide for the construction of a line
from North Bay to Quebec. Not only do I personally know this to be the fact,
but it js corgoborated by a letter written to Sir Charles Rivers Wilson by
Mr. Hays on March 16, 1903, in which he stated that ‘at the requesi of the
Government we have amended our Grand Trunk Pacific- charter taking powers
to build a line from Quebec to North Bay.” I inclose a copy marked ‘C’ of the
notice published in acecordance with that undertaking. When the Bill first
came up for discussion before the Railway Committee of the House of
Commons, such strong opposition developed that practically no progress was
made at that meeting nor, in fact, at several subsequent meetings of the com-
mittee. While the Bill was thus under consideration, several Members from
the Maritime Provineces insisted that the eastern terminus of the line should
not be Quebec but a point in the Maritime Provinces. So strongly was this
view pressed that in the end the Government acquiesced and directed that
the Bill be further amended to include the construction of a line from Quebec
to Moncton. I attach, marked ‘D, a copy of clause 13 of the Bill reprinted
by direction_of the committee to give effect to this. Moncton was decided
upon as a compromise, regard being had to the fact that both Halifax and
St. John could be reached from there by the Intercolonial. As vou will see,
this clause as reprinted authorized the comstruction of branch lines to Fort
William or Port Arthur and to North Bay. During all this time negotiations
were still being carried on between the Government and the representatives of
the company regarding the extent of and the terms upon which the Govern-
ment should aid in the construction of the line. These resulted in the agree-
ment of July 29, 1903, a copy of which forms the Schedule to Chapter T1 of -
the Statutes of 1903. The facts herein stated, and the enclosures, show how
the scheme as first outlined by Mr. Hays came to be so materially changed.
That his original intention was not carried out was, to my personal knowledge,
not due to a change of view on his part but because he came to the conclusion
that the Government aid essential to the construction of any Grand Trunk
Pacific line could only be secured upon the terms set forth in the agreement of
July 99, 1903.” :

. Tt is not necessary to reprint the exhibits referred to in Mr. Biggar’s letter. They
fully establish his statement that the original advertisement, the draft Bill, and the
notice of intention to apply for the Act, were all merely for the construction of a line
from a point at or near North Bay, in the province of Ontario, and thence westerly.
But Mr. Biggars own letter shows also that the Grand Trunk Company, however
reluctantly, did accept, as the only consideration on which they could get authority
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and assistance to construet and operate the Grand Trunk Pacific line from Winnipeg
westward, the obligation to operate also the line from Winnipeg eastward. But this
point is not of importance, as the company has, in effect, been released from the
obligation that it assumed. T . \

Mr. Biggar, however, confined himself to the Transcontinental section of the
original scheme; and his letter contained no reply to our request for a more general
statement as to the whole project, its motives and objects, and the manner in which
the company might have suffered hindrance in carrying out its programme. -We
" accordingly addressed a further communication to Mr. Chamberlin. ” .
In a letter to us dated January 30, 1917, he wrote as follows —

Letter from the President of the Grand Trunk.
L
“In replying to the first question asked in your letter ‘as to the effect on
the Grand Trivk proper of the loss of the $25,000,000 investment,’ it is perhaps
necessary to repeat to some extent what has already been said from time to
time on the subject. )
4 The advance to the Branch Lines Company—every dollar of it—repre-
sents money paid by the Grand Trunk in order to complete the lines, the bond
- jssnes having been found insufficient for the purpose, together with interest
accruing. These branch lines were intended to be,*and have been, important
feeders to the parent company, the present financial position of which would
have been much worse than it is had they not been constructed.

. “The Grand Trunk Railway Company having furnished the money neces-
sary to complete these lines would naturally look upon the confiscation of its
investment as a crime. The money was put into it in good faith, in the belief
that the Grand Trunk Pacific was largely a national undertaking. That the
railway has turned out so far not to be a snccess is no fault of theirs, but can
be attributed directly to the action of the Government in subsidizing competing
lines and in many ways enormously adding to the cost of construction. There
is not a shadow of doubt .that had the course subsequently followed by the
Government been known when application for the Grand Trunk Pacific charter
was made, that road would never have been built. |

«These are the facts as understood by the Grand Trunk directors and
ghareholders. ) )

 The repudiation of this legitimate indebtedness in any arrangement made
with the Government would not only injure the Grand Trunk Company’s credit,
but might induce a spirit of hostile criticism on the part of investors in Grand

" Trunk securities in London and New York that might easily react upon the
credit of the country. ‘

« The foregoing remarks apply also to the advances to the Saskatchewan
Railway. )
“ The Grand Trunk Pacific Development Company was organized with a

_ view to obtaining, for the Grand Trunk Pacific Railway, terminals and town-
sites, in order to induce settlers to take up land on the line of the railway.
The whole of the common stock was owned by the Grand Trunk Pacific Rail-
way Company. The enterprise was an endeavour to do at our own expense
exactly what in the case of the Canadian Pacific and Canadian Northern Com-
panies had been provided by the Government' by giving land subsidies. The
money advanced by the Grand Trunk Railway Company would have been repaid
had it not been for the collapse of land values in the west, owing to the cul-
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mination of the boom in real estate. The assets of the company are owned by
the Grand Trunk Paciflc Railway Company, and the operations of the Develop-
ment Company accrue entirely to its benefit.

“To the second question asked as to the effect on the Grand Trunk proper
should the operation of the Grand Trunk Pacific be left as it is and the former
not be relieved from its guarantees, there can be only one answer: it would
mean a receivership for the Grand Trunk Company, carrying with it the
destruction of its credit for some time to come and the impairment of the credit
of the whole Dominion.” " B -

“T can hardly add anything to lend additional force to the remarks already -
made in order to indicate the justice of our claim. If we have been guilty of
too much optimism in the inception of the scheme, does not the same criticism
apply to the Government which subsidized a railway system to compete with .
us, its suceess being dependent entirely upon a large influx of settlers in the
west? While this expectation has not yet been fulfilled, it is not unreasonable -
to hope that it has only been deferred, and that eventually the Grand Trunk .
Pacific Railway system will prove an excellent national asset.”

Mr. Chamberlin’s letter in effect charges bad faith, unless the demands made by
his company are acceded to by the country. “ Confiscation,” ““m;ime,” “ repudiation
of legitimate indebtedness,” are grave words to be used by the president of a great
company in an official communication referring to the action of the Government. The
_matter could not rest ther:a. A serious situation was created, and one which in our
Y view could not rest on mere affirmation or unsupported opinion. :

If the company has been taken advantage of, or in any way deluded or defrauded
by the Government, the fair name of Canada requires immediate redress, On the

other hand, the country ought not to be called upon to aceept, on the ground of good
faith, & large loss and responmsibility, unless this ground is well ostablishedl We
neeordingly arranged to hold a viva voce examination.

Hearing of Grand Trunk Officials at Montreal.

On this occasion, Mr. Chamberlin was given every oportunity to disclose all the
grounds on which, as a matter of fairness, the Grand Trunk ought to be relieved of
its obligations. No such case has been made out. Still less a case of “repudiation
of legitimate obligations.” . :

We have reprinted in full in Appendix “B” to this report, Mr. Chamberlin’s evi-
dence. In reference to the National Transcontinental, two new points were raised: (1)
That the statutory obligation to route ocean traffic from and to the West via Cana-
dian ports rather than vie Portland is injurious to the Grand Trunk, and, (2) that
“the delay in the completion of the western portion of the Transcontinental and the
absence of a conmnection vig North Bay caused the Grand Trunk to lose valuable
trafic which they might have had in the years of heavy business before 1914. The
answer as to (1) is that the company accepted the obligation when it took its Act,
-and that they have never so far asked to be relieved of it. In respect of (2) there is
no ground for holding that the Government undertook any obligation to the company
which it failed to carry out. There was indeed a provision in the National Transcon-
tinental Act of 1904 that the Government should so construct the railway that the

-~
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cection between Winnipeg and Quebec and that between Quebec and Moncton should
be completed as nearly as practicable at the same time. But this was a statutory
public obligation and confers no contractual right on the Grand Trunk Pacific Com-
pany. It may well be that in this and in other respects the Grand Trunk failed to
procure the insertion in its agreement with the Government of stipulations which
prudénce would have recommended. :

Grand Trunk Pacific Case.

In rwpect'to the Grand Trunk Pacific proper, Mr. Chamberlin rested his case

" on the following main grounds: (1) That the Government had, in effect, gone into
partnership with the Grand Trunk Pacific and that subsequently it had by subsidies
and guarantees enabled a rival (the Canadian Northern) to come into existence;
and that this action of the Government was, in view of its position as partner with
the Grand Trunk Pacifie, tantamount te bad faith. (2) That the simultaneous con-
struction of the Canadian Northern in the same territory greatly enhanced the diffi-
culty of obtaining labour, doubled its price, and also prolonged the period of con-
struction; (3) That a new duty on steel rails was imposed after the Grand Trunk

Pacific Act was passed; and that this added $5,000,000 to the cost of construction. .

Mr. Chamberlin reiterated his strong belief, that his predecessors would mever have
gone into the scheme, had they known that they would be exposed to Canadian
Northern eompetition. -
As to (1) we cannot. for a moment accept Mr. Chamberlin’s contention. Th
.Govgrnment was and is a government, not a mere private partner; and it retained

and retains all the attributes of a government, including the power to charter new -

railways. We cannot suppose that the management of the Grand Trunk were
ignorant of this fact when they took the Act constituting the Grand Trunk Pacific
Company. Seeing, moreover, that the Oanadian Pacific Railway Company had
obtained special statutory protection against certain competition, we can hardly
believe that their attention was not directed to the matter. Whether they applied
for-a similar protection and failed to obtain it, or whether they determined that it
was useless to apply, we know not. But the point is not important. It is clear that

the Government was entirely entitled to do what it did. (2) This no doubt was a fact, _

which was disadvantageous to the Grand Trunk Pacific; but the company took this
risk, as it teok other business risks, when it promoted its enterprise. (3) In this
case also it is clear from the correspondence between the company and the then
Prime Minister, exchanged in the autumn of 1905, that the Government in no way
broke faith with the company. The Bill for the Act imposing the duty was intro-
duced three months before the agreement between the Government and the company
was signed. The ecompany must therefore have been aware of the Government’s
intention, and it must be held to have taken its agreement, containing no provision
for exemption, with full knowledge of this intention. According to the correspond-
ence, the Prime Minister believed in 1905 that the question of a duty on rails had
been more than once discussed at the time of the inception of the scheme; Mr. Hays,
for the Grand Trunk Pacific, believed it had never been discussed at all.

-

»
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- - The Commission’s Coneclusions.

- Our inquiry has fully satisfied us that the Grand Trunk management was con-
tent at the time with the arrangement made; that it deliberately took its business
_chances, and proceeded with the undertaking. On the evidence there is nothing
whatever to justify any charge of lack of fairness or good faith on the part of the
Government in its dealings with the company. We have no hesitation in saying
that, neither legally nor morally, have the promoters or shareholders of the Grand
Trunk Pacific Company any basis for a claim that the country shall make good the
Grand Trunk’s mistaken investment in the Grand Trunk Pacific. Any aid given
to them must be looked upon not as a matter of obligation but as spontaneous bounty.
The guestion is really so left by the Grand Trunk officials themselves, The

record reads (psge 176), as follows:—

~ “8Sir Hexry Dravron: Doesn’t it really come down to this, that the state-

- ments in your letter mean that in your view, in order to protect the finances of
the Grand Trunk, and as a corollary to protect the finances of the country, the
Government ought to relieve the Grand Trunk in regard to its investment;
isn’t that the whole thing? ’

“Mr. CaaAMBERLIN: That is the whole thing?
“\§Lir Hexey Dravron: There is nothing else to it?
“Mr. CaamBeRLIN: Nothing else”

The Parent Grand Trunk Company.

We turn to the position of the parent Grand Trunk Company. The proposal of
its chairman is that, after they have been permitted to wash their hands of their .
Grand Trunk Pacific venture, they shall revert to their old position of a local road
in Eastern Canada. We cannot think that this is in the interest of the country. We
cannot accept the chairman’s view that on these terms: the company would be “ able
“to fulfil the ever increasing demands of the public bodies.” We do not think that
“the eredit of the Grand Trunk Company,” weakened as it must be by its Grand
Trunk Pacific failure, could be “so maintained as to render possible the raising of
fresh capital as required.” The financial management of the company is not such
as to inspire confidence. A few weeks after the chairman’s letter acknowledging that
the company could not meet their Grand Trunk Pacific liabilities—with short term
notes, issued to make advances to Grand Trunk Pacific companies, which those com-
panies evidently cannot meet at maturity, outstanding to the amount of $25,000,000—
the Grand Trunk Company paid away $2,500,000 in dividends.. And the accounts
for the same year, 1915, contain under the head of “ capital expenditure” this
entry -— - ’

“ Discount and commission:—
’ . £ s. d. P
On sale of 3-year 5 per cent notes.. .. .. .. .. 22438 5 3
On sale of 5-year 53 per cent notes.. .. .. .. .. 104,371 11 7

126,809 16 10”7 .
(Say $608,604)

-
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@Grand Trunk Maintenance Expenditure.

Further, the Grand Trunk railway has not been and is not being adequately
maintained. No depreciation fund has been created for equipment. Mr. Chamberlin’s
view, as shown by his evidence, is that 5 per cent on the cost of the equipment ought
to be annually charged under this head. He says:—

“ Take engines and cars, they are either worn out or out of date in twenty
years.”

This item, aécording to his evidence, would have required an annual sum of
$2,750,000. He also states:—

“ If we had $25,000,000 now, it would put us in fine shape.”

The Vice-President in charge of operation, Mr. Kelley, has direct responsibility
for the plant. On Mr. Chamberlin’s evidence being put to him, he agreed with it.
He has since submitted to us a full report on the question of deferred expenditure.
“ Deferred expenditure” means, in plain English, expenditure which has not been
made, but which, in the view of those eharged with the duty of maintaining the plant,
ought to have been made. .

We give below Mr. Kelley’s summary in tabular form, but we do not think it
necessary to reproduce all the supporting tables,

\ .
GRAND TRUNK RAILWAY SYSTEM—SUMMARY OF DEFERRED EXPENDITURES.

’ Rebuilding and reinforcing freight car equipment.. .. .. .. .. .. .. $ 8,943,971 14
Eqmppmg freight and pa.menger cars with safety appli— ’
ances—
Original estimate.. .. .. .. .. +¢ «2 .o .. .. $850,722 50
Already expended’.. e e ve e as sees sa o 392,220 B9
Balance 1o be expended.. .. .. .. -+ oo .. .. $ 458,501 61
Eduipping engines with safety appliances— :
Original estimate.. .. .. .. oo .4 oo =0 oo - ¢« $ 17,828 00
Already expended.. .. .. +« 2c ct 4o 20 0o 0o oo o 553 68
Bala;ueetobeexpended.. T | 17,274 32
_ Deferred renewals in Maintenance of Way Department— R
In Canada.. .. e bt ee e ee ee ae es e- e § 6,182,672

In United States.. Y. oo ve o e ee ae ae ee oe 5,578,926
i —_— . $ 11,761,598 00

> Total.. .. oo tv oo v el e ea se ee e en e oo v $ 21,181,345 07
MONTREAL, March 5, 1917. ’

On the single item of “rails” the “ cash expenditure required to restore normal
conditions ” is reported as $5,312,142, The cost of r%tormg ballast to normal con-
“ditions is reported as $2,434,000.

With peference to the deferred renewals in Canada amounting to over $6,000,000,
it appears that they have accumulated during eleven years, 1906-16. During this
period, in spite of the requirements of the property, and the claims of public safety,
$36,000,000 were paid out in dividends. . ,
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. The $21,000,000 dealt with above represent the money which the responsible
officers of the company estimate to be required to put the existing plant into good
normal condition. This is a revenue liability. But the existing plant~ is quite
inadequate for existing traffic and requires large additions, for which new capital
must be raised. The estimates of necessary capital ‘expenditure submitted to us are
as follows :— '

Requirements for rolling stock, shops and machinery.. .. .. .. 7.. .. $ 26,150,000
. automatic block signals (main line in Camada only).. 3,633,000

.“ installing rock ballast crushing plant.... .. .. .. .. 467,500

Total.. cr it th bt er me e e e e e e ve e es $ 30,150,500

Putting together revenue and capital expenditure, we find that the Grand Trunk
Railway, in the opinien of its own officers, requires over $51,000,000 spent upon it to
put it in a poesition to meet the requirements of its to-day’s business. We .see no
reason to expect that under existing conditions —this necessary money will be
provided. )

-Effect on Cansdian Bunxiness:

The effect on the country’s business of deficient railway facilities is very serious.
It is best shown in a period of stress, whether this stress is due to traffic congestion
or is the result of bad weather conditions. February last gives a good example. The
traffic was very heavy; embargoes were the rule and not the exception; weather
conditions were worse than usual even in winter. The Grand Trunk had handled
over the lines in its Ontario district in February, 1916, 318,532 cars. Last February
it handled only 195,120. In its Eastern district in February, 1916, the eompany
handled 210,914 cars; and in February of this year only 109,567 cars. This failure
has occurred at a period when the demands on the country for food supplies, muni-
tions of war and other articles used by the Allied Armies, are extremely heavy. The
" situation is one which calls loudly and insistently for an immediate remedy.

In fairness to the Grand Trunk, it should be pointed out that congestion
inevitably causes a falling off in the volume of traffic handled. Cars which are
insistently required for the necessities of life, such as coal, perishable foods, live
stock—and under present circumstances munitions—have at all hazards to be got
forward. This necessitates greatly increased yard-work and switching. - Preferential
treatment of any one class of traffic always retards the general movement, and so
.adds further to congestion. :

The Canadian Pacific is a well organized line. Tts movement also fell off in
Eastern Canada. Its two distriots probably most nearly comparable to the Grand
Trunk’s Eastern and Ontario Lines are its Ontario and Quebec Districts. In
February, 1916, the Canadian Pacific handled in its Ontario district, 92,255 cars,
and in 1917 only 80,414 cars. In its Quebec district it handled, in February, 1916,
130,045 ca;s, and in February, 1917, only 96,464 cars, The resultant percentage
decreases are for the Grand Trunk in its Ontario division 39-37 per cent, and for the
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Canadian Pacific Railway in its Ontario district 15-58 per cent. For the Grand
Trunk in its Eastern Division, and for the Canadian Pacific in its Quebec distriet,
the percentage decreases are 48-5 per cent and 25-82 per cent respectively.

At a later page of this report we refer in another connection to the fact that the

Intercolonial has mo terminals of its own at Montreal, but uses those of the Grand

Trunk. The congestion of February was more a terminal congestion than a rail
congestion, and the Intercolonial business out of Montreal was directly affected by
the congestion of the Grand Trunk terminals. The Intercolonial movement in the
First Division out of Montreal in February, 1916, amounted to 25,446 cars, and for
the same month in 1917, to 15,628 cars, a percentage decrease of 38-58 per cent. The

Intercolonial system, however, as a whole, had a movement, in February, 1917, of

51,311 cars, as compared with 66,510 cars in February, 1916, a percentage decrease of

only 22-85 per cent, while the Grand Trunk for its entire system handled, in ’

February, 1916, 652,358 cars, and in the same period in 1917, 402,133 cars, a per-
centage decrease of 38-35 per cent. .

Commissioners’ Recommendation.

* The Grand Trunk Company’s Board of Directors is 3,000 miles away. We can-
not think that the state of affairs which our investigation has disclosed_could have
arisen, had the Board been on the spot. We are forced to the conclusion that the
contrel of an important Canadian company should be in Canada. But this cannot
be secured as long as the Grand Trunk Railway is owned by shareholders in England.
We have come to the conclusion, therefore, that the control, not only of the Grand
Trunk Pacific Company, but also of the Grand Trunk Company of Canada should
be surrendered into the hands of the people of Canada. We recommend that the
Chairman of the Grand Trunk Company be informed, that it is only on this cen-
dition that the Government is prepared to relieve his company of the obligations which
it has incurred in Tespect to the Grand Trunk Pacific. We recur later on in this
treport to these two companies, in order to set out our recommendations as to their
ownership and management in the future, and as to the terms to be offered to the
Gra\nd Trunk shareholders.

PART III

~

THE CANADIAN NORTHERN SYSTEM.

The system now known as the Canadian Northern began with the aecquisition
by Messrs. Mackenzie and Mann, in the year 1896, of a charter which had been
granted in 1889 by the province of Manitoba to the Lake Manitoba Railway and
Canal Company. The charter was for a line, 123 miles in length, from Gladstone
on the Canadian Pacific to Winnipegosis. Construction was promptly begun, and

\
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the line was opened in Janpary, 1897. In the same Year, 1897, Messrs. Mackenzie

and Mann began to construct a line from Winnipeg to Port Arthur, known as the

. Manitoba and South-Eastern. Shortly after they constructed also the Winnipeg
and Great Northern. )

These three companies among them received land grants of 4,000,000 acres, and
their bonds were largely guaranteed by the province of Manitoba. : :

In 1899, the Lake Manitoba Railway and Canal Company and the Winnipeg and
Great Northern Company were amalgamated as the Canadian Northern Railway
Company. . ' :

Thereafter, by leases, by absorptions, and by new construction, the Canadian
Northern system grew fast in both directions, eastward and westward. - As a system
it never has had, nor has it to-day, any corporate existence. It was held together
by stock ownership. The whole of the common stock of the Canadian Northern
Railway Company itself was held by Messrs. Mackenzie and Mann. In the case of
the affiliated companies the stock was held sometimes by the parent company; some-
times by Messrs. Mackenzie and Mann in their own names. )

Throughout the history of the Canadian Northern construction, the company has
depended on public aid, direct or indirect. The development in the twenty years s{nce
1896 has gone through four distinct stages, though chronologically the stages overlap to
a considerable extent. In the first stage, the company relied on Provincial guarantees.
As it grew larger and more ambitious, it invoked and obtained aid from the Dominion.
This was the second stage. In the third stage, the company, having become better )
known, raised large amounts, by the issue of Perpetual Debenture Stock, and later of
Convertible Income Debenture Stock, on its own credit. At ;10 penod, as far as we
have been able to ascertain, has ‘any actual eash been obtained from the sale of the
common stock, either of the parent company or of the constituent or subsidiary corn-
panies. With the exception of a French issue of $4,000,000 in December, 1911, practi-
cally all the Canadian Northern money obtained by public subscription has been
raised in London. )

Canadian Northern Position in 1914,

In the fourth and last stage, in 1914, with heavy interest payments to be made
and large construction contracts still open, the company found its own resources
insufficient. It reported that it required $100,000,000 to complete and equip its
system; that it could raise on its own account $58,000,000; and it appealed_to the .
Government to find the balance. . ‘

The Government_thereupon guaranteed an issue of $45,000,000 of 4 per cent
First Mortgage Debenture Stock. Of this issue, $14,600,000 was sold in London at
91} in July, 1914; and $2,433,333 at 91 in February, 1915. There have been handed
back to the Dominion Government $12,500,000 as security for a cash loan of $10,000,000.
The remainder (except $133,333 unissued) has been pledged as security for loans in
New York. The total proceeds in cash from those sales and pledges were $36,759,265.
This sum having proved insufficient, in May, 1916, the Canadian Northern obtained
from the Government a further loan of §15,000,000 at the rate of 6 per cent repsy-
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able on demand, to be used either for constructlon or to meet interest obligations.
In addition, the Government undertook in September, 1915, to lend to the company
_ tlc money necessary to pay interest either to the Government itself or to the public
on the $45,000,000 debentur&. And to date, $1,756,000 have been advanced for this
puipose.

It will be observed that the first appeal to the Government was some months
before the war. No doubt the stringency of the money markets of the world at the
time made.i;t;_ more difficult than it otherwise would bhave been for the company to
sell its securities. But that was not all. There was a further cause intrinsic to-the
company itself. It had gone ahead too fast and had undertaken various expensive
schemes, whieh could not possibly carry themselves from the outset. The Canadian
Northern Pacifie, the Canadian Northern Ontario, and the Montreal Terminal especially
implied very serious commitments. And the Prairie system, which was self-supporting
and yielded a profit, was not sufficiently developed to carry this weight.

The war, which at the outset paralyzed the business of the country, and which -

has practically closed the markets of the world to the issue of permanent securities,
other than Government loans, for an indefinite time to come, further aggravated the
sitnation. The com.pany, when it applied to the Government early in 1914, reckoned
on selling its $45,000,000 guaranteed debentures for $42,000,000. In fact it has only
obtained from them $36,759,265 in eash. It reckoned that other securities which it
had to sell would bring in $58,000,000; but many of them it has not been able
to sell. At present the company is living from hand to mouth, and is nominally
borrowing from the Government to pay interest on the Government’s own loans.

-Canadian Northern Annual Report for 1916.

The report to shareholders for the year ending June 30, 1916, appears to show
that, after paying working expensés and fixed charges, the company has a deficit of
only $248,127. But this report does not disclose the fact that more than $5,400,000'
were paid for interest and charged to capital as part of the construction cost of a
system which was all but completed.

According to an estimate submitted to us by the company the fixed charges for
the year ending June 30, 1917, will be $16,539,638. Of this the Dominion and British
Columbia Governments have undertaken to pay $4,514,507 under certain agreements.
This leaves the company to find out of net revenue about $2,500,000 more than it had
available this year. An income of $2,500,000 net implies an increase of at least

$9,000,000 gross. The company itself does not venture to expect a greater increase-

of gross than $7,000,000.

The above agreements to pay mterest -are only for two and three years respectively.
In the year ending June 30, 1920 the Government contributions will have fallen to
$627,000 and the following year they will have ceased-entirely. The company’s estimate
for the year ending June 30, 1921, is that they will then have fixed charges amounting
to $18,300,00.' And this burden they will have to bear unaided. To carry it they would

1This includes the lnterest amounting to $2,250,000 on the new capital estimated by the
ny as ry to be spent in the five years. This estimate we regard as quite inadequate.
If 80, the fixed charges will be gorrespondingly increased.

4
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need (assuming working expenses at the very moderate ratio of 70 per cent), a gross
revenue of $61,000,000., We cannot think it safe to assume that any such result will
zetually be attamed.

A » Canadian Northern Estimate in 1914,

Without desiring to cast any reflection on the Canadian Northern Company, we
think that those responsible for its management have taken, and still continue to
take, an unjustifiably sanguine view of its possibilities. In 1914, when the company
was applying to the Dominion Parliament for the guarantee of $45,000,000 debintures
to complete the undertaking, it submitted an estimate for the three years, 1916 to 1918,
by Mr. Hanna, vice-president of the company, on what was deseribed as “the very
conservative basis of the percentage increase for the past five years.” The company
added that “inasmuch as a part of the mileage has been disconnected and confined to
a local short-haul business, operation as a united trunk line system should result in g
much greater per mile revenue.”

We reproduce this estimate below :—

i"or the year ending June N;
1918, _1 1917. 1918

$ A
Gross eArDIBES . ...ocurriinernnciansios cemseicenanssscancnnn 54,000,000 | 61,000,000 { 67,000,000
Operating eXpemsos. . .....c.vuvecinaenneress aemeecaans esvannn 38,880,000 | 43,300,000 | 46,900,000
Netearnings.............0..ccoeeeenn... erenennes cv eeee.o) 15,120,000 | 17,700,000 | 20,100,000

Fixed charges, meludmg interest on securities at present applied

......................................................... 12,607,115 | 14,019615 | 14,807,115
Surplos........... feee hreeeaveinene. . e ettt eeeesseneaa. 2,512,885 | 3,680,385 | 5292885
Less interest on 5 per eent income debenture stock ....... .......| 1,250,0007 1,250,000 1,250,000\
1,262,885 2,430,&6 4,042,885

This estimate showed a margin, after paying $1,250,000 per annum on the 5 per
cent Income Debenture Stock, of $1,262,000 in 1916,
The estimate was-—

Gross earnings. . e e e e e e e e e e $54,000,000
Net earnings. . .. oo oo te ce to to 2e oo a0 o o ce e 15,120,000

The facts have been i~ » v

Gross earnings.. .. <« co eo oo -0 e e e e e e . £35,476,000
Netearnings.. .. .. vv ve v 5o cd et e v ve v vt oy, 9,373,000

And there has l;een 2 bumper harvest and it is acknowledged that the war has
increased rather than diminished traffic. A further fact has been that for the year
ending June 30, 1916, after passing the interest of $1,250,000 upon the $25,000,000
Income Debenture Stock, and after charging against capital interest to the amount of

rd 3:»
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$5,445,389 (less $878,166 paid by the Government under its guarantee) in respect of
_ « Jines under construction,” the company was still $248,000 short of the money required

to meet its bonded indebtedness.

We appreciate that circumstances which eould not have been foreseen in the
spring of 1914 have arisen fo upset the estimates then made. The money was not
jmmediately forthcoming. The full amount estimated as necessary was not obtained,
and the terms were more onerous. Prices have gone up. Labour has been scatce
and dear. The expected immigrants have not come. The company has sold its ocean
steamers. The system, even to-day, is not in the condition that was in the minds of
the eompany’s officers when the estimates were made.

But making all posmble allowances, we think that those responsxble for the
estimates of 1914, upon which Parhament acted, have incurred very serious responsi-
bility.

Canadian Northern Estimate in 1917.

In January last the company submitted to us an estimate for the five years,
1917-21. This was as follows:—

Y ear ending] Year ending| Year ending] Year ending{Year ending
— June 30, June 30, June 30, Juwe 30, June
1917. 1918. 1919. 19290, 1921,
s $ s 3 $
Groes ganing:...................... ..| 42,590,000 | 48,185,008 | 55,410,000 | 63,300,000 | 68,460,000
Operating expouses. ...... feetecanmeans 31,090,000 | 34,790,000 | 39,895,000 | 44,200,000 | 47,920,000
11,500,000 | 13,395,000 | 15,515,000 | 18,100,000 | 20,510,000

The estimate submitted to Parliament by the company for the year to June 30,
1917, was:— . .
GrOSB. . vv v oo e se e o oo ae oe 2e s 2 ov oo $61,000,000
Neteo oo ce te ce e ST et ve e ve e ee ee . .. 17,700,000

The revised estimate now submitted to us by the company is:—

GrOSS. s vv ve ao ov oo on an ou o0 vs oe ve os oe o= 42,500,000
Nebtew oo oo ee e ve ee oo ae en an ee ee e e .. 11,500,000

The estimate submitted to Parliament by the company for the year to June 30,
1918, was:— . v )
TGEOSB. s sa an ae ae ee ee e e e wn as ew ae oo oo $67,000,000
N o ce te o e ne es e e e e e ee e es ss 20,100,000

The revised estimate now submitted to us by the company is— :
GrOSB. . oo oo oo ae oo e ee e e et ae e e e s $48,185,000
Nebee oo o se on oo oo 5o 50 sn se oo o0 oo o oo =a 13,395,000

oy
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,‘ratxo through a long seriés of years al .fver the Amencan contment, ,m \'lcw of the
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The Canadxan Northern estxmate submntted to us further calculated thnt, in the E
course of the next ﬁve years, the company will need to spend $12,a00 000 of new capltal
i for addmons and betterments and $25 000 ,000 for new equipment. We consider theso ;;
L _estxmates entxrely madequate, and especmlly so m relamon to the csmnato of 90 per :

m.,,« R

. 'Gross eamlngs include recelpts from steamshlps. telegmphs and other sources not properly RN
: attrlbmable to rallway mileage. : R LT Sl SR




ent increase 'rn gross recelpts :"The.company has acknowledged that its’ equ ipment is

d ,,t'eke care of its | exrstmg busrness That equrpment standsr ‘in; the
ompany ] books at $59 000 ,000. If the busmess were to'i mcrease 90 per cent 1t would
ed not $25 000 000 but over $50000000 spe

»:That company has seven
eight” cars per. m11e of lme The Canad1an Northern ‘has‘three. * “We thxnk it will
need’ ﬁve, and thls 1mp11es an’ nddltxon of 20000 cars to the exxstmg stock Tlus
Jlone would 1mply, even if prlces dropped to. those eur;'ent ‘a year 2go,. an addltronal
expendxture of somethmg hhe $30,000, OOO ;And the same thmg is t‘ e‘ in. respect of
comotxves. : Nor can. the estimate "of $12 500, 000 for addlhons and betterments,f
read over a system of 10 000 mxles durmg ﬁve years, be sustamed ~more especrally
in’ the case of ar system that 1s only Just emergmg from the constructlon stage._ It
works out at $250 per mile per annum. “It is rmpossuble that the needs of a rapldly
. growmg property can. be adequately provxded for at any such ﬁgure =
‘ . We thmk that $40 000, 000 for equlpment and perhaps $30 000 000 for addltlons
andb betterments would be a modcrate estxmate of the Systems needs in the next ﬁve
years, assumrng that the C‘anadlan Northern: remams separate and mdependent.
e We sum up “the Canadmn Northern sxtuatron as follows' The company is not at
present ahle, ‘and wxll not for some years to comc be able, to. meet its ﬁxed charges It
W111 we doubt not mcrease its net earmngs as the ‘years go by. - But the mcrensed net
: rnmgs w111 he fully ahsorbed for some years to come by the mterest ‘on new capltal
whrch must be put m, if. the system 1s to-render ciﬁclent serwce., The compnny has
: not now, and as far as we can see wxll nob have -in the near future, such credxt as'to’
enable it to rmse ‘the 1 necessary capltal “As we' have already shown, the pubhc mvestm

“fWe do ot recommcnd further publxc mvestmcnt m tho system, as at present con- L
,‘stltuted : B AN ; L R

i

: ,_The property mvestmcnt of the Cnnndxnn Vorthem Raxlwny systcm is- stated m
1 the balanee sheet of J'une 30,1916, at $491 112,489 34, ‘This ﬁgure adxmttedly has

i been written up. to mclude $100 000 ,000 of capxtal stock. “And thxs stock, as we have
] already said, was lssued w:thout any cash eonsxderatlon.‘ We have endcavoured to. esceb o
e tam the actual cost of the system.‘ I‘xom tho commnys oﬁiclal rcports and’ specxal A

statements supphed to us, we- hme usccrtnmed “that -the maxunum cash mvcstment
" jthat’can ‘have. been made in the property is $383,302,451.83.

The followmg :tables, wluch have bccn accepted by tho company as nccurate,

R = (@), The sourco’ of ; money “or credxt .
- (). The disposition of money or debit 1tems. el ety
(m) A list’ of bonds of constxtucnt eompames ‘assumed.y o

20§—D ST T : LT

.ment drrect and indireet, in. tho Canndmn Northcrn systcm amounts to $298 000,000." :‘ Toel




302,713,872. 69
115,878,166 67
28 000,222 50

Cash ' realized. fro:
*Dominion’ Govemmen't loans of 1914 and’ 1916. W
Subsidies "(not- lncludmg subsidies of’prior organizations) (Q 4)

m- Equxpment Tmst Securi'cies Q. 4) .
Par, value Equipment Trusts

39,836,458 20"
16,862,500 00

114,259,912.93
116,666,957 26
11,161,443 88 °
- 1,832,708 23"
2,166,597 75
2,412,673 30
. 250,000700°
- 616,847-53
~ 2,776,711 03 .

- 20,215,746 03"

2°$436,173,763 87

Audited vouchers and ac
Wages and salaries.‘. b

Accrued ‘taxes;
Insurance.fund:a
Raxlway surplus.
B

s 25,414,408 50

/3,368,924 82 |
7,276,429 01 - - |
- 71,446,010 67
- 7,140,996 59 . -
1+ 682,906 11 -

! o3l -0-246,545
Securities. (dock, lands and stock yard compan s) 1,123, 393

" Sinking funds.. . BCESERS R e . K :

rrnl al> rop rti > ; ts. . ; ‘. 5.922.945

3 52 811 310 54
8363 086 705 30 ;

Bonds assumed in part payment of lmes purchased (See llst in
:table’ 3 ‘following ;o

- 383,302,451:33
,3436;173.761_* 87 .

HOWN . AS OUTSTANDING BUT FOR \VHICH VO PROCEEDS ARD

REPORTED AS RECEIVED-—PAYMENT ASSUMED BY CANADIAN
NORTHERN RAILWAY AS PART OF PURCHASD a

NS

8 5, Oal 462 90

31,781 80 -
: T -—-——-—-——— 8 5, 019 681 10 .
Oentrab Omario Railway. 5 per cent lst Mtg Bonds ¢ eels e e e 956,300 00 -.
-Bay of Quinté Rallway, 5 per -cent 1st -Mtg. Bonds.. .. ..‘..'.. 830,000 00

'Gt.. No. Rallway of Canada, 4 per cent’ist Mtg. . Bonds; ...\,
Quebec & Lake St. John Railway, 4 per cent Mtg, Deb. Stock..
*Duluth, Rainy Lk. & W. Rallway, 5 per cent 1st Mtg. Bonds .
'~ Halifax & Southwestern, 34 per cent 1st Mtg. Bonds,. .. ...,
-*Minnesota’ & Manitoba Railway, 4.per cent 1st Mtg. Bonds.. .
Niagara St. C. &T. Railway. 5. per cent lst Mtg., Bonds.. e

3,605,750.00. |
4,359,014 93 :
V02,000,000 00 ¢
~ 4,447,000 00
S 349,000 00
o 1,098,000 00
e © § 22,664,746 03
°$ 2,000,000 00 - - ..
et 349,000 00 - . - T T
L —— . 2,349,000 00 - "

$. 20,215,746 03 *

PR

'Less ‘bonds on leased lines not included in Funded Debt—- . '
. Duluth, Rainy Lake and. Winnipeg Rallway S
Minnesota. and 'Manitoba Railway

‘00 ‘..

* l'-
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From tlns totaI nnunmum of“ $383,302,451° we deduct the followmgtxtems, :

":the company has 1ncluded in’ cost of road and equlpment . but which- do not re esent
: nvestment n property L

nterest subsequent to" eonstructron and operatmg deﬁcxts whxch
ere eapltahzed when the system was put together, not less than. .

Northern system as at present exxstmg In” “other - Words, as - mdeed 1s frankly
admltted by Canadran Northc;n thnesses, the Canadxan, Northern shares represent

Ul 2. rnrsxcu. msxs. g

But money cost is not alI We declded also to ascertam the approxxmate value,
on the basrs of reproduetlon cost of the property as:it’ exists: to- day. And we rely

on Professor S\vams valuatron for this- purpose. Tlns valuatlon is, in his _opinion,’

v;,an'd matenal the system “at present existing.- ‘Tt meludes property belongxng to the
: \system ‘at: 1ts estrmated cost ifit had to be: acqmred ‘or constructed to-day And -
therefore 1t not only glves the company credlt for lands which 1t in fact owns, ‘even
though it obtamed them as'a grant but lt nlso credxts the company w1t11 the ‘incre- °

.~

»ere qultelarge R AT S OO IR
Professor Swams method of arrxvmg at hls results are ful]y explalned in lns

* new,’ $397 441 ,567.- - From this he deducts for deprccxatlon $40,031,889, makmg the cost
5 of reproductlon of the property m its- present condmon $357, 409, 678 - This, how-
ever, does'not 1nclude equxpment The equlpment was mspcctcd by Mr. Buchamm and, -
o on the ‘basis of his report as to quantltxes and condrt:on, a valuatxon has- been made’ by
M W H. Chadbourn, C.E,; chxef engmeer of our valuatxon staﬂ. He finds the cost of -°
reproduetlon neru at pre—war prlces to be $.>6 590 418, and tho deprecmtxon to be
';$11 250, 433 mahmg the: present value $45 339 985. ", Puttmg the two - valuatrons

adnan Northern system in 1ts present condition.” Now the outstandmg habllxtxes (bonds
debentures, notes, and bank nnd other loans) -of the company. exceed’ $400 000, 000.
Reckoumg on this basis, it appears that the liabilities aro practrcally equal to the

k *reproductxon ‘cost of - the physxcal property._ But the physical property does not all

belong to the Canadxan Northern shareholders. There aro mmorxty -holdmgs in several
20g—D} i g.s“v' o :

We ﬁnd then $370000000 to be the maxxmum p0551ble cost of the Canadran '

s hberal estxmate of the faxr cost of reproducmg new, ‘4t pre‘war ‘prices of - labour ‘

s ment of land values smce thc date of the orxgmal acquxsrtlon. And these two 1tems B 7'

report whrch is prmted as an appendxx hereto. - 'He makes the total cost of reproduetlon S

together. we have $102, 749,663 as tho: fmr cost of reproducing the entire physlcal Can- f" PRGNS




1 ' , ount of the lmblhtles agaxnst 1t. .
On thxs basw, the eqmty of the shareholders must be regarded as on-exrstent\

third basis of estimate is the valué of the property for sale’as a.goipgn,conééﬁi’;
A purchaser- Would not; consuder elther ongmal cost or .'eproductlon cost as: of much
The prlce he would ’})ay would® ‘be based .on earmng power,’ present and
n'thls basrs' he uld consxder how far the Canadmn N orthern is at present
short’of co ermg 1ts ﬁxed charges,'* 5t
‘ ) e spent, how soon a. d1v1dend may be expected and at what
Calculatmg on thls.be(sxs' in-the hght of the ﬁgures set out above, 1t is ev1dent
that*no purchaser would ‘offer for the property_absum amountmg to the total of xts
ha ltles o : > o

7 ‘herefore, that he shareholders 0 the com pany have no equlty exther -
on the ground of cash put in, or on the ground of {physxcal reproductlon cost, or on the :
ground of the saleablé value of thelr property as a going. concern. C I, then, the people
of \Canad have already found ’or assumed responsxblhty for, the bulk of the capltal if
they must needs ﬁnd W hat further capltal is reqmred'/and 1£ they must’ make .up for
some. years to come consuderable deﬁcxts in net earhlngs, it secms’ loglcally to follow f ]
that the. people of Canada should assume control of. the property We return-later» to .
the CanadlamNorthem Company in: order to- set out our recommendatlons as ‘to its
ownershlp and management in the future and as’ to the terms to ‘be oﬁ'ered to the
exlstmg shareholders. AR

We: re_ommend that the control of the ‘threc” eompames, Grn*nd“" Truh‘l{,'(uiroud
Trunk Paclﬁc and’ the Canadxan Northern be assumed by the peoplo of. Cannda. Wo
have therefore now, to“conmder how thxs control should be exerclsed '

,‘,,..,W . ;

e We are mstructed to consxder the acqmsxtxon of tho Canadxan rmlways by the o
State, and the poselhxhty of theu‘ operatxon m connectxon mth tho Intercolomnl




A

: ,the Grand Trunk Paclﬁc and the Oanadmn Northem, 1t would be morally bound

i land and eoal development schemes, _and other- cnterprxses quite’ unsuxted'for Govern- e 'f‘

E ;;'b ' at any txme possrble for the Government dehbcratcly to adopt a pohcy of lowermg

,,Ve thlnL that if the State took over and undertook to operate the Grand Trunk

z to oﬁer to purchase \the Canadlan Pacxﬁc also. This* company is ‘in ra: strong
ﬁnanclal posrtlon, it has’ assets of great present’ and even greater potentxal value,_
largely exceedmg its lxab;]xtxes" its- $200000000 of common stocL stand at a ‘high
remmm, and have been very much hxgher, it paxs a stcady dividend of 10 per ‘cent; L
dts purchase would be a costly matter" and 1t docs not ask to be purchased or to be o
helped in’ any other way.’ ~The company is admxttedly progresswe and- grves a good

pubhc servxee. Moreover, 1t has’ a ]arge mvestmcnt in ocean steamshlps, n'rlgatron, 5 C’*.}

- ‘ment management. ‘But- ‘the* Canadxan Pacrﬁc ' Railway is cxposed throughoub its i

whole terrrtory to the competrtron of exther one or. both of the other systems. So AT

long as that competmon is;in_ the hands of othcr orgamzatlons, also havmg to earn RN

the mterest on thexr bonds and stnvrn" to carn a dividend on  their stocks, thea e
Canadran Pacxﬁe Rarlway has no cause for complamt.{ But competltlon with. raxlways " ,ﬁ, f el
\operated by the Government stands on an entxrcly dxﬁ'erent footxng.' ‘It would

rates, in some part’ or. throughout the terrxtory xnvolvcd bclow a commercxal basis, ) o
rand makmg up the deﬁcrency out of general taxatron. It mlght be argued that such SRRy
a pohcy was Justxﬁable on'the ground that the general prospenty and dcvelopment Ll
of the country Would be thereby: promotcd ‘But w}ulo concervably it mxght be proper
to tax ‘the pubhc to develop the country, though in fact. it Would not ‘bo the Whole o ¥
pubhc but only certam portxons of it that would beneﬁt it could not possxbly be fair - :, R
“to” nnpose~a specml tax - upon the :Canadian- Pucxﬁc Raxlway shareholdcrs for 'the o

. purpose. “And yet it is cvident that this would in- fact happen.. Tho Oanadlan

Pacxﬁc Rallway would be ubsolutely forccd to follow any rate reductxon made by tho B
Government raxlways, on’ pam of losmg tho busmcss cntxrely N e e ‘

A e B e e .
. \ T A Tl l«l - i FR  '~,,¢' Lo . : RN
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gst' them erther own, Jease, o

the" - hree great Canadlan‘ ompanles amon

g et

» \Government should he subJected not 0n]y"f
to the’ regulat/ 2 nuthonty ‘of . thy Intersta e Commerce Commrsswn and the" several”;
State Rarlway‘ Commlss1 ong_of the Umted\States, but a1507 0 the pohce revulatrons of—»} :
a the Statee which' these hnes enter, chmcally, no. doubt the dlfﬁculty could be got'
esting T':he Iegal ownershlp in 'Government oﬁicmls under thexr own. names
; Bu‘ the' practrcal ’fact Would rem'un. It Would in’ .
A"hrch -would be ordered by the Umted States-
Interetate and State Oommrssrons to alte it rates, and Canadran Government officials ' 3
States L. courte to‘explam tlxelr actrons and“f

for

& War, and Canadmn
reso rees are deeply pledged for war purposes, If the Government taLes over the rml-.’
Ways, not only does 1t assu. e'the drreet responsﬂnhty for the whole exrstmg debt but g

W years). will become a direct ohlwatron of the Canadran Government. e It is a matter .- ’
"f‘ 0] mon knowledge that raxlway bonds and Government loans appeal to dlﬁ'erent
’And We are p suaded that it-is, desnrahle that Canada should retain” both' 2}
strrngs to her»bow . Lo P ET ORI
For all these reasons, our recommendatxon is that the rdea of Government owncr- o
dhlp and operatro ‘be not entertamed : : : L

ke In the Umtcd Statcs when'a’ company is
in thrs*posxtron 1t 1s plaeed xn the hands of a recerver. And at this 3 moment upwards
of "40, 000 mllon of lme are in that srtuatron. Under a recervershrp the holders: of
the junior secuntles have to submrt to compound theu clmm, and. the fixed charges are .
reduced to an ﬁamount that the net revenue from ¢ operation suﬁices to meet. Ought this .

ompanies have to some extent a- moral claim ‘on the Government Their. schemes of
: extensxon have been matters of public knowledgo for many ycars. " So far from discoyr-

‘f‘agmg them, the Governments, both of the Domxmon and of tho Provmces, have byu"fs
subsidy and by ¢ guarantee, by loans and cash advances, encouraged themtogoon, . -

~and Canadxan Northern have been placed m the mam through Loudonthhlnon-,::

ot . e < . L e
. Ve

all the new money that has to’ be ralsed (and as-will be' shown ina later portxon of thls' R
eport “the’ amount o _thxs new money must necessarlly be consrderable wrthm ‘the next . -

drastxc course'to be adopted here? “We think not. - ‘We' think the security holders of the 2

i But there is thore than this. “The bonds and debentures of the Grand Trunk Pacific o




‘_“hat rnvestors out81de anada would beheve however erroneo.nsly, that the
,‘Dommlon Govermnent had treated them badly, and that the result would beo senous
' ‘,—,;to the’ redlt of the Canadlan Government and 1ndeed of all Canadxan enter-\
) fAnd thls result is one that puttlng it on’ pecumary grounds alone, the Canadlan
eople should in therr own mterest spend a good deal of money to avoxd We therefore
consnder that Canada should ',assume the responsxblhty of seemg that the 1nterest on

»-But.we recogmze that it'is
o1 ' It wrll mvolve con31derable ﬁnancxal a1d for some years .How many we Wlll
’t estrmate, as it depends m ‘the maxn on the rite at whrch C'anada develops. And that -
.Tate no one can venture to\ foretell “We ought to pomt out, however, that: the rate at
hreh the C'anadran Pacrﬁc progressed when " it Was the only transa)ntmental
lme, cannot reasonably be tahen as a standard of the probable rate of pro"ress of two
new: transcontrnental systems, competmg, not. only thh each other, but Wlth the rxch
and. ﬁrmly estabhshed Canadlan Paelﬁc 1tself : 3

Clh‘ansfer to a New Body, Recommended. ; ,;«_j:

~. We' have recommended then that the eontrol of the three compames, Canadlan )

Northern, Grand Trunk, .and Grand Trunk Pacific pass into’ other hands; that the

rights of the credrtors‘ of all three eompames be preserved mtact' “but that the rail-

. vlrays of the three compames be* not handed over to, or operated by, the Government '
lt is necessary, therefore, to ﬁnd some new body or bodles to ‘'whom they can be B
transferred We thmk the .questmn, Whether there should be’ ‘one’ body or more, is

answered by the facts that we have already. rccrted.s The Canadlan Northern is weak .

_in the East." The Grand Trunk ‘with -the. madequate I’rame hranches of the Grand
Trunk Paclﬁc, would be’ almost powerless. to’ compete in the West wrth the Canadian’
Northern and the Canadmn Pacific.- The natural tendency of the Grand Trunk and

.Canadlan No rthern orgamzatxons, if left separate, “ould be for cach to mvade the

terrxtory of the other. Remammg separate, the Canadnan Northern system would -

need to spend many mrlhons of ‘dollars to. ohtmn an adequatc hold- on the East'in’ - ‘

competltxon " with' _the." ‘Canadian - Pacxﬁc and Grand Trunk Remammg e
separate, the ‘Grand Trunk and Grand Trunk Pacxﬁc system ‘would need to: spend L

: rnany millions of dollars on new branehes in the West, in order to holdits own with - ;’“',?y i

"the Canadran Pacrﬁc and the Canadlan Northeru.; And thls money would

be needed at once, for txll it was spcnt ncxther organization would ‘possess a complete

SYStem.J Canada cannot -afford all these new rallways, and- does not need three com- B
Petrtue systems. " We recommend . therefore that thé . three undertangs, the Cana-~ ‘
_dian. Nortlrern, the Grand Trunl\ ‘and the- Grand Trunk Pacific be umted m one RENPEEN

.‘ system To whom then should xts manngement be entrusted? R

v e PR : : ey e 1 3




'Another suggestion has been' made wh1ch we w1]1 deal thh herc. In our Judgment
'\ has even less”to‘ recommend 1t. t:ig
’ to: h Canadlan Paclﬁc leway, on terms to be
rranged :fWe can see'no possable advantage to the country m thxs proposal. "It would - -

hand over$the lmes w1th the best prospect of development to the Canadxan Pacxﬁc le- : 8
Way. It would re-estabhsh What Would be’ a practlcal monopoly in the Pramo Provmccs._‘; o
It would leave the country to carry the burden, for an 1ndeﬁmtc timé to comc, of the'k

’Grand Trunk Paclﬁc, which i m its present 1solated posmon has little hope of prosperous
'development ;‘And it Would Iead before long to an mevxtable nesult For the.sake both’
of gwmg' the Grand Trunk Paclﬁc system a fan' chance to develop,” and § in ordcr to
‘break down once-more the re-estabhshed monopoly of the Canadlan Pacific leway,
‘pressure would be put on the“Govemment to obtam a wholesa]e cxtensxon of tho Grand’ .

T o



:;We.havo consxdered What xs commonly known as: the Mexlcan scheme Under
his scheme, whxch was ongmated by Sefior leantour, the very able Fmance Mxms-»

: er of the sz Govcrnment the Govcrnment -in return for the guarantee of certam
bonds and the payment ‘of a nommal\amount ‘of ‘cash;’ acqu1red posscssmn of a suffi- -
,clent amount of deferred ordmary stock of tho pnncxpal rmlway compames, on wluch

B the electlon of the,Boards of Dxrcctors, and therefore mdxrectly control of tho pohcy
o'fAthe compames. {'Slmllnr partnershxps betwcen the publxc authontxes and pnvate
compames have in recent years bccome common in the grcat German cmes for the -
‘ estabhshment and opcratlon of gas, 'e!ectrxc, and strcct railway undertakmgs. The
= Mexxcan scheme is understood to have worked very successfully, so - long as ’\Iexxeoi
remamed an orgamzed commumty We do not thmk it apphcablc to Canada, where the

he compames on thexr own rcsponsxbxhty, there was no- questxon of defaultmg onf
A.ﬁxed charges, ‘the systcms ‘were. practxcally completc; - and no Iargo amounts of new.

» responsxbxhty of the Government tbe compames cannot meet thexr fixed charges‘
‘ S the systems gre far from complcto, ‘and. much new capxtal wxll have to be provided, - -

: ‘recommend that the Mexxcan prcccdcnt be followed e o

eV Lo

’ ‘no dmdend was hkely to- be’ eamcd in the 1mmedmte futuro, to give them. control of L f

: / condmons are cntn'ely dxﬁerent. In Mexico the bulk of the money had been'* raised by

capltal were_required. In Canada the bulk of the .money has been raised on the g

w}nch can not be raised by the compames on thc:r own credxt We cannot thereforo‘ S




T

R AN

\any'attempt should be made to forxn zi new company, elther on the '\[e.\lcan or on. ..
' the New York Subway model Such a company could not be Canadxan. :

eed"propo'rtiOns between the,’cotn'panyu and t_he public~
The" N ewﬁYork partnershxp seheme, however, has }reference !
P ok 2

on the capxtel mvolved
Ve have to contemplate a, condmon -

commercmllreturn’on he capltal a]ready 1nvested f“A promxse “of the whole return,‘

'therefore, would not. tempt the outs1de capxtahst;v stlll less \would the offer of a

Tomduce outs1de capltal o ‘Acome 1n and share the rlsk‘ it Would be

adn’behmd 1t all the money requ1s1te could be borrowed at 5 .per cent thhout any
reversxon, the oﬁer of a ‘reversxon Would be, 1n eﬂ’ect, to depnve the people of Cannda

3 attract the necessary capltal The speculatlve 1nvestor~hkes to see ‘his proﬁt in the
near: future.

[n tlus case’ he would have_to walt a good many years before he’ could
expect any return on h1s money beyond lus fixed 41 or 3 per cent.. Undcr present

'tnarl\et eondltlons 'an mvestor'prepared to take some nsl\, can’ do much bettcr for
himself than thxs.

Why we, do not thmk that evcn xf xt were possxble,:

¥

The capxtal'
And the control would'fo]low the capltal Wc ],,
thmk Canadlan raxlways should be under Canadmn managemcnt LTl o

Ay






